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Continued political instability will further exacerbate Argentina's
economic problems. Buenos Aires should ‘have sufficient reserves to pay its
7 debts through July and possibly August, but its continued ability to service -
il ~ external accounts will depend on the Army's ability to maintain a total 1id on
s _ imports and the willingness of foreign banks to roll over Argentine debt. If
(R the internal situation deteriorates further, foreign banks probably will begin
_ to draw down their exposure - ncrementally--putting even more pressure on
1A reserves. The banks probably will became increasingly unwilling to lend money
S t-o1?u{ a_rr;rs. forcing Buenos Aires to ‘make secret arrangements using gold as
fih collateral. YIS A Ko D AR e U O L
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more 1qng-term;psychulogi¢a1'thﬁn-ﬁj1itarj“i_patt; The guerr
standing and holding their ground against a substantial milita
than most had expected, should go far to reverse the political and m
losses suffered at the time of the elections. In devoting the resources
necessary to retake towns overrun'by-the-?uerriilas,jthe army has stretched
itself thin elsewhere in the country, mak ng itself more vulnerable to
insurgent attacks and “spectacular" operations. We are not yet able to assess
the impact of fighting on the morale of the recently-introduced, US-trained
battalions. Some analysts expressed concern that Junior-Tevel officers are
becoming disenchanted with a military doctrine that forces them to take
casualties fighting for territory that almost certainly will fall back into
guerrilla hands at a later date. Analysts saw Tlittle hope for change in
Salvadoran military doctrine, however, given the political and military
imperative to prevent the establishment of a liberated zone within

E1 Salvador. Recent reports of possible coup plotting were dismissed by all
as lacking foundation, although the existent continuing political strains

within the government remain troubling. [:::j::::::::] 25X1

3. Guatemala

Analysts view the battle curr ntly being waged in Mol azan as having

The viability of the Rios Montt regime remains a serious concern.
The President continues to be criticized for failing to set an election date,
not raising military pay, his religious fervor, and taking too soft a line
with the insurgents. 1In dismissing his two junta partners in early June, he
has consolidated his hold on power, but chaos still reigns in many government
ministries. The recent amnesty program is not 1ikely to bring in many
guerrilla defectors or arms, but will give the army time to prepare a major
counterinsurgent offensive next month. The guerrillas reportedly also are

p]annipg to step up their activities, su esting that the level of violence
could increase dramatically next month. | 25X1
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| [HlR There has been some renewed pressure on the peso and renewed signs of
H capital flight, but most analysts are cautiously optimistic that no major
it economic shocks are on the horizon. The government faces a major liquidity
crisis in July and August, and much will depend on whether sufficient
austerity measures are taken and how long they last. It is generally assumed
that the vote count for de la Madrid in the 4 July election will be iy
artificially (and perhaps significantly) inflated, but this is not likely to
create serious political problems. A very poor government showing in the
polls or a reluctance on the part of Lopez-Portillo to cooperate with the
de la Madrid economic program, however, could further undercut confidence in
the government--inspiring more capital flight and making it more difficult to
impose the necessary austerity measures. This, in turn, could drive up
inflation and eventually force another devaluation. I e - LE25X1
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