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THE PANAMA DEMOCRACY AND ECONOMIC
RECOVERY ACT

THURSDAY, OCTOBER 6, 1988

HOUSE OF REPRESENTATIVES, COMMITTEE ON FOREIGN AF-
FAIRS, SUBCOMMITTEES ON INTERNATIONAL ECONOMIC
POLICY AND TRADE AND ON WESTERN HEMISPHERE AF-
FAIRS,

Washington, DC.
The subcommittees met at 1:36 p.m., room 2172, Rayburn House

Office Building, Washington, D.C., Hon. Sam Gejdenson presiding.
Mr. GEJDENSON. We are here today to consider U.S. policy

toward Panama. Unfortunately, we do not have a representative of
the executive branch as a witness. This is the third time in 6
months that the administration has refused to testify on Panama.

Twice before, on April 28th and again on May 5th, 1988, these
two subcommittees were told that no one in the Reagan-Bush ad-
ministration would appear before the committee on a matter of
United States policy in Panama. Not the Treasury Department, not
the State Department, not the National Security Council, not the
Department of Defense, no one.

The General Accounting Office has been trying to investigate
Panama as well. Specifically, the use of the executive branch of in-
formation on General Noriega's drug trafficking activities. But for
the last 6 months, the White House has stonewalled the GAO,
given direct orders to Justice, State, Defense and the NSA not to
cooperate.

For 6 months, the GAO has tried on a weekly basis to get infor-
mation on General Noriega's drug trafficking and what the admin-
istration has done about it, but for 6 months, the Reagan-Bush ad-
ministration has put up a solid stonewall.

Cabinet officers of the Reagan-Bush administration have even di-
rected their agencies to avoid any discussion of Panama. In fact,
James Baker, before leaving Treasury to head up the Bush cam-
paign this summer, gave explicit orders that no action was to be
taken on Panama.

Apparently, the Treasury Department took the directive serious-
ly. To date, my office has been denied any and all information on
the implementation of United States economic sanctions on
Panama. Under the economic sanctions imposed last March, the
taxes the U.S. companies previously paid to Noriega were supposed
to go to a U.S.-controlled escrow account.

(1)
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THE DEFEO REPORT

According to the State Department estimates, there is $65 mil-
lion unaccounted for. Perhaps it is only a matter of sloppy account-
ing or loose enforcement of sanction laws. Maybe it is just that
sanction law is unworkable. But the problem is that we do not
know because the administration will not tell us, and now the
Reagan-Bush administration will not release -he 1975 Justice De-
partment Report detailing General Noriega's personal involvement
with both the CIA and international drug traffickers.

This report, known as the DeFeo Report, after its author, Justice
Department official Michael A. DeFeo, might prove an embarrass-
ment to then CIA Director George Bush since he no doubt was
briefed on its content before his meeting with General Noriega just
a few months later in 1976.

Standard operating procedure for the CIA is to fully brief the Di-
rector of the CIA when he meets other chief intelligence officers,
especially when they are on the payroll.

What is the administration hiding? Why will they not testify?
Why will they not cooperate with the GAO? Why will they not ex-
plain their policy in Panama? Why will they not tell Congress
what they know about General Noriega's drug trafficking?

For the past 6 months, I have tried to get this administration to
respond to my legislation on Panama, but I have not yet even re-
ceived a response to my request for executive comment. Apparent-
ly, they are all following the Baker gag order.

I hate to think that for the past 6 months, the Reagan-Bush ad-
ministration has subordinated the fate of a strategically important
country like Panama to tht-ir political agenda. The American
people have a right to know what is going on. There is no question
that Panama is important and that United States policy is a mess.

The Reagan-Bush administration may seek to avoid tough prob-
lems, but we cannot shrink from responsibility to develop a work-
able and constructive policy. That is our purpose today, and to help
start this hearing, we have four witnesses, but before we call on
the first witness, I will ask Mr. Lagomarsino if he has any opening
statements.

[A copy of H.R. 4703 follows:]
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100TH CONGRESS
2L, SESSION H.Re 4703

To support the people of Panama in their transition to democracy.

IN THE HOUSE OF REPRESENTATIVES

MAY 26, 1988

Mr. GEJDENSON introduced the following bill; which was referred jointly to the
Committees on Foreign Affairs and Banking, Finance and Urban Affairs

A BILL
To support the people of Panama in their transition to

democracy.

1 Be it enacted by the Senate and House of Representa-

2 ties of the United States of America in Congress assembled,

3 SECTION 1. SHORT TITLE.

4 This Act may be cited as the "Panama Democracy and

5 Economic Recovery Act".

6 SEC. 2. FINDINGS WITH REGARD TO PANAMA.

7 The Congress finds that-

8 (1) the security of the Panama Canal is a strate-

9 gic national concern of the United States;
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1 (2) the people of Panama and the people of the

2 United States have maintained warm and friendly

3 relations;

4 (3) the people of Panama have long struggled to

5 achieve democracy and freedom in their country;

6 (4) the United States has a vit-! interest in sup-

7 porting the development and maintenance of stable,

8 democratic institutions in Panama and throughout the

9 hemisphere;

10 (5) United States economic sanctions with respect

11 to Panama are hurting the Panamanian people and are

12 doing serious long-term damage to the Panamanian

13 economy, without accomplishing their intended objec-

14 tive of forcing the departure of General Manuel Anto-

15 nio Noriega, head of the Panama Defense Forces;

16 (6) the United States has pursued a unilateral ap-

17 proach in its foreign policy toward Panama instead of

18 encouraging a multilate-al resolution by working with

19 our Latin American neighbors and other concerned

20 parties;

21 (7) General Noriega has been indicted by two

22 Federal grand juries ip Florida on drug trafficking

23 charges;
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1 (8) General Noriega has repeatedly undermined

2 the civilian authorities of the Government of Panama;

3 and

4 (9) it is important for the United States to rebuild

5 relations with the Panama Defense Forces under a

6 democratic government in which civilian and military

7 functions are separated and the democratic process is

8 upheld.

9 SEC. 3. POLICY DECLARATIONS REGARDING PANAMA.

10 (a) SUPPORT FOR CIVILIAN DEMOCRATIC GOVERN-

11 MENT.-The Congress-

12 (1) condemns General Noriega's continued under-

13 mining of the civilian authorities of the Government of

14 Panama;

15 (2) declares its support for the efforts of the Pana-

16 manian people to foster constitutional, democratically-

17 elected government; and

18 (3) calls on the Panama Defense Forces to live up

19 to their; commitment to the Panamanian people to hold

20 free, open, and fair elections.

21 (b) POLICIES TO BE PURSUED.-The United States, in

22 order to help bring about a solution to Panama's political

23 crisis, pledges-
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1 (1) to the longstanding bond of friendship and

2 mutual respect between the people of Panama and the

3 people of the United States;

4 (2) to assist the Panamanian people in returning

5 to a democratic system and rebuilding the economy of

6 Panama following the departure of General Noriega;

7 (3) to support diplomatic initiatives by our Latin

8 American neighbors and others to assist Panama in the

9 transition to democracy;

10 (4) to provide economic resources and to encour-

11 age international support for rebuilding the Panamani-

12 an economy following the departure of General

13 Noriega;

14 (5) to provide immediate help to restore liquidity

15 to the Panamanian financial system following the de-

16 parture of General Noriega, thus producing needed

17 confidence and domestic political support for the inter-

18 im government; and

19 (6) to reaffirm and honor all United States obliga-

20 tions and responsibilities under the Panama Canal

21 Treaties and other international agreements.

22 (c) SUPPORT FOR TRANSITION TO DEMOCRACY.-To

23 support the Panamanian people in their transition to democ-

24 racy following the departure of General Noriega and to help

25 them rebuild the economy of Panama, the Congress urges the
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1 President to support a new United States strategy toward

2 Panama based on the policies expressed in paragraphs (1)

3 through (4), as follow.o.

4 (1) MULTILATERAL INITIATIVES:

5 (A) The Congress encourages the President

6 to support a multilateral, not unilateral, approach

7 to helping Panama in its transition to democracy,

8 thereby sharing the burden of support for the

Panamanian people in their struggle for democ-

10 racy.

11 (B) The Congress strongly endorses the ef-

12 forts of President Oscar Arias Sanchez of Costa

13 Rica, President Vinicio Cerezo Arevalo of Guate-

14 mala, Prime Minister Felipe Gonzalez Marquez of

15 Spain, other distinguished world leaders, and

16 international organizations in their efforts to foster

17 democracy and bring about a peaceful and prompt

18 resolution of the political crisis in Panama.

19 (C) The Congress calls on the President to

20 work with the Organization of American States

21 and Latin American leaders in holding a special

22 series of meetings on the Panama crisis.

23 (D) The Congress encourages these initia-

24 tives with the understanding that they should help
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1 forge a broad coalition government in Panama fol-

2 lowing the departure of General Noriega.

3 (2) DRUG ENFORCEMENT:

4 (A) The United States-

5 (i) condemns illicit drug trafficking by

6 Panamanian officials, and

7 (ii) pledges to increase United States

8 drug enforcement cooperation with a Pana-

9 manian Government committed to ending

10 drug trafficking.

11 (B) It is the sense of the Congress that

12 criminal indictments, especially those related to

13 drug enforcement efforts, must not be subject to

14 political manipulation. Therefore, the Reagan ad-

1J ministration should not use the indictments

16 against General Noriega in an attempt to acceler-

17 ate his departure.

18 (C) The United States will expect the Gov-

19 eminent of Panama, following the departure of

20 General Noriega, to agree to cooperate fully with

21 the United States Government and other govern-

22 ments in pursuing illicit drug trafficking, transit-

23 ing, and financing, and drug-related money laun-

24 dering.

25 (3) ECONOMIC ASSISTANCE:
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(A) Following the departure of General Nor-

iega, the United States Government should pro-

vide economic assistance to the Panamanian

people in cooperation with international financial

institutions, other countries, and other donors.

(B) The United States should encourage

international financial institutions, Japan, and

other international donors to provide appropriate

assistance toward the rebuilding of the economy

of Panama during the transition to democracy.

(C) United States assistance for Panama

should include funds for use by Panama in reduc-

ing its arrearages to international financial institu-

tions. This should be comp' -nented by the efforts

of multilateral institutions and other international

donors to rebuild the economy of Panama in order

to help assure that the Government of Panama in-

stitutes its economic reconstruction efforts on the

basis of sound economic policies.

(E) In addition, the United States should

provide immediate short-term support for the

banking system in Panama and other assistance to

help in the rebuilding of the economy of Panama.

(4) FOSTERING DEMOCRATIC INSTITUTIONS:
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1 (A) The Congress reaffirms United States

2 support for the development and strengthening of

3 democratic institutions in Panama. Democracy is

4 the foundation of any effort to promote political

5 and economic stability and the United States

6 should stand by the Panamanian people in their

7 hard-fought struggle to regain basic freedoms.

8 (B) Accordingly, the United States should

9 provide assistance to support the transition to de-

10 mocracy in Panama following the departure of

11 General Noriega and announcement by the Gov-

12 ernment of Panama of its commitment to free and

13 fair national elections and to freedom of the press.

14 Such assistance should include assistance to sup-

15 port a democratic electoral process.

16 SEC. 4. UNITED STATES ASSISTANCE FOR PANAMA.

17 (a) CERTIFICATION ON TRANSITION TO DEMOC-

18 RACY.-This section applies only if the President certifies

19 to the Congress that-

20 (1) General Noriega is no longer in power in

21 Panama;

22 (2) the Government of Panama has demonstrated

23 substantial progress in instituting a civilian government

24 that in fact administers the government and that as-
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1 sures a separation of the civilian and military functions

2 required under a democracy;

3 (3) the Panama Defense Forces will be subjected

4 to civilian control and limited to the activities specified

5 for those forces in the Constitution of Panama;

6 (4) major political organizations and institutions

7 have reached a satisfactory agreement on conditions for

8 free, fair, and open elections, including reorganization

9 of the electoral court;

10 (5) freedom of the press, due process of law, and

11 other constitutional guarantees have been restored in

12 Panama;

13 (6) major political organizations and institutions

14 have reached a satisfactory agreement on plans for the

15 reorganization of the Panamanian judicial system, in-

16 cluding the Supreme Court;

17 (7) the Government of Panama has agreed to co-

18 operate fully with the United States in drug enforce-

19 ment efforts;

20 (8) the Government of Panama has pledged to

21 enter into negotiations for a mutual legal assistance

22 treaty providing for bilateral assistance in criminal

23 matters, including the exchange of evidence in admissi-

24 ble form in investigative and judicial matters; and
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1 (9) the Government of Panama has pledged to

2 reform its bank secrecy laws and to take steps to pre-

3 vent drug-related money laundering.

4 Any such certification shall be effective for purposes of this

5 section only after the end of the 30-day period beginning on

6 the date on which it is submitted to the Congress.

7 (b) INTERIM ASSISTANCE TO SUPPORT THE TRANSI-

8 TION TO DEMOCRACY.-In furtherance of the objectives of

9 section 570 of the Foreign Operations, Export Financing,

10 and Related Programs Appropriations Act, 1988 (as con-

11 tained in section 101(e) of Public Law 100-202, approved

12 December 22, 1987) and in light of the developments since

13 that section was enacted, es1  ially the impact of United

14 States sanctions on Panama's economy, that section shall not

15 apply during fiscal year 1988 and, to the extent necessary to

16 carry out subsection (h) of this section, during fiscal year

17 1989, if the certification described in subsection (a) is made

18 and takes effect.

19 (c) NARCOTICS LAw CERTIFICATION. -If prior to sub-

20 mission of the 1989 certification for Panama required under

21 section 481(h)(2)(A)(i) of the Foreign Assistance Act of

22 1961-

23 (1) the President submits to the Congress a na-

24 tional interest certification with respect to Panama

25 under subclause (II) of that section, and
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1 (2) the certification described in subsection (a) of

2 this section has been made and taken effect,

3 then for purposes of section 481(h)(5)(B) of that Act, the

4 Congress shall be deemed to have enacted a joint resolution

5 approving the certification described in paragraph (1) of this

6 subsection.

7 (d) BROOKE AMENDMENT.-If the certification de-

8 scribed in subsection (a) is made and takes effect, section 518

9 of the Foreign Operations, Export Financing, and Related

10 Programs Appropriations Act, 1988 (as contained in section

11 101(e) of Public Law 100-202), shall not apply with respect

12 to Panama if the Government of Panama agrees that all for-

13 eign assistance loans payable to the United States during

14 fiscal year 1988 will be repaid within a period agreed upon

15 by the Government of Panama and the Government of the

16 United States.

17 (e) ECONOMIC SUPPORT ASSISTANCE.-

18 (1) ASSISTANCE FOR REDUCING INTERNATIONAL

19 ARREARAGE.-To assist in the reconstruction of

20 Panama, the President shall use the funds transferred

21 pursuant to paragraph (2) to provide assistance to

22 Panama for use in reducing its arrearages to interna-

23 tional financial institutions. The United States expects

24 that these funds would be supplemented by efforts of

25 other international donors to rebuild the economy of

90-331 0 - 88 - 2
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1 Panama in order to help assure that the Government

2 of Panama institutes its economic reconstruction efforts

3 on the basis of sound economic policies.

4 (2) TRANSFER OF FUNDS.-If the certification de-

5 scribed in subsection (a) is made and takes effect, the

6 President shall transfer to the "ECONOMIC SUPPORT

7 FUND" appropriation account $100,000,000 in unobli-

8 gated funds from such appropriation accounts for the

9 Department of Defense as the President may deter-

10 mine.

11 (f) EMERGENCY FOOD ASSISTANCE.-

12 (1) PUBLIC LAW 48o.-Except as provided in

13 paragraphs (2) and (3), not less than $20,000,000 of

14 the amounts made available for fiscal year 1988 to

15 carry out the Agricultural Trade Development and As-

16 sistance Act of 1954 shall be used to provide emergen-

17 cy food assistance for Panama, if the certification de-

18 scribed in subsection (a) is made and takes effect.

19 (2) SECTION 416. -Agricultural commodities

20 made available under section 416(b) of the Agricultural

21 Act of 1949 may be used to provide such emergency

22 food assistance in lieu of an equal amount of commod-

23 ities pursuant to paragraph (1) of this subsection.

24 (3) DOMESTIC FOOD PRODUCTION IN PANAMA.-

25 This subsection applies only to the extent that the
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1 emergency food assistance provided for in this subsec-

2 tion would support, and would not hinder, domestic

3 food production in Panarma.

4 (g) ASSISTANCE FOR DEVELOPMENT AND FOR ELEC-

5 TORAL ACTIVITIES.-

6 (1) EARMARKING OF ASSISTANCE.-If the certifi-

7 cation described in subsection (a) is made and takes

8 effect, not less than $24,000,000 of the amounts made

9 available for fiscal year 1988 to carry out chapter 1 of

10 part I of the Foreign Assistance Act of 1961 (relating

11 to development assistance) shall be used to provide as-

12 sistance for Panama in accordance with paragraph (2).

13 (2) TYPES OF ASSISTANCE. -ThC assistance pro-

14 vided pursuant to this subsection shall be provided in

15 accordance with the authorities of chapter 1 of part I

16 of the Foreign Assistance Act of 1961, including sec-

17 tion 116(e) (relating to assistance to promote political

18 and civil rights), and the 'tuthorities of section 534 of

19 that Act (relating to administration of justice). Such as-

20 sistance shall include-

21 (A) assistance through private and voluntary

22 organizations;

23 (B) assistance for employment generating ac-

24 tivities, especially through the provision of credit

25 for small business and agriculture;
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1 (C) the use of not less than $2,000,000 to

2 provide technical assistance for shelter and urban

3 infrastructure projects and to support private

4 sector initiatives;

5 (D) the use of not less than $1,500,000 to

6 support elections through activities such as voter

7 education, support for international observers,

8 support for private civic organizations, and techni-

9 cal support for improving the civil registry and

10 the electoral court; and

11 (E) support for other immediate and long-

12 term activities to foster democratic political insti-

13 tutions, including legal education, judicial educa-

14 tion, and the administration of justice.

15 (h) HouSING GUARANTY PROGRAM.-If the certifica-

16 tion described in subsection (a) is made and takes effect, in

17 addition to the amount of guaranties otherwise authorized,

18 guaranties having a total principal amount of $25,000,000

19 may be issued during fiscal year 1989 under title III of chap-

20 ter 2 of part I of the Foreign Assistance Act of 1961 (re-

21 lating to housing guaranties) to provide assistance to the

22 Panamanian housing finance system (including secondary

23 mortgage market operations), which will also stimulate criti-

24 cally needed employment, construction, and community

25 development.
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1 (i) ASSISTANCE FOR PANAMANIAN BANKING

2 SYSTEM.-

3 (1) STUDY.-The President shall conduct a study

4 to determine whether illiquidity problems exist within

5 the domestic banking community in Panama as a result

6 of the political situation.

7 (2) USE OF EXCHANGE STABILIZATION FUND.-

8 The Congress calls on the President-

9 (A) if, as a result of the study conducted pur-

10 suant to paragraph (1), the President determines

11 that illiquidity problems exist within the domestic

12 banking community in Panama as a result of the

13 political situation, and

14 (B) if the certification described in subsection

15 (a) is made and takes effect,

16 to direct the Secretary of the Treasury to use the Ex-

17 change Stabilization Fund to provide needed assistance

18 for the domestic banking community in Panama

19 through a short-term credit facility.

20 (3) CREDIT FACILITY DESCRIBED.-The short-

21 term credit facility referred to in paragraph (2) should

22 consist of a segregated trust account established, with

23 the funds made available from the Exchange Stabiliza-

24 tion Fund, in an institution agreed upon by the Gov-

25 eminent of the United States and the Government of



18

16

1 Panama. This account would provide short-term loans,

2 at market rate. of interest, to those domestic banks in

3 Panama which are experiencing illiquidity as a result

4 of the political situation and which offer adequate col-

5 lateral to guarantee repayment of the loans. Loans

6 should be provided from this account only after the

7 Secretary of the Treasury has approved the collateral

8 requirements to be applied with respect to those loans.

9 Amounts in the trust account should not be commin-

10 gled with any other funds.

11 (4) REPAYMENT.-Any funds made available pur-

12 suant to this subsection to assist the domestic banking

13 community within Panama should be repaid (with in-

14 terest) within a period to be negotiated by the Govern-

15 ment of the United States and the Government of

16 Panama.

17 (j) OPIC AND EXPORT-IMPORT BANx ASSISTANCE.-

18 The Congress calls on the Overseas Private Investment Cor-

19 poration and the Export-Import Bank, if the certification de-

20 scribed in subsection (a) is made and takes effect, to assist

21 during fiscal year 1988 in the reconstruction of the economy

22 of Panama. Such assistance should include-

23 (1) an investment mission to Panama sponsored

24 by the Overseas Private Investment Corporation;



19

17

1 (2) the extension by the Overseas Private Invest-

2 ment Corporation of investment guaranties with re-

3 spect to Panama; and

4 (3) expansion of the Export-Import Bank's Trade

5 Credit Insurance program for Central America to in-

6 clude Panama.

7 (k) MULTILATERAL ASSISTANCE.-The Congress calls

8 on the President, if the certification described in subsection

9 (a) is made and takes effect, to direct the Secretary of the

10 Treasury to instruct the United States Executive Directors

11 to the International Bank for Reconstruction and Develop-

12 ment, the International Development Association, the Inter-

13 American Development Bank, and the International Mone-

14 tary Fund to seek timely, sufficient assistance to Panama by

15 those institutions.

16 (1) JAPANESE ASSISTANCE FOR PANAMA.-The Con-

17 gress calls on the President, if the certification described in

18 subsection (a) is made and takes effect, to urge the Govern-

19 ment of Japan, because of its special interest in and concern

20 for the Panamanian people and the Panama Canal, to help

21 provide economic resources on a timely basis to help Panama

22 in the transition to democracy.

0
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Mr. LAGOMARSINO. Thank you, Mr. Chairman.
The United States unquestionably has vital interests in Panama.

The obstacles we currently face in ensuring that our access to the
Panama Canal remains equitable and unimpeded have caused a
great deal of concern, both here in the Congress and in the admin-
istration.

What to do about Noriega is a question on everybody's mind. But
one for which no one seems to have an answer.

ASSESS POLICY U.S. OPTIONS

In the meantime, we continue to assess our policy options to-
wards Panama and the implications they have not only for our
own security interests, but also for the Panamanians who are suf-
fering most directly under Noriega's repression.

Ambassador Lawrence Sosa is a representative in Washington of
President Delralle whom we recognize as the constitutional presi-
dent of Panama. Ambassador Sosa wrote a commentary in the
August 3rd Washington Times describing the effect of the sanctions
on Panama, but adding that the sanctions should not be lifted "for
the simple reason that it was not the imposing of sanctions that
created the problem. It was the loss of confidence in a system con-
trolled by a military establishment led by one man blinded with
power and corruption."

And I would ask, Mr. Chairman, that Ambassador Sosa's full
commentary be included in the record at this point.

Mr. GEJUENSON. Without objection.
[The information follows:]

SANCTIONS TEST FOR PANAMA

(By Juan Sosa)

The Republic of Panama is experiencing an economic tragedy similar to the U.S.
Depression in the 1930s. Since Gen. Manuel Noriega overthrew constitutional civi-
Ian President Eric A. Delvalle last February, the reaction by the business communi-
ty, and by the great majority of the population, was a clearsignal that confidence in
the country had been shaken and that Gen. Noriega-was incapable of governing or
even steering the country out of its economic, social and political problems.

One of the actions taken by the U.S. Government against Gen. Noriega's illegit-
imate regime was the imposition of economic sanctions, an action that has stirred
debate as to whether this is the right course. Advocates of economic sanctions claim
these actions are an important tool in pressuring Gen. Noriega to leave. On the
other hand, detractors claim that economic sanctions will not overthrow Gen. Nor-
iega but will hurt business and the people of Panama; so why impose them?

I believe it is important to analyze objectively the issue at hand-the causes, ef-
fects and possible solutions-so we can direct the debate constructively without
losing sight of the needs and aspirations of 2.4 million people w.io have lost their
freedom and their hopes of living in a society with liberty, econorric prosperity and
social responsibility.

In the last few years I have heard many complaints on the pari, of the business
community about the interferrence of the National Defense Forces of Panama in
the civilian government, which in many cases generated excesses.

In 1986, as president of the American Chamber of Commerce of Panama, I had to
personally intervene in a case in which a government institution protected by the
National Defense Forces (Customs) was responsible for swindling millions of dollars
from responsible and prestigious U.S. companies such as IBM, NCR and Wang. In
many meetings, I heard the cries and compliants of businessmen urging President
Delvalle to act against contraband practices, another illegal business protected by
the National Defense Forces.
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I could go on citing many other cases, but I believe the point has been made that
the business community was being hurt by illicit activities protected by the Defense
Forces that were supposed to combat them and that it was evident that these prac-
tices had to sto? before the whole credibility of the system was lost.

Gen. Noriega s action on Feb. 26 shattered any hope that that the system could be
revamped and confidence restored. The economy of Panama has been damaged
beyond repair under Gen. Noriega's control. Before we support or criticize economic
sanctions, we must ask ourselves:

Will lifting economic sanctions return the thousands of people laid off in recent
months? The answer is no.

Will lifting economic sanctions motivate the business community to invest? The
answer is no.

Will lifting economic sanctions generate the cash needed to rebuild the Panama-
nian economy? The answer is no.

Will lifting economic sanctions return the lost profitability to companies? The
answer is no.

Will lifting economic sanctions return the lost confidence? The answer is no.
The answer to the above questions is no, for the simple reason that it was not the

imposing of sanctions that created the problem, it was the lost confidence in a
system controlled by a military establishment, lead by one man blinded with power
and corruption.

While it is true that economic sanctions will not overthrow Gen. Noriega, they
certainly have been an important factor in the fight that ultimately will topple him.
A timid and soft attitude toward the sanctions will send the wrong message to Gen.
Noriega's regime and will weaken the spirit of thousands of Panamanians who have
risked and are risking not only their economic and financial well-being but even
their lives.

The Panamanian people, including the business community, have acted coura-
geously in this crisis and have paid a very high price in their efforts to overthrow
the dictatorship and establish in Panama a true democracy. At this point, the only
solution to the grave economic crisis is a political solution that restores confidence
in the future of the country. Confidence in Panama and in its institutions will not
return so long as Gen. Noriega and his system stay in control, stripping the citizens
of the right to speak freely, to have access to independent media, and have civic and
human rights that are respected.

Gen. Noriega's regime cannot survive under a democratic system. The lack of con-
fidence in the system is precipitating an economic debacle which will force Gen.
Noriega to adopt a totalitarian economic system, the same as he has done with the
political system. Private enterprise is fighting against the threat of total extinction.
In this fight, the business community has to ask whether it will encourage actions
to prolong the agony, or will it have the resolve to help overthrow the dictatorship
so the country can go on with the business of rebuilding economically, financially,
socially, politically, and morally, and offer to the business community the prospect
of a strong free enterprise system.

I realize how difficult it is for the business community to continue to give its
pound of flesh. But is there a choice? As we ponder the question and weigh the op-
tions, we come to the realitic conclusion that only a determined and conce -ted effort
to end Gen. Noreiga's corrupt regime will bring about a country ruled by reason
and by law, allow the business community to build and prosper, and give Panama-
nians hope for a better and prosperous society.

Mr. LAGOMARSINO. Those of us who have followed the debate
over the Panama Canal Treaties eleven years ago knew only too
well then the potential for disaster for U.S. interests in relying on
a suspect military regime for our future stake in the canal.

I personally called the attention of my colleagues to reports of
corruption and abuse within the Panamanian military. One report
at the time spoke of the "government, its officers, and its friends
are involved in all kinds of legal and illegal businesses. The in-
volvement of high-ranking officers in drug traffic is well known."

The Carter administration had this information, yet they chose
to ignore it in their desire to negotiate the Panama Canal Treaty,
and I would say we are paying now for the mistakes made 11 years
ago.
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The hearing today is intended for the purpose of reviewing,
among other things, legislation proposed by the gentleman from
Connecticut, Mr. Gejdenson, a member of both subcommittees
meeting today.

PROPOSED LEGISLATION IS TOO SPECIFIC

I know he is well intentioned in his effort to support the people
of Panama as they seek a democratic government, but I am con-
cerned about the degree of specificity included in H.R. 4703. The
amount of detail so ties the hands of the administration in at-
tempting to deal with the complexities of the Panamanian situa-
tion that I am afraid this legislation could further complicate U.S.
efforts to promote democracy there.

It is important that we send a signal to Panama that we fully
intend to help in the reconstruction of that nation once a demo-
cratic transition is underway, and I would hope that we could find
language that both sides in the Congress could agree on as well as
the Executive so we could send that truly bipartisan message as we
have done on other occasions.

I am sure today's review of the United States policy toward
Panama and of our vital interests in that nation will be useful in
helping us shape our future decisions.

Thank you, Mr. Chairman.
Mr. GEJDENSON. I thank the gentleman from California.
It would be ironic if President Reagan, who challenged a Presi-

dent of his own party, President Ford, over who would get the tolls
from the Panama Canal Treaty, would be responsible for destroy-
ing America's influence in Panama by a policy that is not working
and frozen as a result of the upcoming election.

The first witness is the Honorable _,Yrancis J. McNeil, Former
Ambassador to Costa Rica.
STATEMENT OF HON. FRANCIS J. McNEIL, FORMER AMBASSADOR

TO COSTA RICA
Mr. MCNEIL. Thank you, Mr. Chairman.
Some time ago, I gave detailed comments to committee staff on

the act, endorsing its thrust, but suggesting that a few parts posed
serious problems and merited revision. I will not drone through
those comments, but, rather, make a few points for your consider-
ation.

POWERFUL ECONOMIC INCENTIVES

The bill proposes powerful economic incentives for a democratic
transition in Panama, which could help spur Noriega's departure,
and however Noriega goes, without such incentives, a successful
transition to democracy and a vigorous Panamanian effort against
narcotics are much less likely.

The problem, after all, is not only Noriega, it is the system which
has put him in place. It is the narcotics that are killing our youth
and strangling perhaps the future of our own country. The removal
of Noriega is a step, a necessary step, but not the sole solution.

The national interest, as both of you have just said, is in a transi-
tion to democracy and in control of the narcotics problem. We
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should not lose sight of that in discussing the future of Narco-Nor-
iega.

Frankly, I am astounded that the Administration, when it, at
long last, decided to oppose Noriega, did not come up with a pack-
age of measures, different perhaps in some specifics, but roughly
similar to those in this bill.

But little astonishes me any longer. With respect to China, we
once had an open door policy. Now, today, you have an empty seat
policy with respect to Panama.

ADMINISTRATION MISSED AN IMPORTANT OPPORTUNITY

Today, the administration lost a splendid opportunity to make
clear to the people of Panama that when Noriega goes, America
will honor its moral and political obligations to help Panama de-
mocratize and to help Panama recover.

An administration witness, without committing to all the specif-
ics in this bill, could have engaged in a constructive dialogue with
the committee about the support necessary for a democratic transi-
tion, a conversation that would have gotten notice in Panama, but
Noriega is Banquo's ghost, something no gentleman will talk about
during an election.

Without an administration witness, perhaps the press will not
cover this hearing. This would be funnier except that the adminis-
tration's absence is the kind of thing that Noriega feeds on. Look,
he will say to the people of Panama, they do not care about your
suffering. Even worse, it buttresses the notion that he can do a
sweetheart deal with the United States after the elections.

He will say to himself, I know why no one came to this hearing.
The administration did not want to get painted into a corner on
the subject of a deal.

Remember, Noriega is looking for a way out. His experience sug-
gests to him that American policy is for sale. First, it was the Con-
tras. Later, it was well-placed political consultants. Now, he thinks
the United States is looking for a way to save face after the elec-
tions.

Panama is a mess and Noriega will go eventually. The question
is how soon and in what way. If he stays on long enough, he could
pull the pillars down like Somoza did. The narcotics trade of which
Noriega is a symbol is the biggest single threat in this hemisphere
to our national security. Certainly larger than Nicaragua.

If we are serious about not letting drugs and drug lords take over
our cities and maybe our country, among many things, we have to
do something sensible and soon about Panama. There is no such
thing as a cost-free policy for something this important.

The administration tried that when it, at long last, went after
Noriega. It relied on a policy of sticks and no carrots, on empty
rhetoric and economic sanctions, which hurt the Panamanian
people but did not force him out.

In contrast, as part of an overall policy, a recovery proposal, such
as the one in this bill, conditioned not only to his ouster but to de-
mocratization and improved performance on narcotics, would pro-
vide major incentives to the Panamanian people, civilian political
forces and the military to push him out. It would certainly be
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much more of an inducement than the decision to leak a covert
program and publicly suggest that- another Panamanian colonel
would be the beneficiary.

The legislation deals with the edifice of certifications and For-
eign Assistance Act provisions, such as the Brooke amendment,
which require adjustment or waiver if a recovery program goes
into effect. It also comprehensively addresses specific dimensions of
the ruin which has befallen Panama's economy, in agriculture,
international debt, productive enterprise and the banking system.

It also urges other donors to help recovery. I am sure, for exam-
ple, that Japan would be interested in participating in a well
thought out recovery program.

PANAMA IS SITUATED FOR RECOVERY

The point is that Panama is situated fairly well for recovery.
Unlike many of its Latin American neighbors, it has well-devel-
oped infrastructure. In the decade of the seventies and before Nor-
iega took over, Panama undertook a major expansion of its agricul-
tural sector. Today, it is starved for credit, materials and interme-
dia te goods.

Panama has a large entrepreneurial and middle class, the princi-
pal victim of our ill-thought out economic sanctions. It has a highly
developed services sector, including banking, and tourism as well,
and a degree of manufacturing. It has revenues upon which it can
count in the Canal and associated activities.

With a decent political system and good economic management-
and Panama has talented professionals to carry out this task-and
sufficient economic help during the transition in the first years of a
democratic regime, it would be a relatively easy task to restart the
economy and help Panama get back on the road of sustained devel-
opment.

I do not want to get into too much detail, but I think it is impor-
tant to understand that the principal focus of the assistance pro-
gram worked out with the Panamanians should be the productive
sectors, particularly agriculture. Also, obviously, manufacturing
and tourism and services, and the reactivation of the legitimate
banking sector.

PUBLIC LAW 480 PROGRAM

Those who understand the Public Law 480 program know that a
recipient country agrees to dedicate the proceeds from sales of
American commodities, such as corn, wheat and soy, to agricultur-
al development. I suggest explicitly repeating that requirement in
this bill, so Panamanians will understand the moneys are going to
be put to use in making their agricultural sector work again.

What we are talking about is agricultural credit, imports of agro-
chemicals, farm implements, help to farm cooperatives, and even
improvements to infrastructure, such as farm to market roads.

Similarly, I would suggest, without going into detail, that the
ESF allocation requires a statement of purpose. It is to provide li-
quidity to the central bank, but what are the uses of that liquidity.
Just to pay off obligations to commercial banks? I suggest the Act
specify that ESF will in the main provide support to the productive
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sector, in this case, the recovery and expansion of economic activity
and employment, which has dropped tremendously since the crisis
occurred. The Act should stipulate also that ESF disbursements
will be spread out.

We are talking leverage for democracy. What is the use of taking
over from a well-financed transition with nothing in the till?

I would also urge you to look at the question of a grant compo-
nent. We are talking about a short-term program after all, and the
larger the grant component, the less debt that will be added to
Panama's already large debt burden.

The Panama Act does not, for example, specify under what title
of Public Law 480 we provide food aid. If it is Title 2, which is what
Panama's former per capita income would suggest, then, of course,
it is a loan. If it is possible to specify in the bill that exceptional
circumstances require a one-time use of Title 1 or 3, then grant aid
becomes possible.

What I have been talking about are useful ways to approach the
assistance package-ways that have been proven elsewhere. I know
the banking proposal is controversial, but we broke the bank in
some sense or helped Noriega break the bank, and we have a moral
obligation.

Neither we nor the Panamanian people want to revive a drug
money center. Whatever facility is devised ought to be conditioned
on some kind of bank secrecy law that permits Panama to cooper-
ate fully with legitimate law enforcement.

I do have doubt about requiring collateral to the United States.
That could be a political time bomb. What happens if Treasury
winds up with choice real estate in Panama City? Sending troops to
defend the canal is one thing, but a skyscraper rescue mission is
not likely to command much support here or elsewhere.

I would also suggest that while it may not be a matter for legisla-
tion, one might explore, should that facility go into effect, having
the IMF administer it.

BILL COULD FORCE AN UNEASY CHOICE

Finally, I would make the point that while I sympathize with the
objective, the bill could force an unnecessary choice between send-
ing troops and swallowing Noriega. We are, after all, prisoners of
our bungling.

What happens if the last requirement for getting Noriega to
leave and get a democratic transition underway becomes quashing
the indictment?

Suppose the Panamanian opposition or Latin American media-
tors come to us and say, we have it worked out, an honest transi-
tion regime, date for elections, but he will not go out unless you
agree to shelve the indictment on wheels up for Europe.

Under the bill, as written, we would have to say no, we would
rather invade, even though shelving the indictments permits a
democratic transition, curbs the cartel's influence, and avoids
bloodshed which would result if all else fails. I am not presumptu-
ous enough to suggest language, but I would suggest that the com-
mittees find language that permits this sort of arrangement but
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prohibits the sweetheart deal which Noriega clearly seeks and
which some people, I am afraid, in this country would accept.

Thank you, Mr. Chairman.
MR. GEJDENSON.The next witness is Eva Loser, a research associ-

ate with the Center for Strategic and International Studies.

STATEMENT OF EVA LOSER, RESEARCH ASSOCIATE, CENTER
FOR STRATEGIC AND INTERNATIONAL STUDIES

Ms. LOSER. Yes. Thank you, Mr. Chairman.
Mr. GEJDENSON. Pull that microphone a little closer. It is a very

sensitive microphone.
Ms. LOSER. Thank you, Mr. Chairman, for the opportunity to be

here today with you and the subcommittees.
It was my understanding when I was called in as a witness that

there were a couple of things you wanted us to do today.
First, to not only examine your proposal, H.R. 4703, but to look a

little bit more broadly at past U.S. policy toward Panama, where it
might be presently headed, and where it could possibly head in the
ensuing months.

It is obvious from your opening comments and things that have
appeared in the news that the politicization of the Panama issue is
an ongoing theme. In an election year with politicking at its apex,
it is a little dangerous, in my own opinion, to be moving off in that
direction and detrimental to U.S. policy unless there is a careful
evaluation of what has been wrong with it and how it can be im-
proved in the future.

U.S. INVOLVED TOO EARLY

In terms of assessing U.S. policy, my first critique would be that
the U.S. became involved in the crisis much too early. The June
1987 allegations of Colonel Roberto Diaz Herrera, when they first
appeared were a shock to everyone. In Panama, they were not a
shock because they were news; they were shocked because they
provided confirmation of what much of the population had believed
to be the case for many yea'-s.

For whatever reason, the United States felt it appropriate to
become actively involved in an internal Panamanian issue and
thus turned the latter into a bilateral problem.

Two salient policy actions have brought us to the present thresh-
old: 1) the invocation of IEEPA (the International Emergency Eco-
nomic Powers Act); and 2) the indictment of General Noriega by
the South Florida Grand Juries in early 1988.

However, in reviewing events of the past year, there has been a
broadening-and at times clouding-of the United States policy
landscape toward Panama. What precisely is the U.S. aiming for?
We began with the issue of Noriega and the internal problems of
democractic-transition and subsequently sought to include the en-
gagement of the narcotics issue.

It has been further broadened to include: Canal issues; the
Cuban presence in country-which has remained in country for
several months now in both a military training and political advi-
sory role. Furthermore, the entire United States-Panamanian bilat-
eral relationship is up for grabs at this present time.
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At the same time, there has been a propensity, I think, to view
the removal of Noriega as a panacea for all of these various ills. In
other words, the meeting of this one objective of U.S. policy, will
cure everything: our narcotics problems; Panama will cease to be
used as a trans-shipment point; the influence of the cartels will dis-
appear; and the Cuban presence will be gone, etc., etc. Quite
simply, I find it simply impossible to believe that these objectives
will be served by the General's removal from power.

Instead, the number of issues to be dealt with is suggestive of a
longer term policy that we need to put into effect-part of which
your bill gets to the heart of.

ELEMENTS OF DEVELOPMENT

In terms of developments in Panama, I think we need to look at
four elements over the past couple of months. After all, United
States policy has been driven by the trajectory of internal develop-
ments in Panama.

First, I would point to the fact that the regime has, in essence,
broken the back of the internal opposition (the Civic Crusade.)
There are no more demonstrations on the streets actively. As a
matter of fact, the last were held at the funeral of Arnulfo Arias
Madrid, which I will comment upon later.

But, overall, "people's power" failed in Panama, and it failed for
a number of reasons. The most basic reason is that the regime's re-
pression-both psychological elements as well as military compo-
nents-were entirely successful.

During a recent trip to Panama during the summer, I found that
because people's power has, in essence, failed, the citizenry is seek-
ing an eerie sort of normalization of the national environment.
They are trying to eke out a daily existence-difficult as it may be.
But with a continuation of U.S. sanctions, among other reasons,
this kind of situation cannot continue forever.

There are no hard numbers on the economy right now, but there
are rumors that unemployment is running around 50 percent. I
have heard quotes and estimates of GDP drop-off at roughly 6 per-
cent. None of these numbers really can be confirmed, but they give
you an idea of the magnitude of the problem, and the fact that the
infrastructure of the economy is being eaten away. It further sug-
gests to me that there could well be chaos somewhere down the
road.

The second element that I would point to would be in the after-
math of the abortive coup attempts last spring, Noriega carried out
two principal actions within the PDF. Number one was loyalists to
the regime were shuffled to the top level-the upper echelons
within the PDF.

THE STRATEGIC MILITARY COMMISSION

The second thing was the creation of the Comision Estrategica
Militar. (CEM-Strategic Military Commission). Their ranks are
composed of the Gang of Nine, the infamous group of loyalists, as
well as other junior officers that are also loyal to Noriega. It is un-
clear precisely the role that they are playing right now. But there
is a trend line very slowly developing that suggests that there has
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been some encroachment upon the General's capacity for independ-
ent decisionniaking.

For example there have been statements by Ricardo Arias Cal-
deron that the CEM was in part responsible for the vetoing of the
Kozak-led negotiations last spring. There is no hard evidence on
any of this, but it suggests that there is a trend developing that
indicates Noriega alone is not the problem. We instead must deal
with the core elements of loyalists within the PDF; his removal
alone does not guarantee anything for Panama's future develop-
ment.

The third element I would look at is the death of Arnulfo Arias
Madrid. He was the patriarch of Panamanian politics, a virtual em-
bodiment of the opposition, created a lot of controversy, both
within Panama and the United States, had been deposed three
times earlier as president of Panama, and most recently was the
opposition candidate in 1984 elections.

While he was the embodiment of the opposition, he paradoxically
was also a hinderance in many ways to alliance formation between
the opposition parties-every action taken required his mantle of
leadership. Now, with his passing, while there will continue to be
undoubtedly bickering among the opposition parties, there is, how-
ever, the possibility of new amounts of fraternity and alliance for-
mation between the opposition parties which may serve to
strengthen the Panamanian political party system over the longer
term. By implication, as the United States seeks to support opposi-
tion groups with Panama this is something that I think we need to
be very aware of.

PANAMA'S REACTION TOWARD THE UNITED STATES

The fourth is, naturally, what is Panama's and the common
man's reaction toward the United States? I think there is probably
bitterness on two counts.

Number one would be the negotiations led by Michael Kozak
from the State Department. I think for about a month-long period,
the administration had made it perfectly clear last spring that if a
quick deal could be cut with the regime, the United States would
go ahead arid do it. Further, it was evident we would be willing to
sell the internal opposition down the river in order to do just that.

As part of classic counterinsurgency policy, one seeks to divide
the internal from external opposition. In this instance, aside from
giving Noriega the time-through the negotiating circuit-to recon-
solidate his power base, which at that point was fairly shaky, the
former objective was met.

The second issue is quite controversial, namely, the use of United
States economic sanctions toward Panama. My own feeling is they
have not worked thus far: Noriega still very much holds the reins
of power. The argument proceeds that they are immoral, unjust be-
cause they are destroying the economy. There are clearly valid
points to be made for that argument.

However, if you remove them at the present time, I think you
open up a whole new can of worms, quite frankly.

First, you take off any sort of pressure or leverage that the
United States has over the regime. Some have suggested the re-
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placement of sanctions or political diplomatic pressures on the
regime.

However aside from the military option, there is no other form of
leverage or pressure we can hold over the regime. And thankfully,
the administration has made it clear it won't use the military
option.

The corollary that flows from that is what would happen in-coun-
try if sanctions were lifted. What would happen is that some sort of
bizarre recovery might start to occur; however, credit and things of
that sort would still be difficult to achieve.

But, more importantly, what would happen is the regime of Nor-
iega, Solis Palma, and the civilian cabinet would have the ability to
fully reconsolidate their hold over the country.

THE ADMINISTRATION'S POLICY IS ILLOGICAL

The administration's policy, however, in my view, as I under-
stand it, is somewhat illogical. It purports to do two things:

First, to deny funds to the regime, second, keep U.S. business in
country and keep it profitable for them to maintain their oper-
ations. That, to me, are two distinct aims-which are just not si-
multaneously possible.

It is evident that if one denies funds to the regime, one will
make it very unprofitable to do business in Panama. So, what has
happened in the interim? In an effort to maintain a U.S. private
sector within Panama the sanctions have been loosened and a lot
of the sharp teeth have been taken out of them-to the point
where now you have merely three issues of unauthorized payments
that are to be withheld from the de facto government.

The question now is in which direction are the sanctions moving.
Will they be further loosened in an attempt to help the Panamani-
an economy and the United States business community survive or
will they, in fact, be strengthened one more time?

In terms of the bill that has been proposed that we have been
asked to take a look at, I think it is an honorable measure. I ap-
plaud the sentiments that have been put forward in it. I have, how-
ever, three areas of concern.

AREAS OF CONCERN WITH H.R. 4703

Let me just briefly deal with them. The first one would be the
date of the bill: May 26th, 1988. The bill itself is very specifically
designed-down to individual dollar amounts in terms of U.S. as-
sistance to be provided for recovery.

I have no problems with that at all. But the fact is that the bill
was designed when the Panamanian economy had plummeted to a
certain level. In other words I assume a snapshot must have been
taken of it at that point in time. As a result, H.R. 4703 calls for
that specific level of recovery assistance. But what has happened
since May?

Simply put, sanctions continue, and the economy continues in a
downward spiral. I am wondering if the sanctions continue for a 6-
month period, or for a 9-month period or whatever-is there some
sort of multiplier effect in terms of the assistance to be rewarded? I
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would, therefore, recommend that the bill be clarified to indicate
how this issue would be handled in the future.

The second issue is that of the "meat" of the bill itself. Certain
concerns raised in H.R. 4703 are addressed in a fairly loose
nature-regarding the canal, democracy, narcotics, things of that
sort-but the real meat of the bill is in the recovery.

My concern is that it does not fully and comprehensively address
the United States-Panamanian relationship. There is no mention
whatsoever of the bilateral military relationship. Thus, there are a
lot of aspects of the relationship that I would like to see addressed
in the bill in order to round it out.

The third issue I would raise is that H.R. 4703 deals with a
future time. I understand that the bill was written to make it evi-
dent to Panama and to the United States that we carry a very
heavy obligation to that country during a period of recovery, as
well as to indicate the kind of conditions that the United States
favors in Panama's development.

But the issue of the day is still before us. How do we get to that
point? And it would be interesting if there would be some section
devoted to means the United States is willing to entertain-alter-
native options that both could occur within the United States and
within Panama-and dealing, in essence with how we arrive at the
post-Noriega era.

OPTIONS FOR U.S. POLICY

In this context, the last question I would like to look at today
would be that of U.S. options. What do we do now? What is possible
to do?

As I stated earlier, I would like to see us focus very much on the
short-term issue of how the General leaves office. There are a
whole host of issues behind that. Thus, while there is a long-term
agenda for the United States to be addressing, that first critical
issue remains before us.

In my own mind, getting Noriega out of the institution (perhaps
out of the country, which is a secondary issue) is that first thing
that we need to key in on. The other issues all must be dealt with
subsequently.

During the recent hearing up here, I had indicated, and see no
reason to change the fact that there are five options that the
United States can entertain in the Panamanian crisis.

The first would be a retraction-simply to say this crisis does not
exist and that we are just not going to deal with it. In this scenario
we would imitate an ostrich: stick our head in the sand, and do
nothing about it.

The second is to seek some sort of reconciliation or rather, the
adoption of a modus vivendi with the regime. "We do not like you,
but we are going to have to do business with you, and so we have
got to be able to find a way to do that"-thus, essentially seek to
bury the hatchet and while not necessarily in an amicable fashion,
but, nevertheless, to do it.

The third is the military option which contains three suboptions:
(1) conventional force attack; (2) some sort of surgical strike; and (3)
the use of special teams or covert action in that instance.
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The fourth option is a negotiated settlement which remains to
me the optimal solution. This scenario has collapsed recently, but,
nevertheless, I think can be resuscitated down the road.

And the fifth option relates to the whole economic package: sanc-
tions, and dealing with the level of the American presence in
Panama (economic, human, physical, etc.).

What will probaLly happen now? Well, retraction is out of the
question. You have seen a back-burnering of the issue, but we
cannot run away from it. It is there. It is an eyesore (among other
things), and we will have to come to terms with it.

RECONCILIATION IS OUT OF THE QUESTION

Reconciliation is also clearly out of the question. The military
option, for the present time, has been dismissed and negotiated set-
tlement is not on the horizon right now.

There is something to be said for the argument that we should
continue to back-burner the issue. In effect, let the stalemate stay
as it is, as distasteful as that option may be. After all, people's
power has failed. Furthermore, the American experience with pro-
moting democratic transition in the Third World is such that, if we
go in and attempt to rearrange the political landscape, as we have
attempted to do in other times, the ensuing model will collapse.
The latter simply will not hold up to its own weight over a period
of time.

Instead, what is required in the present case is cross-section of
Panamanian society-and that includes the ranks of the PDF-to
decide that they want things in Panama to be different.

However, there is at the same time a tendency up here to talk
about rescinding the canal treaties, and that is something that I
would be vehemently opposed to. There are some people who are
interested in targeting the treaties. Suffice it to say that that is
precisely what the regime would have the population believe. By
doing so, we clearly would be playing into their hands.

Mr. GEJDENSON. I can say that even for my friends on the ex-
treme right, and we have some very extreme right friends here, not
here today but in general, I have not heard that seriously dis-
cussed.

REINVIGORATE THE SANCTIONS

Ms. LOSER. OK. The second option would be what I would consid-
er to be a high-risk policy-to reinvigorate the sanctions, put the
teeth back in them and clamp down, as well as drastically scale
back the U.S. presence.

You have, in essence, close to 50,000-odd American hostages sit-
ting in Panama. The regime is aware of that, and we are aware of
that. There is the idea that in the post-2000 period, the American
presence is to be gone. Well, you can make the argument, let us
give them a taste of what it is going to be like.

Undoubtedly, under this scenario the country finds itself in a
much deeper crisis-the economy.will collapse and could well gen-
erate an enormous political backlash. At that point, several options
would be possible.
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First, there could very well be a swing to the political left. There
are elements within the government, within the military, and cer-
tainly the Cuban presence confirms that this is a strong possibility.

The second is that you will find such a situation of anarchy and
chaos that the U.S. military would need to go in probably in some
sort of a stabilization role.

And the third would be that the regime might actually have to
turn around and be willing to negotiate a valid settlement, remove
Noriega from power, and start talking about bringing country back
toward civilian-led democratic politics.

I think the lesson from the Kozak negotiating incident, if there is
to be one, is that the United States should not try to rush ahead
and sell away part of the transition agenda in order to cut a quick
deal. Such a strategy simply is not going to work.

But at the present time, negotiations are yet to be pursued fur-
ther down the road. What will happen over the next few months?
One has to assume that the situation will remain stalemated. I
think that at least until the U.S. elections little will transpire.
Then, there is a potential window of opportunity before the next
administration takes over. In concluding let me reinterate that
H.R. 4703, the bill proposed before us today is a good first step in
the right direction, and I hope that some of the comments indicat-
ed earlier might prove useful.

[Prepared statement of Ms. Loser follows:]
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PREPARED STATEMENT OF EVA LOSER

Introduction

My name is Eva Loser and I currently serve as Research

Associate in Latin American Studies at the Center for Strategic

and International Studies. However, I am here today in a

personal capacity; therefore, the views represented in this

document are my own. I would like to take this opportunity to

thank the Members of both the Subcommittees on Western Hemisphere

Affairs as well as International Economic Policy and Trade for

affording me the opportunity to participate in this session.

Over the past nearly year and a half, U.S. policy has been

unable to meet its short term objectives in Panama: namely, the

departure of the commander-in-chief of the Panamanian Defense

Forces (PDF), General Manuel Antonio Norieqa, from the

institution, and attendant re-ignition of the transition. process

to civilian, democratic rule. In this context, the Washington

policymaking community thus finds itself in a quandary at the

present time: the bilateral negotiating circuit of late summer

1988 has collapsed and bears little short term hope (or

inclination) of recussitation. Instead, with the exception of a

few small incidents, we have witnessed the onset of a relatively

quiescent period in U.S. policy toward Panama. As such, this is

perhaps an opportune moment to revisit U.S. options, examine the

sentiments as expressed in H.R. 4703 (To support the people of

Panama in their transition to democracy), and discuss where U.S.

policy might be headed in the ensuing months.

1
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The Contemporary Policy Framework

Since a vociferous U.S. policy toward Panama has yet to

succeed in meeting its objectives, there is, quite naturally, a

propensity toward wishing to assign "blame" among the relevant

Washington policy actors in the recent drama. And in a

presidential and legislative election year, this desire has

become even stronger. Ultimately, however, this sort of activity

can prove to be detrimental to the future conduct of U.S. policy

toward Panama. Instead, what is perhaps most needed is a careful

assessment of why U.S. policy has thus far failed and bow it

might be improved in its future application.

One of the most critical failings of U.S. policy can be

traced back to the inception of the crisis in June 1987. It

should be recalled that while Panamanian society had become

increasingly polarized in the 1984-87 period, the nation was

catapulted into crisis by the now almost-forgotten allegations of

the former second in command of the PDF, Colonel Roberto Diaz-

Herrera. For the Panamanian populace, the allegations of

involvement in illicit activities by the PDF came as a shock--not

so much that this was "news," but the allegations were received

as confirmation of what portions of the population had believed

to be the case for many years.

In turn, a broad-based grass roots opposition took root

under the rubric of the National Civic Crusade for Democracy.

Spearheaded in essence by Panama's modern private sector

community, the Civic Crusade took to the streets in a series of

2
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non-violent demonstrations and strikes calling for the

resignation of General Noriega and return to civilian-led

democratic rule. At this point, the Panamanian crisis was

therefore primarily of a domestic nature--thus suggesting the

need for a resolution by Panamanians alone in which the U.S.

might have been able to assume the role of an honest broker

between the internal contending forces.

For a multitude of reasons, the United States chose to

become deeply involved in an otherwise internal Panamanian

affair--thus suggesting the first strategic error of U.S. policy.

In essence, a domestic issue was turned, by the U.S., into a

bilateral issue. Since that time (June 1987), the United States

has continued to play an acti Lst role in the Panananian crisis.

The trajectory of events has been well-documented and need not be

recounted here. Suffice it to say that two policy actions by the

United States have brought the situation to its current

threshold: 1) the indictment of General Noriega by the Scuth

Florida grand jury; and 2) the economic sanctions lodged

against Panama, under the International Emergency Economic Powers

Act (IEEPA).

As a result of these actions (among others) the United

States has engaged two principal concerns--democracy and

narcotics--in a policy framework. From that time forward, the

interconnection of these two issues has set the parameters of the

current crisis, yet in practical policy term- its resolution

does not necessarily imply simultaneity in implementation. And

3



36

yet, this is precisely what has occurred. Over the past year and

a half, U.S. objectives in Panama have turned into a virtual

laundry list of items. Furthermore, in absorbing the current

barrage of rhetoric on the Panamanian issue, purposefully or not,

the idea has been disseminated that the removal of General

Noriega from power will in fact resolve not only the internal

Panamanian crisis, set the nation back on the road to democracy,

negate the recently developed Cuban presence from the nation,

restore the U.S.-bilateral relationship to an amiable level, but

also solve this nation's narcotics problem. In otrer words, the

exit of General Noriega from the PDF is viewed as a panacea for a

panoply of internal (Panamanian) and bilateral issues.

Yet there is little reason to believe that this in fact

would transpire. Instead, the United States first needs to build

an agenda of objectives that it wishes to achieve in its

bilateral relationship from Panama. From such a coherent base,

subsequently, appropriate U.S. policy options can be designed and

implemented.

DeveloDments in Panama

Before moving to an examination of American policy options,

it is appropriate to examine domestic conditions in Panama--

since, after all, U.S. policy toward Panama has been very much

driven by the trajectory of internal developments. This last

year and a half of crisis on Panama has, without doubt, been the

most severe one the nation has confronted. Without delving into

4
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inordinate detail, four observations are perhaps relevant.

First, once a vibrant force within Panama, the regime has

successfully broken the back of the internal opposition--the

Civic Crusade. Following more than a year of anti-government

riots and demonstrations, the populace has been totally

intimidated by the regime; in this instance, "people's power"

has failed. Instead, the citizenry is attempting to reconstruct

their lives--to the best of their ability--despite U.S. economic

sanctions. But the ongoing "normalization process" suggests the

possibility that the country is in the eye of a storm; while the

nation is experiencing a relative siirface calm at present, the

economy is operating at no more than a roughly 50% capacity, with

under- and unemployment rates rumored to be at much the same

level (there are no "hard numbers" available on the state of the

Panamanian economy, only vague generalizations). Thus, it is

entirely likely that further chaos will build in the near term.

Second, in the aftermath of the abortive coup attempts

within the ranks of the PDF last spring 1988, n, only was a

careful purging of the institution carried out, combined with a

promotion of "loyalists" to the regime, but the Comision

Estrategica Militar (CEM--Strategic Military Council) was

created. Intended to further curry favor within the PDF, its

ranks are reputed to be occupied by the so-called "Gang of Nine,"

as well as a grouping of junior officers--all loyal to Noriega.

While there is little reliable information available as to its

precise functions, there is however, reason to believe that the

5
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CEM is slowly encroaching upon the General's capacity at

independent decision-making. This development was to be

expected: as the regime dug its heels in for the long haul,

those elements which allied themselves with the regime obviously

tied their future fortunes to those of the General. Thus,

Noriega can no longer operate in a vacuum, but has developed a

grouping around him, closely guarding his actions. This however,

is not meant to suggest that the CEM is taking the lead on key

decisions; rather a strangely symbiotic relationship would

potentially appear to be developing. Thus, if the Panamanian

problem had been diagnosed as one relating solely to the presence

of General Noriega, the situation is perhaps developing otherwise

and must be entered into U.S. calculations.

Third, the death in August of the patriarch of Panamanian

politics--Arnulfo Arias Madrid--has likewise altered the internal

political landscape. Arnulfo was clearly the embodiment of the

opposition, yet at the same time, paradoxically served as an

impediment to any alliance formation between the opposition

political parties without his mantle of leadership. While his

passing has been a blow to Panama, in the aftermath, despIt-3

internal bickering, paradoxically there exists the potential for

a new level of fraternity between these political parties.

Although Panama's political party system has traditionally been

marked by a high degree of factionalism in past years, this

development holds the possibility for a more united political

opposition to the regime in the near term. And as a result, this

6
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development must also be entered into the U.S. perceptions of the

internal landscape.

Finally, with regard to U.S. policy, there is understandably

a sense of bitterness among the Panamanians--on two counts.

First, with regard to the negotiatLions during late summer 1988

led by Deputy Assistant Secretary of State for Inter-American

Affairs Michael Kozak, the Reagan administration made it clear

that it was willing to sell the internal opposition down the

river in order to cut a quick deal with the regime. And

ultimately, the negotiating circuit collapsed. It is entirely

likely that negotiations were used by Noriega in order to: 1)

buy time, and re-corsolidate his power base; and 2) as part of

classic counterinsurgency policy, divide the internal (Civic

Crusade) from the external (U.S.) opposition. By this yardstick

of measure, the negotiating episode was a success for the regime

and a virtual embarrassment for the United States.

Second, the continued application of economic sanctions has

become highly controversial in recent months. The argument has

been made that since the latter policy initiative has not met

with success, the continued use of sanctions is only serving to

destroy the Panamanian economy (and its once fairly vibrant

middle class) and thus should be lifted. While this is

undoubtedly a valid argument, it overlooks a critical issue.

Since through its actions the U.S. has made it evident that it is

unwilling to utilize the military option, and virtually all other

options short of this drastic measure have been tried, the
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elimination of sanctions would suggest that the U.S. has

abandoned its objectives in Panama. Flowing from this point is

a significant corollary: not only would the pressure be taken

off the day-to-day existence of the regime, but the latter would

be able to reconstruct and re-consolidate its power base. Thus,

it is likely that the situation in Panama ultimately would not

only remain unchanged, but also fail to meet U.S. policy

objectives in any sense of the term.

The Potential Impact of H.R. 4703

As proposed on May 26, 1988, H.R. 4703 was designed to

support the people of Panama in their transition to democracy.

While this has been the position of the U.S. for the past several

years, the damage wrought by the imposition of economic sanctions

has underscored the need for this assistance. In other words,

the U.S. clearly has an obligation to help in the reparation of

the Panamanian economy, as well as Panamanian society overall.

In this context, the sentiments of this bill are honorable,

and take a major step in the right-4rection. However, there are

three potential shortcomings embodied H.R. 4703. First, the text

of the proposed bill deals with very specific amounts of

financial assistance to be awarded to Panama. But the proposed

bill itself was composed in early summer 1988, as the crisis was

in full swing--yet Panama's turmoil continues to this day. This

situation, quite naturally, begs an important question: whenever

economic sanctions are ultimately lifted, and Panama seeks to

8
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implement a program of recovery, would these be the sole amounts

of financial assistance rewarded to the nation? If not, wouli

the latter be increased? And if so, by how much? Clearly, the

Panamanian economy has continued in its downward spiral since

May, which leads to the assumption that additional assistance on

the part of the United States would be required. However, there

is no indication of either how such calculations would be

generated, or what the ensuing amounts of assistance would be.

Second, while H.R. 4703 briefly deals with a variety of

issues in the U.S.-Panamanian relationship (often in a vague

fashion), it principally covers aspects of the bilateral economic

relationship during a period of recovery. However, there is

clearly much more at stake in the bilateral relationship which

will require attention in the post-Noriega era, including: the

military relationship, the state of the implementation of the

Panama Canal Treaties, etc. Thus, it is recommended that the

proposed bill not only be fine-tuned linguistically, but be

broadened to comprehensively address the major components of the

U.S.-Panamanian relationship.

Finally, the proposed bill principally relates to the post-

Noriega period. However, at the present time, the General still

very much holds the reins of power within Panama--without any

conclusion to this current episode in sight. As a result, H.R.

4703 outlines a situation which is currently of only a

hypothetical nature. While as indicated earlier the U.S. has an

obligation to the Panamanian recovery--and this bill has

9
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undoubtedly been designed in order to make it evident that the

U.S. is well aware of this obligation and stands ready to assume

it--there are a number of hurdles yet to be traversed. In this

context, it is recommended that the U.S. should perhaps instead

make it clear that it is cognizant of its obligation to Panama,

but that the specifics be comprehensively addressed once the

initial challenge of entering the post-Noriega period has been

met.

U.S. Po?_icy Options

The key question still remains: what policy options are

available to the United States in its management of the

Panamanian crisis? And yet, this query assumes a consensus on

U.S. objectives toward Panama. As alluded to earlier, the

landscape of objectives has.grown enormously since the crisis'

inception to include: the removal of General Noriega from power;

to assist Panama in its subsequent return to civilian, democratic

rule; to negate the recently developed Cuban presence; to

restore the U.S.-bilateral relationship to an amiable level; and

resolve this nation's narcotics problem. Since none of these

goals have been met, it recommended that the United States

concentrate its energies on the first issue: the exit of the

General from the PDF, and attendant transition to democratic

rule. The subsequent issues are of an even longer term nature,

and thus ikmly the implementation of a equally longer term U.S.

policy toward Panama. Stated simply: the U.S. should seek to

10
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tackle only one goal at a time--successfully--instead of

attempting to "kill too many birds with one stone."

In this context, contrary to popular belief, there have been

and continue to be a finite number of options which can be

considered: 1) retraction; 2) reconciliation with the regime;

3) use of military force; 4) economic sanctions and the level

of the American presence in-country; and 5) negotiated

settlement.

Options # 1 and 2, namely a full retrenchment from the

crisis or the adoption of a modus vivendi with the regime ars not

politically feasible. And, needless to say, option # 5, that of

negotiated settlement collapsed a few months ago--but over the

long term should not be viewed as moribund.

In which direction will U.S. policy now be headed? With the-

military option, among others, virtually ruled out, two options

are possible. First, the U.S. may choose to continue to back-

burner the issue, and instead let the next Administration seek

its permanent resolution, thus suggestive of a far less activist

policy. The rationale for such a "mini-retraction" is clear: in

the American experience with promoting political transition in

the Third World, the U.S. has learned that it cannot "create"

democracy. Furthermore, should the U.S. attempt to "create" the

latter, experiences of the past decades have shown that the

ensuing arrangement is more than likely to eventually collapse.

As applied to the Panamanian case, until a cross-section of that

society (including elements within the PDF) actively fights for

11
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democracy--the role of "people's power"--there is little the U.S.

can or should do. However, while much has been made of the fact

that economic sanctions have not "worked," a withdrawal of the

latter now would send the wrong political and diplomatic message

to the regime.

In tandem, there has been discussion within the Washington

policymaking community that the U.S. should seek to rescind the

1977 Canal Treaties. After all, the argument proceeds, there is

no way that the U.S. can contemplate a full implementation of the

Treaties in the current context of bilateral relations. While

such an argument may contain some appealing features, its advent

has explosive implications. Although some leading Panamanians

originally opposed the Treaties--not for their contents--but

rather because of the regime with which they were negotiated, the

documents have since become an integral expression of Panamanian

nationalism. Indeed, the regime's propaganda machine is

attempting to convince the population that the documents'

negation is, in fact, the predominant motive behind U.S. policy.

In this context, such a move would play directly into the hands

of the current regime.

As a second option, the U.S. could pursue a high-risk

policy: reinvigorate the economic sanctions and drastically

scale back the American presence. In essence, the 50,000-odd

American personnel (public and private sector) have indirectly

kept the economy afloat as well as have implicitly provided the

regime with scores of potential hostages should the situation

12
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overheat. Since the Panamanian regime is apparently intent on

removing the American presence in the post-2000 period, through a

scaling down of the U.S. presence to a skeletal form, it might be

instructive to give the regime a clearer picture of what this

would mean in practical terms at the present time. Undoubtedly,

the economy would collapse and cause a tremendous political

backlash.

At that juncture, several options are possible. Among them,

first, internal trends (including the very real Cuban presence)

suggest that a potential swingr to the left is a strong

possibility, thus confirming the high-risk nature of such a

policy. Second, domestic conditions could conceivably

deteriorate to a level bordering on outright anarchy and chaos.

Subsequently, the specter of an American military option relating

to stabilization and/or surgical strike capability would be

raised.

However, the possibility of a negotiated settlement may once

more appear on the horizon--and should not be dismissed. In

fact, a negotiated resolution to the crisis environment would be

optimal for all concerned. In this context, negotiations should

proceed only when Washington is negotiating from a position of

strength or there exists a balance of interests between the

former and Panama City. Clearly, the United States must be

willing to hold its line and not negotiate away key, aspects of a

transition simply in the rush for immediate results. Ultimately,

the departure of General Noriega is but the first of a number -f_
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objectives the United States must fulfill in order to begin to

tackle the larger agenda ahead of Panama's societal

revitalization, the Cuban presence in-country, as well as the

narcotics issue.

However, on a realistic level, there is little that one can

expect to see in terms of U.S. initiatives toward Panama in the

short term. In the closing months of the Reagan administration,

with presidential and legislative politicking nearing its apex,

the Panamanian crisis has become a virtual "hot potato" which the

policy actors are unwilling to handle in a policy-related

context. Thus, it is likely that the American agenda will not be

altered until the election season is over. At this juncture, one

can only expect that a realistic accounting of the past

miscarriages of U.S. policy in its management of the Panamanian

crisis will be carried out--and realistic thought and planning

given to its future resolution.

14



47

Mr. GEJDENSON. Thank you.
The next witness is Richard Millett, professor of history, South-

ern Illinois University.
Mr. Millett, good to have you back.

STATEMENT OF RICHARD L. MILLETT, PROFESSOR OF HISTORY,
SOUTHERN ILLINOIS UNIVERSITY

Mr. MiLLErr. Thank you, Mr. Chairman.
I wish I could be as happy about being back here, but, unfortu-

nately, as you are well aware, the fact that it is necessary to hold
another hearing on the situation in Panama is simply an indica-
tion of the disastrous failure of United States policy toward that
nation over the past year.

Earlier this year, United States officials and political leaders,
both within and outside of the administration, were confidently
predicting the imminent fall of Panama's dictator, General Manuel
Antonio Noriega.

NORIEGA REMAINS SECURELY ENTRENCHED

Today, the illusory nature of these prognostications has become
all too clear. Despite strong pressures from the United States Gov-
ernment and heroic resistance by the long-suffering people of
Panama, General Noriega seems as securely entrenched as ever.

The civilian administration is firmly under his control. The Pan-
amanian Defense Forces, that nation's combined army and police
force, have been purged of officers who showed any hints of giving
greater loyalty to the nation than to the ambitions of their com-
mander.

The media has been muzzled, and the civic and political opposi-
tion terrorized and largely driven from the streets.

The commitment of the United States to the General's ouster is
increasingly called into question as is America's ability to make
good on any such commitment. It now appears likely that Presi-
dent Reagan will leave power before General Noriega, bequeathing
to the next administration a major foreign policy dilemma.

Under such circumstances, it is imperative that both the admin-
istration and the Congress re-examine our goals and our options in
Panama.

There is a clock that is running on Panama which does not give
us the luxury of simply sitting idly by awaiting for the stalemate to
ultimately resolve itself. Elections are scheduled for next year in
Panama. That is a major turning point. If Noriega is still in power
then, the situation becomes much worse.

There is a turn-over of control of the Panama Canal Administra-
tion scheduled for 1990. If the situation is allowed to drag on and
Noriega appoints the new canal administrator, then the situation
will become much worse.

There is, as we have heard from all the witnesses today, an ongo-
ing process of deterioration. Indeed, in many areas, near collapse in
the internal Panamanian economy. If that situation is allowed to
drag on indefinitely, the prognosis for Panama will be much worse
and the task of recovery infinitely greater.
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CONTINUED FAILURE OF U.S. POLICIES

And, finally, the continued apparent failure of such highly-publi-
cized United States policies in the effort to oust General Noriega
has implications far beyond that country.

This summer, I was twice in Guatemala. I had conversations
with very high officials of that government, and they repeatedly
expressed their view that the abortive attempt at a military coup
in their nation and plots which have continued since have been
strongly encouraged by the failure of United States efforts in
Panama and at the same time in Haiti.

That the inability of the United States to force Noriega out, that
the inability of the United States efforts to produce a democratic
transition in Haiti, have encouraged elements opposed to democra-
cy in their own country to believe that they could get away with
ousting an elected government, they could get away with installing
a military dictatorship and survive the consequences.

So, fi.,' all of these reasons, our attention to the situation in
Panama is imperative. It is not one that we can simply ignore and
hope will go away.

But in order to focus attention on it effectively, I think it is nec-
essary to understand the reasons for the failure of past efforts, and
the first and most basic cause, as is so often the case, is the inad-
equate understanding of Panamanian society and political realities,
especially the failure to understand the nature and the world view
of the Panamanian Defense Forces, their internal organization, and
the reasons why, when attacked, they tend to bunker down around
a figure such as General Noriega.

In part, I think we also tended to overestimate the degree of
strength of the opposition, not their courage, not their correctness,
not the general sympathy they had among the population, but the
extent to which they could call upon people for sacrifice, the level
of which we saw on the Philippines.

UNITED STATES UNDERESTIMATES NORIEGA 'S STRENGTH

We badly underestimate the ruthless determination of General
Noriega to hang on to power. There is a tragic inability to under-
stand the ways in which the General, his supporters and the mili-
tary and the official revolutionary democratic parties saw their in-
terests and options.

Corruption was equated with weakness and incompetence, an
analogy which proved to be fatally flawed. In its efforts to force
changes in Panama, the administration repeatedly failed to match
its goals to the means it was willing or able to employ.

Indeed, policy goals at times appeared so inflated that it was
questionable if appropriate means to reach them existed. These in-
cluded ending Panama's role in narcotics trafficking, reforming
and depoliticizing the PDF, restoring President Eric Arturo Del-
valle to office, and replacing the Cabinet and Congress with some
sort of an opposition coalition, and holding free and open elections.

But the means used to promote this wish list of goals were large-
ly negative, attacking the economy, refusing to recognize the Solis
Palma regime, and leaking information about actual or fabricated
covert action plans.
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For some of the proclaimed goals, such means were essentially
irrelevant; for others, they were counterproductive.

UNILATERAL APPROACH OF U.S. POLICY

Throughout the first half of 1988, and to some extent to date,
U.S. policy has been based on an excessively unilateral approach.
Insufficient attention and support has been given to the interests
of other nations in Panama's prob'_ems and to their efforts to aid in
resolving the situation. This has enabled Noriega to proclaim this
is a conflict between the United States and Panama, not between
an unpopular dictator and his own population, and to assert that
the only international mediation needed is between Panama and
the United States.

Governments which privately despise Noriega have been placed
in a position where further efforts to mediate this dispute would be
perceived as support for United States regional policies, if not open
cooperation in United States interventionism, and the net result is
then to strengthen rather than weaken the Panamanian regime's
international position.

By maximizing goals and stressing the unilateral approach to the
situation, the administration helped create the illusory hopes and
false expectations of much of the Panamanian opposition. Opposi-
tion leaders themselves at times contributed to this situation,
urging broad goals on U.S. policymakers, and helping to create the
impression that such goals were obtainable rapidly, easily, and rel-
atively inexpensively.

The result of this interchange was to mutually reinforce existing
misperceptions and to encourage Panamanians to seek the solution
to their problems in Washington rather than through dialogue and
compromise with groups in their own nation.

U.S. POLICY ISOLATED ITS FRIENDS

One result of these policies was to maximize our enemies and iso-
late our friends.

By elaborating such broad goals for the reshaping of power
within Panama, the United States helped convince most PDF offi-
cers and the leaders of the ruling political coalition that to facili-
tate the departure of General Noriega would only serve to under-
mine their own power and jeopardize their future.

Until February 1988, many of these same individuals had accept-
ed the necessity of the General's departure and were privately dis-
cussing ways to facilitate the process. But in recent months, there
have been numerous reports which indicate that they not only now
accept his continuation in power, they may actually be involved in
preventing him from leaving.

As frustrations with policy failures mounted, political rhetoric in
the United States increasingly tended to cast the problem in per-
sonal terms, to make it a fight between General Noriega and the
United States. This served both to magnify the General's impor-
tance and to obscure more fundamental problems in Panama's in-
ternal political system and its relation with the United States.

I join with the previous two witnesses in emphasizing that Gen-
eral Noriega's departure will not solve the problems in Panama.
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He is an aggravated symptom, but he is not the primary cause. His
departure is, of course, a necessary precondition for dealing with
the situation, but it will, in and of itself, solve nothing.

Finally, United States policy efforts in Panama have been ham-
pored and distorted by being increasingly subordinated to broader,
frequently extraneous issues. In the process, symbolism has become
more important than reality, whether it involves appearing tough
on the issue of narcotics or avoiding embarrassments in the 1988
presidential campaign.

PANAMA' S FUTURE IS AT STAKE

It must be emphasized that no matter what we do or fail to do in
Panama, the effect on our domestic drug problem will be marginal
at best. What is really at stake in Panama, we must not lose sight
of this, is that nation's future development and relations with the
United States.

Intimately connected to this is the final implementation of the
canal treaties and the maintenance of America's credibility as a
promoter and defender of democratic institutions in this hemi-
sphere.

The U.S. policy emphasis needs to be refocused on positive goals,
not on the negative issue of punishing a nation because some of its
citizens facilitate the flow of narcotics to our shore, a trade which
is fueled by our consumption and sustained by our currency.

House bill 4703 represents a valuable effort to avoid perpetuation
of past errors and to emphasize our positive commitment to a
democratic future for Panama. It recognizes the necessity of great-
er multilateralism in our approach to the situation and avoids the
trap of openly embracing any single faction in the Panamanian po-
litical spectrum.

It reaffirms our commitment to fulfill the Panama Canal Trea-
ties, refuting Noriega's contention that the entire crisis is simply a
Gringo plot to abrogate those treaties.

In general, the goals which this bill sets for U.S. policy in
Panama are more modest and potentially obtainable than many of
those proclaimed in the inflamed rhetoric of past months.

UNITED STATES COMMITMENT TO HELP REBUILD PANAMANIAN
ECONOMY

Most importantly, this bill makes concrete the United States
commitment to help rebuild the Panamanian economy in a post-
Noriega era.

In my prepared statement, I have several small changes which I
would suggest in the bill. One point, which I would like to under-
line at this time, is my recommendation that we make a more spe-
cific commitment to aid the owners of small and medium business
operations, who have been severely damaged by the on-going eco-
nomic crisis.

We receive continuous reports of these people going out of busi-
ness, trying to sell. I have heard of cases of people simply trying to
find jobs in this country who have had previously profitable busi-
nesses in Panama.
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These groups have been an important element in the opposition
and have suffered disproportionately the consequences of U.S. sanc-
tions.

The resources available to rebuild this sector are extremely lim-
ited, but the recovery of the medium and small businesses will be
vital to rebuilding both the economy and for constructing demo-
cratic structures in Panama.

The existing clause pertaining to this sector, section 4, paragraph
2, should be strengthened and specific funds earmarked for this
effort.

By itself, House bill 4703 will neither correct the past errors nor
ensure the future success of United States policy efforts in
Panama, but it does represent a serious step in the right direction
and could help lay the foundation for future improvement in
United States-Panamanian relations.

I hope that using this bill as a basis, probably some time again
after the Presidential elections, we will be able to focus seriously
on our dilemma in Panama, to offer a positive approach and posi-
tive assurances to the people of that country of our concern and
commitment to their welfare, and we will adopt a bi-partisan ap-
proach to dealing with what has become one of the most serious
foreign policy problems we face in this hemisphere.

Thank you very much.
[Prepared statement of Mr. Millett follows:]
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PREPARED STATEMENT OF RICHARD MILLET

Earlier this year, numerous U.S. officials an political

leaders, both within and outside of the Reagan administration,

were confidently predicting the inrxi mn t fall -if Panara"-

dictator, General Manuel Antonio Noriega. Today, the illusory

nature of those pr 0njstications has become all to clear.

kfspit* strong pressure from the U.S. government ajid heroic

resistance by the long-suffering people of Panama, General

Noriega seems as securely entrenched as ever. The civilian

administration 1s firaly under his control, the Panamanian

Defense Forces (PDF), that nation's combined army and police

force, have been purged of officers who showed any hints of

giving greater loyalty to their nation than to the ambitions of

their cOsmander, the media has been muzzled, and the civic and

political opposition terrorized and largely driven from the

streets. The committment of the United States to the General s

ouster is increasingly called into question as is America's

ability to make good on any such coemittment. It now appears

likely that President Reagan will leave power before General

Noriega, bequeathing to the next administration a major foreign

policy dilma.

L~nkw theme circumstances, it is imperative that both the

aministration and the Congress re-examine our goals and our

optimns in Pan. In order to do this effectively, it is

Ne to wdmurstand the reasons for the failure of past
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efforts. The first and most basic cause for the fai~ur -;f '3ast

policies has been an inadequate understanding c Far. r-tian

society and political realities. The nature, cohaesiof., anA Dlf-

image o4 the PDF was misperceived, leading to ialse px|t-ctat-. os

of the ease with which it could be separated ,rc,, Oetr-l

Noriega, reformed and returned to the barracks. The :strength and

unity of the political opposition was exaggerated, in part

because Its strength among educated, urbanized Panimanians P.as

assumed to be matched by equal levels of support aong other

classes. At the same time, the ruthless determination of General

Noriega to hang on to power was underestimated. There was a

tragic inability to understand the ways in which the fieneral, his

supporters in the military and the official Revolutionary

Democratic Party (PRD) saw their interests ard options.

Corruption was equated with weakness and incompetencr, a analogy

which proved to fatally flawed.

In its efforts to force changes in Panama, the

administration repeatedly failed to match its goals to the means

it was willing or able to employ. Indeed, policy-goals at times

appeared so inflated that It was questionable if appropriate

means to reach them even existed. Theme included ending Panama's

role in narcotics trafficking, reforming amed de-politicizing the

PDF, restoring President Eric Arturo Delvalle to office and

replacing the cabinet and congress with some sort of an

opposition coalition, and holding open and free elections in

1969. ut the means used to promote this wish list of goals were

largely negative, attacking the economy in a variety of ways,
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refusing to recognize the Solis Pal" reqivm in.ital led by

Noriegal and leaking information about actual or 4 iabricated

covert action plans to unseat the general. For sor.%e of the

proclaimed gals such means wmre esentially irrelevant, for

others they were counterproductive.

Throughout the first half of 1998, U.S. policy %as based on

an excessively unilateral approach. Insufficient attention and

support wom given to the interests of other nation's in Panama's

problems and to their efforts to aid in resolving the situation.

Instead, U.S. actions and rhetoric succeeded in converting that

had been a dispute between an unpopular dictator and his own

population into a conflict between the United States and a small

Latin American nation. This enabled Norlega to proclaim that the

only mediation needed was between Panama and the United States,

rather than between his regime and the internal opposition.

Governments which privately despised Noriega, were placed in a

position where further efforts to mediate the dispute would be

perceived as at least support for U.S. regional policies, if not

as cooperation in American Interventionism. The net result was

to strengthen the regime's International position.

By maximizing goals and stressing a unilateral approach to

the situation, the adminitration helped create the illusory

hopes and false expectations of much of the Panamanian

opposition. Opposition leaders, themselves, contributed to this

situation, urging broad goals an U.S. policy makers and.helping

to create the impression that such goals were obtainable rapidly,

easily and relatively inexpensively. The result of this
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interchange was to mItually reinforce existing peirc8tin5,

and to encourage Panamanian% to sak the so!utio- tc their

problems in Washington, rathcrv than through di-Aogt c ar,-

compromise with groups in their own nation.

One result of such policies was to aximiza cr ienepRj.O £fnd

isolate our friends. By elaborating such broam4 yoals for tho

reshaping o4 power within Panama, the Une td Statc- helped

convince most PDF officers and the eaoers of the ruling

political coalition that to facilitate the departure ot .,neral

Norlega would only sewve to undermine their own pt-,er anz

jeopardize their futtorc, Up till February, 1919, xan. c-4 ttw5s

individuals had accepted the necessity of the Gener.-!'s dpartLtre

and were privately discussing ways to facilitaLe tq process.

But in recent months there have been nwLeLrouw . iw hic-'

indicate that now they not only accept his cfntlnta in poii,%,

but they may be actively involved in preventing him rjoz ia'A r~

As frustrations witrA policy failures mt-inted, cfiAt -ca'

rhetoric in the U.S. increasingly tended to cast ths prcl-.i-;,--

personal terms, to make it a fight between orit?5s and ths

administration. this served both to zgn ;, thi f . ' h?

importance and to obscure more futidamental prober- 3 :n na,"

internal political syst" and in its relatlono %:-th t.'. in l-e-

.States. General Norlega is an agravated syumptof% ri :, bi.i:

problems, but he is not their primary cause. His -p~rtix _

while a necessary precondition for dealing with ti e v'-:; i

"Ill, in and of itself, solve nothing.

Finally, U.S. policy efforts in Panama hsi-e Lbsa;. rai
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and distorted by *e&ifg lncrswitngly subordinated ta b,) U tur,

frequently etranc'ous issues. In the pr ess, -yeb-aian hat

become more importart -han reality, whether It involve.ppr~arin;

tough on the isSUe of jarctics, or avoiding n'barrnsnit in the

1998 campaign. It rust be emphasized trat no matter wi-at we d

or fall to do in Panastia the effect on our donazti,: araq problem,

will be marginal at jest. What is really at stake ir Pe.ima is

that nation's futur, Oevelopeent and relations wit:" th'c ,iilen

states. Intisately onnocted to this is the final iplan::tV

of the Canal rr iati as and the maintenerce of Ar:;' ica'r"

credibility au a prmuo4 arid defender of deoocrat.c irstitAti_,na

in the himsphr-, United Stetts oolicy ee-nesi. ':2ado to be

r afct.u" on 3.cA1 jositiv goal %, not on-, the noc41% it s :twe of

purnishinc; nat-.o becauf-a ow of its citizens i ' -C...I

flbow o~f narcotic., to ou~r shore, a trade Witch x' fciri 3 u

rcnsumption and Lstairved by our currency.

H.R. £7:33 rap'oeretw a valuable report :3Z evc:d t-!e

perptuatioa 0a3t errors end to u-sz n

comenttwent tc dnmcratie future for Panana. it r qr ret tun

necessity of grminteh aultilat.ral.ss !n our ^i-or:ecn t t,

current so.-tur:on and tvoids the trap arf openly a-wM-rc'- ' ,y

single 4a-a :i ;r, thw Par-awcnian poiticaL epac rtr !c P.Scu

reaffirns curct, .tecnt to fulfill the Pa'-,me Car.a: 7rt1-s,

refuting 'or'tg* ,contention -that the 3r-tlre :'in S i.. .. ]9,

q q pnt .z3 k qate t:hoE 1AAItA. n q4rPF-1 ':i'e ;aar'

whih cis I csfor U. S. policy ir iw A-c

nd poanmt: x y' :rab 1 tn-an any of those n7 t;Z4~ t'

BEST AVAILABLE COPY
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Inflamed rhetoric of past months. Most importantly. this bill

makes concrete the U.S. commitment to help rr-build the

Panawmnian economy-in a post-Noriega era.

There are a 4ew ways in which I believe th.s might be

improved. Section 4 (a) "Certification on Trainsition to

Democracy," still seems to require of Panama more than might

reasonably be accepted in a short period of time. Since U.S.

assistance is so vital to the that nation's recov-..ry and the

assurance o4 such assistance could help accelerate the General"E

departure, it would sees reasonable to make the conditioning of

such aid as realistic as possible. For thi% reason, I would

suggest the following changes. In paragraph 3, the language, as

written, seems to mandate that the process of totally resnaping

Pan&aa's civil-military relations be virtually complete de4ore

aid cars begin. If the phrase "will be subjected 10 civilian

aontrcA . . could be changed to "are be4co*, n_ 9.Lhjsc.tec t:j

civilian control,' this would be a more obtainable goa',

In parags-sph (4) the word satisfactory should be removed,

If an egreeamut i reached by the Panamanians they tViny must be

satiified and there should be no implication that Lp@ m,. .1 sit in

judgement on such an agreement.

Paragraph (6) should be charged from mhav2 ieache, a

satisfactory agreement' to Oar* actively :,ejciat rg an

agreements. To hold up assistance until this i3u i% full

resolved would seem counter-productive.

Finally, it might be useful tu consider charges i'n

paragrapnhs (8) and (9. Since a major goal of U.S. rojicy i.i to
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provide for free elections and the Installation of a new

government in a short period of time, might it not bu better to

condition the continuance of assistance on that new government

negotiating such agremm nto rather than on art existing

administration beginning a process which it would probably be

unable to complete.

I would alo recommend the amendment of H.R. 4703 to incluou

a we specific committment to aid the owners of small and medium

business operations who have been severely damaged by the ongoing

economic crisis. Theme groups have been an important element in

the opposition and have suffered disproportionately the

consequences of U.S. economic sanctions. The resources available

to rebuild this sector are extremely limited. The recovery of

this sector would be a vital factor in building democratic

structures in Panama. The existing clause pertaining to tizA

sector, Section 4 (g), Paragraph (2-9), should be itrengthened

and specific funds earmarked for this effort.

By itself, H.R. 47S3 will neither correct past errors nor

insure the futur success of U.S. policy efforts in Panima. But

it does represnt a serious step in the right direction and could

help lay the foundation for future improvement in U.S.-

Panamanian relations. Such an effort mrits serious, b: -partisan

support.
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Mr. GEJDENSON. Thank you.
Mr. Eduardo Vallarino is a founder of the Civic Crusade, present-

ly a fellow at the JFK School of Government at Harvard.

STATEMENT OF EDUARDO VALLARINO, FELLOW, JFK SCHOOL
OF GOVERNMENT, HARVARD UNIVERSITY

Mr. VALLARINO. Thank you, Mr. Chairman.
First of all, I would like to thank you for the opportunity to be

here and express a deep gratitude to the Congress of the United
States for the moral support that you have lent us in the past
months, and I think I can do it not only in the name of the Civic
Crusade but also in the name of the whole of the Panamanian
people. Your support has not been unrecognized in Panama, and I
will say this is the most valuable type of help we could ever hope
to get.

In this respect, I would like to mention something; during the fu-
neral of the late Dr. Arnulfo Arias, Ambassador Arthur Davis was
publicly applauded in Panama in the streets. This means that the
people of Panama feel that, by and large, the United States is on
the side of democracy and on the right side of history.

However, now we know that the United States does not speak
with one voice only. This is a government conceived and very well
designed, with checks and balances and different powers, and dif-
ferent parts of the government send us different signals.

I will start with those signals. We feel that there are many con-
fusing signals going into Panama. Perhaps the most recent and no-
torious one is the one coming from the DEA. Frankly, it makes us
doubt on which side of the drug problem they really are.

There are confusing signals also from the DOD, (Defense Depart-
ment), high members of that department still maintain indirect
social ties with Noriega. This is commonly known.

We do not know for sure, but we suspect that the CIA also is still
somehow involved with Noriega. At least, this is the common
wisdom in Panama.

EFFECTS OF THE SANCTIONS

I will go into the sanctions next. We feel that the importance of
the sanctions was more the solidarity message sent than the ef-
fects. The economy was about to collapse any way given the fiscal
situation of the government. The fiscal situation was about to col-
lapse anyway, because, among other things, we, the businessmen
in Panama, had been working actively to do just that. We knew
that there was a price we had to pay if we were to have democracy.

Now, at this point in time, there is nothing anybody could do to
stop the economic deterioration of Panama, short of a change in
the political system. Lifting the sanctions would not do any good
from the point of view of economics. We are running down a hill
and there is no stopping otherwise.

I will say that we are prepared to endure what has happened in
Panama and much more if it is for a permanent or endurable solu-
tion to our problem, which is essentially a political, ideological and
moral problem.
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If the sanctions were to be lifted, that would send a terrible
wrong signal to the people of Panama, and you must understand
that in the absence of a free press and in the almost total absence
of independent information, the regime can and does take advan-
tage of any thing to portray to the people through the media what-
ever they want to say. Surely they would portray the lifting of
sanctions as a turning around of the United States in its support
for the democratic effort.

I will supply some figures on what is happening in Panama cur-
rently. As you know, there is a down turn in the GNP of at least 20
to 25 percent at this point, and I can make the figures available to
this committee later on. That turn down is much stronger than the
1929 Depression was in the United States.

Retail sales are down by 50 percent as indicated by sales taxes.
Certain industries and sectors, such as construction, tourism, are
now virtually a hundred percent down. There is no new construc-
tion and there is no hope for any new construction either in
Panama.

GROWING BRAIN-DRAIN

But perhaps the biggest cost we are paying is not only the de-
struction of some of our fundamental economic institutions in
Panama, but more important than that is the brain-drain taking in
effect right now. A large number of middle class people, profession-
als, which are the core of the economic system, are emigrating to
other places. Many thousands to the United States and many more
perhaps to Canada.

At the core of the problem, as the other witnesses have men-
tioned, and I believe rightly so, is not only the figure of General
Noriega. General Noriega is just the first condition to solve the
real problem. The real problem is militarism, which is the over-
flowing of the military into every part of civilian life.

The only point I would really like to make today is about recov-
ery is that recovery is impossible if we do not remove the threat.
Though the bill that this Congress has very generously proposed is
very well done, it can be, like everything human, can be done
better, but--

Mr. GEJDENSON. You do not have to be that polite.
Mr. VALLARINO. Okay.
Mr. GEJDENSON. Thank you.
Mr. VALLARINO. At the core of the matter is that if we want

Panama to recover economically, we have to get both Panamanian
and foreign capital, investment capital, back into the country. For
the last twenty years, we have been losing it, but increasingly so,
when General Noriega came to power 5 years ago.

There are large amounts of Panamanian or nearly Panamanian
investment resources outside of Panama which will not return
until the threat is clearly out of the system. The threat is a mili-
tary force which is not completely leached and subordinated to ci-
vilian and democratic rule. That is the point that I would like to
stress very much in the bill on two accounts.
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First, the bill talks, rightly so, about separation of military and
civilian activities, but it does not stress as much the need to subor-
dinate the military to the civilian and democratic government.

Second, there is also a mention of the relations between the
United States and the PFD. There is a mention of rebuilding the
relation between the United States and the PFD. I believe that this
is a very wrong signal because it encourages again the notion that
the PFD, Panama Defense Forces, should be some kind of a second-
ary government, an alternate government, an alternate power, and
it definitely not only gives them the wrong ideas, but it encourages
precisely the type of actions that we are trying to correct right
now.

MILITARISM IS THE CAUSE OF PROBLEMS

The version of the bill goes on to talk about drug trafficking, im-
plementation of justice, education in general, the elections, and the
democracy, but in our minds, and I think I speak for the over-
whelming of the Panamanian people, the cause of the whole prob-
lem is militarism.

Should we correct that, the rest would be very easy, including
economic recovery. We are not saying that the military should be
destroyed, disbanded, obliterated or anything like that. They
should be placed where every democratic nation places its military
forces, which is at the service of the government and not the other
way around.

Also, we believe that the PFD, should be reformed in some ways.
For example, the police functions should not be done by the mili-
tary and vice versa. The PFD should be reformed to become a force
like it exists in any other democratic country. One cannot but
ponder of how well you understand this principle here, that you
have almost prevented, if I understand correctly, the U.S. military
to help in the drug trafficking because you do not want the mili-
tary to be involved in civilian functions, and that is correct. Howev-
er, in the past, we have seen from sources, particularly DOD, from
the United States, a tendency to strengthen the Panamanian mili-
tary by fusing and confusing it with the police.

I hope I have been able to give you our main message, and I
apologize if this has not been very structured, but it was just this
morning when I could begin to work on this testimony.

Thank you very much, Mr. Chairman.
Mr. GEJDENSON. You did fine.
Let me ask you a couple of questions. Let me ask you the tough

one first.
The Civic Crusade, some people charge, does not represent the

broad base of the people of Panama. It is, they say, a group of bour-
geois middle-class elitists who are not in contact with most of the
people, and that is why it failed.

Mr. VALLARINO. Well, let me say what the Civic Crusade is.
The Civic Crusade is just a new name for a very old movement,

which started perhaps back in 1976. At that time the Panama
Canal treaties were being discussed, and there was a democratic
opening, thanks to this Senate, this Congress. There was a demo-
cratic opening in Panama, because there was pressure from this
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Congress, and Torrijos had to open up, and that opening started
what is now the Civic Crusade.

By 1979, October 9th, 1979, the teachers and medical doctors of
Panama staged the biggest concentration of people in the streets.
(They were not oligarchics. They were not businessmen), to protest
an attempt of the government to enforce a totalitarian educational
reform in the country. The reform, it was pointed out, was of
Cuban inspiration, and the teachers of the country rebelled. That
was the beginning of the Civic Crusade back in 1979.

There have been many other instances of this same movement
resurfacing time and again at every time there is an opportunity.
For example, in 1984, there were massive demonstrations against
electoral fraud and some other vices of our system, and so on. But
it was not until 1987 that the business community joined the other
parts of Panamanian society in this movement. The burgeois are
the late comers.

Also, the very high speed at which the Civic Crusade was formed,
and it reached some 200 organizations, shows that this could not
have resulted from work done overnight, and that motivation had
been very engrained in every sector of the Panamanian population.

There are some other arguments, such as the following: Noriega
has been very smart in trying to convey the image that the Nation-
al Civic Crusade was formed only by wealthy Panamanian people.
When he exiled some of us, and there are some exiles in this room
right now, he exiled just business men. The teachers and labor
leaders, he throws them in jail and beats them because they do not
have the same exposure that for example I would enjoy by being
president as the National Board of Private Enterprise. Also, when
he has ordered people killed in the streets, he has chosen as tar-
gets, not the leaders, because he does not want to make martyrs,
but people at random. He has had killed people with not too much
exposure. In addition, the message gets across. You are not safe be-
cause the leaders have not been killed, anyone can fear being
killed any time as part of his strategy.

But there are two more arguments, very heavy arguments. First,
last March, we paralyzed the country. For fifteen days, nobody and
nothing moved in Panama. This would have been impossible with-
out the fullest cooperation of the working class of Panama. Other-
wise, just a simple business lock-out would not have achieved what
we did, and we did it just to show the world the breath and depth
of the rejection of the Noriega regime.

Second, every time we tried to make a demonstration in one of
the power urban sectors of the city, Noriega would order point
blank shooting and killing of people. When we did the demonstra-
tions in the banking sector, most of the time or some of the time,
he would not repress so violently, therefore, he forced us to geo-
graphically concentrate only in some sectors that was very clever
on his port.

Finally, for those who saw the funeral of Dr. Arnulfo Arias last
August 15th, were perhaps half a million people of the city of
three-quarters million population attended, could see the large
amount of white flags and white handkerchiefs in the crowds in
support of the crusade. They were not businessmen because, unfor-
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tunately, there are not half a million businessmen in Panama. I
would like to make a copy of that tape available to this committee.

Thank you, Mr. Chairman.
Mr. GEJDENSON. Let me ask you another question.

KNOWLEDGE OF NORIEGA 'S DRUG TRAFFICKING

One of the great debates here in the United States is about when
the administration knew or when they should have known of Gen-
eral Noriega's drug trafficking. In 1986, the New York Times ran a
story on the front page by Seymour Hersh that indicated general
knowledge that General Noriega was involved in drug trafficking.

The report that we have, the DeFeo Report, indicates that when
Vice President Bush was the Director of the CIA, he should have
known of drug trafficking in Panama and Noriega's central in-
volvement in drug trafficking.

As a community leader, as somebody in Panama, was this a
secret in Panama?

Mr. VALLARINO. No, Mr. Chairman.
The fact is that it was common knowledge, although we did not

have hard evidence. It was common wisdom for over a decade that
the authorities of Panama were involved in drug trafficking, back
to the days of Torrijos.

I will remind you that back in 1973, two agents of the BNDD
were expelled from Panama for accusing or mentioning something
about this. That was back in 1973.

Also, the brother of General Torrijos was repeatedly accused of
this, and there is an account of people in the Administration tip-
ping Mr. Torrijos' brother, General Torrijos' brother-on an at-
tempt by the drug authorities to arrest him.

Mr. GEJDENSON. People in the American administration?
Mr. VALLARINO. Yes. This has been published in the papers here,

that he was tipped to the fact that the BNDD at the time was wait-
ing for him at the Port of Cristobal, in the old canal zone to arrest
him. Given the information he abandoned his vessel, his ship, in
Venezuela to avoid arrest.

There were many instances of indirect evidence that this was
happening. For example the way the affair of the cocaine laborato-
ry which was discovered in the Darien jungle was handled was a
clear indication that something had to be very wrong and that
there was involvement at very high places.

So, there was no doubt in our minds. Though we couldn't prove
it, it was common knowledge since at least ten or fifteen years ago
that this had been going on.

Mr. GEJDENSON. At this point in the record, I would like to place
an article by John Kelly and Joe Conason from the Village Voice,
"Bush and the Secret Noriega Report", dated October 11th, 1988.

[The article follows:]

BUSH AND THE SECRET NORIEGA REPORT

Before the director of the Central Intelligence Agency meets with a foreign offi-
cial, the agency's standard procedure requires that he be briefed exhaustively about
that official's background, character, and relationship to the CIA. In 1976 George
Bush, then Director of Central Intelligence met for the first time with Manuel Anto-
nio Noriega, the Panamanian military intelligence chief who was also a paid CIA
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informant. As much as a year earlier, the Department of Justice had compiled sub-
stantial evidence of Noriega's involvement in narcotics smuggling from Panama to
the United States. Portions of that -still-secret June 1975 report, which was available
to the CIA at the time of Bush's meeting with Noriega, have now been obtained by
The Village Voice.

The vice-president insists that he had little or no knowledge of Noriega's alleged
drug-related crimes until the Panamanian was indicted in Florida last February.
But an analysis of the circumstances under which Bush encountered Noriega in
1976 suggests that the vice president has known all about the Panamanian's drug
activities for more than a decade. And new information continues to emerge: last
week Stansfield Turner-who succeeded Bush as CIA director in the Carter adminis-
tration-told reporters that he had removed Noriega from the agency's payroll,
clearly implying that the relationship had existed during Bush's tenure.

The Justice Department document whose existence suggests Bush must have
known about Noriega is called the DeFeo report, after the Department attorney who
was its principal author. The DeFeo report was chiefy concerned with misconduct in
the Drug Enforcement Administration and with the DEA's relationship to the CIA.
Among other things, it confirms a story, first reported in The New York Times by
Seymour Hersh in 1986, that top officials of the Federal Drug Enforcement Admin-
istration considered assassinating Noriega, then a top aide to Panama's president
Omar Torrijos, because of this role in the drug trade. The report-and its classified
status-have been controversial in Washington for many years, because it examined
many sensitive covert operations and topics.

The matter of its secrecy arose again last August during confirmation hearings
for Edwin Meese III's successor as attorney general, Richard Thornburgh. As a Jus-
tice Department official during the mid-'70s. Thornbugh participated in a decision to
withhold the DeFeo report from Congress. So when Thornburgh appeared before the
Senate Judiciary Committee last August 5, Republican Orrin Hatch of Utah de-
manded that the report be turned over right away, announcing that it would prove
"once and for all" that the Panamanian government had been implicated in the
narcotics trade since the 1970s. Thornburgh agreed to hand it over as soon as possi-
ble.

The secrets of the DeFeo report are now in Hatch's hands. Nathalie Blackwell, a
Hatch legislative assistant, said that the Utah Republican "is the only one who saw
the DeFeo report. He still has it, but he is not making it available yet." She said
there may be "restrictions on when it can be released.' Yet New Mexico Democrat
Dennis DeConcini, a member of the judiciary committee who joined Hatch in de-
manding the report, has not been given it, according to one of his aides. Hatch and
Thornburgh may now be mindful of what the report could show about George Bush,
their party's presidential candidate. Bush himself, through his campaign office, de-
clined to comment on the DeFeo report.

Other members of Congress have meanwhile attempted to learn more about Nor-
iega and Panama, but have encountered a stone wall of silence from the Reagan
administration. Democrats Bill Alexander, an Arkansas representative, and John
Kerry, the junior senator from Massachusetts, asked the General Accounting
Office-Congress's investigative agency-to look at Panama as a "case study" of
drug trafficking by a foreign official and its effects on U.S. policy. But as The New
York Times reported on August 18, the White House has "ordered" the Defense De-
partment, the State Department, the CIA, and the Justice Department (which in-
cludes the DEA) not to cooperate with the GAO's requests for information. A
spokesman for the National Security Council cited "statutory and constitutional
issues" as the basis for the order of silence, but the political implications are obvi-
ous.

WHAT THE REPORTS SAYS

The DeFeo report was actually a series of seven memoranda recounting informa-
tion gathered by Michael A. DeFeo and a team of Justice Department attorneys,
who were assigned early in 1975 to probe allegations of corruption against the DEA.
One of the team's final memoranda, which bears the bland title, "Additional Integ-
rity Matters," and the date June 18 1975, included a tantalizing reference to
Panama:

"The Senate Permanent Subcommittee on Investigations inquired into reports
that Philip Smith [acting chief inspector of DEA] and William Durkin [DEA assist-
ant administrator for enforcement] participated in discussions within DEA regard-
ing a proposal to assassinate the President of Panama [Torrijos], who was suspected
of being involved in drug trafficking.
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"Smith stated that he had not participated in any such discussion but had devel-

oped information of a plot to kill General Torrejos (sic]. Smith testified that this in-
formation was quickly passed on to the CIA for transmittal to the Republic of
Panama. Smith said that he was later informed that the plot had been verified and
neutralized. ....

"It was alleged that a discussion concerning assassination involved the possibility
of killing Mr. Noryago [sic], the principal assistant to the president of Panama, and
that Smith and William Durkin actually proposed that he be killed. . . A review
of the files does not reveal Smith's position as to discussions concerning Noryago
[sic]."

A former DEA official has confirmed to the Voice that such discussions did in fact
occur. The official, who spoke on condition of anonymity, held a senior post in the
DEA's division of operations during that period. He says that in 1972, he attended a
meeting of top agency staff convened by DEA administrator John Ingersoll to con-
sider the problem of Noriega, who had been identified as a "direct drug trafficker."
Options, including assassination, were listed in a written plan, along with commen-
taries on each one, and the official implied that the murder proposal came from
Smith and Durkin. Killing the Panamanian intelligence chief was eventually dis-
missed as "inappropriate" by Ingersoll, who instead complained to Torrijos and was
ignored.

The same former DEA official, who still holds a position in government, says he
knew that Noriega was not only cooperating with the CIA and with U.S. Army in-
telligence but was also providing information to the DEA. The narcotics accusations
against the Panamanian were more than rumors. The official recalls one occasion
when smugglers intercepted off the coast of Florida with a boatload of marijuana
said they had paid Noriega to bring their contraband cargo through Panama-a
story corroborated by an address book with the general's name and private tele-
phone number. There was so much evidence in fact, that in the early '70s DEA offi-
cals made their first attempt to indict Noriega on drug charges. But the indictment
wes never brought because the assistant U.S. attorney in Miami believed Noriega
%would never be extradited from Panama, according to the former DEA official.

No administrative or criminal action was ever taken against Smith or Durkin, as
far as could be determined. Both officials, now retired from the DEA, declined to be
interviewed by the Voice.

Among the seven separate documents produced by the DeFeo team was one titled
"Classified Matters: Panama Material," whose exact contents remain unknown. Ac-
cording to a Justice Department memorandum dated October 28, 1975, this portion
of DeFeo's work dealt with "narcotics activity involving military authorities in the
country of Panama, along with the relevant documents.' * * Most of this material
is classified Top Secret, Secret or Classified. This material contains a discussion of
certain non-conventional DEA investigation techniques." The indications of official
secrecy tend to confirm the involvement of the CIA, although the Justice Depart-
ment attorneys who wrote the report have declined to comment on it.

George Bush did not officially take over as CIA director until January 1976-
nearly six months after the DeFeo Report was completed. As CIA director and head
of the entire Washington intelligence apparatus, did Bush learn what the DEA and
the Justice Department had known about for months and even years?

Despite the vice-president's current denials, there are several reasons to believe
be did know. In a deposition given in Washington earlier this year, Bush's National
Security Adviser Donald Gregg-himself a former CIA official-testified that Bush
met with Noriega in 1976.

"I believe he met [Noriega] once when he was director of CIA," Gregg said. "Nor-
iega c'ime up to Washington * * * with some other Panamanian officials, and there
was a lunch meeting." Gregg said he didn't know what the meeting was about, but
last week The New York Times reported that when Bush met Noriega in 1976, the
Panamanian was suspected of having paid U.S. agents to give him sensitive intelli-
gence information. Their luncheon was more than a social occasion.

If only because of its intervention to block the plotted assassination of Torrjos-
and even without the DeFeo report-the CIA would have been aware of Noriega's
alleged involvement with narcotics. Therefore, this information would in turn have
been -available to Bush before he met with Noriega. Given the suspicions that Nor-
iega was subverting the U.S. intelligence system at the time he met with Bush, it
seems unlikely that the agency would not have provided its director with this derog-
atory information about the Panamanian official.

Scott Breckinridge, who served as deputy inspector general of the CIA under
Bush, told the Voice that he did not personally know about the DeFeo Report when
he worked at the agency. Breckinridge did say, however, that before a meeting with
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a figure likf" Noriega, !1ush would have bten briefed by the CIA division chief for
South America with an,' s to the following questions. "What kinds of problems
should we expect from Noiiega? Wfat do I need to know about him? What should I
ask him?" In Breckinridge's opinion, such a briefing won' I be particularly necessary
because "so many of these guys are thugs." He >.ays qui, frankly that he believes
the CIA should not be involved in drug enforcement.

Bush had another overriding reason aside from his particulvr concerns about
Noriega and Panama--to be aware of the information contained in the DeFeo
Repo, t. Ills year as l)irector of ('-ntral Intelligence N as marked by a ,tream of dev-
astatii g stories, emerging from congressional and media investigations, about the
agency he hea,!,,; he spent much of his time trying to stop the hemorrhagaing of
long-held secret,

"When I took over as DCI," he wtte in his recent autobiography, "there were
daily messages from the CIA stations on my desk every morning reporting that we
were losing valuable sources of inforji ,tion as a result of worldwide publicity
caused on Capitol Hill." Bush visited Congress to lobby or testify on the average of
once a week and was engaged in a series of disputes with the Justice Department
about its demands for information about CIA agents and operations.

Several sections of the report concerned the agency--Lucien Conein, a legendary
CIA man who worked for DEA, was one of the investigation's chief subjects-and
the Justice Department continued to examine the agency's relationship with the
DEA for months after the DeFeo Report was completed. As part of this continuing
investigation, a special aide to the assistant attorney general named Phil White was
assigned to review "the exchange of information between the DEA and the CIA re-
lated to a CIA narcotic intelligence network," according to a Justice Department
memorandum of October 23, 1975.

In a "status report" on the DeFeo report, dated December 24, 1975, it was noted
that "the CIA investigation" was continuing, and that completion of the entire
probe would probably continue for at least "one or two months." By then Bush had
been sworn in as CIA director. The same status report noted that in late November
1975, staff members of the two congressional panels investigating the CIA-the
Church Committee and the Pike Committee-were beginning to review "various
materials relating to the DeFeo Report."

According to Breckinridge, the former CIA deputy inspector general, it is also
likely that the handling of the DeFeo Report after January 1976 would have in-
volved Bush himself. This would be even more certain, he added, if the report con-
cerned a strategic nation like Panama or intelligence coordination with another fed-
eral agency like the DEA. His observation is bolstered by another investigation of
DEA-CIA relations also conducted in 1975, by the General Accounting Office. Com-
munications with the GAO involving that probe were handled directly by William
Colby, Bush's predecessor as CIA director. So Breckinridge considers it likely that
Bush himself would have handled the DeFeo report after he took over.

Apparently the bulk of the report, and particularly the classified section on
Panama, has never been given to Congress. Nine months after the DeFeo team's
work was completed the Justice Department was still reluctant to turn the sensitive
report over to the two senators, Charles Percy and Sam Nunn, who had requested
copies.

A March 26, 1976, memorandum to DEA chief Peter Bensinger from Mark Wolf, a
special assistant to Attorney General Edward Levi, notes that a meeting had been
held a day earlier to discuss the status of the DeFeo report, and "it was decided that
we should continue to resist disclosing to Congress any portion of the DeFeo report
being reviewed for possible criminal or administrative action."

The same memo discusses the prospect of allowing Percy and Nunn "conditional
access to portions of the DeFeo report" when the investigations of the individual
corruption cases it described were closed. Because the ,eport discussed a number of
topics touching on the CIA, it is difficult to imagine thai Bush was not included in
any decision to release all or part of it. And for the CIA director to have participat-
ed in such a decision, he would have needed to be informed specifically about its
contents.

BUSH'S MOTIVE

Underlying the dispute over what Bush knew about Noriega's alleged narcotics
trafficking, and when he knew it, is a deeper question. As C.I.A director, and later
as vice-president, did George Bush-and for that matter "seven administration," as
Bush put it during the presidential debate-condone drug smuggling by the Pana-
manian general because he was a CIA informant? Last March, during the Republi-
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can primaries, Senator Bob Dole implied as much at a news conference: "He [Bush]
says he made all those decisions at the CIA. What were they? Was Noriega on the
payroll when he was CIA director?"

Such a conclusion would be politically damaging to Bush, the titular head of the
Reagan administration's antidrug effort, and a candidate who has claimed special
expertise on a topic of the gravest concern to American voters (see sidebar). It would
also cast doubt upon Bush s recent proposals for an expanded CIA role in the na-
tion's narcotics interdiction program.

The CIA has long been involved in drug enforcement, although there is consider-
able disagreement as to whether its participation has bcen constructive. Recent re-
ports of cocaine trafficing among the Nicaraguan contras, whose war has been the
largest CIA project of the Reagan years, are hardly the first accusations that the
agency has compromised drug enforcement for its own purposes. Former DEA offi-
cials tend to feel that long before the contra war, "the CIA as an organization was a
problem and a detriment to the entire DEA program as it is now,' as one of them
put it. They point out that the CIA's approach to sources and methods, while per-
haps useful for covert operations or intelligence collection, is inimical to law en-
forcement. Rather than gathering evidence that would be usable in court, for exam-
ple, the agency would customarily destroy such evidence because it would reveal
CIA involvement. Indeed, CIA participation in a drug case tends to head to a court
dismissal because the agency is so protective of its sources.

The former senior operations official at DEA said he knew personally of many
cases, representing years of work by law enforcement officials, which were dis-
missed because they touched upon the CIA even tangentially. As CIA director, ac-
cording to this same official, George Bush continued the policy set by his predeces-
sor William Colby of increasing the agency's "involvement with drug matters." He
says the agency "demanded all the DEA's case files and lists of informants. The CIA
then recruited some DEA targets of investigation [suspected drug traffickers] as CIA
assets-unbeknownst to the DEA. When the DEA arrested these drug traffickers,
they used the CIA as protection az' because of their CIA involvement they were
released . .. The CIA knew full well that their assets were drug traffickers." He
also added that the CIA official who took DEA files on Latin American subjects was
Theodore G. Shackley, the former head of the CIA's Western Hemisphere division,
who was promoted in 1976 by Bush to the even more powerful post of assistant
deputy director of operations-the covert action section.

The acerbic recollections of former drug enforcement officials may simply reflect
a longtime rivalry between the CIA and the smaller, unglamorous, and underfunded
DEA. But during Bush's tenure as director of central intelligence, the same basic
point-that the CIA role in fighting drugs had been counterproductive-was empha-
sized in official reports by the DEA and the Justice Department.

When Bush took over the CIA, the agency and the DEA had just completed a
three-year series of joint antidrug projects, using covert operations and assets like
Noriega, known by the collective code name DEACON. It had been a complete fail-
ure. "With the possible exception of one case made in April 1974 [a 20-kilo cocaine
bust]," said a DEA report on the project, "there have been no cases made from intel-
ligence collected in DEACON. .. "

But informants were paid and information was filed away by the man who ran
DEACON, former CIA agent Lucien Conein. Conein had been brought into the DEA
by Egil "Bud" Krogh, a White House aide later convicted in the Watergate scandal,
to oversee the Nixon administration's proclaimed "war on drugs." Before he was
through, Conein was running some 40 intelligence operations out of safe houses in
Washington, but winning very few drug convictions. Conein was a strange charac-
ter, whose eccentric ways became notorious after his CIA service in Vietnam under
master spy Edward Lansdale. In June 1976, CIA director Bush could have picked up
his morning The Washington Post and read quotes from Conein boasting of his
"honorary" membership in the Union Corse-the Corsican crime syndicate responsi-
ble for a major share of heroin traffic worldwide. Conein also told the Post that he
would hesitate before launching a DEA campaign against the Corsicans, or, for that
matter, against the Miami Cubans formerly employed by the CIA, whose control of
the drug trade in Florida was no longer a secret.

During Conein's stewardship of Project DEACON, according to DEA reports, there
were 27 U.S. prosecutions of Latin American drug dealers, and two prosecutions of
major American drug dealers, which had to be dropped. The reason was a "gentle-
man's agreement" under which the CIA could request that the DEA seek dismissal
of any case against certain arrested traffickers if the prosecution would expose
agency sources and techniques. The authors of the DEA report asserted that Deacon
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had failed in part due to "continuing misperceptions of the importance of the re-
spective roles of Enforcement and Intelligence."

Another negative evaluation of the CIA's role in drug enforcement was produced
in 1976 by the Justice Department. If Director Bush read it, be would have learned
that "the CIA used electronic surveillance as a method of collecting narcotics intelli-
gence overseas, and because CIA provided such information to... DEA, several nar-
cotics investigations and/or prosecutions had to be terminated." The same general
conclusions were reached by the General Accounting Office in its report on CIA-
DEA conflicts, which was completed just before Bush took over as CIA director. Not
only was the CIA too protective of its sources and methods to allow them to surface
in court during a narcotics trial, but the agency was legally prohibited from any law
enforcement or foreign intelligence operations against U.S. citizens either at home
or abroad.

In at least one well-known instance, the CIA insisted that an indictment against
one of its own assets be dropped, simply so that the agency would not be publicly
embarrassed. This was the matter of Puttaporn Khramkhruan, a Thai national re-
cruited in 1969 by the CIA to provide intelligence against narcotics traffickers in
northern Thailand. Four years later, he was arrested in Chicago after selling 60
pounds of opium to three Americans who shipped it to the U.S. Thanks to "exhaus-
tive effort" by the CIA's general counsel, however, there was no trial; as usual, pro-
tection of "sources" was the stated reason, although Puttaporn in fact had no
knowledge of other CIA agents. Bush knew about this case because it was investi-
gated by the House subcommittee on government information and individual rights
while he served at the CIA, and he responded in writing to questions from Bella
Abzug, the New York Democrat who chaired the subcommittee.

Again and again, from Laos in the '60s to Costa Rica in the '80s, the CIA has over-
looked drug trafficking among its agents and clients. The most recent example is in
Afghanistan, where opium fields and laboratories have been tolerated since 1985 to
facilitate the CIA's supplying of arms to the anti-Soviet Afghan rebels. The DEA
now says that one-third of the heroin reaching the United States comes from this
region along the Pakistan border, and that the situation may grow worse when the
Soviet troop withdrawal from Afghanistan is completed.

The lesson is that when secrecy has reigned supreme, the actual interdiction of
drugs and prosecution of smugglers have languished. But despite the wealth of evi-
dence that the CIA has hindered drug enforcement, George Bush remains an advo-
cate of the agency's role, and if Bush is elected in November, Americans concerned
about the narcotics plague can assume that that role will not diminish but grow.
Campaigning on the drug issue last June, Bush said he favored greater use of"covert activities" and intelligence agencies. When a reporter asked what kind of
covert activities he was talking about, the vice-president answered like a CIA veter-
an: "Use your imagination. If I tell you, they won't be covert."

BUSH AS 'DRUG CZAR'

In addition to his duties as vice-president, George Bush has effectively assumed
the role of "drug czar" for the Reagan administration since 1982. He has headed
two special interagency groups devoted to narcotics interdiction: the South Florida
Task Force (SFTF), and the National Narcotics Border Interdiction System (NNBIS).
Although these outfits once provided copious material for official press releases,
Bush has been quieter about them lately-so quiet that his running mate Dan
Quayle didn't know about Bush's role when asked about it by a Boston Globe report-
er in late August.

Bush's recent discretion about his antidrug activities may reflect the fact that in
the opinion of many federal and local law enforcement officials, his record has been
rather impressiveiv. Reagan's own DEA administrator, Francis Mullen, has called
NNBIS 'an unnecessary appendage" and a "liability," a criticism echoed even more
strongly by scores of Florida sheriffs and police chiefs in discussing SFTF. Despite
frequent claims about major seizures of cocaine and marijuana by NNBIS and
SFTF, the number of tons of cocaine smuggled into the United States has nearly
tripled during the period since Bush took over, according to federal estimates. At
congressional hearings on drug enforcement in January 1984, Mullen scathingly at-
tacked the inflated claims of both SFTF and NNBIS, urging that both should be"phased down over the next several months," or they would "become this adminis-
tration's Archilles heel for drug law enforcement." NNBIS was costing so much
money, Mullen complained, that normal interdiction functions "such as cargo and
border inspections, intelligence collection, and the deployment of fully maintained
Coast Guard cutters, are suffering."
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In July 1985, 18 months after the Bush operations were lambasted by Mullen, the
General Accounting Office issued a report that was equally damning. The GAO re-
ported that "the results of NNBIS's activities as a nationwide coordinator of drug
interdictions have been minimal, and the improvements NNBIS has achieved have
fallen far short of substantially reducing the flow of illegal drugs into the United
States." But such warnings did little to deter Bush's press office. A year later, in
August 1986, the vice-president joined Attorney General Ed Meese to announce the
creation of Operation Alliance-a new effort to stop drug smuggling along the
southwest border. Bush said the operation would function 'as part of the NNBIS
system." But on December 17, 1987, Assistant Treasury Secretary Frank Keating
told a congressional subcommittee that the Bush announcement was wrong: "I sus-
pect that his eager speechwriter misspoke. NNBIS does not run Operation Alli-
ance."

A continuing aspect of Bush's approach to drug enforcement has been a close liai-
son with the CIA, despite evidence that the agency's involvement tends to hinder
real drug enforcement. The man who until his retirement actually ran both SFTF
and NNBIS out of the vice-president's office was Admiral Daniel Murphy, who had
worked for Bush in 1976 as deputy director of the CIA. One result was a stronger
emphasis on CIA participation in drug enforcement beginning with the creation of
SFTF and NNBIS in the early '80s. Murphy told Congress that with former CIA di-
rector William Casey's approval, "we used the CIA people not just for providing in-
telligence, but to help train law enforcement people.'

Ironically, the CIA role has also coincided with continuing evidence of the agen-
cy's equivocal attitude toward drug smuggling. An October 1985 report by the U.S.
Customs Department, for example, showed that an airline-a front company used
by the CIA-"has been involved in narcotics and contraband smuggling." Convicted
drug-money launderer Ramon Milian-Rodriguez has testified before a Senate com-
mittee that the Medellin cocaine cartel of Colombia provided $10 million to the Nic-
araguan contras, funneling the contribution through a former CIA agent in order to
buy protection. Again, the CIA has been a mixed blessing at best. DEA administra-
tor John Lawn has testified that the agency provided almost no useful intelligence;
and assistant U.S. attorney Richard Gregorie, who worked on the Noriega case, has
testified that the CIA is actually a barrier to prosecuting drug smugglers in Miami.

Bush was embarrassed by his former chief of staff again earlier this year, when
the Washington Post reporterd that Admiral Murphy, now a private consultant, had
held two clandestine meetings with General Noriega in 1987. Murphy insisted that
his employer was a group of American investors organized by Tongsun Park, the
shady South Korean businessman who was the focus of the Koreagate investigation.
But among the top U.S. officials with whom Murphy discussed his Noriega meetings
was Donald Gregg, the vice-president's National Security Adviser.

Mr. GEJDENSON. Let me go to the other panelists on this issue for
awhile and then we will return to the economic issues.

Let me start with Mr. Millett on this issue.

U.S. INTELLIGENCE'S AWARENESS OF DRUG TRAFFICKING

How early do you think American intelligence sources knew of
Noriega's involvement in drug trafficking?

Mr. MILLrrr. Well, as long as I heard of Manuel Antonio Noriega
as an actor in Panama, you heard-as long as we heard about Nor-
iega as a major actor in Panama and that would go back into the
previous decade. You heard about these allegations and generally
accepted as being true.

So, it has been within Panama and I would say within the
United States military community there, at least common knowl-
edge for over a decade.

Mr. GEJDENSON. Mr. McNeil, Vice President Bush has said that
there was no evidence of General Noriega's involvement in drug
trafficking prior to this February when the drug indictment was
handed down over the administration's objections, apparently.

Mr. MCNEIL. Well, Mr. Chairman, I think you know that I was
Ambassador in Costa Rica, then, after a sabbatical, the State De-
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partment's number two intelligence officer, the principal Deputy
Assistant Secretary for Intelligence and Research from the summer
of 1984 till early 1987, when I quit the business. I testified not long
ago, under oath, which I take seriously, about the extent of infor-
mation which was available to the administration beginning in late
1984.

The testimony is available to you. I could read from it, but I do
not think that is necessary. The fact is that whatever one might
say about Noriega's involvement and the involvement of the Pana-
manian National Guard in the earlier days, by 1983-84, drugs were
big business. Money laundering, to some extent, trans-shipments.
Perhaps is fair to say that, for a time, the United States Govern-
ment was behind the power curve. One should not impute every-
thing to malice.

Mr. GEJDENSON. The Noriega Government, could they be getting
sufficient revenues from drug traffic at this moment to continue to
be the mainstay of the operation of their government used to ap-
parently operate a significant portion of the banks? Despite the
economic embargo, has Noriega received enough from drug traf-
ficking alone, that he could have sufficient money to continue to
operate there?

Mr. McNEIL. Well, this is a different issue that you raise now.
I do not think so. But obviously I am not privy to sensitive infor-

mation any longer. I think the cartel views Noriega as a long-term
loser and is probably not putting any money into his pockets right
now. But I may be wrong about that.

Mr. GEJDENSON. Are you familiar with the DeFeo Report from
1975?

Mr. McNEIL. I have not read it. I mean, I have heard a certain
amount of noise about it these days, but I personally have not read
it. I would be glad if che staff could provide me with a copy.

I want to return to your original question. Take the most con-
servative view, and I think that is fair to do so, before accusing the
administration officials of looking the other way, which I have
done under oath. Certainly the issue was clear by September of
1985.

At that time, Hugo Spadafora was killed by Panamanian Defense
Force officials, officials who are close to Noriega, who had moved to
become the kingpin of Panama. At that moment, President Bar-
letta, who showed considerable guts in the matter, sought to have
an independent investigation.

MEETINGS WITH NORIEGA AND THE U.S. GOVERNMENT

Noriega fired Barletta, staged his first formal coup d~tat. The
American Ambassador in Honduras, Ambassador Briggs at that
time, recommended essentially that the United States Government
do what we later did for Delvalle, which was to try to back up civil-
ian rule. Briggs was overruled.

I am not privy to the precise reasons why he was overruled, but
without violating confidences, I can say to you that beginning as
early as 1982 and 1983, some U.S. Government officials were plac-
ing more weight on Noriega's contribution to the Contras than, in
fact, in my belief, he was actually providing.



71

Mr. GEJDENSON. Is it your estimate that that compromised the
administration's ability to act and may still be compromising the
administration's ability to act?

Mr. MCNEIL. Well, perhaps not any longer, but it did so through
1985 and 1986. There is documentary evidence on the subject of
William Casey's meeting with Noriega a month afterward on No-
vember 1, 1985, in which he does not mention either drugs or de-
mocracy. He talks only about Cuban, you know, Cuban import
laundering-how should I say this? Escaping the embargo, front
companies to escape the trade embargo.

Mr. Vallarino has correctly pointed out that one of the problems
for Panamanians is that there is an impression of two governments
in the United States. One is the stated policy of the U.S. Govern-
ment, which was always in support of democracy and against nar-
cotics---

Mr. GEJDENSON. Who overruled Briggs?
Mr. MCNEIL. Well, Elliott Abrams, who had signed off on it, but I

am not privy to the decisionmaking process. I thought it was a mis-
take, but, in any event, in 1986, you had the Sy Hersh articles and,
again, of course, you have documentary evidence. As I testified and
no one has challenged my testimony on the subject, it turns out
that at the same time we were considering whether to turn our
face against Noriega, Noriega was promising, according to the
record of the Iran Contra committee hearings, promising Colonel
North he is going to conduct sabotage missions inside Nicaragua.

Admiral Poindexter sent a note back saying thank you, thank
you, Lieutenant colonel, but make sure Noriega does not conduct
any assassinations.

I do not suppose Noriega really intended to do it. That is another
issue. But senior administration officials looked the other way in
the interests of the Contras.

Mr. GEJDENSON. That could not be the reason that the Adminis-
tration will not come and testify on this issue, could it?

Mr. MCNEIL. I wouldn't carry it that far. I think now it is the
empty chair policy. It is that Noriega is very embarrassing and, so,
nothing should be said about him until after November 8th.

Mr. GEJDENSON. Ms. Loser, your assessment as to when the
American Administration should have known or did know about
Noriega's involvement in drugs?

Ms. LOSER. It seemed to have been fairly clear that there was evi-
dence pointing back to the Torrijos regime. I would say then prob-
ably early 1970's.

But on the other hand, there has been a lot of contradictory evi-
dence. For example, former CINC's of SouthCom have testified that
sure, rumors were flying like mad on drug trafficking, but they
never saw hard evidence. So, it is very difficult to pinpoint an exact
date, but it is clear that it was on-going.

NORIEGA WAS ON U.S. PAYROLL

Mr. GEJDENSON. There was a recent controversy in the press in
which former Director of the CIA Admiral Stansfield Turner, indi-
cated that he had stopped paying Noriega and that he was later
rehired.
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My understanding is the controversy was over who rehired him,
whether it was Bush or whether it was somebody else in the Ad-
ministration. Noriega was off our payroll from 1976 to 1980, is that
accurate? Do we know that?

Mr. MCNEIL. Mr. Chairman, if I knew, I would not be able to say
in this forum, but the fact is that it is not at all clear from this
discussion. Noriega has had a long relationship with U.S. intelli-
gence agencies, which the Vice President himself declassified in the
debate the other evening.

Who he was having a relationship with, who was paying him at
any given time, is, I think, less important than the fact that Norie-
ga s long relationship with various intelligence agencies of the
United States permitted him to say to his colleagues in the Pana-
manian Guard that he had the blessings, the mandate of heaven in
the United States, particularly after Torrijos died, when Noriega
moved to take control of the country.

Mr. GEJDENSON. Let us try this. Do you basically agree with the
25 percent figure in the reduction of GNP? Somewhere--

Mr. MCNEIL. I just have to say that, these statistics are going to
be soft. Ms. Loser and I were talking about it earlier.

I went through something pretty bad in Costa Rica as Ambassa-
dor, an economic collapse which entered into the 8 percent range.
An 8 percent drop in 1 year is a terrible collapse of GDP.

I think probably the Panamanians at least have to be at 10 per-
cent. You have statistics which are-seem to be harder on the sub-
ject of down turn of the economic activity in certain sectors. By in-
ference, you would have to say a 10 percent drop, I think.

Mr. GEJDENSON. Ten percent?
Mr. MCNEIL. At least.
Mr. VALLARINO. Mr. Chairman, I think I can provide some statis-

tics within 24 hours.
Mr. GEJDENSON. We will leave the record open for 7 days. That

will not be a problem.
Are there continuous sectors of the economy that are hurting

worse than others as a result of our action? Start at one end and go
across.

EFFECTS OF U.S. SANCTIONS

Mr. VALLARINO. Yes, some are hurt more than others. The first
sector to be hurt was the construction industry. Because of the clo-
sure of the banks, the construction industry came to a halt, almost
complete halt. From the construction industry, of course, you go
back to the manufacturing industry that supplies construction and
all the related services. That is the hardest hit sector.

Secondarily, the local banking system. We separate the interna-
tional banking system from the local banking system. The local
banking system has been hit with withdrawals from-of a very,
very substantial amount of all their assets, to the point that the
banks in Panama, all of them are technically bankrupt. The only
reason they are still operating is because the people are not al-
lowed to get their money out. Right now, you cannot go to a bank
and withdraw your savings or time deposits. That is the only
reason the banks are still open.
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Mr. GEJDENSON. Is there a big difference in the impact of the
sanctions between large and small businesses?

Mr. VALLARINO. Yes. There is definitely a larger-
Mr. GEJDENSON. Businesses are worse?
Mr. VALLARINO. Definitely, the impact is larger on the small

businesses.
And, if I may add, I agree with Dr. Millett in that recovery has

to be done primarily through the small businesses.
Mr. GEJDENSON. Food shortages? Yes, Ms. Loser?
Ms. LOSER. Yes. They have been reported. The last that I heard-

Mr. Vallarino is in a better position to speak-is that stores are
unable to restock. I mean, they cannot go out and replenish their
products. So, you are looking at older canned goods that are avail-
able, and, of course, all dairy products and things of that sort are a
has-been, to a large extent.

Mr. VALLARINO. Yes, that is essentially correct.
Another aspect is that many manufacturing industries are going

down in inventories of raw materials, and are hard put to get
more. So, the situation should continue to deteriorate in that sense.

Mr. GEJDENSON. A year ago, the Reagan-Bush administration cer-
tified to Congress that Panama was fully cooperating in the battle
against narcotics production, trafficking and money laundering.

It was not a mystery or a secret that the banks were involved in
money laundering a year ago, that the Government was involved
in drugs.

Mr. McNeil, how does the administration make that statement?
Mr. MCNEIL. Well, I do not know. You do have a bureaucratic

argument which goes back to the fact that General Noriega has
been fairly adept at manipulating intelligence agencies, not only
ours, but the Cubans. I mean narcotics knows no ideology, a sort of
Mafioso government.

My reading of this, which Drug Enforcement Administration
people will dispute, is that what Noriega did after the banking law,
in particular, which became a source of information for Noriega as
well as for those crumbs he chose to give to the Drug Enforcement
Administration, was to feed us the competition, his competition.

Things have changed. Look, you know, he is looking for a deal. I
insist on that. I do not know how long he is going to stay, how he is
going to go, but I insist Noriega is looking for a deal now. It has all
the smell of it, and one of the things he does is to continue to feed
information to the Drug Enforcement Administration because it is
a line open when it comes time to talk turkey after our elections.

THE POSSIBILITY OF NORIEGA LEAVING

Mr. GEJDENSON. Do you generally agree that there is some hope
that he will want to leave after the election?

In a sense, is not his best negotiating done before the election?
Ms. LOSER. Oh, no.
Mr. GFJDENSON. It is better after our election?
Ms. LosER. I think it would certairly be better after the elec-

tions. I mean, you saw the reaction (the public reaction) in the
United States when there was talk about negotiating away the in-



74

dictments. That was the one issue that Bush distanced himself
from the Reagan administration on, because of the public outburst.

What my concern would be in negotiating in that so-called
"window of opportunity" is that, how credible is the Reagan admin-
istration that you cannot just delay the negotiating process as it
has been used before and get everybody's hopes up as has been
done before. Then it turns out to be all for naught-and the regime
has just bought itself a couple of extra months time.

This, in fact, would be my concern.
Mr. GFDENSON. Why would you not think that is what he is

doing again? Why would you not think that Noriega is basically
leading the administration people on? To get through the election,
we are all better off if we do not discuss it until after the Republi-
can Party gets through this present battle, and then, afterward,
you guys can talk to me and I will leave. So afterward, we send Mr.
Kozak down to Panama to negotiate again. He has a nice chat. We
push the Panamanians out of the picture for a month or two. They
are waiting for us to solve it, and then Noriega says, well, guys,
you know, it was a good deal but we stumbled on something and I
have just to stay. My junior officers will not let me leave, I am
such a popular fellow.

They know they are not going to get the kind of deal I am going
to get. So, that is the other problem. How do we separate Noriega
from the second echelon of officers that are probably sitting there
saying, if this guy gets his ticket to Paris, and, finds Baby Doc and
moves next door, I am not getting first class passage, and probably
the deal is going to be that Noriega leaves, and that I am going to
get done in.

Ms. LOSER. There is not only that issue, but in terms of the evo-
lution of the PDF and the post-Noriega period, there are many
junior officers who have seen the graft and corruption within the
institution--

Mr. GEJDENSON. And they like it.
Ms. LOSER [continuing]. And will become concerned. Well, I am

climbing up through the ranks here, and all of a sudden, this "op-
portunity" is no longer going to be possible. Thus, one is looking at
a long-term structural problem.

HOPE FOR MILITARY REFORM

Mr. MILLET". May I suggest another real danger that looms in
this window of opportunity? It is a window, but you can fall out of
windows as well as climb through them.

Part of the problem here is that there are people around Nor-
iega, in the military, in the PRD, who recognize that the economy,
indeed, the entire situation of the country will continue to go down
the tubes as long as he is there, and who would see in this window
an opportunity to get rid of Noriega but maintain their own posi-
tion. That if he leaves, then the next administration, when it takes
office, the next Congress, will not have that kind of pressure to be
forced to confront the issue, and they will be able to go back to
something resembling business as usual in Panama or to take a
phrase from the Nicaraguan discussion of recent years, Noriega is
no without Noriega.
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The system without the head, and this is something that I think
is a very dangerous possibility that has to be carefully monitored.

Mr. McNEIL. Mr. Chairman, that is the fundamental reason why
I think the kind of deal Noriega would like is not the kind of deal
we should make. That is a different issue.

Noriega sees that the younger people who have become part of
the military power structure may eventually use the economic situ-
ation in Panama. After all, he is not very good at economics. He is
good at personal financing, but economics is not his strong suit,
will force him out on that basis, and that, of course, could turn him
over to U.S. prosecution even in some circumstances.

So, you can see why it is because of the military, the internal
military situation and tile potential rise of challengers who might
throw him to the wolves that impels him, I think, to seek a deal
after the elections.

Now, whether that deal would be satisfactory-he will look for a
sweetheart deal, one that gives him a vacation, lets him come back,
the whole sad story-is a big question.

AN END TO ECONOMIC DETERIORATION

Mr. GEJDENSON. Starting with Ms. Loser and moving across, is
there no end to the economic deterioration under the present
system? Or does the present chaos somehow become normalcy in
which commerce starts, and it kinds of settles in at a certain basic
level as it does even in N.A. food production starts to provide, basic
necessities?

Is there some level at which the economy starts to stabilize at a
lower level? Maybe they decide they can live with it?

Ms. LOSER. I would, for sake of a better analogy, prefer to think
of it as a game of musical chairs, where, as long as the music is
playing and the chairs are out there, there exists some sort of equi-
librium. For instance, as a form of equilibrium, government pay-
checks as a form of script in country.

You have numerous people on the streets driving cabs just look-
ing for hard currency. The economy has reached certain plateaus
along the way. It is just that each one is a level lower and lower.

One sees another stalemate situation right now. It can then take
another plunge and continue to do so, but you are always going to
get in-between periods, of relative guiesence.

Mr. VALLARINO. I see the economic situation continuing to dete-
riorate slowly, but there is a plateau that you correctly mentioned,
and that every system would reach, but that plateau is going to be
at a misery level.

Mr. GEJDENSON. Much lower?
Mr. VALLARINO. Much lower than now. I think that the economy

will eventually stop falling and perhaps even recover a little bit,
but it is going to be at a level, I do not know, perhaps 60 percent of
what the GNP was before.

Mr. McNEJL. I suppose you might think of a canyon. You reach
equilibrium at the bottom of the canyon, but the question is what
are the effects and maybe the closest parallel-well, Burma is one
in the way the economy went all the way down-is Cuba.
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An effect of the Castro revolution was to drive out the middle
class, which is happening and will happen to.a greater degree in
Panama. So that you would not have the kinds of people around
who could restart the economy. The entrepreneurial class has sort
of dwindled, disappeared.

It is a great danger. Sure, people get used to living awful, but
should they?

Mr. MiLL-r. I would just like to stress a big difference between
Cuba and Panama, and that is the entrepreneurial class is much
more basic and important to the economy in Panama, which lives
off of services much more than it does off of raw material produc-
tion.

TIE FUTURE OF THE CANAL

I think we again have to look at the long-range implications of
this continued decline on the status and future of the canal.

This also means that any chance for vital projects on the Canal
to ensure its longer life are not going to be undertaken under the
situation, and Panamanians need to be continuously reminded of
this. So the people look at the real costs of Noriega's perpetuation
and power.

And as I have suggested before on several occasions, it may also
be appropriate to begin encouraging companies to look at alternate
transport means if this situation continues to be prolonged.

For our own security interests, the canal is going to deteriorate
under this situation. The capacity-the skilled Paiamanians that
are needed to take over the canal, that we need to be training now,
are going to be leaving the country instead, and that is going to
create a really major problem.

We are back to my point again, that there is a clock ticking here
that does not allow us to just let this situation drift on.

Mr. GEJDENSON. There is no question that in the past, DEA, from
the stories you read, looked at removing Noriega, at having him
killed.

Is that generally accepted knowledge?
Mr. McNEIL. It is on the public record.
Mr. GEJDENSON. It is on the public record. No question about

that.
The-pardon?
Mr. McNEIL. DEA agents.
Mr. GEJDENSON. Agents. And when was that?
Mr. MCNEIL. As I recall, accordingto the public record, I did not

know it at the time, it was 1972-73.
Mr. GEJDENSON. So, in 1972-73, DEA agents looked at the possi-

bility of having Noriega killed because of his involvement in drugs?
Mr. MCNEIL. Because, according to tl- public record, of his al-

leged involvement in drugs, and one ia to be a little bit careful
about how much was known then.

Remember, the explosion of cocaine is a phenomena of this
decade. Panama in the late seventies was a bit involved in drug
smuggling. One of the most notorious ones was Torrijos' brother,
but he was a minor league smuggler of heroin from the French
Connection. The cocaine explosion has been in this decade.
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Mr. GEJDENSON. So, if, in 1972-73, the DEA looked at removing
Noriega because of his drug involvement, is it possible that the
head of the CIA in 1976 could not have known of his drug involve-
ment?

Mr. McNEIL. I do not know, sir.
Mr. GEJDENSON. Thank you.
I thank the panel. We may have additional questions to submit

to you, and we will leave the record, of course, open for the next 7
days.

The hearing is adjourned.
[Whereupon, at 3:25 p.m., the subcommittees were adjourned.]



APPENDIX
STATISTICS ON THE DECLINE IN GNP FOR PANAMiA,
PROVIDED TO THE COMMITTEE BY !R. VALLARINO

INDICADORES DE LA EVOLUCION ECONOMICA

SECTOR E INDICE UNIDAD DE MEDIDA PERIODO DE 1987 1988 VARIACION
REFERENCIA %

CONSTRUCCION
Pernisos Ciudad de Panam, Millones de B/s. Enero - Agosto 119.7 18.5 -84.5
Consumo de Materiales Indice - 1985-100 Enero - Agosto 129.0 57.2 -55.6

TURISMO
Visitanles por Aeropuerto
0. Torrijos Miles Enero -Agosto 179.7 129.1 -22.2
Visitantes Paso de Canoa Miles Enero -Agosto 19.4 14.6 -24.7
Ocupaci6n de Hoteles Tasa Enero - Julio 57.1 35.8 -37.3

CANAL DE PANAMA
Transilos Cantidad Enero - Agoslo 8,193 8,328 1.6
Tons. del Canal de PanamA Millones Enero - Agosto 122.9 128.1 4.2
Peajes Cobrados Millones de B/s. Enero - Agosto 216.5 225.9 4.3

MOVIMIENTO PORTUARIO Miles deT. M. Enero - Julio 740.6 500.5 -32.4
Balboa 185.9 134.8 -27.5
Crist6bal 405.6 243.3 -40.0
Bahfa Las Minas 149.1 122.4 -17.9

INFLACION
Precios al Consumidor (1) Tasa Agoslo 1.5 0.0 NA
Pr,,os ,I Por Mayor (2) Junio 5.2 -7.8 (3) NA

(1) Variaci6n registrada entre ambos extremos en vez de sobre el promedio de los 12 meses, como anteriormente se calculaba,
debido a que para marzo, abril y mayo la Contralorfa no efeclu6 el cdlculo del Indice de Precios al Consumidor.

(2) Variaci6n registrada entre junio de un atlo en relaci6n a junior del otro aflo.
(3) Hay una distorcion en el calculo del Indice, que serA explicada en [a reunion de oclubre
N.A.: No aplica
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SECTOR E INDICE UNIDAD DE MEDIDA PERIODO DE 1987 1988 VARIACION
REFERENCIA %

ZONA UBRE DE COLON
Importaci6n
Reexportaci6n
Movimiento Total

VENTAS
Recaudacin ITBM
Importaci6n
Ventas

CONSUMO DE ELECTRICIDAD
EN LA CIUDAD DE PANAMA
Industrial
Comercial
Otros Usos

Millones
Millones
Millones

de
de
de

B/s.
B/s.
B/s.

Millones de B/s.

Millones de KWH

Enero - Julio
Enero - Julio
Enero - Julio

Enero - Agosto

Enero - Agosto

SISTEMA BANCARIO

Dep6sitos Locales (Saldo Final)
Privados
Del Gobierno
De Bancos

Cr6ditos Locales (Saldo)
Sector Pt~blico
Sector Privado

Millones de B/s.

Millones de B/s.

Al 30 de Junio

Al 30 de Junio

1,145.5
1,248.0

2,393.5

60.6
29.5
31.1

972.4
142.7
334.4
495.3

921.9
1,188.7

2,110.6

31.3
13.9
17.4

915.9
112.3
300.0
503.6

-19.5
-4.8

-11.8

-48.3
-52.9
-44.1

-5.8
-21.3
-10.3

1.7

-32.5
-30.0

30.8
-54.7

-7.9
6.4

-12.6

4,397.0
3,032.0

266.0
1,099.0

4,389.0
1,086.0
3,303.0

2,967.0
2,121.0

348.0
498.0

4,044.0
1,156.0
2,888.0



SECTOR E INDICE UNIDAD DE MEDIDA PERIODO DE 1987 1988 VARIACION
REFERENCIA %

EXPORTACIONES
TRADICIONALES
Banano Millones de Cajas' Enero - Julio 22.3 19.5 -12.6
Azucar Millones de B/s. Enero - Marzo 5.8 1.4 -75.9
Derivados de Petr6leo Millones de B/s. Enero - Junio (1) (1)
Camarones Millones de B/s. Enero - Junio 32.9 24.6 -25.2

NO TRADICIONALES (Total) Millones de B/s. Enero 3.9 6.2 59.0
Prod. Alimenticios, Bebidas

y Tabaco 1.5 1.7 13.3
Textiles, Confecci6n e Ind. Cuero 1.6 3.2 100.0
Sustancias Oulmicas 0.5 0.8 60.0
Industria Metlica Bsica 0'.1 0.2 100.0
Otros 0.2 0.3 50.0

IMPORTACIONES
Valor (CIF) Millones de B/s. Enero - Junio 672.4 291.3 -56.7
Arancel de Importaci6n Millones de B/s. Enero - Agosto 88.2 32.7 -62.9

(1) No se registry exp~rtaci6n de derivados de petr6leo. En el primer trimestre de 1988 se export6 56 mil Balboas.
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CUADRO No. 1

EVOLUCION DE LOS INDICADORES DE LA
PRODUCCION NACIONAL

PRIMER SEMESTRE DE 1986 .1987 Y 1987 - 1988

VARIACION %
CAPITULO Y UNIDAD 86-87 87-88

1. SECTOR AGROPECUARIO -0.7 -13.2
A. Agricultura 6.5 -11.1
B. Ganaderfa 3.0 -17.3
C. Pesca 19.2 -25.1

2. INDUSTRIA MANUFACTURERA 4.3 -24.8
A. Bienes Alimenicios -3.5 -15.5
B. Bebidas alcoh6licas 9.8 -18.8
C. Cigarrillos -6.0 -25.2
D. Materiales de Construcci6n 20.7 -54.8

3. ELECTRICIDAD, GAS Y AGUA 2.9 -4.4

4. CON STRUCCION 6.4 -83.1

S. COMERCIO 8.0 -41.6
A. Al por Mayor 6.4 -56.3
B. Al Por Menor 11.9 -32.1
C. Restaurantes y Hoteles -2.1 -37.1

6. TRANSPORTE Y ALMACENAJE 1.2 -9.1
A. Transported -0.4 -42.9
B. Zona Libre de Col6n 6.2 -3.2
C. Oleoducto 1.3 -9.5
D. Canal 0.0 5.5

7. FINANZAS 7.4 -9.5
A. Banca 8.8 -7.9
B. Seguros 1.4 -15.9

8. GOBIERNO CENTRAL 4.0 -1.2

T O T A L 3.3 .19.1

FUENTE:1 en base a datos de )a Contralorfa General de la Reptblica
y otras fuentes oficiales.
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CL'AI)R( No. 1 - A
INDICAD)RUL% W. PROIUCCION NACIONAL

PRiN,|FIR sc:4IKrkE Ni 19M6. 1987 y 196
I'RI61t.1 SE%116l=TRE VAHIACI(% '

CAPITfI.0 V LNIDAD 19166 1967 1986 86.167 917.6
1. &ItCTOR A(;16(PLCL.'AkIO

A. Agricultura
Banos (valer fob)
CafE (valor fob)
Tornaes (miles de bidos)

B. Gaoaderla
Ganado VsCono (cibCZAS)
Ganado Porcono (cabezu)
Comp'n de leche natural (mdes de Kilos)

C. Pesca
Canar6n (valor fob. B1 roles)
marina y aciLe do pescido (fob, R/. rniles)

2. INDUSTRIA M ANCFACTURERA
A. Blenus Allmentlclos

Drivados icter (I'les de kilos)
Denvados del sornae (miles de los)
Gasnado vacuno (cabezu)
Ga.nado Pocno (cabezau)

3. Bebldas alcoh6leas (miles de Iltros)
Ce'veza
SCCO
Ron
Chnbra
Vinos
Wisky
Otos bcores

C. Cigarrllos (miles de uoldades)

D. Materlales de Conslruccl6a (Indict)

3. ELECTIRICIDAD, GAS V AGC1UA
A. Electiciad (rmiles de K.WH3
B. Gau (mileesde bras)
C. Aus (miles de &]ones)

4. CONSTRUCCION (permlsos, B/. miles)

5. CQMERCIO
A. Al por Mayor (Indict)

B. Al Por Menor (idlc.)
Alinsnos
Dejvados de PetroIdo
Otros

C. Restauraness y Hotles (indict)

6. TRANSPORTE Y ALNIACENAJE
A. Trarsporte (Indjoe)
B. Zora Libr de Col6n (rexortacions. B/. ules)
C Oleoduco miless BBLJ da)
D. C"oed (pujes. B/. miles)

7. FINANZAS
A. Bfni a (dep6sios, B/. miooco)
B. Scguos (nice)

8. GOBIERNO CENTRAL(personal, 11. mlllones)*

34.415 42,717 42,418 24.1
22,344 7.927 12.190 -65.0
28.451 19,541 20,233 -31.3

145.753 146.201 122.423 0.3
77,550 33,047 63.083 7 1
12.180 16,234 14.099 33.3

-0.7
55.7

3.5

-16 3
-24.0
-13 2

29.523 32.876 24.675 11.4 -24 9
2.070 4.488 3,498 116 8 -22 1

3.937
9.226

145.751
77.550

47,021
43,460

1,690
821
320

43
116
71

6,944 5.608 -22 3
7.413 5.991 -19.7

146,201 122.423 03
83.047 63,083 7.1

31,4!;
48,166

1,452
853
937

52
94
59

41,912
38,582

1.159
1,168

907
22
42
32

9.3
10.8

-14.1

3.9
14.3
20.9
-190
-16.9

-192
-19 2
-16 3
-24.0

-13.8
-19.9
-20.2
36.9
-3.2

-57.7
-55.3
-45 8

444,226 417,439 312,153 .6.0 -25.2

109 131 59 20.7 -54.8

1.256,532 1,297,297 1.244,166
62.084 62.513 58,560

19.826.634 20,551,586 22.576.645

115.296 122.708 20,685

32
0.7
3.7

-4.1
-6.3
9,9

6.4 .83.1

- 100- 101 44 1.0 -56.4

100
100
100

lit
106
ill

107
85
59

11.0
6.0

11.0

-3.6
-19.8
.46.8

100 98 62 -2.0 -36.7

100
987.070

604
161,636

99
1.048.500

612
161.598

57
1.015,400

554
170,465

-1.0
6.2
1.3
0.0

-42.4
-3.2

-9.5
5.5

4,035 4.339 4,044 3.8 -7.9
I00 101 35 1.0 -15 8

2169.0 219.7' 220.3 4.1 16.1I

0 A Precsio de 1936

209.0 219 7 220.3 5 1 0 3



CUADRO No.2
INDICADORES DE COMERCIO EXTERIOR
PRIMER SEMESTRE DE 1986, 1987 Y 1988

PRIMER SEMES'IRE VIICIN%
CAPITULO Y UNIDAD 1986 1987 1988 86-87

1. EXPORTACIONES DE BIENES 163.2 169.7 149.5 4.0 -11.9

Derivados de petr61eo -- - 0.1Bananos 34.4 42.7 42.4 24.1 -0.7Cxam s 29.5 32.9 24.7 11.4 -24.9Az6=ar 10.6 9.0 1.4 -14.9 -84.4Harina y aceitc de pescado 2.1 4.5 3.5 116.8 -22.1CafW 22.3 7.8 12.2 -65.0 55.7Ropa 6.3 6.2 9.3 -1.9 49.9Otros 57.9 66.5 55.9 15.0 -16.0

2. IMPORTACIONES DE BIENES 618.4 672.4 291.3 8.7 -56.7

Productos alimenticios 60.7 60.6 33.1 -0.1 -45.4Bienes de capital 112.1 138.7 42.6 23.7 -69.3Per61eo crudo 74.7 97.6 58.2 30.7 -40.4Otros bienes de consuno e intcrmedios 371.0 375.5 157.4 1.2 -58.1

3. SAI.DO EN COMERCIO EXTERIOR -455.3 -502.7 -141.8 10.4 -71.8

4. EXPORTACIONES DE SERVICIOS 600.5 554.7 643.2 -7.6 16.0

A. Canal de Panarrn 161.6 161.6 170.5 0.0 5.5B. Zona Libre dc Col6n 144.8 99.2 229.7 -31.5 131.6C. Departamento de Defensa 100.1 99.5 95.4 -0.6 -4.1
D. Turismo 101.5 99.4 62.5 -2.1 -37. 1
E. Oleoducto 92.5 95.0 85.1 2.7 -10.4

S. EXPORTACIONES DE BIENES Y SERVICIOS 763.7 724.4 792.6 -5.1 9.4

FUENTE: Convralorfa General dc ia Rcp6blica
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3
INZR;.ESOS OP.DINA.KRIOS DEL GOBIERNO CENTRAL

aS DE AGOSTO Y DE EERO A AGOSTO DE 1987 Y 1988
(En rdllones de Balboas)

DETALLE A G 0 S T 0 ENERO-AGOSTO
1987 1988 VAR. 1 1987 1988 VAR. q

INGRESOS ORDINARIOS 80.2 47.3 -41.0 679.3 381.1 -43.9
(Sin incluir Saldo en Caja)

A. INGRESOS TRIBUTARIOS 61.3 31.5 -48.6 508.6 282.5 -44.5

1. Irpuestos Directos 29.0 13.9 -52.1 243.0 152.2 -37.4

a) Impuest6 a I& Rents 23.0 9.3 -59.6 209.2 125.5 -40.0
Rental Persona Natural 0.2 0.2 0.0 7.7 5.9 -23.4
Rents Persona Juridica 4.7 1.1 -76.6 88.2 48.4 -45.1
Transf. de bienes inmuebles 0.2 0.2 0.0 2.8 1.4 -50.0
Planillas 15.1 7.4 -51.0 76.3 59.2 -22.4
Dividendos 0.6 0.2 -66.7 8.2 3.1 -62.2
Corplementario 0.2 0.2 0.0 3.4 2.5 -26.5
Cormisi6n del Canal 2.0 0.0 -- 16.8 5.0 -70.2
Zona Libre de Col6n 0.0 0.0 -- 5.8 0.0 --

b) Propiedad y Patrimonio 6.0 4.4 -26.7 33.8 24.9 -26.3
c) Cuota 8.S. 0.2 -- 0.0 1.7 --

2. Iupueutou Indirectos 32.3 17.6 -45.5 265.6 130.3 -50.9

ITIM 7.1 4.7 -33.8 60.6 31.3 -48.3
Importaci6n 3.8 2.6 -31.6 29.5 13.9 -52.9
Ventas 3.3 2.1 -36.4 31.1 17 4 -44.1

Importaci6n 11.7 4.3 -63.2 88.2 32.7 -62.9
Exportaci6n 0.9 0.0 -- 10.5 0.0 --
Prod., Venta y Consumo 10.7 7.5 -29.9 85.7 54.1 -36.9
Actividades Comerciales 0.1 0.1 0.0 0.7 0.4 -42.9
Actos Juridicos 1.9 0.9 -52.6 17.3 9.5 -45.1
Otros 0.0 - 0.0 -- 2.6 2.2 -15.4

R. INGRESOS NO TRIBUTARIOS 14.3 13.4 -6.3 120.9 81.3 -32.8
(Sin empresas estatales)

Arrendamientos 1.1 0.3 -72.7 11.8 3.9 -66.9
Vents de Servicios 1.3 0.1 -92.3 10.7 5.4 -49.5
Vents de Bienes y otros 0.0 0.1 -- 0.1 0.1 0.0
Transferencias Corrientes 0.2 0.1 -50.0 3.2 0.9 -71.9
Tasas 5.1 2.7 -47.1 40.9 24.6 -39.9
Derechos 4.9 0.1 -98.0 41.4 10.6 -74.4
Ingresos Varios 1.7 10.0 488.2 12.8 35.8 179.7

C. UTILIDADES EMPR. ESTATALES 4.6 2.4 -47.8 49.8 17.2 -65.5
Bingos y Casinos 0.0 0.0 -- 3.9 0.8 -79.5
Hip6dromo 0.0 0.0 -- 0.0 0.0 --
Loteria Nacionol 4.5 2.1 -53.3 27.7 13.3 -52.0
Cemento Bayano 0.0 0.0 -- 1.4 0.0 --
IDAAN 0.0 0.3 -- 0.3 0.3 0.0
INTEL 0.0 0.0 -- 2.0 2.7 35.0
IP E 0.0 0.0 -- 2.0 0.0 --
Otros 0.1 0.0 -- 12.5 0.1 -99.2

-- Cantidad nula o cero
0.0 La cantidad es menor a la fracci6n decimal adoptada para is

expresi6n del dato.
FUENTE: Contraloria Gene-al de la Rep~blica.



CUADRO NO 3

PANAMA: INDICADORES DEL ENDEUDAMENTO PUBLICO EXTERNO, 1982-1987
(Millones de d6lares)

1982 1983 1984 1985 1986 1987*

T 0 T A L 2,820.2 3,391.7 3,644.3 3,641.7 3,3. 3,730.9
Gobierno Central 2,049.8 2,175.1 2,263.9 2,265.5 2,376.5 2,399.0
Sector Descentralizado 770.4 1,216.6 1,380.4 1,376.2 1,458.5 1,331.9

Intereses 332.0 282.0 305.0 299.0 287.0 242.0Amortizaci6n 282.0 235.0 308.0 212.0 209.0 703.0
Desembolsos Realizados 614.0 517.0 613.0 511.0 496.0 945.0

Desembolsos Recibidos 769.1 806.5 560.5 209.4 402.3 598.9

Servicio/D. Recibidos (%) 79.8 64.1 109.3 244.0 123.3 157.8

Deuda Externa/Exportaciones (%) 78.8 114.9 124.3 111.,2 104.3 99.4

Servicio/Exportaciones (%) 17.2 17.5 20.9 15.6 13.5 25.2

* Cifras Preliminares.

FUENTE: Contraloria General de la Rfp0blica.
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