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B/IA suggests particular attention to the items on Argentina (p. 2)
and Bolivia (p. 2). The event treated in former may later prove of
great importance, though information permitting full evaluation is

lacking; the situation outlined in the latter may produce events affact-
ing US relations later,

CURRENT DEVELOPMENTS
NORTHERN DIVISION: (See Situation Memo on Honduras, p. L)
CENTRAL DIVISION: (See Situation Memo on Eguador, p. 7)
SOUTHERN DIVISION: Bramuglia's resignation as foreign minister will
at least temporarily handicap US-Avgentine relations; other implications
zre not clear (p. 2), A recent Peruvian decree favors the US interest
in gtrategic materizls (p. 2), The Bolivian situation is developing
tomard an increased risk for foreigners in that country (p. 2). Lines
are being drawn for another showdown in Paraguay (p. §
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ARGENTINA: Foreign Minister Bramuglia's replacement by Jesus Paz,

an inexperienced man reporte of atrong nationalist
leanings, will weaken the position of the economic reform group
(already a minority) in the Cabinet. It is not clear with which ~—
i{ with any = of the competing Argentine cliques Pag is to be iden~
tified. But the loss of Bramuglia's experience and vigorous advocacy
of improved US-Argentine relations will be at least a temporary handi-
cap to these relations, even if no change of national policy is in-
Tolved,

PERU: US mining interests in Peru have been favored by a decree of
) Augu'é'g that permits Them to retain 1OUZ of the dollar ex-

change resulting from their metal exports, Previously, they had

w0 accept the loss represented by receiving 55¢ dollar exchange and

L5% soles at the rate of 6,485 to the dollar, The new decree should

stimilate Peruvian production and exports of metals, thus improving

US sorces of supply of strategic metals (particularly vanadium),

BOLIVIA: Current political and labor turmoil, particularly consider—
ing the weakness of Lhe present Bolivian government, the
new alliance between the MMR and the PIR (See CIA Daily Summary 3 Aug)
and the natural characteristics of much of the BolIvian population,
are producing a situation of iner-ased risk for foreigners in Bolivia,
The killing of two US citizens at the Catavi mines (See B/IA Wk]% for
31 May 49) and the recently reported mmder of a protestant missiop~

ary by BolividRXthE&BRs on & August illustrate 0ssible results of
these risks. R - o o orc:
at present in Bo ol any general anti~foreign feeling and state
that the two above-mentioned killings are not connected, B/IA esti-
nates that, if present tensions are increased by economlc hardship
following reductions in mining wages or working forces, 2 situation
may be created in which recurring violence against foreigners -~ for

exarple, representatives of US enterprises in Bolivia =~ can be sx~
pected,

—-trTET 2,
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PARAGUAY: Iines are being drawn for another showdown, President
Molas Topes, supported by several minor cabinet members,
certain extremists of the Colorado Party, and the Paraguar{ artillery
regiment, is opposed by Federico Chaves, Colorado Parky chief, who
has the backing of such key figures as the Minister of Defense, _the
Commander-in-chief of the Armed Forces, the Chief of the Asuncion
police, and the commander of the lhth Infantry Regiment, The align~
ment would give Chaves the preponderance of strength, but the real
key to the military =~ and, therefore, as is usuwal in Paraguay, to
the political = situation is the Iirst Cavalry Division, which has
not, so far, given any indication of its orientation, While the
woakar group miy give up and be permitied exile, the forveful ex—
pulsion of one faction by the other is equally possible, Aside
from the sstback to Hemisphere stability caused by another revo-
lution, none of the changes in the Paraguayan govermment which
appear possible at this time would seriously affect US interests,

i‘
N
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The Current Situation in Honduras

(Summary == The Galvez government is popular and stable, The
authoritarian controls of the Carias dictatorship have been
relaxed. Some small-scale subversive activity has developed,
The economic situation is favorable, The military capabili-
ties of the Army have been reduced, but the Air Force continues
both efficient and loyal,

-~ Nothing in the current situation importantly modi-
fies long-standing advantages for US security interests deriv~
ing from Honduras® thorough~going support of the US and of
Hemisphere unity, )

Political

After seven months in office, President Galvez! government remains
popular and stable. Both iis popularity and stability bave been inm
¢reased by relaxation of the authoritarian controls of the sixteen~year
Carias dictatorship, This trend toward a relatively liberal form of
republicanism is evidenced by: the administration's encouragement of
political oppositionists to return from exile; the revival with govern
ment sanction of trade unionism, which had been completely suppressed
under Carias; and the subordination of national~ and internal-security
duties of the Army to publie—service functions, such as road building,
The only important opposition to the administiration comes from dis-
charged personal followers of ex~President Car{as, These politicians,
angered over losing profitable Jobs, have been further alienated by
the appointment of a number of Liberal (opposition) Party members to
public office, As a result, there is a decided rift within the Nat~
ionalist (government) Party, B/IA estimates, however, that these
dissidents are unlikely to attempt a revolt becauss Cardas, who is
still head of the Nationalist Party, remains completely loyal to his
close fiiend and hand-picked successor, Galves,

Subversive
The easing of government controls has permitted infiltration by

potential subversive elements. Iabor agitators from Guatemala and E1
Salvador have entered the banana~producing north coast region and in

SEC L,
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sume cases have distributed Communistic propaganda. The workers have
net been responsive to their propaganda, however, and the fruit com
renies have been able to control agitation, The government is unlikely
to intervene unless there is more serious trouble that at present seems
probable,

Eeonomie

oLy

The present economic situation is good. The government has already
started on its extensive road-building program, which will provide muei~
readed transportation facilities for many semi-isolated rural areas and
mili stimulate economic activity. The slowly expending operations of
the banana industry have provided additional employmerntt, and expenditures
by the fruil cowpanies in Homduras continue to provide dollars, so that
dollar imports for all practicval purposes are unrestricted, B/14 believes
tha’ economic conditions are such that the present relative prosperity
will conbinua, '

The administration is pursuing sound fiscal practices, having re—
versed the tendency toward deficit spending that had developed in the
later years of the Car{as regime; revenues for the present fiscal year
exceeded expenditures by sbout $650,000. The 1949/50 budget has allo~
cated proportionately 30% more funds to public welfare, education, and
sanitation than the previcus budget, and 20% less to the military., A
comuission has been appointed to study tax revision and will probably
effect the enactment of a graduated incoms tax by the next session cf
Congress, The views of the influential Viee President and Minister of
Covernment, Julio Lozano, who believes that the large companies —- all

Sowned ~— have not made a contribution commensurate with the benefits
thay have derived, will probably result in heavier tames for US~cwned
commercial enterprices,

i3 itary

Army strength bas been reduced to an estimated 1500 from the October
election~time peak of 6000, The new Army departmental commanders are
presumably loyal to Galves who appointed them, The Air Force has been

iightly strengthened by the acquisition of itwo new fighter planes, Air
Furce personnel have received favored treatment and are considered loyal,
Apparently Galves, like his vredecessor, prefers to rely primarily on
the air arm for the security of his government,

LT 5.
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International

The Galvez administration favors the concept of Hemisphere unity
and has shown no inclination to participate in Central Americane

. Caribbean power-balance rivalries, The President is friendly with

Nicaragua's Somossa but also maintains amicable relations with the
other Central American governments, B/IA estimates that this policy
of strict neutrality will continue, Galvez and his colleaguwss are
pro~US and can be relied on to support the US wholsheartedly in most
international matters,

RO 6
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The Current Situation in Ecuador

(Summary ~- After folled plots and in the face of a national
af sasler, the prospects of political stability appear to Le
improved, The distiressed cconomy, however, is in no shape
to recover from the earthquake without assistance, Communists
continue their policy of quiescence., For the time being, the
argy may be expected to remain loyal to the government, There
are no serious international problems facing Ecuador at this
time

= Nothing in the current Ecuadoran situation is
cavsing or immediately portends noticeable change in status
of US security interests in the area.)

Fc]itic;a_}_._.

The outlook for political stability has improved as a result of
the government's successes on i and 26 July, and of the national dis-
z3ter in early August,

The outcome of the two crises in July demonstrates that Presilent
Flaza has less popular and military opposition than over-pessimistio
reports had previously indicated, The cutcry against the arrest of
certain prominent Liberals and Socialists in Loja and Cuencz on I July
1949 =~ prompted in part by the fact that the arresting officials paid
too little attention to the requirements of Judicial detention and
process == subsided immediately when the president ordered the relsase
of these civilians "in order that they may better prepare their defense ®
The Mancheno fiasco on 26 July put the president in a still better posi-
tion in that it seemed to demonstrate =~ not onnly to him and his friends
but also to his enemlies =~ that the armed forces were by ne means in~
evitable collaborators in any revelutionary movement., Army commanders
almost to the man repudiated Manchano and rushed their protestations of
loyalty te Plaza, Civilians involved were members of the Liberal and
Socialist parties, and were quickly and umequivoecally disowmed by their
parties,

quensbileBET 7,
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For some wesks prior to the earthquake, the senvening of Congress
(10 iugust) was expected to be a time of serious crisis for the admin-
istration. An understanding was reported between the Liberal and Social~
ist parties that they would combine forces in Congress (thus giving them
a majority), pass resolutions to interpolate various members of the Plaza
cabinet, and follow these interpolations with a vote of lack of confidence
and a demand for the ministers' resipnations, Upon the anticipated re-
fusal of the president to insist that his ministers resign, a general
gtrike was to be called by the national labor confederation (CTE), con~
trolled by the Socialists,

It is doubtful now that plans involving such blatant politice will
be carried out in the face of the current national disaster. The horror
and fright induced should promote national unity and make all segments
of the population intolerant of any more of the plots and subversive
action which have recently plapued the Plaza administration, Ths dra-
matlic way in which the president has worked in the devastated area
directing rescue operations and the manner in which he has put all the
food supplies of his not inconsiderable farm holdings freely at the dis-
posal of the relief workers will inspire wide popular approbation and
thereby promote the stability of the administration which he heads,

Economic

While business conditions cannot properly be considered critieal,
the seasoaal recovervy due at this time has not yet appeared and will
probably not reach the levels of ths past two years when it does, There
are bright prospects for exceptionally good crops, but high production
costs will endanger rice exports, which are counted on to counteract
the foreignm-exchange deficit which Ecuador would otherwise have, If
this year's rice is sold at a losg, it is possible that additional imr-
port controls will have to be imposed,

Credit remains tight and currency circulation restricted, After
a conference with International Monetary Fund experts, it was decided
to extend the FEmergercy Internmational Exchange Control Law for another
year {until $ June 1950), The govermment's development program, fi-
nanced largely from the difference between import and export exchange
rates, has, however, accomplished little basic preparatory work and
goes forward on a very inefficient day-to~-dsy basis at present. The

T 8,
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poor impression made by the lack of a well-worked—out program on repre-
sentatives of the Bank for International Reconstruction and Development
%111, in all probability, seriously reduce Ecuador's chances of getting
that volume of foreign losns necessary to supplement povernment funds
in the execution of President Plaza's larpe plans. '

The relatively considerable budget imbalance requiring deficid
tinancing is reflected in the govermmenti!s difficulties in meeting oul~
standing obligations ineluding its payroll for civilian employees and
the armed forces. Considering the unfavorable business conditions, it
is unlikely that tax receipts will improve.

The earthquake in and around Ambato obvicusly came at a time when
the Eruadoran economy was least able tc meet such a ma jor blow to its
rodecvive capacity, Ambato and its environs =~ one of the countyryis
most important industrial areas, because of ample water power -« special-
ize in textile manufactures (the most important industry from the stand-
roint of employment, engaging 13 .L% of all the countryt!s norr-agricultural
labor force) and flour milling. The extensive devastation will most
certainly create, among several economic problems, one of serious unem
ployment, Should humane considerations, however, make available more
exiensive forelgn loans "in the name of reconstruction® than hard~headed
economic considerations formerly considered Justifiable, the adverse
sonsequences would be reduced, In the textile industry, particularly,
reconstruction loans would mean modewvn machinery, bthe lack of which has
been the major cause of the decline of this all=important local industry,

Sz;hvarsi‘ve

In all the recent plotting against the government {see Political
section}, the Communists have been notably inactive and extremely careful
w0 avoid giving any appearance of participation. Apparently this puliicy
of quiescence is motivated both by the conviction that the present plot~
ting elements lack sufficient strength to have any well-founded hopes of
success, and by realization that the only part the Communists could play
in any overthrow of the Ecuadoran government would be that of a junior
partner to elements that are not in the least sympathetic with Communism
or with the Communist Party per se, The wisdom of their policy of non~
participation has been amply justified by the reaction to the Yancheno
soup (26 July 1949}, No one, in or out of the govermment, has tried to
make a2 whipping-boy of the Communists,

m\ 9,
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Yilitary

In spite of the unusually large number of reports concerning anti-
goverrment plotting by army officers (retired and active)} and of danm
gerously wide-gpread unrest in the ranks, there is a strong probability
that the military plotters make exaggorated claims a8 to the extent and
intersity of dissatisfaction in the armed forces, The rather ridicul-us
failure of the recent Mancheno coup (intendsd to be primarily an arny
saow) indicates that, although the army may be dissatisfied with ite
dov economically, it is by no means posaessed of an overwhelming uesire
%0 revolt on any handy occasion., B/IA estimates that the army will ra-
muin loyal to the government mmless the anti~Plaza politicos achieve a
dezree of unity, cohesion, and determination sufficient o convince the
arped forces of their ability to fulfill any promises they might make
Lo win army support, or unless President PFlaza outrages the army's
isftist orientation by delivering himself over to the Conservatiives,
body and soul ~~ an improbable development,

Zeuadoran pursly military capabilitics remain at the normal low
level,

International

In the internmational field, the major preoccupation of the Ecuadoran
government continues to be fear of Peruvlian agression, in which they per—
sist in spite of dissipation of all alleged present bases for that fear,
The reported secret defensive military alliance with Colombia is probably
mostly conversation, ' '

In broadsr international affairs, the presermt Ecuadoran government
stresses independence, but does not depart far from US-approved policies,
It would lile to resolve the I'ranco question independently by recognition,
but is held back by hesitancy to desert the US line and by reluctance to
be a follower of Peru. It has offielally announced its approval of the
Atlantic Pact and has expressed the judgment that it is consonant with
and resnforces the Treaty of Mutual Aid signed at Rio ds Janeirc in 1947,

Ecuador has, however, signed with another country (Chile in August
1949) a treaty dealing with the exchange of commedities comparable to

)r.caa-r—— 10,
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that signed with Colomwbia in April 31949, In each treat i
specified items will be mutually exchanged duty-free, %taiilgztafret
c;ﬁl.ear whether Ecuador, in compliance with the most~favored=nation
clause (Art, XI) of the US~Tcuadoran Reciprocal Trade Agreement, will
move to admit duty-free from the US the same goods which may nm’v enter
¥Ecuador from Chile and Colombia duty-free,

~oTRDE -
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