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growth problems that endure for more than a brief period, Vene-
zuelans will blame the political parties for poor economic manage-
ment of the post-boom period. The intra- and inter-party disputes
will exacerbate this discontent while they increase the difficul-
ties of successful management.

If the leadership issue is satisfactorily resolved and the
economy achieves some modest growth, the nation should evolve
toward a stable, "responsible democracy" (the experts rate the
probability for this scenario at 30 percent). If, on the other
hand, leadership problems are not satisfactorily resolved and
sluggish economic conditions prevail, the system will evolve
toward "zero-sum democracy" (55 percent probability). This would
be an environment in which the system remained democratic, but
politics would be much more chaotic and conflict prone.

Finally, after 10-15 years of zero-sum democracy, sluggish or
contracting economic growth, increased internal conflict, and
general erosion of the two-party system, it is conceivable that a
"political decomposition-military intervention" scenario would
emerge (15 percent probability). After a period of economic
chaos, the military would probably intervene to restore order.
Instability in the Middle East presents the continuing possibility
of a fourth scenario which postulates a new oil bonanza, the third
in 10 years. Based on recent experience, however, the main effect
of that development would be some postponement of the hard
decisions and conditions implicit in the other scenarios.

* k * * Kk %
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Emerging Crises: Political Leadership and Economic Management

Venezuela arrived at its present state through an unusual
combination of economic resources (oil) and a particular set of
political structures and orientations:

--The strong position that political parties occupy in
Venezuelan society today is founded on their ability to
provide structure, direction, and loyalty for the social
groups that have emerged since the 1930s and 1940s.

--This capability has been reinforced by the availability of
resources to reward followers.

~-The whole package has been preserved since 1958 by elite
agreement to contain conflict and to support democracy
against opposition from both the right and left.

~--The economy basically depends on a system of subsidies that
distorts efficient economic decisionmaking but, by providing
short-term, tangible benefits, coopts most potential forces
for changes; e.g., private entrepreneurs, the labor movement,
political parties, and the urban poor.

The problem in Venezuela is a sense that these foundations,
both separately and in their interaction, are decaying. 1Ironi-
cally, this threat to the system derives from its success in
meeting the challenges of the past. The economy simply produced
. more than could be absorbed productively. Hence, the state
expanded precipitously, developed a tendency to live off its
capital, and avoided difficult decisions that could have ensured
future growth. The institutionalization of the two-party system
reduced incentives for compromise and coalition.

Political Strains. The decay of traditional conflict regu-
lation mechanisms that have held the party system together stems
from disputes both within and between the two major parties rather
than from the growth of new opposition groups or increased
strength of the traditional opposition. The embitterment of
relations between the two parties of "status"--Accion Democratica
(AD) and the Partido Social Cristiano (COPEI)--has its recent
origin in the Special Powers Act instigated by former President
Carlos Andres Perez in 1974, This legislation gave him
extraordinary powers to carry out a full-scale reform of the
nation's oil-rich economy. He enacted far-reaching measures
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affecting both the domestic economy and foreign investment,
including price freezes, wage increases, and nationalizations.

The result was a new style of governing outside the tradi-
tional rules of consultation and accommodation that had regulated
party disagreements in the past. New inter-party disputes are
often exaggerated by deep and serious divisions within both AD and
COPEI. The choice of presidential candidates for both parties may
alleviate internal problems over succession in the short run, but
this does little to resolve profound disagreements over progran,
leadership, and organization for the future.

The two major political parties soon must anoint a new gener-
ation of leaders for the first time since the establishment of
modern Venezuelan democracy--a transition made more difficult by
the founding generation's difficulty in providing guidance and by
the economy's current slump. The late Romulo Betancourt had been
able to control AD's divisions and disarray by the force of his
personal prestige and astute handling of is'sues and personal-
ities., It is unclear whether his successor, former President
Perez, can achieve the same success.

Unlike AD, COPEI has a number of younger-generation aspirants
to the leadership, but their ambitions are stymied, at least for
the present, by the founding leader's (Rafael Caldera Rodriguez)
unwillingness to step aside and his desire to be reelected
President himself. 1In addition, President Luis Herrera Campins
and ex-President Caldera are political adversaries. With the
Calderistas controlling COPEI, Herrera's difficulties in governing
are substantially increased.

It is unlikely that the Movimiento al Socialismo (MAS), the
principal leftist party, will be able to take advantage of these
~deepening divisions to displace one of the two historically domi-
nant parties. The ability of MAS to attract voters in the 1983
presidential and legislative elections will be undercut by two
basic factors: disunity of the left itself and lingering suspi=~
cions that MAS is really a cleverly disguised communist party. As
a result, MAS will be fortunate to exceed 10-20 percent of the
vote.

In the foreign policy area, there also are indications that
the AD-COPEI consensus of the past two decades is breaking down
and that suspicion between the leaders of these two political
parties is greater than at any time since the 1940s. Both AD and
COPEI joined forces in 1980 when the military's dissatisfaction
over President Herrera's Colombia-Venezuela border agreement
threatened the 2l~-year-old democratic system. Such bipartisan
unity, however, is not assured on Venezuela's commitment to
recovering territory lost in the 19th century to British Guiana
(now Guyana). AD's suspicion of the Herrera government on the
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Guyana question is compounded by discomfort with the COPEI presi-
dent's support for the Duarte government in El Salvador and a
feeling that Venezuela is becoming increasingly subservient to
washington.

Economic Strains. Venezuela's economic prospects remain
closely linked to petroleum earnings. Although demand is unpre-
dictable, prices have declined since the 1979 increase and should
either stabilize or decline somewhat further barring a major world
event that affects energy supplies. )

In addition to the limitations upon government spending
imposed by this forecast, soaring internal energy consumption plus
the enormous revenue requirements of Petroleos de Venezuela also
limit funds available for either investment or consumption,
Regardless of the levels of future oil revenues, the economy is
vulnerable in the short run. Venezuela suffers from economic
distortions stemming from limitations on absorptive capacity and
provoked in part by massive government overspending and misman-
agement.

The economy is currently overcoming a three-year recession,
and full recovery will be slow. Most economic observers predict a
1-2 percent real increase in gross domestic product (GDP) annually
over the coming five years, far below the traditionally high
growth rate of about 7 percent. Certain economic indicators are
particularly disturbing. In the midst of high expectations gener-
ated by o0il wealth, GDP per capita will show almost no change,
indicating stagnation or decline in the standard of living of the
averade Venezuelan.

Inflation should run between 15 and 20 percent annually,
compared with the 1-2 percent annual levels of the 1960s and early
- 1970s. Agriculture and industry will expand slowly, unable to
keep pace with population growth. Finally, private sector
investment should remain low until at least six months to a year
after the 1983 elections, generating little new employment.

The o0il booms of 1973 and 1979 suggested that a rapid
increase in 0il income can aggravate pre-existing internal
socioeconomic and political conflicts while it creates new ones.
As tensions mount, the subsequent rapid economic expansion can
tend to hide real obstacles by creating illusions of growth,
prosperity, and progress. To the extent that current oil prices
remain unstable and Venezuela survives on boom and bust cycles,
the country probably can be expected to live on its capital assets
without resolving serious problems in the economy, the state, and
the party system. Yet the ability to rely upon the oil solution
has limits. Short-term economic dislocations, a coming crunch in
the accessibility of medium and light crudes, and political prob-
lems among the parties threaten the system's continued viability.
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Alternative Political Scenarios

Several possible scenarios can be predicted for Venezuela
over the next 10-15 years. The possibility exists that events in
the Middle East could cause yet another upsurge in petroleum
prices within the next 2 or 3 years, but the result would be
merely to delay confrontation of current problems. As the newest
"0oil bonanza" was spent, Venezuela would once again find itself in
a position similar to that of today, with three basic scenarios in
prospect:

Responsible Democracy (30 percent probability). 1In this
scenario, there would be a general leveling of the growth process
for a decade. The political elite would understand the long-term
need to build a non-0il economy and increase productivity in the
public sector, but it would recognize that the country would have
to continue to rely on petroleum until at least the year 2000.

The petroleum industry would be allowed to receive needed
investment funds but without political influence in selection and
promotion of personnel. The two-party system would remain strong,
adaptive, and flexible; AD and COPEI would be able to meet all
third-party challenges, and MAS would remain a small, responsible
party of the left. Both AD and COPEI would be able to manage
successfully their current leadership crises and continue to
recruit and train new leaders. Labor would continue to be strong
but would not come to dominate either major party. The urban poor
gradually would be organized into the two major parties, espe-
cially as essential social services were provided. The military
would remain in the barracks, playing an important role only in
matters of national defense. There would be cautious acceptance
of foreign investment and technology.

In essence, responsible democracy would be characterized by
political consensus and accommodation among the political party
elite, with Venezuela entering the 1990s as a highly stable
democracy.

Zero-sum Democracy (55 percent probability). The political
system would remain democratic, but politics would be much more
chaotic and conflict prone. The political elite would fail to
grasp the need for compromise and cooperation, and various social
groups would engage in a struggle for power.

The party system would fragment, and new parties would emerge
from AD and COPEI. MAS and other leftist parties would increase
their percentage of the vote. The new multi-party system would
make it difficult to pass needed legislation. Organized labor
would gain in strength, perhaps eventually dominating one party.
The urban poor and students would become increasingly vocal, and
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isolated disturbances resulting in repression would occur. Crime
would increase dramatically in urban areas, and the middle class
would become disenchanted with the political system as inflation
and slow growth eroded the economic gains of the previous decade.
The military would voice its concern but would not intervene
unless there were a complete breakdown of the system.

Price controls would remain in place, and no productivity
gains would be made in the public sector. Unions would success-
fully push for ever-higher wage and benefit packages, and the
private sector would cease all investment and move capital out of
the country at increasing rates. The petroleum industry would
become increasingly politicized; its capital would be raided by
inefficient public sector enterprises; and oil production would
drop. Corruption would remain high, and there would be a general
disillusionment with politicians. Foreign participation in the
economy would not be welcomed, and personalist political candi-
dates would create an unhealthy investment climate by blaming the
nation's economic woes on rapacious foreigners. In sum, there
would be a downward spiral, with political and economic
difficulties interacting to create increasing conflicts in the
political system.

Political Decomposition-Military Intervention (15 percent
probability). Zero-sum democracy would deteriorate drastically.
The left would make electoral gains and could be on the verge of
winning the presidency. AD and COPEI would be empty shells of
their former selves.

Crime and endemic violence would become rampant, with food
riots in the barrios. Petroleum production would drop dramati-
cally. Public sector enterprises, many controlled by labor
unions, would be economic disasters. An astronomical foreign debt
would make the country unable to meet its international obliga-
~tions. All investment would cease, and the private sector would
be calling for a military coup. The middle classes would be
traumatized, ready to accept a military solution to restore order.

The military would conclude that national security was
threatened by political chaos, and there would be a number of
"pre-coups" by military leaders attempting to take advantage of
the situation. The military eventually would intervene to control
the disorder. Such an intervention would most likely require high
levels of repression.

Prospects

Most observers see Venezuela at or approaching the zero-sum
scenario at present. How long it can be sustained depends on the
skill and integrity of those who manage the state-dominated
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economy over the next decade. Although the zero-sum alternative
could easily survive a decade or more, an important crisis period
will begin sometime between 15 and 18 months into the adminis-
tration that will be inaugurated in January 1984. Many business,
military, and political elites view the Herrera government as a
serious disappointment, but their disillusionment is not strong
enough for them to reassess their commitment to the democratic
system at present. However, if the subsequent government should
prove equally unpopular--or even more so--Venezuelan elites would
take a long hard look at non-democratic alternatives to the
post-1958 system.

The military intervention option appears highly unlikely
until at least mid-1985. Between 1985 and 1995, depending on how
the zero-sum alternative evolves, the possibility of direct
military intervention is considerably higher. The most likely
immediate causes of military intervention would be extreme frag-
mentation in the party system, mismanagement of the economy to the
point of precipitating economic crisis, and inept handling of an
important foreign policy issue by the democratic political
elites. Unless the AD and COPEI party organizations fall into
total disarray, the military most likely will have to employ
repressive techniques on a large scale against opponents of the
takeover.

Prepared by Kenneth E. Roberts
x21252

Approved by E. Raymond Platig
X21342
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Economic Issues, and the U.S.-USSR Arms Race, Are the Leading
International Concerns

From a list of ten choices, educated Brazilians generally
pick economic issues as the most serious international
problens, with the U.S.-USSR arms race also high on their
list of concerns:

Economic differences between

rich and poor countries 37%
Arms race between the U.S. and USSR 32
Foreign debt 32
International oil prices 23
Influence of multinational corporations 17
Developed country trade barriers 16
International terrorism 14
Tension between the U.S. and USSR 13
Intervention in other countries by the U.S. 8
Intervention in other countries by USSR 6

Drafted by:

Joseph D. Straubhaar (PGM/RAR) N-4/29/82
724-9036
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Data are not seasonally adjusted unless noted; see “Explanatory notes”;

Table B-7

0,
% changes are compounded annual rates unless noted % . a/w _
Method of Data Latest Latest Year to date
measurement 1980 1981 81/Q1 81/Q2 81/Q3 81/Q4 82/Q1 through month 3 months Latest  Year ago
INTERNATIONAL FINANCIAL DATA
Market exchange rate (cruzeiro) . . . . . Cr$/USs,eop 65.50 127.80 76.53 91.40 108.64 127.80 148.21 82Mar 148.21 76.53y
International reserves (excl. gold) . . . US$MM,eop 5769 6602 5506 5201 5458 6602 82Jan 6402 5539y
Gold + v ¢ v e e e e e e e e e MM ounces,eop 1.88 2.20 1.95 2.02 2.08 2.20 .. B82Feb 2.24 .. .e 1.91y
New international bonds and credits . USHMM 4507 5811 1557 1039 1479 1736 1113 82Apr 206 614 1319 1668
Export volume . . . . . . . .. .. . .. % ch.,py 22.6 27.6 15.3 27.8 81Nov 22.4 29.3 24.5 16.9
Import volume . . . . . . ¢ ¢ s o ¢ v . & % ch.,py -6.5 -1.6 -10.7 -8.9 81Nov -7.6 -16.5 -9.1 -8.6
Exports (US$) . . . . . . . v o v L. % ch.,py 32.1 15.2 25.8 11.8 17.5 9.3 -4.7 82Mar 1.1 -4.7 -4.7 25.8
Imports FOB (US$) . . ... .. .. ... % ch.,py 27.8 -4.1 2.6 -3.3 -7.9 -6.7 -14.5 82Mar -9.5 -14.5 -14.5 2.6
EXpOrts & . 4 v i i e e e e e e e e e e US$MM 20132 23192 5180 5675 6118 6267 4937 82Mar 1774 4937 4937 5180
Manufactures and semi-processed .« . USSMM 11376 14057 2993 3268 3754 4046 . 82Feb 908 3636 2291 2010
Coffee . . v v v v v v v v v e e e e e US$MM 2773 1731 508 482 352 416 .. 82Feb 112 395 263 357
Imports FOB . . . . . . . v ¢ v o v o o US$MM -22961 -22021 -5606 -5565 -5594 -5284 -4792 82Mar -1705 -4792 -4792  -5606
Crude 0il & refined products . . . . . . US$MM -9844 .. =2772 -2641 -2769 .- .. 8lNov -875 -2769 -9991 -9104
Trade balance FOB . . . . 1. « . « + « . Ussmum -2829 1170 -426 110 525 983 145  82Mar 69 145 145 -426
Net services and transfers .. . . . . . . US$MM -10058 .. -~2444 -3097 .o . .. 81/g2 -3097 -3097 -5541 -4835
Investment income . . . .1. . . . ... US$MM -7032 -1972 -2478 . 81/Q2 -2478 -2478 -4450 -3381
Current account . . .« . . . . . . . ¢ . . US$MM -12887 -2870 -2987 81/Q2 -2987 -2987 -5857 -6862
External borrowing (net) . . . . . . . .. US$MM 8231 1478 2104 81/Q2 2104 2104 3582 2875
Long term (gross) . . . . . v ¢+ ¢ . US$MM 11070 2769 4508 81/Q2 4508 4508 7277 4414
Short term (net) . . . . . . . . . ¢ .. US$MM 2182 301 -643 81/Q2 -643 -643 -342 1172
ECONOMIC GROWTH
GOP (real) . . . v v v v v v v v v v e o % ch.,py 8.0 -3.5 . . . . 1981 . -3.5 8.0
Industry . . . . v ¢ o oo o oo s e ch.,py 8.0 -10.0 . . . . 1981 . =10.0 8.0
Agriculture . . . . . . . . ... .. % ch.,py 6.8 8.0 .. .. . . . 1981 .. .. 8.0 6.8
Industrial production . . . . . . . . . . % ch.,pp 7.8 -1.0 -17.6 2.7 -1.4 -3.3 82Feb  -11.8 -8.6 -2.0 -3.9¢c
PRICES AND COSTS
General price index . . . . . . . . . . . % ch.,py,dec 110.2  95.2 117.4 119.4 110.2 99.1 92.6 82Mar 91.5 92.6 .o
Consumer prices . . « « v ¢« v o ¢ o« o o % ch.,py,dec 95.3 91.2 97.2 102.3 104.8 95.5 95.1 82Mar 96.3 95.1 .
Wholesale prices of manufactures . . . . . % ch.,py,dec 114.2  99.7 120.5 118.2 108.3 101.6 .. 82Feb 94.3 97.0 ..
Monetary correction (ORTN) . . . . . . . . % ch.,py,dec 50.8 95.6 53.6 64.4 77.6 91.3 96.3 82May 90.8 92.5 .s .o
Export prices (US$) . .. . . .. . ... % ch.,py 11.8 .. 0.6 -6.9 -9.6 .. .. 8lNov -12.7 -15.4 -7.5 13.3
Import prices (US$) . . . . . . . . ... % ch.,py 40.5 4.1 8.2 1.6 81Nov 4.6 5.7 5.7 43.2
Terms of trade . . . . . . . . ¢« . ... 1978=100 69.9 67.8 60.4 60.1 81Nov 57.0 57.0 61.4 70.1
MONETARY AND FISCAL DATA
Money supply (M1) SA . . . . . . . .. .. % ch.,py,eop 71.4 73.1 59.1 56.7 60.4 73.1 . 82Feb 73.9 e .o
Total 1iabilities of fin. system . . . ., . % ch.,py,eop 68.4 140.5 71.0 91.3 120.2 140.5 .. 8lDec 140.5 . .o
Domestic credit to private sector . . . %ch.,py,eop 74.2 105.0 70.3 78.8 94.4 105.0 . 82Jan 109.8 .o .o .
Gov't. surplus or deficit(-) . . . . . . . % of expend. 0.2 0.5 4.2 -1.2 7.1 -2.5 82Feb 45.3 5.0 18.2 1.4
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SECRET

a reiteration of Resolution 502, which would help the British.

To further help the British, we might get the EEC and Japan
to join us in promising to maintain the economic sanctions

until Argentina goes along with UN proposed arbitration or

transition arrangements. But the essential thing today is

the cease-fire.






Meeting with Judge Clark
May 24, 1982

Russell E. Marks, Jr., Chairman, Executive Committee, Council
of the Americas and President of the Americas Society

Samuel L. Hayden, President, Council of the Americas
John C. Duncan, Chairman Saint Jo Mineral Corporation
Glenn C. Bassett, Executive Vice President, Marine Midland Bank

Ralph A. Pfeiffer, Jr., Chairman and CEO of IMB Corporation

Norman A. Bailey
Roger Fontaine

Alfonso Sapia-Bosch









MEMORANDUM 3736
NATIONAL SECURITY COUNCIL

May 25, 1982

ACTION

MEMORANDUM FOR WILLIAM P. CLARK
FROM: NORMAN A. BAILEY%

SUBJECT: Suggestion that Dick Stone be Sent to
South America to Mend Fences

I had dinner last night with Clif White, who had a
suggestion I felt worth passing on to you. He suggested
that the President send Dick Stone to the principal
South American capitals to do some fence-mending after
the ws period of the Falklands situation is over.

Rogek ;%ntaine and Alfon7@§€gpia—Bosch concur.
L

RECOMMENDATION :

That you suggest this possibility to the President.

OK No
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MEMORANDUM 3724 add on
NATIONAL SECURITY COUNCIL

M 8/30/\‘ May 27, 1982

ST M RE D~ OFFPRC ARSI

ACTION

MEMORANDUM FOR WILLIAM P. CLARK

FROM: NORMAN A. BAILEY /7%

SUBJECT: Coup Plotting in Argentina

Further to my memo of May 25 on this subject (Tab I),

Al Sapia-Bosch suggests that Mr. Roper's informants (he

knows Mr. Roper and says he is a responsible person) should
be interviewed somewhere outside the U.S.

RECOMMENDATION:
That you ind%:i;g/zf you wish us to pursue this option.
OK No
Attachment
Tab I My Memo of May 25
cc: Roger Fontaine

Alfonso Sapia-Bosch
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LIZNIORANDUM

NATIONAL SECURITY COUNCIL

3/3CV\\ May 25, 1982

e ML B D ST SR =t S

INFORMATION

MEMORANDUM FOR WILLIAM P. CLARK
FROM: NORMAN A. BAILEY /%%

SUBJECT: Report of Coup Plotting in Argentina

I was called yesterday by Christopher Roper, Editor of

the Latin American Newsletter of London. He told me that

he had reports from anti-government Peronist elements who
were, however, also anti-Soviet, that a coup was being
plotted in Argentina against the Galtieri government by

army officers at the level of Colonel and pro-Soviet Peronist
leaders. The object of the plot would be to install an
anti-U.S. and pro-Soviet government in Buenos Aires which
would be able to propagate its views in the rest of South
America, building on the resentment over U.S. policy during
the Falklands crisis. He stated that he had contacted

Luigli Einaudi at State (ARA) because his contacts wished to
come to Washington and speak with Administration officials
about the plot, but they had visa problems. I contacted
Einaudi who indicated that the information had been passed
on but that State was opposed to issuing visas to these
people because of possible reaction of the current Argentine
regime. Should we wish to contact Mr. Roper again, I have
his number in London.

cc: R. Fontaine
A. Sapia-Bosch




MEMORANDUM 3724 add on
NATIONAL SECURITY COUNCIL

W/ 7/167" May 27, 1982

ACTION

MEMORANDUM FOR WILLIAM P. CLARK

FROM: NORMAN A. BAILEY /7%

SUBJECT: Coup Plotting in Argentina

Further to my memo of May 25 on this subject (Tab I),

Al Sapia-Bosch suggests that Mr. Roper's informants (he
knows Mr. Roper and says he is a responsible person) should

be interviewed somewhere outside the U.S.

RECOMMENDATTNN :

That you indicate if you wish us to pursue this option.

OK No

Attachment
Tab I My Memo of May 25

cc: Roger Fontaine
Alfonso Sapia-Bosch
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L IMEFRE D O el S

INFORMATION

MEMORANDUM FOR WILLIAM P. CLARK
FROM: NORMAN A. BAILEY 7%

SUBJECT: Report of Coup Plotting in Argentina

I was called yesterday by Christopher Roper, Editor of
the Latin American Newsletter of London. He told me that
he had reports from anti-government Peronist elements who
were, however, also anti-Soviet, that a coup was being
plotted in Argentina against the Galtieri government by
army officers at the level of Colonel and pro-Soviet Peronist
leaders. The object of the plot would be to install an
anti-U.S. and pro-Soviet government in Buenos Aires which
would be able to propagate its views in the rest of South
America, building on the resentment over U.S. policy during
the Falklands crisis. He stated that he had contacted
Luigi Einaudi at State (ARA) because his contacts wished to
come to Washington and speak with Administration officials
about the plot, but they had visa problems. I contacted
Einaudi who indicated that the information had been passed

- on but that State was opposed to issuing visas to these
people because of possible reaction of the current Argentine
regime. Should we wish to contact Mr. Roper again, I have
his number in London.

cc: R. Fontaine
A, Sapia-Bosch




