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LIMITED OFFICIAL USE BRASILIA 08947 
E . 0. 12356: N/A 
TAGS: EFIN , BR 
SUBJECT: MORE PRICE CONTROLS AS INFLATION RISES 

1. FACED WITH PRELIMINARY INDICATIONS THAT SEPTEMBER 
CONSUMER AND WHOLESALE PRICES ROSE BY MORE THAN 12 
AND 14 PERCENT RESPECTIVELY, THE GOB HAS MOVED TO 
INCREASE THE RANGE OF PRICE CONTROLS. DURING THE 
PAST WEEK THE GOB HAS REIMPOSED PRICE CONTROLS ON 
OVER ONE THOUSAND PHARMACEUTICAL PRODUCTS AND HAS 
ESTABLISHED AN AGREEMENT WITM MAJOR SUPERMARKETS TO 
LIMIT PRICES OF ABOUT 40 (VARYING BY REGION) BASIC 
FOOD AND HOUSEHOLD PRODUCTS. 

2. IN THE CASE OF PHARMACEUTICALS, SOME NEW PRICES 
REPRESENT ACTUAL REDUCTIONS IN PRICE . FOR FOOD 
PRODUCTS, THE NEW LIMITS (IN EFFECT UNTIL NOVEMBER) 
ARE ABOVE ACTUAL PRICES NOW BEING CHARGED IN MOST 
SUPERMARKETS . 

3 . GOB JAWBONING HAS ALSO PRODUCED PUBLIC COMMITMENTS 
FROM FOOD PRODUCERS TO LIMIT PRICE HIKES. THE BRA­
ZILIAN FOOD INDUSTRY ASSOCIATION (ASIA) AGREED TO 
LIMIT PRICE INCREASES TO 80 PERCENT OF MONETARY COR­
RECTION DURING THE LAST QUARTER OF TME YEAR. 

4 . COMMENT : THE RISE IN SEPTEMBER INFLATION HAS 
BEEN A MAJOR DISAPPOINTMENT FOR THE GOB, WHICH HAD 
BEEN PROMISING DECLINING AND SINGLE-DIGIT INFLATION 
FOR THE MONTH. ONCE AGAIN FOOD PRICES APPARENTLY 
LED THE INCREASE. (ANALYSIS WILL FOLLOW SEPTEL 
AFTER OFFICIAL RELEASE OF THE INPC AN D IGP INDEXES. 
PRESIDENT FIGUEIREDO REACTED WITH AN EMOTIONAL 
STATEMENT PLEDGING EMERGENCY ACTION AGAINST THE RISE 
IN BASIC ITEMS. SUPERMAR KETS AND PH ARMACIES , SEEING 
THE HANDWRITING ON THE WALL, HAVE GENERALLY PLEDGED 

,. 

TO COOPERATE . PRICE CONTROLS WILL BE LESS EFFECTIVE 
AND MORE DISTORTING THE LONGER THEY ARE LEFT IN EFFECT 
AND THE WIDER THEIR RANGE OF COVERAGE , AND THEY CON­
TRADICT THE GOB ' S STATED POLICY OF REDUCING PRICE 
CONTROLS AND OTHER GOVERNMENT REGULATIONS. HOWEVER, 
MEDIUM-TERM ECONOMIC CONSIDERATIONS HAVE APPARENTLY 
GIVEN WAY TO IMMEDIATE POLITICAL NECESSITIES. END DEC SSIFIED' 
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SUBJECT : SEPTEMBER TR ADE SURPLUS: 602 MILLION DOLL ARS 

1 . BR AZ I L ' S TR ADE SURPLUS I N SEPTEMBER 1 9 8 3 WAS 6 0 2 
MILLION DOLLARS, REPRESENTING E XP ORTS OF 1,923 MILLION 
DOLL ARS AN D I MP ORTS OF 1 , 321 MI LLIO N. MANUFACTURED 
E XPORTS ROSE BY 8. 3 PERCENT AB OVE AUGUST, DESPITE AN 
OVER ALL EXPORT DROP OF 7. 8 PERCENT. IMPORTS WERE DO WN 
BY 5 . 9 PERCENT FROM AUGUST , INCLUDING A THREE PERCENT 
DECLINE IN OIL IMPORTS. 

2. CACE X DIRECTOR CARLOS VIACAVA PREDICTED TH AT OCTOBER­
DECEMBER MONTHL Y TRADE SURPLUSES WOULD BE IN THE RANGE 
OF 5 00 -600 MILLION DOLL AR S PER MONTH , EVEN ALLOWING FOR 
INCREASES IN PETROLEUM AND GRAIN IMPORTS. HE E XPECTS 
THE CENTR ALIZ ATION OF FOREIGN E XC HANG E PAYMENTS IN THE 
CE NTRAL BANK TO BE REFLECT ED IN LOWER IMPORT LEVELS 
BEGINN~NG IN OCTOBER . 

3 . BRAZILIAN TR ADE (MI LL I ON u. s. DOLLAR SJ 
J AN-S EPT . J AN-S EPT . 

J UL Y AU G. SE PT . 1983 1982 
E XPORTS l 8 7 9 2085 1923 1 6 , 2 88 15 , 1 03 

(COFFEEJ (5 8 j (3 2 8) (l 90l (1655 j (1538 j 
IMPORTS l l 7 2 14 04 132 1 1 l , 3 7 6 14,748 

(OI Ll (5 0 5) (7 4 5) (7 2 2) (5 9 5 l j (7 2 64 j 
BALANCE 707 6 8 l 602 4912 355. 
KOPP 
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PARIS PLEASE DELIVER TO RALPH WINSTANL EY (BOG OTA 

E. 0. 12356: DECL : 
T AG S : EFIN CO 
SUBJECT: FI NANCE: 

ECON COU NSEL OR) 
OADR 

SOMBER COLOMBIAN BAL AN CE OF PAYMENTS 
SITUATION ON EVE OF PARIS CONSULTATIVE 
GROUP MEETING 

REF: BOGOTA 
BOGOTA 

4551 (NOTALl (B j BOGOTA 9316 (NOTALj, 
9349 (NOTAU 

1. (C - ENTIRE TEXTl 

2. IN PREPARE D REMARKS TO BE DELIVERED OCTOBER 18 BY 
FINANCE MINISTER EDGAR GUTIERREZ AT THE XII MEETING OF 
CONSULTATIVE GROUP OF PARIS, THE MINISTER CONTENDS THAT 
THE DIMINISHED RATE OF DECLINE IN FOREIGN RESERVE LOSS 
AND THE VIRTUAL DISAPPEARANCE OF THE EXCH AN GE RATE 
DIFFERENTIAL DEMONSTRATE "INHERENT CONF IDENCE IN OUR 
FOREIGN EXCH ANGE REGIME AND THE CORRECTNESS OF THE 
MEASURES ADOPTE D. " 

3 . UNFORTUNATELY , THE NEGATIVE F ACTORS CONTRIBUTING TO 
COLOMBIA'S DETERIORft,.TING BAL ANCE OF P AYME NTS (REFTELSl 
DO NOT APPEAR TO HAVE ABATED. BANC O DE LA REPUBLICA 
FIGURES INDICATE THAT RESERVE LOSS DURING THE THIRD 
QUARTER OF 1983 AVERAGED 65 MILLION DOLL ARS PER WE EK. 
E XPORTS OF GOODS THROUGH AUGUST WERE OFF 12 PERCENT 
COMP AR ED TO THE S AM E PERIOD A YEA R BEFORE. CURRENT INCOME 
DURING THE SAME PERIOD IS OFF EVEN MORE, 21 . 6 PERCENT, 
BECAUSE THE SERVICE ACCOUNT HAS F AL LEN EVEN FASTER 
TH AN E XP ORTS, CHIEFLY DUE TO DECLINING INCOME FROM 
COLOMBIAN EXPATRIATES AND THE DRUG TRADE AND FROM 
DECLINING INTEREST EARNED ON RESERVES. WHILE IMPORTS 
OF GOODS HAVE DECLINED 11. 3 PERCENT OR 260. 5 MILLION DOL­
LARS THROUGH AUGUST 1983, THE GOVERNMENT'S GOAL OF 
REDUCING IMPORTS BY ONE BILLION DOLLARS IN 1983 IS 
UNREACHABLE WITHOUT STOPPING THE ECONOMY. THE CAPITAL 
ACCOUNT REMAINS NEGATIVE REFLECTING LITTLE PRIVATE 
INVESTMENT, AND A SH ARP 56 PER€ENT DROP IN OFFICIAL 
CAPIT AL INFLOWS. RESERVE L OSS THROUGH OCTOBER 13 
EQUALLED 1. 7 52 BILLION DOLL ARS, CONFIRMING THE PREVIOUSLY 
PROJECTED RECORD LOSS IN 1983 OF 1. 8 TO 1. 9 BILLION 
DOLL AR S . THUS, THE BASIC STRUCTURAL CAUSES OF THE 

BY 
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D~TER~ ORAT I NG E XT E RNA L ACCOUNT HAVE NOT BEEN OVERCO ME. 
HO WEV E R, WE RECOG NI ZE THAT THE PSYCHOLOGI CA LLY IND UCE D 
CAPI T AL FLIG HT EVIDE NT AFTER THE FEBRU ARY COLLAPSE OF 
THE VE NEZUELAN BOLI VA R SEEMS TO HAVE AB ATED . 

4 . 225 MILLION DOLLAR LOAN DELAYED : THE 225 MILLIO N 
DOLL AR SI X YEAR COMMERCIAL LOAN SIGNED BY GUTIERREZ 
IN LO NDO N ON SEPTEMBER 20 WITH A GROUP OF BANKS LE D BY 
CHEMIC AL BANK HAS NOT BECO ME EFFECTIVE DUE TO THE 
CO NT ENTION BY CHEMICAL BAN K'S COLOMBIAN L AWY ERS TH AT 
ARTICLE SEVEN OF DECREE 222 REQUIRES THAT SUCH A LOAN 
BE PRESENTED AND S IGNE D BY THE P ART ICIP ATIN G BANK'S 
LEGAL REPRESENTAT IVES IN COLOMBIA . THIS CONTENTION HAS 
SOME PARTI CIP ATIN G BANK S QUESTIONING WHETHE R THIS CO N­
TENTION IS AN AT TE MP T TO DILUTE THE JURISDICTION OF THE 
ENGLISH LAWS WHIC H ARE TO GOVERN THE LO AN. ACCORDIN G 
TO CHEMICAL BANK REPRESENTATIVE RAFAEL GARCIA, MINISTE R 
OF FIN ANCE GUTIERREZ SIGNED PRIOR TO HIS DEPARTURE FOR 
PARIS A DECREE WHI CH CLEA RL Y INDICATES THAT THE LAWS 
OF ENGLAND WILL GOVERN THE LOAN . ~S OF OCTOBER 17, 
THE DECREE WA S NOT YET PUBLIC . j THUS , COLOMBIAN LEGAL 
BUMBLI NG ON THIS LOAN IS CAUSING AN E MBAR RASSING DEL AY 
WHI CH WI LL CERTAINLY COMPLICATE FURTHER EFFORTS TO 
OBTAIN COMMERCIAL BANK FINANCING THIS YEAR. 

5 . STEPS TO I NCR EASE RESERVE LI QUI DI TY: ACCORD I NG TO A 
BANCO DE LA REPUBLICA REPORT, LIQUID RESERVES AS OF 
SEPTEMBER 30 EQUALLED 1. 589 BILLION DOLL ARS OR 
50 . 2 PERCENT OF TOTAL RESERVES. HERNAN MEJIA, SUB­
MANAGER OF INTERNATIONAL AFFAIRS DEPARTMENT OF THE 
BANCO DE LA REPUBLICA, REVE AL ED TO EMBOFF THAT IN AN 
OCTOBER 6 MEETING THE BOARD OF DIRECTORS OF THE BAN CO 
DE LA REPUBLICA AUTHORIZED THE S ALE (NO SPECIFIC TIMING 
WAS INDICATEDj OF UP TO 50 MILLION DOLLARS IN GOLD AND 
ALSO AUTHORIZED ADDITONAL REFINING OF CE NTRAL B ANK GOLD 
HELD IN COLOMBIA IN ORDER TO MEET "TH E INTERNATIONAL 
STANDARD OF GOOD DELIVERY." ADDITIONALLY, OFFICIAL CON­
T ACTS HAVE BEEN MADE WITH REPRESENTATIVES OF THE AN DEAN 
RESERVE FUND IN ORDER TO OBTAIN A DEPOSIT OR A LOAN OF 
80 MILLION DOLLARS . 
BT 
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LIMDIS 
PARIS PLEASE DELIVER TO RALPH WINSTANLEY IBOGOTA 
ECON -COUNSELORl 

6. COMMENT: THE BAL AN CE OF PAYMENTS SITUATION REMAINS 
DIFFICULT AND THE STEPS TAKEN TO DATE DO NOT APPEAR 
ADEQUATE TO STAVE OFF A LIQUIDITY CRISIS IN 1984 WITHOUT 
A STRONG INFLUX OF CO MMERCIAL BAN K FIN AN CING. THE DRAMA 
OF OBTAINING NEW COMMERCIAL BAN K FIN AN CING WILL NOT END 
IN P AR IS THIS WEEK, AN D THE CLOUD HAN GING OVER THE 
225 MILLION DOLLAR CREDIT WILL NOT AID COLOMBIA'S 
EFFORTS TO OPEN UP NEW COMMERCIAL BANK FIN AN CING. 
TAMBS 
BT 
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SUBJECT : CONTINUED POWER STRUGGLE REG ARDI NG THE ECONOMIC TE AM 
REFS : (A) S ANTI AGO 52~8; . · (Bl SANTI A_GO 5300; (C) S ANTI AGO 5768 

l . . SUMM ARY : IN ANOTHER RE~UFF TO THE AUTHORIT Y AND OF CARLOS 
CACERES AND AS A SIGN OF HIS PREC ARIOUS HOLD ON THE MINISTRY 
OF FIN ANCE , ON FRIDA Y, OCTOBER 14 , PRESIDENT PINOCHET DECIDED 
TO 8 EPLACE HIM AND OTHER MEMBERS OF THE ECO NOMIC TEAM; BUT 
THEN AFTER ACCEPTING CACERES ' RESIGN ATION , THE DECISION WAS 
RESCINDED. CACERES ' REPLACEMENT, J OSE LUIS CERD A, HAD THE 
SUPERFICI ALL Y APPROPRI ATE BAC KGROUND OF BEING HE AD OF THE 
GROUP WHICH DR AFTED THE CONFEDERATION OF PRODUC T ION AN D 
COMMERCE ' S ECONOMIC POSITION PAPERS DESCRIBED IN REFTEL 8. 
BUT HE IS ALSO AN EXECUTIVE OF ONE OF THE L ARGEST CONSTRUCTION 
FIRMS IN CHILE THAT RECENTLY AVOIDED BANKRUPTC Y BY 
RE N_EGOTI ATING ITS DEBT', AND HE HAS OT HER BUSI NESS REL ATION­
SIPS WITH THE CRUZ AT-L ARRAIN GROUP, ONE OF THE T WO L AR GEST 
ECQ'NOMIC GROUPS IN T ERVENE D IN JANU ARY . HIS OPPONENTS AN D 
CACERES SUPPORTERS WERE ABLE TO HAVE HIS NOMIN ATION CAN­
CELLED BY THE END OF FRIDAY, BY ARGUING THAT THESE BUSINESS 
REL ATIONSHIPS WOULD BE VULNER ABLE TO POLITIC AL CRITICISM. 
CACERES ' POSITION REMAINS TENUOUS AND THE PO WER STRUGGLE 
CONTINUES BET WEEN THOSE WHO WOULD LI KE TO STI MUL AT THE 
ECONOM Y F ASTER , INCLUDING INTERIOR MINISTER J ARP A, WITH 
INFL ATION ARY AND OTHER CONSEQUENCES DECIDEDL Y IN A SECOND ARY 
PLANE, AND THE C ACERES GROUP WHICH HAS ADOPTED A SERIES OF 
POLICIES AIMED AT PROVIDING LONG, SLOW AND STE ADY GROWTH 
WITHOUT UNDUE INFLATION , BUT HIGH UNEMP LO YMENT . THE CON­
TINUING UNCERT AINT Y REG ARDING CACERES ' TENURE COMBINED WITH 
PINOCHET ' S CLUMS Y HANDLING OF A SENSITI VE ECONOMIC-POLITICAL 
ISSUE HAS WOR KED AGAINST THE RESTORATION OF THE ST ABILIT Y AND 
CONFIDENCE TH AT THE COUNTR Y 50 BADLY NEEDS . END SUMMARY . 

2. ON FRID AY MORNING , OCTOBER 14 , RUMORS BEGAN TO CIRCUL ATE 
IN S ANTI AGO TH AT MEMBERS OF T HE ECONOMIC TE AM WOULD BE 
CHANGED. THE AFTERNOON TABLOID , L A SEGUND A, HE ADLINED TH AT 
CACERES WAS OUT AND REPOR TED THA T HE WOULD BE REPL ACED BY 
JOSE LUIS CERD A (URRUTI A IS HIS MATRONYMIC) AND THAT OTHER 
CHANGES IN THE ECONOMIC TE AM MIGHT INCLUDE ER NESTO AY ALA AS 
MINISTER OF ECONOMY , LUIS ANTONIO MARCH ANT AS PRESIDENT OF 
THE CENTR AL BAN K, AND CL AUDIO PR ADO AS DIRECTOR OF BUDGET. 
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WE HAVE IT FROM RELIABLE SOURCES THAT PINOCHET OFFERED THE 
FIN ANCE MINISTRY TO CERDA , ON FRIDAY , WHO ACCEPTED, AND 
CACERES WA S I NFORMED BY THE P RESIDENT TH AT HI S RESIGNATION 
WA S ACCE P TED . HO WEVER , WE AL SO RECEIVED INFORM ATION THAT 
VARIOUS PEOPLE WERE RAISING OBJECTIONS TO THE NO MINATION 
OF JOSE LUIS CERDA . 

3 . THERE WERE REPORTS TO THE EFFECT TH AT JUNTA MEMBERS 
ADMIRAL MERINO AND GENERAL MATTHEI SUPPORTED MAINT AINING 
CACERES AS MINISTER OF FIN ANCE . THIS IS CONSISTENT WITH 
THEIR KNO WN SUPPORT OF CACERES IN THE P AST . HO WEVER , IN 
ADDITION TO THE PROB ABL Y LOBBYING OF THE JUNTA MEMBERS , WE 
WERE IN F ORMED TH AT OTHERS WERE DELIVERING ARGUMENTS TO THE 
PRESIDENTIAL PAL ACE ABOUT WHY JOSE LUIS CERD A WOULD BE AN 
UNFELICITOUS CHOICE . BY LATE FRID AY AFTERNOON , THIS VIEW 
HAD WON OUT. PRESIDENT PINOCHET DECIDED TO KEEP CACERES AND 
THE PRESENT ECONOMIC TEAM IN PL ACE AT LE AST FOR A FEW 
WEE KS MORE. 

4. THE PRESUMED NOMINEES - JOSE LUIS CERD A IS VICE-PRESIDENT 
OF THE NEUT LATOUR CONSTRU-CTION ENTERPRISES , ONE OF THE 
L ARGEST CONSTRUCT.ION COMPANIES IN CHILE , AND IS PRESENTLY 
CHIEF OF THE DEPARTMENT OF STUDIES OF THE CONFEDER ATION OF 
PRODUCTION AND COMMERCE . AS SUCH , HE IS A KE Y MAN IN THE 
DR AFTING OF THE ~CONOMIG POSITION P APE RS OF T HE CONFEDER ATION 
~EE S AN TI AGO 5300 , P ARA 3 FOR A DESCRIPTIO N OF SOME OF THE 

BT 
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CO NFEDER ATION ' S KE Y RECO MM E NDATI ONS ) . HE ALSO IS A DIRECTOR 
OF THE BHIF BANK IN WHICH SE VER AL CRUZ AT- L ARR AIN GROUP COM-
P AN IES HAVE SHAREHOLDING I NTERESTS. WE KNO W PEOPLE WHO HAVE 
WOR KED CLOSELY WITH CERD A AND THE Y HAVE INFORMED US T HAT AN 
OVER WHEL MING PREOCCUP ATION FOR HI M I N THE DR AFTING OF THE 
CO NFEDER ATION DOCUMENTS HAS BEE N TO RESCUE THE DEPRESSED 
CHILE AN CONSTRUCTION INDUS T RY AN D THEREB Y HIS OWN GROUP OF 
CONSTRUCTION ENTERPRISES , NEUT LATOUR , WHICH WAS REPUTED TO 
BE T HRE ATENED WITH BA NK RUPTC Y BEFORE ITS DEBT WA S RECENTL Y 
RESCHEDULED . AS MI NISTER OF FIN AN CE , WITH RESPO NS I BILIT Y FOR 
RE ACTIVATING THE ECONOMY AND , THEREFORE , FOR THE LETTING OF GO VERNME NT 
CONTR ACTS WHICH COULD POSSIBL Y BE NEFIT NEUT L ATOUR , HE WOULD BE 
VUL NE RA BLE TO POTENTI AL POLIT I CAL AT T ACKS . SUCH CRITICIS MS 
COULD ALSO BRING INTO PL AY HIS REL ATIONSHIP , THROUGH BEING 
A DIRECTOR OF THE BHIF BANK, TO THE INTERVENED CRUZ AT-L ARR AIN 
GROUP AN D HIS CLOSE WOR KI NG REL ATIONSHIP WITH FR ANCISCO SOZ A 
COUSI NO. SOZ A IS ONE OF TH E OWN E RS OF NEUT LA TO UR AND IS 
RE MEMBERED FOR BEING RE MOVED F ROM HIS JOB AS E XECUTIVE VICE­
P RESIDENT rrHE CHIEF E XECU T IVE OFFI CER POSITIONj OF CORF O 

(THE GOVER NMENT HOLDING CO MP ANY) I N 19 7 6 FOR ALLEGED I MPRO­
PRIETIES . ONE OF THE ALLEG ATIONS AGAI NST HIM WAS THAT HE 
CONTROLLED MORE TH AN THE THEN LEG AL MAX IMUM OF SH ARES IN 
ONE BANK. THIS BANK WAS CHILE ' S L ARGEST PRIV ATE BANK, THE 
BANCO DE CHILE . WE UNDERS TAN D THAT THESE "S KE LETONS I N THE 
CLOSET " OF CERD A WERE PUT FOR WA RD ON FRIDAY AFTERNO ON AND 
CONTRIBUTED TO THE DECISION TO ST AY WITH CACERES AS MINISTER 
OF FI ANCE, AT LE AST FOR A WHI LE LO NGER . CERT AINL Y, CRITICS 
OF THE POTENTIAL APPOINTMENT OF JOSE LUIS CERDA MUST HAVE 
REC ALLED TH AT FORMER FI NA NCE MINISTER ROLF LUDERS ENJO YED 
ONL Y A SHORT STINT IN OFF I CE IN P ART DUE TO CRITICISMS OF HIS 
P RE VIOUS DE ALINGS WITH THE BHC GROUP WHICH WA S I NTERVE NED I N 
J ANUARY BY LUDERS HIMSELF AS MIN ISTER . 

., 

5 . CLAU DIO P ARDO , WHO WA S S AID TO BE T AKIN G OVER AS DIRECTOR 
OF BUDGET, WOR KS AS AN ECONO MIST AT THE BHIF BANK AND , WITH 
CER DA, WAS A MEMBER OF THE CO NF EDER ATION OF PRODUCTI ON AND 
COMMERCE ' S DEP ARTMENT OF S T UDIES . WE UNDERST AND FR OM GO OD 
SOURCES WHO KNO W HIM TH AT ON FIRD AY HE HAD ALRE ADY BEGUN WOR K 
ON MA KIN G UP A LIST OF NE W PERSON NEL TO BE INCORPOR ATED IN THE 
ECON OMIC TE AM. REG ARDING THE OTHER P E OPLE MENT I ON ED FOR 
APPOI NTMENTS , WE BELIEVE TH AT E RNESTO AY AL A, PRESIDENT OF 
MANUF ACTURERS ' ASSOCI ATION AN D VICE-PRESIDENT OF THE CMPC , A 

~ 
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LARGE P APER PRODUCTS COMPANY , WOULD HAVE STRONGLY RESISTED 
APPOINTMENT AS MINISTER OF ECONOMY , AS HE HAS PUBLICLY 
SUPPORTED THE MAINTENANCE OF CACERES IN THE MINISjRY OF 
FIN ANCE POSITION. WE DO NOT KN OW HOW F AR THE POSSIBLE 
APPOINT MEN T WENT OF LUIS AN TONIO MARCH AN T AS PRESIDENT OF THE 
CENTRAL BAN K. HE IS PRESENTLY GENERAL MANAGER OF THE BANCO 
0 ' HIGGINS , ONE OF THE MORE SOL D CHILE AN BANKS AND HAS HELD 
IMPORT ANT POSITIONS IN THE ASSOCIATION OF BANK S IN THE PAST . 

6 . CAC ERES ' FUTURE? - CACERES ' POSITION REMAINS TENUOUS. 
THE PRESIDENT ' S DECISION TO REPLACE HIM, ALBEIT RESCINDED , 
AS WELL AS THE SENDING OF EX-M INISTER OF ECONOMY MANUL MARTIN 
AND LUIS ESCOBAR CERDA, GENERAL MANA GER OF THE HONGKONG 
SHANGHAI BANK, TO FOLLOW CACERES TO THE IMF AND THE WORLD BANK 
MEETINGS AND REPORT BAC K SEP ARATELY REF C) CONFIRM THAT 
CACERES' DAYS ARE NUMBERED. MARTIN , IT WILL BE RECALLED, WAS 
REMOVED AS MINISTER OF ECONOMY FOR PUBLICLY ASSOCIATING 
HIMSELF WITH AN ALTERNATIVE ECONOMIC PLAN TO THE ONE BEING 
FOLLOWED BY CACERES (SEE REF B AND PREVIOUS) 

7. WE BELIEVE THAT CACERES ' DEFENDERS , AND POSSIBLY CACERS 
HIMSELF, ARGUED THAT THE VARIOUS ECONOMIC MEASURES THAT HAVE 
BEEN ANN OU NCED IN RECENT MONTHS INCLUDING VARIOUS FORMS OF 
DEBT RELIEF AN D PROGRAMS TO INCRE ASE EMPLOYMENT WOULD BEGIN 
TO PRODUCE RESULTS IN THE 4TH QU ARTE R AN D TH AT C ACERES 
SHOULD BE ALLO WED TO STAY IN HIS POSITION UNTIL T HE E ND OF THE 
YE AR TO SEE IF THE RESULTS HE PREDICTS CAN BE ACHIEVED . 

8. CACERES HAS FORECAS T A GRO WTH ON THE ORDER OF 4 PERCENT 
IN THE 4TH QUARTER AND A LOWERING OF UNEMPLOYMENT TO 15 PER­
CENT BY THE END OF THE YEAR . WE CONTINUE TO BELIEVE, AS WE 
HAVE ARGUED IN EARLIER MESSAGES, THAT THE 15 PERCENT UN­
EMPLO YMENT LEVEL SHOULD BE ATTAIN ABLE . THE GO VERNMENT HAS 
THE AUTHORITY AND THE FUNDS TO PUT A SUFFICIENT NUMBER OF 
PEOPLE TO WOR K TO MEET THE 15 PERCENT UNEMPLOYMENT TARGET BY 

ROUGHL Y AN ADDITION AL 15 0,000 JOBS ARE NEEDED TO 
PRESENT 18 PERCENT UNEMPLOYMENT RATE BY AN 

PSN : 058801 

YE AR END. 
REDUCE THE 
ADDITION AL 
BEC AUSE OF 
BT 

THREE POINTS . THIS WILL NOT HELP INOCHET POLITICALLY 
THE L ARGE NUMBER OF UNHAPPY CHILEANS STILL ON PUBLIC 
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WOR K PROJECTS , AN D TH E WIDESP RE AD UN POPUL ARIT Y OF CACERS 
AND THOSE ASSOCI ATED WITH THE SO-C ALLED "CHIC AGO BOYS " . THE 
4 PERCENT GRO WTH IN THE L AST QU ARTER MAY NOW BE MORE DIFFICULT . 
AL THOUGH A NU MBER OF ME ASURES (SEE REF TELS) HAVE BEEN 
INTRODUCED WHICH UNDER NOR MA L CIRCUMST ANCES COULD E ASIL Y PER MI T 
AND STIMULATE A . 4 PERCE NT GRO WTH RATE IN THE 4TH QU ARTER , 
CONTINUED UNCERT AINTY REG ARDING CH ANGES IN THE ECONOMIC 
TEAM AND , THEREFORE , CH AN GES I N ECONOMIC POLIC Y, ARE CAUSING 
MANY BUSI NESSME N TO DEL AY PROJECTS TH AT OTHER WISE THE Y 
MIGHT UNTERT AK E. 

9 . POLIC Y OPTIONS - I N REF A, WE NOT ED THE T WO MOST L I KEL Y SOURCES OF 
REPL ACE MENTS FOR THE CACE RS ECO NOMI C TE AM AND OF THE 
GENERAL POLICIES THE Y MI GHT LI KELY PURSUE . THESE ARE EITHER 
SEVER AL REPUT ABLE FREE MA RKET - ORIENTED ECONO MISTS WHO ARE 
NOT ASSOCI ATED WITH THE UNIVERSIT Y OF CHICAGO, OR SEVER AL 
"AL ESS AN DRIST AS '.', I . E . MEN WH O HAD I MPORT ANT POSIT I ONS I N 
THE ALESS ANDRI GOVER NME NT FROM 1958-1964 . IN GE NE RAL TERMS , 
THE DIFFERENCE BET WEEN THESE T WO GROUPS IS ONE OF DEGR EE . 
THE FREE MARKET~RS ARE MORE L I KEL Y TO AVOID A RADIC AL 
INCREASING OF T ARIFFS , AN D THE ALESS ANDRIST AS ARE NOT LI KEL Y 
TO BE SO CONSTR AINED ABOUT DISMANTLING ASPECTS OF FREE TR ADE 
AND COMPETI T ION TH AT HAV E BEEN I NTRODUCED SINCE 1975 TO THE 
CHILE AN ECONOM Y. WHAT BOT H TH ESE GROUPS WOULD DO, WITH TH E 
BLESSING AND ENCOUR AGEMENT OF THE GOVERNMENT ' S TOP CIVILI AN , 
I NTERIOR MINISTER J ARP A, IS TO MAK E A MORE PUBLICL Y AGGRESSIVE 
EFFORT TO PUT PEOPLE TO WOR K, T O DEVELOP ADDITION AL METHODS 
OF DOMESTIC DEBT P ARDONING AN D TO ARGUE FORCEFULL Y FOR MORE 
LIBER AL TERMS WITH THE IMF . THEY WOULD HAVE LESS CONCER N 
THAN THE CACERES TE AM WI TH KEEPING I NFL ATION DO WN AND MORE 
CONCERN FOR L OWERING THE HIGH LEVEL OF UNEMPLO YMENT. IN MA NY 
OF THE POLICIES WHICH HAV E BEEN ANN OUNCED THIS YE AR, AN D I N 
THE PUBLIS ST ATE MENTS BY CACERES AND HIS MINISTER OF ECO NOMY 
P ASSICOT THAT THE Y I NT E ND TO SEE K MORE L I BER AL I MF LI MITS 
NEXT YEAR (SUCH AS A FISC AL DEFICIT AS A PERCENT OF GNP OF 
4 OT 5 PERCENT VICE THIS YE AR' S OF 2 . 3) THE PRESENT ECONOMIC 
TEAM HAS MOVED CLOSER TO THE POSITION OF THE PE OPLE WHO 
SEEM LI KEL Y TO REPL ACE THE M IF JA RP A GETS HIS WAY. AS 
DESCRIBED IN REF TELS . THE ISSUE CO NCERNS THE UNPOPUL AR I MA GE 
OF THE CACERE S TE AM AS WELL AS P OLIC Y SUBS T ANCE , AND WE EXPECT 
THAT JARPA WILL CO NTINUE TO PRESS FOR MORE E XP ANSION ARY 
ECONOMIC POLICIES AS HE CO NTINUES TO PRESS FOR CH ANGES I N 
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THE ECONOMIC TEAM. 

10. COMMENT: THOUGH CACERS AND HIS GRADUALIST , DECIDEDLY 
FREE -MA RKET ORIENTED POLICIES HAV E AT LE AST TEMPORARILY WON 
OUT , THE GOVERNMENT ' S CLUMSY HANDLING OF THIS SENSITIVE AND 
IMPORT ANT ECONOMIC-POLITIC AL ISSUE AND THE PERSONALITIES 
INVOLVED HAS PROVO KED NEW UNCERT AINTIES AND HAS DONE NOTHING 
TO RESTORE THE ST ABILITY AND CONFIDENCE THAT CHILE SO 
BADLY NEEDS . THEBERGE 
BT 

PSN: 058807 



WITHDRAWAL SHEET 
Ronald Reagan Library 

Collection Name 

BAILEY, NORMAN: Files 

Withdrawer 

KM 8/30/2011 
L 

File Folder 

SOUTH AMERICAN POLICY (OCTOBER 1983) 

Box Number 

2 

FOIA 

Ml0-353/1 

DENNISON 

IO 

ID Document Type 

Document Description 

No of Doc Date Restric-
pages tions 

117 696 CABLE 

271830Z OCT 83 

2 10/27/1983 Bl 

B3 

The above documents were not referred for declassification review at time of processing 
Freedom of Information Act - [5 U.S.C. 552(b)] 

B-1 National security classified information [(b)(1) of the FOIA) 
B-2 Release would disclose internal personnel rules and practices of an agency [(b)(2) of the FOIA] 
B-3 Release would violate a Federal statute [(b)(3) of the FOIA] 
B-4 Release would disclose trade secrets or confidential or financial information [(b)(4) of the FOIA] 
B-6 Release would constitute a clearly unwarranted invasion of personal privacy [(b)(6) of the FOIA] 
B-7 Release would disclose information compiled for law enforcement purposes [(b)(7) of the FOIA] 
B-8 Release would disclose information concerning the regulation of financial institutions [(b)(8) of the FOIA] 
B-9 Release would disclose geological or geophysical information concerning wells [(b)(9) of the FOIA] 

C. Closed in accordance with restrictions contained in donor's deed of gift. 




