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CENTRAL INTELLIGENCE AGENCY
Directorate of Intelligence
22 November 1971

INTELLIGENCE MEMORANDUM

The Political Situation in Ecuador

Summarx

President Jose Maria Velasco has set in motion
the machinery necessary for general elections next
June, but he is reluctant to allow the opposition,
such as it is, much latitude. As a result, the
most popular civilian opposition leader remains in
exile and other politicians spend a day or two in
jail if their sentiments become too openly or 25X1
strongly antigovernment. Velasco may not relax
these controls enough to hold a free election;[ | ogx1

although he cannot
€rve two consecutive terms, he may decide
to prolong his tenure.

One factor that could complicate Velasco's
election plans is the economic situation. If it
deteriorates badly, the military may feel obliged
to step in, either directly or throuagh a civilian
figurehead. 25X1

The recent spate of seizures of US tuna boats
operating within Ecuador's claimed 200-mile terri-
torial waters limit has given the government a use-
ful propaganda issue. Even so, some military offi-
cers are Jdiscontented because the seizures have
caused a continued suspension of US military sales.

Note: This memorandum was produced solely by CIA.
It was prepared by the Office of Current Intelli-
gence and coordinated within CIA.
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Background

l. Ecuador's principal political problem has
\ always been the lack of a broad electorate with
enough sophistication to want and to recognize na-
tional political leadership dedicated to improving
the well-being of the country. In the absence of
this leadership, the populace turns to the dema-
gogic strong man who
promises some semblance
P o ““Ecuador is a very difficult country of change. As a result
K to govern.” of Velasco's charisma,
— he has been able to
maintain his popular
appeal for more than
35 years, continuing
to cut across social

nd economic lines

25X6

2. Ecuador's geog-
raphy has exacerbated
its political problems,
because the country is
divided into three dis-
tinct regions (plus the
Galapagos Islands, some
600 nautical miles to
the west). The hot
coastal area where the
commercial center,
Guayaquil, is located,
has little in common

. President Jose Maria Velasco ibarra with the Andean region
& 1934-35 (ousted) with its large Indian
1944 47 (ousted) population and the cap-
1952 56 (completed term) ital city, Quito. 1In
196061 (ousted) . the east is Amazonian
1968 70 ({assumed dictatorial powers) jungle that is only now,
1970-? with the discovery of

large oil reserves,
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beginning to enter the modern world. Regional
rivalries are so intense that Ecuador's oldest
political parties, the Liberals and Conservatives,
are based primarily in the coast and the highlands,
respectively. In addition, the historic struggle
for dominance between the legislature and the ex-
ecutive has prevented development of a government
strong enough to resist determined military oppo-
sition.

3. One manifestation of the basic insecurity
of Ecuadorean political life occurs in foreign af-
fairs. Much of the territory governed from Quito
in colonial times now is controlled by Peru, Colom-
bia, and Brazil, and Ecuadorean leaders are defen-
sive about their lack of influence in world affairs.
As a result, they cling to national grudges; the
anniversary of the ending of a war with Peru in
1941 only recently ceased to be a pretext for dem-
onstrations and jingoistic speeches.

4. A more serious matter has arisen in con-
nection with Ecuador's claim of a 200-mile terri-
torial waters limit. During the first three months
of 1971 the government picked up 26 American fish-
ing boats that were operating within this area and
collected some $1 million in fines. As a result,
provisions of the Foreign Military Sales Act sus-
pending sales to Ecuador came into effect. Ecuador
then expelled the US Military Group. Ecuador also
took the fishing issue before the Organization of
American States, but a compromise was worked out
that avoided condemnation of the US for economic
coercion.

5. Last month, however, Foreign Minister Garcia
informed the US ambassador that Ecuador planned
strict enforcement of its licensing requirements
during the current tuna season. He indicated that
Ecuador would raise the issue not only in the OAS
but also in the UN and any other forum available.

On 10 November Ecuador began seizing boats, picking
up 15 in five days. This automatically extended the
military sales suspension, which runs for one year

-3-
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from the date of the most recent seizure, so the
issue can be expected to perturb US-Ecuadorean re-
lations for some time to come.

Velasco and the Military

6. The armed forces, now as always the ulti-
mate arbiters of politics in Ecuador, backed Velasco
when he assumed dictatorial powers in June 1970.
This step was taken because of student disorders
and an unfavorable decision by the Supreme Court

Soldiers of the Ecuadorean Army

on the constitutionnality of tax decrees that Ve-
lasco deemed necessary to deal with the economic
situation. Congress, which had not distinguished
itself during the previous two years of its term,
has not been reopened. With no constitutional
restraints, Velasco has taken increasingly repres-
sive measures against the opposition.

7. The most serious threat to Velasco's po-
sition occurred earlier this year, when he was
forced to remove his nephew as minister of defense.
This crisis, which exenplifies th2 many strains in
the Ecuadorean political situation, began on 26

25X1
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March, when Defense Minister Acosta Velasco, at-
tempting to solidify his own position, tried to
fire the commandant of the war college, General
Luis Jacome Chavez. Jacome in turn demanded that
Acosta and the commanding general of the army re-
. sign, and several significant army units supported
. this stand. Not enough units joined them, however,
' and Jacome eventually surrendered.

8. Velasco at this point apparently overesti-
mated the extent of his military support and ordered
the arrest of a number of officers who had supported
Jacome. The military reacted by detaining the Pres-
ident and his nephew until these prisoners were re-
leased. Acosta himself then resigned, and a com-
promise was worked out; when Jacome eventually agreed
to exile in Venezuela, his departure occasioned little
reaction in the armed forces.

9. Velasco emerged from these events in a
significantly weaker position. Although senior mil-
itary officers continue to prefer the Velasco gov-
ernment, & known quantity, to the hazards of direct
military rule, some junior officers reportedly still
are dissatisfied. 1In addition, there is some senti-
ment in the armed forces for instituting a reform-

. ist military government.
S 25X1
= Economic Conditions
: ll. The economy is a source of great problems
E for the Velasco government. The government's budget
- -5-
25X1

SECRET

Approved For Release 2008/11/06 : CIA-RDP85T00875R001100100135-6




Approved For Release 2008/11/06 : CIA-RDP85T00875R001100100135-6
SECRET

25X1

situation has deteriorated sharply and a large def-
ic¢it 'is 'in prospec. for 1971, repeating 1970's
fiscal performance. Balance-of-payments pressures
are increasing, and unless the government receives
external financial assistance, it faces the choice
of allowing international reserves to fall to a
critically low level or imposing import controls
and foreign exchange restrictions. Either of these
options could be hazardous politically, especially
if an election campaign takes place next year.

12, President Velasco's assumption of dicta-
torial powers in June 1970 was followed in two months
by a 28-percent devaluation of the sucre. In addi-
tion, the government imposed important tax reforms
and drastically restructured the exchange system.
By year's end, these measures had markedly allevi-
ated fiscal problems and balance of payments pres-
sures. The relief is proving to be only temporary,
however. Under pressure from domestic economic
interests, the government reduced some emergency
taxes imposed in 1970, thus losing important reve-
nues, while budget expenditures have accelerated
sharply.

13. Because of these problems, the government's
budget deficit has zoomed; in the first quarter of
1971 it was almost double the deficit registered in
the same period of 1970, despite an impressive 26-
percent growth of revenues from the new tax measures.
Most of this deficit has been financed through the
Central Bank, thereby adding inflationary pressures.
The balance of payments is also coming under strain
again. Net international reserves fell during the
third quarter of 1971 and have suffered a total drop
of 49 percent since 1 January, standing at $29.7
million at the end of September.

1l4. Despite fiscal and balance-of-payments
problems, the economic growth rate accelerated to
about 8.7 percent in 1970, in real terms, compared
with an annual average rate of about five percent
in the 1960s. Last year's growth was spurred by
a 26-percent rise in the value of exports and a
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considerable increase in private investment, pri-
marily related to petroleum produztion. Inflation
in 1970 was about 11 percent, but it is expected
to be somewhat lower this year.

15. The government has pinned a great deal of
hope on the development of relatively large petro-
leum reserves in the eastern jungle. The Texaco-
Gulf consortium has found oil in a high percentage
of the wells it has drilled; one financial commen-
tator called it "one of the most remarkable oil-
finding sprees in history." Production is scheduled
to begin late next year and is expected to reach
250,000 barrels a day in 1973. 1In addition, con-
struction is well ahead of schedule on a 318-mile
Trans-Ecuadorean pipeline, which will cost $150
million and will climb 13,000 feet above sea level
over the Andes to the port of Esmeraldas. Texaco-
Gulf is building a deepwater export terminal there
that will be able to load 100,000-ton tankers, and
some oil probably will be shipped down the Amazon
to Brazilian refineries.

16. This oil wealth is likely to prove to be
a mixed blessing. It clearly will alleviate financ-
ing problems and provide the government with a
golden opportunity to undertake some of the devel-
opment projects the country so desperately needs.
Unless the government begins early to plan how to
use this money, however, it may find itself unable
to put the revenues to their best advantage. There
are indications that the armed focces already are
planning extensive arms purchases. 1In addition,
the large increase in foreign, primarily US, in-
vestment will provide extreme nationalists of both
the left and the right with a tempting target.

17. On 27 September Velasco signed a law regu-
lating the petroleum industry. Because of sugges-
tions from oil company representatives, the provi-
sions with respect to taxes are not retroactive for
existing concessions, although Texaco-Gulf may have
to renegotiate its concession. In addition, the
armed forces are given an expanded role in policy-
making with respect to the petroleum industry. The

-7-
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military reportedly played a key role in the rece :t
assignment of a contract for a state oil refinery,
and the army is sending junior officers shroad for
training in petroleum matters. Seven are currently
training in France, Spain, Brazil, and Argentina.

Politicians and Elections

18" Under the plan announced last June, elec-
tions will be held for president, vice president,
and congress in June 1972. At the same time, voters
will choose between the 1946 constitution, and a
new constitution to be written by the inconing con-
gress. President Velasco favors the 1946 document,
because it was drafted under his direction during
the second of his four earlier terms and gives

B g

the chief executive substantial authority. He had
intended to hold a plebiscite on the constitutional
question, but chanyged his mind beceuse of fear his
document would be defeated. By coupling the consti-
tutional question directly with the elections, the
President has defused a potentially disruptive issue.
Politicians opposed to the constitutional plan will

25X1
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be unwilling to abstain from the elections because
of the offices being filled at the same time. The
campaign is supposed to begin in January 1972 and
the new administration elected in June would take
office on 3 August.

19. There are already has been difficulty with
the machinery, however. On 9 September Velasco swore
in the seven members of the Supreme Electoral Tri-
bunal to supervise the elections. At that timea the
President said that his government would make no
attempt to impose an official candidate and pledged
"complete freedom of election." When the Supreme
Tribunal appointed the members of the provincial
boards, however, it chose primarily Velasquistas.

As a result, the traditional parties boycotted
the process. President Velasco eventually agreed
to the inclusion of representatives of the major
parties,

20. Thig type of controversy is anathema to
Velasco, who sees himself as the guardian of Ecua-
dor's destiny. This unwillingness to tolerate the
strains of the open democratic process could cause
him to cancel the elections. Doubt is also cast
on his commitment to elections by his treatment of
a key figure in the opposition. Assad Bucaram,
now in exile in Panama, has been mayor of Guayaquil
and prefect of Guayas Province and is an archrival
of President Velasco. Bucaram probably is best
described as a nationalist and a populist, and he
appears to be more honest than most Ecuadorean poli-
ticians. The long-standing antagonism between him
and Velasco is exacerbated by Velasco's recognition
that neither he nor any of his proteges could be
assured of beating Bucaram in a free election. The
oligarchy fears Bucaram's reformist sentiments, and
the army commander recently told a friend that the
army would step in if Bucaram were to win.

2l. Bucaram, exiled in September 1970 after
he criticized Valasco's assumption of dictatorial
powers, retuiiiz2d to Ecuador clandestinely last
April and managed to remain for two months before

-G
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government alsc claims to have efinitive proof"
that Bucaram is not an Ecuadorean citizen by birth
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and therefore is disqualified from becoming president.

22. There are indications that Velasco's aver-
sion to Bucaram is so intense that he is considering
postponing his departure from the residency so as
to deny that office to Bucaram.

Velasco already
egun to hint that the government might extend
its term of office. On 18 October he said: "Dem-
ocracy can be an infamy if it converts itself into
the destruction of the country, and dictatorship can
be a healthy thing if it saves the dignity and honor
of the people and the republic."

Communists and Other Extremists

23. The Communis* movement in Ecuador histori-
cally has been small, weak, and divided. In an at-
tempt to refurbish this image and cash in on recent
events in Chile and Uruguay, the Communists in June
1971 formed the Popular Unity Front. This group,
which so far exists almost exclusively on paper, in-
cludes the Communists, the Socialists, an organiza-
tion that has been a Communist electoral front, and
a small new group called UNIR, the Spanish word for
"to unite." The Popular Unity Front may run some
candidates next year, hoping to benefit from the
precedent set by the Allende victory in Chile and
any gains made by the Frente Amplio in Uruguay.

-10-
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e 24, The main force of the extreme left in Ec-
uador is the Communist Party, led by Pedro Saad. It
has been weakened by splits through the years but
still plays an important role in the labor and stu-
dent movements. The party has about 250 activists
and 3,000 sympathizers. Through Saad, the Commu-
nists maintain contact with the Soviet Embassy in
Quito--a connection that in July led to the expul-

E sion of two Soviet officials for allegedly inter-
fering in labor activities. Another Soviet was
prevented from returning to the country, and later
a fourth was expelled.

25. Although the Communists continue to exert
influence in the labor movement, the failure of the
general strike called last July eroded this strength
somewhat. The Communist labor confederation and a
Christian Democratic labor group called the strike,
but they were unable to muster support even among
their own members. In addition, the government im-
posed a decree permitting employers to dismiss em-
ployees who refused to work during the strike.
Although this decree was quickly repealed, in part
because of abuse by some employers, it was an
effective weapon at the time.

26. There has been virtually ro urban or rural
guerrilla activity in Ecuador, although groups from
time to time have thrown a bomb or two. Student
demonstrations were a vital factor in the overthrow
of the military junta in 1966, but Velasco's dic-
tatorial rule has effectively silenced the students.
Although Ecuadorean leftists travel widely, assidu-
ously seeking funds from abroad, disorganization so
far hés overcome the best of intentions.

Conclusions

27. The 78-year-old Velasco, assuming he re-
. mains in good health, seems to have an even chance
of completing his term, which ends on 31 August 1972,
Should he try to remain in office after that, using
the possibility of the election of Assad Bucaram as
an excuse, his prospects would be less bright. The
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administration's determined enforcement of its fish-
ing regulations, however, has provided a useful
propaganda issue. It could serve ag a distraction,
should Velasco decide to postpone or cancel the elec-

tions.

‘ 28. Some military officers, including the com-
v € manders of the army and navy, are pleased with Ecua-
' “« dor's defiance of the US. Others are dismayed at
the prospect of another extension of the suspension

. of military sales. Alternate sources of supply are

e available, however, Several tuna seiners were cap-
tured by the navy's newly acquired patrol boats,
built in Germaay.

29. Revenues when the o0il fields come into pro-
duction cou;d ¢o a long way toward coping with the
chronic financial problems of the government and ac-
celerating the country's economic and social progress,
If they are not used efficiently, however, the net
resu.t could be nothing more than increased infla-
tion and corruption.
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