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CENTRAL INTELLIGENCE AGENCY
OFFICE OF NATIONAL ESTIMATES

22 February 1955

MEMORANDUM FOR THE DIRECTOR OF CENTRAL INTELLIGENCE
SUBJECT: The Situation and Prospects in Guatemala

1., Sines Castillo Armas’ assumption of the presidenay on

1 September 1954, the situation in Guatemala has generally been char-
acterized by inept govermment, eontinuous internal political tensions,
andAdepressed sconomic conditions, including serious unemployment.
The failure to provide effective political leadership and economic
opportunity has resulted in the slow erosion of popular confidence

in the new administration. This adverse movement of opinion has been
abetted by Castille's _inapility to obtain implementation of a sul;s
gtantial US sconomic ald program as rapidly as was widely expected
after his accession., However, Castillo's demonstrations of a firmer
hand sinee his erushing of an incipient coup on 20 January, together
with the implementation of Athe US aid program, suggest that the sta-
bllity of the government is about to improve at least temporarily,

unless Guatemala‘s ingome from coffes exports decreases seriously.
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2. Castillo Armas enjoys vir'cually dictatorial powsrs in
Guatemala and politiesl parties are banned. Although the army still
wields ultinate povsér, Castillo has falrly securely consolidated
his control of that fqrce by promising it special benefits and asgigning
trusted associates to key positions, His govermment obtained "legi-
timization®" in the election of a eonstituent assembly on 10 October
1954, and in November Castillo was sworn before that body to a
presidential term to last until Mareh 1960. Although a new Consti-
tution is pressntly being drafted, Castillo apparently hopes to
delay its promwlgation for at least a year, and to continue to rule

by deeree for as long as possible.

3. Dasspite his authority, Castillo has been unable to pro-
vide vﬂ:gorous political leadership. Having come to power with the
. 8upport of elemsnis varying broadly from extreme right to non-Communist
left, he has been pulled first one way and then another by his
advigors, Castillo’s weakness and indecision, together with cone
tinuing squabbles within his administration among the pro-gclerical
conservatives, anti-clerical liberals and top army officers, have
consistently imp%d effective political direction in Guatemala, In
recent months, the coalition of anti-Commmist groups whiéh support
Caatillo bhegan to disintegrate. Disillusionment with Castillo®s
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arbitrary measures and uncertain attitudes, aggravated by unsatis-
factory economic conditions, stimulated public demands for a return

to constitutional demccracy and the forming of "eivie organizations®

of definite political orientation. & Communist underground re-appeared,
despite the reorganization last December of The Committee for National
Defense against Communism, and began a limited eirculation of propa-
ganda, Sinee last November rumors cireulated _of inpending plots against
the regime by dissident non-Communist elements and also by .Commurﬂ.st
exiles in Mexico and E) Salvador, B

Lo On 20 January, facing the first major ehallenge to its
power since the 2-3 August rebellion, the government decisively
put down an ineipient eoup 'organiz‘qd by leftist dissident elements,
ingluding some former army officers who had served the Arbenz adminis-
tration. Though eentering in a military clique, clvilian alements
were involved in the conspirsey, and some 500 allegedly implicated
individuals were jailed or banished. A state of _siege was immediately

proclaimed, which remains in effect.

5. By mid-February, tenslons on the politiecal seene had some-
what relaxed, and the immediate effects of the 20 January affair
have tended to be favorable to Castillo. &t least for the short term,

'greater popular respect for the regime was inspired by the fact that
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key Army officers remained loyal, and apprehension of counter-govern-
ment plots was reduced. Castilla's steps foilowing the abartive

esoup to improve his administration, particularly the reorganization
of his cabinet and secretariat, further encouraged popular support.
In addition, Vice-President Nixon's recent visit served to bolster
the regime.

6, Howeber, events since 20 January suggest that Castillo
bas ylelded at least temporarily to his rightist advisors. Among
the 500 imprisoned or banished were a large number of the regime's
. erities who could have had little or nothing to do with the plot,

In recent days, the government moved to substantially restrict trade
union organization in Guatemala, incltxd;lng proécription of union
activity among farm workers, and to restrain “erreeponsible;,' elemenia
of the free press. If persisted in, such actions to undo the popular
reforms of recent yearg will cost Castillo a sizeable element of his
left-of-center supporters and will aggravate political tensions, par—
ticularly if economic conditions should fail to improve.

Economls

' 7. The Castillo government has been faced with a consistently
difficult economic situation. Economic activity has reébvérgd from
its mid-195) low to about the level of a year ago. However, business
condition_a are still depressed, business leaders still lack confldence
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in the government, and recovery has fallen substantially short

of public expectations. Unemployment apparently remains at almost
record levels--for the capital alons, the best guess is 15-20,000
unemployed, substantially higher than under the Arbenz government-
and there is strong popular dissatisfaction over advanees in the
cost of living,

8. Although éovernment expenditures have recently been
in virtual balance with revenues, the govermment can provide no funds
for new public investment. Moreover, coffee exports, which account
for about 80 percent of the value of Guatemala's total exports,
are moving slowly. By mid-February Guatemala had exported approxi- |
mately one<third of its eurrent crop as eompared with 45 percent
a yoear ago. On the most optimistic estimate, foreign exchange
earnings for the present erop year will resech only some $62 million,
& drop of more than 20 percent fi-om last year, in view of the
lowsr prises in the New York market. Similarly, the slow movement
of coffee to mariet is reducing the government’s expected tax
revenues and may force the government ‘:lnto either' deficit finaneing

or a politically dangerous retmﬁohnent. of expenditures,

9o On the other hand, the $6.4 million US economle aid
program announced last October is now underway, Guatemala has
applied for a $5 million Expert-Import Bank line of eredit, The
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new agreement with the United Frult Company will raise the govern—
ment's income by about $1.5 to §3 million annually. Such developments
will help somewhat in easing Guatemala’s economic difficulties, barring

further adverse developments in coffee exports or prices,

10, Although Cuatemalan laws are now favorable to local invest-
ment, of new foreign capital, such investment has not taken place
in any appreciable degree. There is some prospect of expanded
investment on the part of United Fruit and Eﬁpvresa Electrica, and
al80 new inveatmant on the part of oil interests when a satisfactory
Petrcleum Law (now under consideration) is enacted. However, sush

benefits would accrue only over the longer term.

Frospects

11, Politieal tensions are likely to remain serious in Guate-
mala and administration is likely to continue to suffer from Cas-
tillo(s inexperience, vaeillation, and dearth of competent subordi-
nates. However, we believe that Castillo will be able to retain
office for the foreseeable future, bacause of his control of the
armed forces through key officers, the inflow of US economic ald,
and the demonstrationa of US gonfidence in the regine which are
implicit inthe aid program and <the Nixon visit.
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12, The prineipal threat to the stability of the regime is
general economic dissontent. The factor of US grant and loan aid
will serve to abate sueh diseontent, or at least to prevent it from
reaching explosive dimensions, provided that the Guatemalan eaffes
erop moves at satisfactory prices. %hould the crop fail to move
8o, the caat:l.lio government almost certainly would have to obtain
prompt additional external assistance in order to preserve its
position, |

13, .Tha Uuatemalan Commundst undergrétmd almost certainly

will eontimue to be active. Continuation of a rightist trend in
government policy, partieulerly of actions to inhibit trade union

- organization,would aggravate political tensions and it probably would
glve same encouragement to Communiat resruitment activitles. However,
the Party appears to have no supporters in key government positions,
its strength is not likely to incrsase substantially at least over
the short term, and it presents no threst to the stability of the
regimo
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