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political controls (p,

SPECIAL SUBJECTS
The Current Situation IN PEeIl . v o « o & ¢ o o 5 6 o ¢ o o o o ¢« 2 D

The erent Sitwtion i-n &‘az.il L - . L 4 . [ » * o . L] L J > L - @ L 8

DOCUMENT NO. /

NOSHANGE IN CLASS. [T
DECLASSIFIED

oSS, CHANGED TO: TS S C

NEXT REVIEW DATE:

AUTH: H% é
DAT 7 REVIEWER: 372044,

Approved For Release 2002/Qg2&:161A-RDP79-01090A000200060001-3



Approved ForHease 2002/03/28 : CIA-RDP79-0109%00200060001-3
SECRET

tieelly Contributions, D/IA, 4050 % October 1950
(CIA Working Paper)

1.
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CUBA: Anti-Communist Campaien lay Lose lomentum

TAith the Improvement in the Korean situation, Cuban interest
in local matters is likely to overshadow completely any concern over
international Communism and, as a result, the current governmental
anti-Communist campaign may bog dovm, - Serious obstacles to the con~
tinvance of the campaign already exist, Recent zovernment moves,
such as the seizure of Hoy and the firing of Communists from their
jobs (D/IA Wkly, 29 Aug 50) probably will be found to be illegal,
Moreover, further anti~Communist moves withoul congressional author—
ization would be politically inexpedient and, even if authorization
is asked for by the administration, the multi-party congress will
not necessarily agree on vigorous anti-Communist measurcs because
merbers are preoccupied with party politics and are fully aware of
the political strenpth of Cuban Commmnists,

Political lLeader'!s llealth is Important Political Factor

The course of Cuban politics may be signiticantly aifected
if Eddie Ch:r.bas, the most powerful critic opposing the Prio admin~
istration and one of the strongest potential candidates for the
presidency in 1952, is incapacitated for political action by his
present serious illness, On balance, his activities have benefited
Cuba, It is true that the government's anti~Commmnist campaign has
been adversely affected and that Communists undovbtedly have bene-
fited by Chibas' charges that many of the so-called anti=-Communist
measures are illegal and are a serious threat to freedom of speech
and other basic democra'tz.c rights, These charges have been quite
effective because of Priofs frequently demonstrated policy of trying

“to throttle any Opponent non=Communist as well as Communist, Apart

from the possibly injurious effects of these charges, hovever,
Chibas? retirement from politics would ccrtainly be a loss to Cubals
proponents of civil government and of horest and effi cient govern~
ment, Chibds is nopularl;y regaorded as that country’s lecading ex—
ponent of good sovernment, and the publicts belief in his usuvally
Just criticism against the Prio government has been a major factor
in forcing the president to reta:n.n some capable and honest men in
his cabinet, to modify a number of government measures of guestion—
able worth, and to make pericdic efforts toward honest and efficient
government,

COLOBIA: Deecree Altering Presidential Succession will be no Threat

1o Svability

The Gorez decrec of 26 Scptember, which eliminates Liberal
tduardo Santos as Presidential Alternate (comparable to US Viece Presi~
dent) and makes Mnister of Covermment Domingo Sarasty the successor
should Gomez become mcapacltated, will further antagonize Colombian
Liberals but is unlikely to provoke an immediate threat to the sta=-
bility of the regime,
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ARGITITINA:  Increased Government Bffort Toward Ieonomic flecove '

Argentine economic practice during the past Several
months <~ in contrast to previous temporizing == indicates signi~
ficant effort to rehabilitate the econonyy, vhich has suffered
declining trade and production far over two years. Tt is true
that individual steps taken thus far fall considerabiy short of
maxirem effectivaness, but cumulatively they represent a mors
realistic attempt to meet specific problems, Spccial Shipis ie
has been given to improving trade and financial relations with
other comtries, but significant, though limited, domestic reforums
have also been undertaken,

Recont government efforts to improve its trade and
financial relations have been directed toward meeting several prine
cipal complainbs that are common in varying degrees to most of the
natlons with rhich significant trade is ecarried on, The first
complaint, against high Argentine export prices, lost much of its
foree in late 1949 vhen Argentine initiated considerable price re-
ductions, wiich have cnabled it to dispose of most of its exportable
surplus, The second and now pararount. complaint, against Argentine
restrictions on commercial apd financial reyments, has been met with
less concrete Success, but some progress has been made in regard to
Ewropean countries cince bLie wdy negotiations with the Eximbank to
cover commercial arrears in the US, Financial arrears to France
were further reduced by proceeds from linseed sales; dollar arrears
to countries other than the US were reduced by more than 3 million
dollars; and commercial arrears to the UK were reduced by payment
of 3.5 wmillion for railway equipment., A new payments agreerent
with Zwitzerland provides for rpayment of 16 million francs for
"general financial transfers (covers 50 percent of nnpaid dividends)
and 18 million francs om capital account. Similar negotiationg =
also including possible relaxation of Argentine restrietions on
"nonessential" imports =~ are under way with the UK, France, and
Belpium, Uew exchange regulations providing for transfers of cur—
rent (after 22 August 1950) profits and interest at the rate of
5 percent per year on capital investment are a further partial step
in meeting the problem of financial transfers. A correlative com
plaint against inadequate guarantees for the protection of foreign
capital, arising from uncertainty concerning expropriation and past
instances of arbitrary treatment, has been countered orily by verbal
assurance that foreign capital enjoys equal treatment with domestic
capital and by special ressures designed to improve the situation of
US business interests, .

The most sipnificant steps towmrd domestic economic rofornm
have bden spoeial measures to stirmlate - through increased prices
and special credit faecilities for the producer == agricultwal and
rastoral production, A nurber of smaller steps in the dircction of
econoric adjustmont have been taken ~Hith some depree of success, but
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some of the povernment's atterpts to modify its complex economic
controls have been only "half-way" measures and have pointed up the
conflict betveen long~ and short~term requirements, TFor example, '
the government has been cormpelled to relax its anti~inflationary
controls on credit in order to stem the decline in production,
Similarly, the new excheange rates and regulations, vhich should
stimilate exchange earnings from exports and some new foreign in-
vestment, greatly increase the cost of imports and add an addi-
tional stimulus to inflation,

It is probable that the Argentine sovernment will con-
tinue these steps toward cconomic reform at least for the next few
months, Their continuance, in addition to improved prospects for
the disposal of Argentine surpluses since the Korean outbreak, will
mean a more favorable outlook for the Argentine economy.

New Espionape and Sabotage Bill

The mow espionage and sabotage bill recently passed by
both houses of the Argentine congress and now avaiting Perénts signa=
ture vill impose additional restrictions on Argentine civil liberties
and may also corplicate that counsry's foreign relations,

Two articles of the bill, intimidatory in nature, vaguely
phrased and comprehensive in scope, provide priscn sentences for any
person, vho, without authorization, dissemimates "economic, politieal,
military, financial, or industrial information, which, without being
seeret or confidential, is not intended for publication or diffusion
...", and for anyone who "through ary means provoles public alarm or
depresses the public spirit, therehy harming the nation",

This act, declared by the administration to be necessary
for the mointenance of natiomal security, is principally a refinement
and extonsion of existing political controls, The bill is probably
aired primarily at rembers of the opposition, Communists, Argentine
civil servants, and privete statistical services. If strictly en-
forced, however, it could engender serious difficuliies even for
nembers of foreign missions, At the very minimum, it constitutes a
threat to restrain foreign correspondents vho are hostile to the
administration, It may serve to provoke new foreign press attacks

on Argentina and possibly to discourage new foreign capital investrent,
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nt Situation in Pe

== The stabllity of the Peruvian government has improved.
The economic situation is slightly more favorabile. Capabilities
of the armed forces remain limited. Although the subversive
potential of the Apristas has increesed slightly, they are une
able ~« independently -- to make a major move; Communist setivi-
ties continue to present no danger to the stability of the
administration. Peru®s relations with other countries are, in
general, amicable,

~= The situation as to US interests has shown further
improvenent as a result of the increased stabllity of the govern-
ment, ratification of the Rio treaty, favorable prospects for
issuance of & petroleum law intended to encourage foreign capitsl,
and Peru's suprort of UN action regarding Korea.)

olitica

The stability of the Peruvian government has improved following the
closely controlled general elections of 2 July, which established Odrfa
as president and marked a transition from military to semi-constitutional
government. It 13 true that unrest continues in Arecuipa, where the army
suppressed a mid-June revolt. PMurther, some tension arose in several
departments where independent congressional siates were rejected on tech-
nicalities by government-controlled electoral boards and in several others
where the congreasional election results were annulled in whole or in part.
Nevertheleas, the half-military half-civilian cabin-t has been well received
throughout most of the country, and President Odria appears, in genersl,
to have the suoport or asquiesecence of the people and of the armed forces.
All effective political opposition has virtually ceased. Beocause of the
alleged involvement in the Areguips m»volt of the Unidh Revolucionaria
(1argeat legal opposition party), this group has been as completely deprived
of freedom of action as the outlawed Apristas and Gommunists. Further,
the oprosit’on has received salmost no representation im the new congreas.,

The small percentage of dissident Com-unists or fellow travelers in
the congress have but slight influence.

D/LA estimites the Odrf{a government’s chances of retaining its present
stability durlng coming rmonths are excellent.

Peru's economic situation 1s slightly more favorable and, in general,
economic prospects for the next quarter appear somewhat ~ore promising.
It is true tha! shortages of irrigation water have impaired (slightly in
some cases and considerably in others) prosvects for thrae e jor crops,
sugar, cotton. and rice. Nevertheless, these unfavorable develo-~ments have
besn more than offse} by favorable factors. Prices of lead, copoer, and
zine, which are important exports and sources of revenue for the governmant
and the nation, bave recently increased. With the exception of one month
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in value. Prospects are favorable for prompt passage of petrocleum legis~
lation, which is intended to encourage the investment of foreign capital
and omseyuwntly inoresse production in Peru's petroleun industry.

In messages to congress, the government has announced the following
long-range economic plana: 1) stimulation of production for domestic con-
sumption and export, 2) gradual elimination of the remaining restrictions
on importa, 3) continued service of the external debt, and 4) suspension
of subsidies on domestie and imported foodstuffs and gompensation for the
possible resulting rise in the cost of Jdving with mandatory wage increases.
Although certain phases of thia program may ¢-ncelwvably create new economie
probletis or intensify existing ones, in gencral, it appears sound. Further,
although it is too early to pradict the amount of oprosition that may
develop, in view of the governrentts control over congress the chances that
these plans will “e implemented seem fairly good,

- Capabllities of the Peruvian armed forces remain limited although the
alyr force has been recrganized more closely along US lines and the army
is now at full stremgth. The morale of the army remains low, but the in-
cidence of aubversive plots hae ap rently declined. The armed forces as
& whole are believed loyal to Ddriﬁf (Seo Political section.)

APRA ~» the most numerous group opvosing the Odria governnent -- has
been forced virtualy to Suspend its underground activities bescause of lack
of funds and the increased vigilance of the police. It has been further
weakened to a slight degree by the secession of a small dissident group,
which the government reportedly organized and financed. At thia time APRA
is too weak to make an independent mejor move. Nevertheless, there have
been recent indications that it may have overcome its former unwillingness
to cooperate with other disaffected political elements, and that its sub-
versive potential has, therefore, increased slightly,

- Comrunist activities continue to present no denger to the stabllity
of the administration. Although the publicity Communists received in
connsction with the Stoskholm Peace Appeal and their efforts on the labor
front may have resulted in a alight extension of their influence, their
position is not expected to improve greatly during the coming months.

Peru is, in general, on friendly terms with other natioms. It is true
that relations with Colombia remain somewhat strained because of the con-
tinuing Haya case which is now being tried at the Hague Court of Inter-
nationsl Justice. Purthermore, the recent reopening cf Peru’s bcundary
dispute with Ecuador during the meeting of the guarantor nations of the
1942 Rfo Protocol may cause further difficulty with that nation, whose

alleged anti-Peruvian demonstrations have recently caused conce the
L
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Uruguay, which had been suspsnded since Octobar 1948, were resumed in
July. Commercial relations with the US have improved slightly as a result
of the Peruvian government®s plan to liquidate large US commercial debta.
Poru has a~proved degisions taken by the UN Security Council on Korees

and has placed arms, trade, financial, and communications embargoer on
North Korea. It will continue to support the US in all phases of the
Esgt-Hest struggle. Ties with Argentina and Spain remein extremsly close;
Peru 13 playing a leading part in a movement in the UN General Assembly

to modify the 1946 resolution on Spain. Peru®s continuing interest in the

expansion of its trade is indicated by 1ts recent signing of & trade agree-~
ment with Yugoslavia.
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(Syrmary =~ The 3 October oloctions dominate the political
gseens. Lx-dictator Vergas may emerge from the close race as
the successful presidentlal candidate. Brasil's sconcmic ana
finsnelal situation continues to improve. The armed forces
remain loyel to the govermnen’ and are capuble of maintaining
order during the election paricd. Incressed Commuaist
activity has resulted in only scattered local gains. .

== The anti~U5 senbiment in Brazil has been checked
somewhat during recent weeks, end relat:l.cms with other
countriesr remain good.)

! 1

The 3 October presidential election dominates the entire political
scene in Brazil. Confusion and tenslon concerning the outecome continue
unabated, but the eloction will be relatively orderlv. Indications are -
that Getulio Vergas wlll emerge the successful candidate by a narrow mer-
gin, barring last-minute chlcansry by the Dutra follovers. Vargas?! paxly
is axpected to make a siZeeble gain iIn the congressional elections, but it
is wmlikely that ~- even with alljances == 1% could actually control the
Chamber of Deputies. Gains in the Senate will be negligib

The presidential cempaelgn has been almost devoid of ilssuss, drawlng
its popular srest, as is traditicusl in Brazil, from the personalities
of the candidates. Consequently it is difficuldd to determine at this
time the extent or direction of Varges? possible opponition to US interests.
Nachade eould be expected to carry on the Dulra tradition of friendly and
generally favorsble considerstion of W intereste, bub the ex~dictator’s
campaign equivocations have made it clear that he is gtill essentially a
demagogue and opportunist. Thus far, he has committed himself only to
promote the soeial welfere and economic development of each loeslity in
whlch he has spoken. In Inbernational matiers, he hez asdopted a "center
position®, apparently similar to Perén's third position. Vergas is thus
free to consider in the light of future developments, such importand
matters as cooperation with the UN in regard to Korea, ‘the development
of Brazil's natural resowrces, end his stand or the entrance of additional
forelgn capital Into Brazil’s industries and mining and petroleum fieclds.
It is almost certain thet Varges would nob take o pesition openly hostils
to the U5, but he could end might reverse Brazills past inclination to be
cooperative with ths US, particularly in economic matters.

Brazil's economic and finarcial situation has continued to improve
over the past three months and there is no indication that the trend wili
be roversed in the neer fubure. The steady rise in coffes and coscon
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prices together with continued stringent expert and import controls have
mede it possible to eliminote virtuaily all commereial doliar arvesrs and
to accumulate a sizesble dollar surplus over and above the repaining commer-
cial debt. DBrazil will continue to enjoy a sencrally favorable balance of
trade and an improving balsnce of psyments situstion over the next fow
months unless its new and vaguely formulated strategle stockpiling propram
1s implemented more energetically than is presently indicated.

The goverament continues to feel its way toword better use of resouress
through the ercation of working psrties and coordinating groups like the
new cormittees on economic mobilization, US technieal aid, and cotton pro-
duetion. Mo real attack has been made, however, on the only other currently
serious sconomic preblem, that of inflation. Strikes have been few, and
employment continues feirly high end steady. Recent decrecs limiting the
nuzber of new banks and esteblishing maximum interest retes on new deposits
will have the effect of setting some outside limits on credit expansion,
but will not msterially affect the present degree of inflation.

Shart-term prospects for a subsbtantisl incrcase in mangsnese production
with resulting inercased exports to the IS have not improved. Long-range

U5 interests have been favored, however, by continued and aceelerated explora-

Lion of the Amapéd depeeits by a Brezilian company in which a US firp hies a
4% interest. W interests have slso been favored by en order prohibiting
shipments of quariz crysitals to Uzechoslovakia. (0/1A Wiy, 22 Aug 50)

Hlddtery

Thera have been nc significant changes reported in the strength, norale,
efficiency or loyelty of the armed forces during the past few months. All
military reglons have received instructions for dealing with poasible politi-
cal riots durdng the October slections and in each area the army is considered
capable of maintaining order.

The outlawed Communist Party hos incressed its activity in recent months,
but only scattered loeal gains have resulted. The Communist press hes in-
creased ita attacks ageinst all prosidentisl candidotes indiscriminately and,
Prestes. In & recent menifosto, ssked his followers to abstain entirely from
vobing for president and vice-president. Attenpts to gain influence by elect

ing state and federsl deputics under the banners of other periies have suffered

severe sei~backs in seoveral stetes where electornl courts have cancelled
meny such candidacies, including those of the Communists? only Lncumbent
federal deputies, Pemey and Arivids Camers. Thus the Communiets atand to
lose astionslly though locsl geins nay be expecied, parvicularly in flo
Grande do Sul and the Northeast. Vinor continuing set-backs have been
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suf'fered through pelice eontrol of demonstretions and eonfiscation of propa-
ganda. Implementation of Prestes? viclent "national liboration® menifesto
of Avgust 1 has been Limited; thus far, to resewed but largely ineffective
propaganda sagainst aid to Korea and the fixing of local gquolszs for signetures
on Ypeace® petitions. During coming momths Communists are not expocted o
make any significant improvement in their positlon. 4 certain amount of
election-time disturbance, probably including some bloodshed, can be expecteod
but loeel security forces are considered capsble of keeping it locallzed.

Anternational

Previously prowing anti-US sentiment was checked scmewhat by Brazilisn
sympathy with UN action following the outbreak of hostilitiss in Rorea and
by the strong stand of the US State Departnent against the final "Gillette
Report®. The sudden attack on President Dutra by the Porén presa also served
o draw sttention from differences with the US, but a certain amount of
resentment remains. Brazil was among the last to offer material aid to the
Koresn campaign, but as the position of the UN armed forces became lnereas-
ingly serious, President Dutra requested Congressional authorizsetion - not
vet granted - for a contribution of 1852.7 million in supplies and stabted
that Brazil would eonsider "further sacriiices® if conditions should require
it. leanwhile Brazil can be expected to continue her poliey of prior con=
sultation with the US on important international questions.

Relations with other countries remain good =8 is indicated by Brazil's
elsetion to the UN Security Couneil and her steedily expanding network of
cirmercial and cultural agreements. Trade agreements have been compluted
with the UK, Ttely and Argentina and discussions of closer rapprochement
with Western Cermany and Egypt are under ways
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