N . o
/ R Approved Fomfelease 2002/06/11 : CIA-BDP79-010A000200050002-3

Weekly Contributions
Latin America Division, ORE, CIA
1C January 1950

Of the items reported on this week, D/IA finds that on the effects
of GOAS action on Caribbean disputes of particular interest (p. L).

CURRENT DEVELOFMENTS

NORTHERN AREA: Panama's government may be taking steps to curtail police
influence (p, 2). Guatemala's influential Col, Arbenz has a doubtful
political future (p, 2), Plots against Cuba's government are not expected
to be successful (p, 2).

CENTRAL AREA: In Colombia, recent government action worsens prospects for
foreign investment (p, 2), In Venezuela, adverse effects will be felt as

the result of the British reduction of dollar oil imports (p. 3), Venezuela's
Junta has reestablished municipal councils (p, L),

GENERAL: Inter-American action on the Haitian-Dominican dispute is expected
to yield short~term benefits (p. 1),
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1. PANAMA: Possible step toward curtailimont of polics influence

President Arias is inttiating a seml~military
organization known as the Guardia Civil, which may eventually be used,
in conjunction with the Secret Police, as a counterpoise to the
National Police, appears to be in line with the Presi-
dent's avowed intemtion curtail the power and influence of the
National Police, who played a key role in the coups of November, and
whose support in the past has been essential to any president’s con~
timuance in office,

2. GUATEMALA: Political Future of Col, Arbenz in Doubt
cause ol the alleged complicity o ster of Defense
Arbenz in the assassination of the popular Col, Arana in July 1949,
and because of his opportunistic political behavior, it is likely
that many persons within the Ardvalo administration and the revolu-
tionary political parties now feel him to be a political liabiiity,
Arbens cammot oasily be repudiated or ignored, however, because he is
a key member of the adwinistration with pronounced presidential ambi-
tions and the ability to attract supporters, In fact, the administra-
tion appears obligated to protect him from adverse criticism and
possible assassination by those who wish to avenge Col, Aranats
mirder, It is logical to believe, therefors, that Arévalo may hope
to dispose of him in some politic mannor —-=- possibly by arranging
for his residence abroad, Some avidence that a solution to the
Arbenz problem is being sousght is| | that
- Col, Victor Sandoval (Chief of the Uivil Guard and brother-in-law of
Arévalo) traveled to San Francisce to discuss the "disposition" of
Col. Arbenz with the local Guatemalan consul, X
Although Arbenz has, of late, expressed his willingness
to use his influence on behalf of US business interests in Guatemala,
his reputation as a supporter of militant leftists is such that his
removal from the local scene might improve, rather than igpair, US~
Guatemslan relations,

5. CUBA:| |plot to overthrow the Prio government of donbtfui

importance

T pict %6 o row the Prio government | from
Cuba, Eummﬁthe plotters as a "large group of Cuban Army
officers™ while |that Trujilie is allegedly in alliance
with "certain Cubans™ o oust Fric. On the basis of preliminary infor~

mation, D/IA estimates that the present rumors are of doubtful signifi~
tance as a successful coup d!'état is considared wilikely at this time,

ki, COLOMBIA: Prospects for Foreign Investment Worsen )
Foreign investment suffered anciher setback last week when
the long-awaited modification of petroleum Isgislation was finally
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promuigated as & decrag~law without the expected medifications which
the oil industry considered necessary to any increase of exploration
activities, If cwrrent governmeni policies generally can be taken te
be those of President~elect Laursano Gomez (and it seems clear that
little is done to which he is strongly opposed), the recent decree~law
runs contrary to Comez! publicly announced desire to encourage foreign
investors,

Although in 1949 there was no absolute decline in new petro=
leun investment, (because of heavy expenditures by one or two companies
to develop fields already under exploitation), such investment was sub~
stantially less in 199 than it would have beer had the Colombian
government provided conditlors attractive to new capital, Various
companies withdrew from Colombia entirely, and others, with substantial
amounts already invested, awaited the new legislation which has since
proved to be disappointing,

Private foreign investment other than petroleum has decrsased
markedly in the past two yecars, New investments, which in the first nine
ronths of 1947 amounted to $2,2%3,000, were $625,000 for the first nine
wonths of 1548 and only $154,000 in the first nine months of 19Lho,
Although, bscause of high coffee prices, Colombia's 1950 balance of pay—
menis is expected to be such that Colombia will not nead the foreign
exchange from new investment, nevertheless, it will be a serious setback
to Colombian development, and hence to long~term economic stability, if
the present trend of declining foreign investment is sllowed to continue,

VENKZUELA : Effects of British Reduction of Dollar 0il Imports
Officials of the Venezuslan goverrment, of the Amsrican oil
companies, and of U3 Embassy Caracas have expressed considerable anxiety
regarding the anticipated effects of British restriction of doliar oil
imports, The immediate result is expected to be curtailment of produc-
tion by Amsrican companies, among which Crsole, the leading producer,
has already cut back by 1i6,000 barrels daily (a reduction of approxi~
mately 78) beginning 1 January, The Shell group, on the other hand,
is expected to increase its production by an amount roughly equivalent

~ to the reduction by American companies,

A decreass in production of dollar oil in Venezuela would
have repercussions, serious in proportion to the amount of decrease,
affecting US interests as well as internal, economic, and political
stability, Ome effect would be to weaken Venezuela's hitherto strong
dollar position, with a consequent tightening of a leading market for
U5 exports in lLatin America, Another effect would probably be an increase
in wenmployment, since it is anticipated that Shell wovld be unable to
raabsorb all workers dismlssed by the American companies, The Comm~
nists would undoubtedly exploit to the fullest the possibilities for
anti-American propaganda inherent in a situation of increasing unsmploy-
mant,
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Reestablishment of municipal councils

The reestablishment ol municipal councils by decree of the
military junta government on 2% November is significant, not because the
councils are in themselves important, but because they offer scope for
political activity practically non-existant until now, and also because
their political complexion serves as a possible indication of the

‘Junta's policy towards political parties, Designation of council mem-

bers by the state governors with spproval of the junta is now in process
throughout the country, The council of the Federal District was reestab-
lished on 20 December with a membership of eleven, including two repre-
sentatives of the Union Republicana Democrdtica (URD), two of the Comité
Organizacidn Politica Flectoral Independiente (COFEI), and seven independ=-
ents, The naming of a majority of independents is a pattern apparently
being followed in other cities, The minority position of TURD on the
councils, and the balancing of URD with COPEI representatives, suggestis
that it is unlikely, as previously rumored, that URD will become the
govermment~sponsored party, It is by no means clear that the junta
intends %o support any political party. If it should do so, however,

its support would probably be given to a new party formed about the
nucleus of Independents on the municipal councils and similar bodies

yet to be named,

GENERAL: Effects of COAS Action on Caribbean Disputes

The decision on 6 January 1950 of the Gouncil of the Organiza-
tion of American States (COAS) = to constitute itself a provisional
organ of consultation until a meeting of foreign ministers can be held
== follows the pattern of the one previous occasion that the Rio treaty
machinery has been used since it came into effect in December 1948, and
can be expected to have comparable effects in easing Caribbean tension
over the short term, _

In the present case of the Haitian-Dominican dispute, the
same technique has been employed to permit action by ths council as was
used in the conflict between Costa Rica and Nicaragua in December 19L&
—=~ annourcement of a meeting of foreign ministers without setting a
date or place (and it is wnlikely that a date or place will be set),

& similar course has also been followed in deciding on a fact~finding
committee to make a thorough study of the Caribbean situation,

The dispatch with which the council acted in the dispute
between Costa Rica and Nicaragua may well have been the deciding factor
in halting the development of the border fighting and preventing further
development of that particular incident, The present Haitian-Dominican
controversy — and also the recent Cuban~Dominican difficulties already
taken up by the Inter-American Peace Committee (see D/IA Wklies, 28 Dec L9
and 4 Jan 50} — are symptomtic of the tensions prevailing in the Carib-
bean for some time, Among the contributing factors are the limited
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opportunities for economic advancement outside political and military
activities, the long standing struggle between democratic and authori-
tarian elements throughout the area transcending national boundaries »
the traditional hospitality of countries of this area to each otheris
political extles, and the gereral good repute of the profession of
revolutionary, While inter-American machinery ean meke substantial
contributions by focusing attention on the natural manifestations of
these difficulties and by moderating their expression and thus pre-
venting serious outbreaks of open warfare, it cannot by itself solve
permanently the political and economic roots of these difficulties,

D/LA believes that the council's decision to study the Carib-
bean situation, including the Haitian-Dominican controversy, will contrib-
ute toward clearing the air, and that it will afford at least a temporary
relief of tension, Such a result, even if the cure is of symptoms rather
than of the disease, wonld increase the prestige and usefulness of the
Rio treaty, and strengthen the outward machinery of inter—American
solidarity against more serious tests,

L}
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The Current Situation in Chile

(S ~ The present Chilean govermmont has maintained
its rather precarious stability duwring the past few months,
Its principal problem is the imbalance of its economy which
can scarcely be stabilized before further dislocatiops, The
armad forces continuve to support the regime but without any
great personal loyalty to the present incumbents of high
. ¢ivilian posts, Recent disturbances indicate that the

Commmist potential is still such as to cause concern, In
spite of these unfavorable factors, however, the present
regims will probs ly maintain itself during the forthecoming
8ix-month period, Internationally, Chilef’s affairs have
improved notably within the last three months,

== Recent changes have not significantly affected
U5 security interssts,)

Political

e OGonzdlez Videla govermment has been maintained in its rather pre=
carious stability as much by the inability of its enemies to unite as by
its own defensive measures, The principal political problem faced by
the administration is Chilefs unfavorable sconomic situation which provides
the opposition with most of its ammnition against tho present regims,
(onzalez Videla has attempted to mset the situation by a program of devel~
opment and hes managed to dragoon the reluctant members of his coalition
into supporting a new monetary exchange policy -—- a significant political
achievement whether the policy is ultimstely effective or not, He also
prevented the defection of a significant faction of his own party to the
opposition by a strategic diplomatic appointment ard a subsequant reor—
ganization of the party's central committee, Meanwhile, the attempts of
opposition parties to unite into larger and more effective blocs have
proved unsuccessful, The more covert threat of plotting by military,
oppositionist, and Communist groups has been countered, to date, by
government vigilance and sffective action in the few disturbances that
== 1like the November Commmnist outbreak (D/IA Wkly, 15 Nov L9) -~ showed
evidences of careful planning, Thers has spparently been 1ittle correla-
tion of effort between the several subversive groups,

Inasmuch as little real progress appears to have bsen made in resolving
Chile's economic difficulties, the discontent of diverse sectors of the
population and the maneuvering of opposition factions are expescted to con-
‘tinug during the first half of 1950, increasing the pressures on the
Gonzalez Videla regime, D/IA estimates, however, that the governmsnt
will survive these pressures bscauss united opposition is not axpected

1]
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within this poriod and the present administration has shown its ability
at political extemporization in difficult situations, aided by the basie
moderation and relative political maturity of the Chilsan people,

- Economls

le's sconomic problems have caused increasing concern since mid-
1949 and it appears that the remedial measures undertaken by the government
ray not prevent adverss effects on employment and the Chilean standard of
living before eventual improvemsnt can result, In eszence, there is a
race between the effects of a declime in copper revenues amd the hoped-for
#aesults of new indusirial developments, financed by gevernment borrowing.
The Chilean goverarent has decided that the only way to meet the situation
i3 to resort to deficit spending and further credit operations o finance
industries that - in tims = should provide new pay rolls, additiomsl
expor: revemwes, and savings in foreign exchange., The recently completed
Export~Import Bank loan covers only a very smll part of the contemplated
program and an additional loun of 1 billion pesos is expected to be floated
in Chile, While the Huachipato steel project has received more publicity,.
there is increasing sentiment in favor of agricultural, small~mamefacturing,
electrification, petroleum and lumbering projects as opposed to the devel-
oprment of heavy industries; and this sentlment is reflected in the govern~
mend prograwm for 1950,

The effects of Chile's unfavorable exchange position, reflecting the
general economic difficvlties mentioned, placed incryeasing pressure on
tho peso, cansing the governmant to decide on a substantial devaluation
of the pesc, The decision set off bitter politiea’l bickering, as conserv-
atives oppose continued government controls while the liberals and
radicals fear the inflationary effect on the cos? of living —— already
a mtiter of concern becauss of crop failures ard reduced employment,
Opposition forces continue their cannonading against the msasure as
aptual implemmtation awaits the result of contultation with officlals
¢f the International Monstary Fund,

Neither progress toward long-range imdustrial development nor adjust-
mnt of exchange rates can be expected to resolve immediately Chile's
problems, The best that can be expected for tle current ysar would be &
relatively casy adjuotment to decreased mationnl income and gowarnmental
revenue, Sinese this inevitably involves a certain degree of discontent
and political pressure, D/IA estimates that the Chilean economic situation
during the first half of 1950 will contimve to provide serious problems
to the administration regardless of the relative success of its measures
or of the amount of additional credit that may be obtained,
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' e armed forces continue to support the govermment out of loyalty to j

the institutions rather than to the present incumbents of office.oly__Ll 25X1
military plotting | | it is belleved that such 25X1

movements are largely direcisd by individuals not in active military serv—

ice amd that the extent of the plotting is rather limited, D/IA estimates

that serious danger will not originate in this quarter during tho next six

months,

Subversive

Recent disturbances and open Commnist threats indicate that the Com~
mmists still have the ability to exploit favorable opportunities to harass
the government and to create trouble, Although popular discontent over
economic conditions is likely to provide a situation increasingly favor—
able to Commnist—~inspired disturbances, it is estimated that the govern-
ment will continue to exercise sufficient vigilance and authority to
thwart any serious threats to its stability, OSubversive plots by other
than Commmnists will continue 40 be of minor importance during the next
fow months,

International

Chile's international relations have improved within the past quarter
year, Serious friction with Argentina, growing out of Argentine statements
during the August disturbances in Chile and alleged Argentine involvement -
in Bolivian affairs, hes been terminated and better relations wore initiated
by an exchange of friendly sentiments between President Gonzdlez Videla
and President Perdn, Chile's vigorous anti~Russian activity in the UN and
its general support of US policles have kept US~Chilean relations on the
most cordial terms —— a condition which was heightened by the completion
of the Expoxt—~Import Bank loan arrangements,
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The Current Situation in Honduras

(s = The Galvez administration remains stable despite

1 ectiveness, The economic situation is relatively

favorabls, Soms smallwscale subversive activity has developed,

The military capabilities of the army have been substantially

reduced, but the air force continues both efficient and loyal.
-~ Nothing in the current situation importantly

modifies long~standing advantages for US securily interests

deriving from Honduras® thoroughgoing support of the US and

of Hemisphere unity.) »

Political
o administration of Fresident Galvez, which has just completed its
first year in office. has, contrary to expasctation, little solid achievement
to its credit, Official corruption continues umabated deepite an inavgural
promise of “absoiute honesty in the handling of funds.® The much-heralded
road-building program has made barely perceptible progress, Army morals
is at & low ebb, The cabinet, with the excepbion of Vice President and
Minister of Intericor lozano, is notably lacking in competence and leader-
ship, The Prasident himself has demonstrated a lackadaisical approach to
public affairs

|
| Ex~Fresident Carias, while he does not

Interfers with his successor's administration, is reportedly concernsd with
the ssemingly indiscriminate abandommesnt of authoritarian controls, Former
Vice Prosident Williams, politically dominant in southern Honduras and a
warn personal friend of the President!s, is "umenthusiastic® about Galvez?
record so far, Homever, such little domestic opposition as there is %o
date appsars to be confined to Arab businesemon, who resent the recently
enacted income tax; personal acdherents of Cariae, who have been removed
from their former lucrative jobs; and the surviving remnant of the mori-
bund Liberal (opposition) Party, D/IA bolieves that these elements are
noither sufficiently strong, wnited, or determined to constitute a serious

" threat to the stability of the administration during the next six months,

Econonic

Tconomic activity remains at a satisfactory level, Fruit Company
expenditures in Honduras, prosently averaging sround $5 million z quarter,
provide ample dollax sxchange for the country's import requirements, Bscause
of storm damage to fruit tress, banana exports for the ihree months ended
30 Septerber totaled only 3,800,000 stems, a 15% drop from the preceding
quarter, Increased banana shipments ave currently anticipated, however,
as a result of new plantings and more favorable weather conditions, The
expanded United Fruit Compary concession, recently approved by the congress
(see D/LA Wikly, 22 Nov 49}, should ultimately provide a greater volume and
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variety of agricultural exports, While Honduras is a relatively small
exporter of coffee (8 million pounds in the fiscal year 1948-19), the
recent rise in the price of that commodity has increased the cash incoms
of many small upland farmers, During the lszt six months there has been
modest industrial development in the form of a new match factory, sugar
mill and a modern plant for the production of farinascsous foods, A new
and burdensome export tax on lumber has caused a sharp reduction in lum=
bering operations with some unemployment resulting, In general, however,
prospects of continued relative prosperity in Bonduras are favorable,

Subversive

ere is gome possibility that nationalistic eriticisms of the United
Pruit Company concession wre at least partly inspired and financed from
ebroad, Reprints of Guatemilan editorials attacking United Pruit and
other inflammatory fly sheets of apparently foreign origin were circulated
in Tegucigalpa and the north coast banana rogion, There was no very great
response to this propaganda, which svbsided with congressional approval of
the concession, While some of this activity may have been inspired by
foreign Communists, D/IA believes that whatever support it gained in
Honduras was primarily from extreme nationalists rather than Commmists,
whe at present are a relatively unimportant. factor,

Milita -

’I%e Honduran army has deteriorated steadily in size, organization, and
efficlency since Galves' inauguration. It iz doubtful that at present the
army could maintain internal order if a major domestic erisis aroge, The
loyalty of the Palace Quard is doubtiul, owing largely to the meddling of
the President®s "military advisep? » his Mextican brother-in-lsw, Galvez
éppears to have deferred promised reforms in the military establishment
for fear of reprisals on the part of the semi~autonomous departmental
comnanders, On the other hand, the air foree, one of the best in Central
America, continues to enjoy a favared position as i{ did under Carias and
remains loyal, In the event of anmy rovolt or armsd conflict in the near
future, the secwrity of the regime would depend almost entirely on the
aefficacy of the air force, A

international 4

Honduras continues aloof from Central American-Caribbean power balance
rivalries and maintains, at least superficlally, cordial relations with
its neighbors, Early in Dacember, the government's seisure of a small arms
cachs near the Guatemalan border reportedly thwarted plans for a Caribbean
Ilegion-supported plot to overthrow Galvez, If such a plet actually existed,
it was ill~concsived and apparently did not have Cuatomalan government
support., While future smali-scale lagion activity against the Honduran
goverament camnot be ruled out as & possibility, it would have 1little chance

of success wntil domestic opposition %o Galvesm becomes considerably more
widespread and militand,
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