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SECkEl 

THE OUTLOOK FOR CHILE 
UNDER ALLENDE 

NOTE 
In the first nine months of his government of Popular Unity, Presi­

dent Salvador Allende has moved skillfully and confidently toward his 
declared goal of building a "revolutionary, nationalistic, and socialist 
society on Marxist principles." His problems are mounting; but he is 
still firmly in control, most of his policies enjoy wide popular support, 
and his ability to manipulate the levers of power is growing. His strat­
egy and timetable are impossible to predict in detail. The purpose of 
this estimate is to make a general assessment of Allende's course and its 
likely effect on Chile's internal institutions and external relations over 
the next few years. In it we examine the strengths and weaknesses of 
Allende's governing coalition and the opposition parties, the role of 
the military, the state of the economy, and the new look in Chile's 
foreign relations. In a final section we advance some general proposi­
tions about Allende's futw·e problems, factors affecting the survival of 
a competitive, multiparty political system, and the outlook for Chile's 
relations with the US and other nations. 
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SUMMARY AND CONCLUSIONS 

A. Since it assumed power last November, Salvador Allende's gov­
ernment has quickened the pace of ex-President Frei's "revolution in 
liberty", and set in motion a major transformation of the Chilean 
economy and society, posing new challenges to the traditional political 
order. The ruling Popular Unity (UP) coalition is dominated by 
Allende's loosely organized, militantly radical Socialist Party, and 
the better disciplined, more cautious, pro-Moscow Communist Party. 
Despite disagreements over tactics and timing, the Socialists and Com­
munists have worked together for years, and there is little short-term 
prospect of a split serious enough to drive one or the other out of the 
coalition. 

B. The most important opposition party is the Christian Demo­
crats (PDC). It is still the largest single party, with a strong position 
in Congress, but is factionalized and in financial trouble. Its relations 
with the other significant opposition party, the conservative National 
Party, normally are bad. Their recent joint efforts in a congressional 
by-election produced a victory, and further ad hoc collaboration is 
likely, but mutual hostility is so great that sustained collaboration 
against the UP is unlikely. 

C. Thus far the regime has directed its economic policies toward 
popular political ends, concentrating on the takeover of major indus­
tries and private banks, acceleration of agrarian reform, and the 
redistribution of income in favor of the underprivileged. Now infla­
tionary pressures are rising as accumulated stocks are exhausted and 
production has not kept pace with demand. Imports are rising rapidly 
and Chile's foreign exchange reserves are dwindling. Potentially, cop­
per export earnings could produce the required foreign exchange, but 
likely production increases at expected prices would not permit Allende 
to continue to meet increased demands and appetites of the populace. 
If accelerated inflation, black markets, and serious shortages are to 
be avoided, by early 1972 Allende will have to take some politically 
unpopular actions and seek more outside aid. 

D. Allende's dilemma is that, having done all the easy things, he 
has still not gained sufficient political strength to carry him surely 
through the difficult tilnes ahead. His popularity seems almost certain 
to decline as economic problems set in. Many in the coalition would 
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like to avoid the 1973 congressional election, and pave the way to their 
own extension of power, by holding a plebiscite to replace Congress 
with a unicameral "People's Assembly", which they would expect to 
control. But we do not think Allende can count on the electorate to 
approve such a change at this point and is more likely for the time 
being to try to exert n1aximum pressure within the present system to 
dan1age the political opposition, or to woo away some of its factions. 

E. He might at some critical point turn to more drastic measures, 
including some unconstitutional moves, but would do so only if he 
were sure that he had neutralized or had the support of the armed 
forces. The Chilean military are not now disposed to political inter­
vention. Allende has been assiduously cultivating them to gain their 
support, and he seems unlikely to provoke them with blatant acts. But 
don1estic events beyond his control, e.g., a deterioration of the econ­
omy leading to severe social unrest, could trigger a military attempt 
to intervene with, or even to oust Allende. 

F. Thus the consolidation of the Marxist political leadership in 
Chile is not inevitable, and Allende has a long, hard way to go to 
achieve this. Though he would almost certainly prefer to adhere to 
constitutional means, he is likely to be impelled to use, and to rational­
ize, political techniques of increasingly dubious legality; eventually 
he is likely to feel it necessary to employ his considerable Presidential 
powers to change the political system so that the UP coalition can per­
petuate itself in control. The factors operating for and against this out­
con1e are nearly evenly balanced; the actual outcome could be dictated 
by quite fortuitous circumstances at some key moment. 

C. In foreign relations Allende is charting an independent na­
tionalist course for Chile. He is trying to keep open the possibility 
of credits from European, Japanese and other non-Communist coun­
tries. Relations with Communist countries have been expanded and 
\vill continue to grow closer. The Soviet Union and other East Euro­
pean states are extending credits and they would probably help 
Allende in an economic crisis with selective aid measures. Moscow 
will continue to cultivate channels of influence into Allende's govern­
ment through the Chilean Communist Party, but will be unsure of its 
ability to make a decisive impact on key issues, given the strong posi­
tion of the Socialists and Allende's independent posture. 
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H. At the moment US-Chilean relations are dominated by the 
problems of nationalization. There is likely to be considerable conten­
tion before the issues are settled and neither the US companies nor the 
radical Chileans will be satisfied by the terms. Allende himself seems 
to wish to avoid a confrontation, but as economic difficulties set in 
there will be a continued tendency to use the US as a scapegoat. The 
US reaction will be important, but at least some worsening in the 
present cool but correct relationship seems likely. 
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DISCUSSION 

I. INTRODUCTION 

1. Since its assumption of power last No­
vember, the Allende government has quick­
ened the pace of ex-President Frei's "revolu­
tion in liberty" begun in 1964 and set in 
motion a major transformation of the economy 
and society, posing new challenges to the 
established political order. The commitment 
to fundamental social and economic change 
has won at least the tacit acceptance of most 
Chileans and the active support of a strong 
plurality. The desire for such change is a 
strong factor in the Chilean character, the role 
of government as a major force in the society 
is well established, and the importance of 
private enterprise as an economic nonn has 
eroded greatly over the years. In this sense, 
the emergence of Allende's "people's revolu­
tion" was more a logical fruition of Chile's 
past than a sudden historical aberration. 

II. ALLENDE'S POLITICAL BASE 

2. Allende is an astute and experienced 
politician with a thorough understanding of 
the Chilean political system gained through 

years in the Senate and as a perennial presi­
dential candidate. He is a known quantity to 
the Chilean electorate, regarded as a refonner 
who has worked within the system all of his 
political career. Allende is 63 years old, and 
apparently in generally good health despite 
earlier cardiac problems. He works hard at his 
job, has a flair for public relations, and is 
adept at cultivating new supporters and dis­
arming potential opponents. Throughout his 
first nine months in office, he has shown re­
markable tactical skill in sidestepping or sus­
pending problems for which he has not yet 
devised solutions, in selecting the right allies 
for immediate purposes, and in keeping his 
opponents divided. He tends to speak in po­
litical cliches and broad theoretical general­
ities, and has frequently reversed apparent 
commitments through loopholes or bland dis­
regard of earlier statements. His obvious zest 
for luxurious living is not regarded in the 
Chilean context as incompatible with a dedi­
cation to Marxist Socialism. A taste for expen­
sive sports cars, liquor, clothes and women, 
have indeed tended to add lustre to his image 
rather than damage him politically. 
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3. At this point Allende's mandate seems 
secure, and the disparate elements within his 
governing Popular Unity (UP) coalition ap­
pear committed to his overall leadership. The 
Socialists and Communists are the major coali­
tion partners. Members of the pro-Soviet 
Chilean Communist Party hold important eco­
nomic ministerial posts and exercise consider­
able influence in the government. Allende's 
own more nationalistic and in many respects 
more radical Socialist Party occupies most of 
the other major cabinet jobs and has particu­
lar responsibility for security matters and 
foreign affairs. Lesser cabinet posts are held 
by the Radicals, a declining party of non­
Marxist middle class orientation, and by three 
other minor coalition elements. By and large 
the cabinet is not a particularly distinguished 
group and is generally overshadowed by 
Allende and by more powerful Socialist and 
Communist Party leaders. 

4. The Communists were the main architects 
of the coalition. Their consistent political line, 
tight discipline, and considerable organiza­
tional talent were key ingredients in Allende's 
election and continue to be valuable assets to 
him. Outside their own party organizations 
the Communists' main channels of political in­
fluence are through a network of neighbor­
hood Committees of Popular Unity and the 
Chilean Trade Union Confederation (CUT). 
The member unions of CUT have various po­
litical affiliations, but the Communists are 
strong in the CUT central offices. Allende has 
given the Communist Party primary responsi­
bility for labor and has made CUT the gov­
ernment's main instrument in the labor field. 
The Communists have strong competition 
from Christian Democratic and Socialist 
unions in certain key sectors; but their cur­
rent efforts to increase Communist mem ber­
ship and influence, abetted by Soviet financial 
and technical support, are likely over time to 
increase their control of organized labor. 

5. The Socialist members of the coalition 
are sometimes at a disadvantage in dealing 
with the Communists because of the diversity 
and lack of discipline which have always been 
characteristics of the Chilean Socialist Party. 
Many of Allende's Socialist advisors are striv­
ing for more militant approaches to national 
problems and are impatient with the grad­
ualist methods of the Communists and of 
Allende. There are indications, however, that 
the party leadership is making new efforts to 
enforce discipline within the ranks, to estab­
lish a party line which will appeal to the 
bulk of the party, and to placate both the old 
guard members and the extremists on the 
fringe, the Movement of the Revolutionary 
Left (MIR). The MIR is gradually becoming 
estranged from the Socialist Party and is 
critical of Allende's progress toward social 
goals. More extremist than the MIR is the 
small People's Yanguard (YOP), which has 
no ties with any party and is more interested 
in violence than in revolutionary ideology. 

6. Despite internal discord, the Socialists 
capitalized on Allende's image to come through 
the April 1971 municipal elections in much 
better shape than the well organized Com­
munists. The Socialist Party won 22.4 percent 
of the vote, as compared with 12.2 percent 
in the 1969 congressional elections. The Com­
munists advanced only from 15.9 to 17 per­
cent, even though their party membership has 
increased Significantly. The Radicals con­
tinued their decade-long decline, dropping 
from 13 percent to 8 percent. The net result 
was to increase the UP vote by 5.5 percent 
over 1969 and give the coalition 49.7 percent 
of the total vote. 

7. The Communists and Socialists both en­
dorse the idea of overhauling the Congres­
sional system to neutralize obstructions by the 
opposition to the government's policies. The 
coalition's plans call for a government legis la-
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tive proposal to convert the present .50-member 
Senate and ISO-member Chamber of Deputies 
into a single body, to be based on both eco­
nomic function and political affiliation. Details 
of the plan are not yet clear, but presumably 
it would provide for a legislature more easily 
controlled by the President in which the op­
position parties would be less effective. 

8. There are strains in the coalition over 
timing and tactics regarding constitutional re­
form. The Socialists want constitutional change 
first, to give the government greater power to 
force the pace of revolution. The Communists, 
on the other hand, would prefer to postpone 
constitutional reform until a good start has 
been made in tackling the important economic 
and social tasks and the base for such a funda­
mental change in the political system has 
been carefully laid. The UP's Political Com­
mission appears to have come closer to 
the Socialists' view in calling for government 
initiatives toward constitutional reform "with­
in the year". However, the resignation in early 
August from the Radical Party of nearly half 
of its Senators and Deputies, and their public 
opposition to a plebiscite will be a strong de­
terrent to such government initiatives. Allende 
now seems to look with disfavor on the So­
cialist insistence on an early plebiscite. 

9. Despite their differences the Socialists 
and the Communists have worked together 
for many years, and we see little short­
term prospect of a split serious enough to 
drive one or the other out of the coalition. 
The advantages of sharing power are great 
enough to overcome temporary disappoint­
ments. Moreover, Allende seems adept at pre­
siding over the kind of contention and jostling 
for position which characterize this coalition. 
He plays upon the mutual suspicions and inter­
party disputes over tactics for his own benefit. 
For example, last fall he granted amnesty to 
those members of the MIR who were im­

prisoned in the Frei era and enlisted the 
militant enthusiasm of that group in order to 
sustain, or give the impression of sustaining, 
revolutionary momentum. More recently, he 
has joined with the Communists and other 
"moderates" in attempts to curb the violent ex­
cesses of the MIR, e.g., illegal seizures of land 
and buildings in anticipation of nationaliza­
tion. Nevertheless, over the longer run diffi­
cult decisions on timing and tactics when the 
coalition attempts to effect consolidation of 
political control will increase the potential for 
serious strains. 

III. THE OPPOSITION 
10. The most important opposition force, 

the Christian Democratic Party (PDC), has 
been poorly organized, though its efforts have 
slowed some aspects of Allende's program. Its 
most prominent leader, former President Frei, 
retains a wide following in the country, but he 
has remained largely in the background and 
his occasional pronouncements against the gov­
erning coalition have yet to be translated into 
a program capable of uniting the party or of­
fering a popular political alternative. The 
party remains divided over future strategy. A 
small but important minority faction, the 
Christian Left, led by the volatile ideologue 
Radomiro Tomic, actively supports most of 
Allende's social and economic goals and has 
been seriously considering defection to the 
UP coalition. A larger moderate contingent, 
led by the capable and energetic Secretary­
General Narciso Irureta, appears to be increas­
ingly emphasizing the need for party unity in 
order to win allies, to oppose Allende in the 
Congress, and to work for a PDC victory in the 
1973 Congressional elections. 

11. The PDC turned in a respectable per­
formance in the April elections, dropping only 
from 29.8 percent in 1969 to 25.6 percent, and 
thereby remaining the largest single party. 
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This strengthened Frei's hand in party affairs 
and demonstrated the continuing appeal of the 
party to the Chilean electorate. But Frei 
characteristically has not displayed dynamic 
and forceful leadership, and has left the task 
of trying to maintain the party's new mo­
mentum to Irureta. 

12. Meanwhile, many members of the radi­
cal Christian Left faction believe that if the 
party is to remain true to its "revolutionary" 
principles it should help Allende succeed from 
within the government coalition. But for the 
moment at least Tomic and others ap­
pear persuaded that they would lose more 
than they would gain from defection to Al­
lende. However, one faction of the Christian 
Left has split from the PDC in protest against 
the efforts of the party leadership to cooperate 
with conservative parties. Most of the party 
youth leaders and at least 8 Deputies resigned. 
The dissidents will probably join earlier de­
fectors from the PDC in a program of selec­
tive cooperation with the Allende government. 

13. The majority of the PDC seems gen­
erally agreed on a policy of "selective opposi­
tion" to the government. Under this strategy 
the party's leaders will support some govern­
ment measures, oppose others, and seek to 
modify still others. It will thus hope to main­
tain its populist credentials and continue to 
portray itself as a party committed to pro­
found change. 

14. There are, however, some formidable 
obstacles in the way. The PDC has lost the 
levers of patronage, and its ability to maintain 
organizational activity and to win new sup­
port is weakening. Also, many of its sources 
of financial backing are drying up in the wake 
of the government's moves to nationalize the 
banking system and as a result of the private 
sector's well-founded fear of government 
retaliation if it supports the opposition. More­
over, Tomic and some other PDC leaders still 
owe a large debt to the state bank from pre­

vious years' borrowings for business ventures 
and election campaigns, and the party may be 
vulnerable to government pressures for re­
payment whenever Allende chooses to tum 
the screws. Finally, efforts to further its cause 
and to gain support for alternatives to Al­
lende's programs are severely hampered by 
the growing government domination of the 
public media. Almost all of the country's tele­
vision and about half of the radio stations, the 
main channels for mass communication, are 
controlled by the government or the UP 
coalition; and though one of the major 
newspapers has managed to maintain its in­
dependence, much of the important printed 
media either takes its direction from the gov­
ernment or is affiliated with the coalition 
parties. 

15. Aside from the PDC the only political 
opposition of any consequence is the National 
Party (PN), the political vehicle of the land­
owners and well-to-do. It retained 18 percent 
of the electorate in the April 1971 elections, 
down from 20 percent in 1969. But party 
leadership is inflexible and its program lacks 
popular appeal. Some elements of the PN 
are willing to work out better political ar­
rangements with the Christian Democrats in 
order to present Allende with a more united 
opposition. In the congressional by-election 
of July 1971 the PN and the PDC sup­
ported in separate campaigns a Single can­
didate to oppose the UP standard bearer. 
The PN-PDC candidate succeeded (winning 
50.16 percent of the vote) despite the strong 
reluctance of elements of both parties to co­
operate. This victory may ease the way toward 
further collaborative efforts on an ad hoc 
basis in circumstances where major interests 
of the parties are at stake. But the hostility 
between the parties and their concern for 
maintaining their separate identities make sus­
tained collaboration unlikely. 
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16. There will be opportunities for the op­
position parties to block, delay, or modify 
many of the government's initiatives. Much 
will depend upon the continued spirit of re­
sistance to the government within the PDC, 
the nature of the squabbling between the 
Communists and the Socialists, and the shift­
ing alignment of the pro- and anti-Allende 
forces in the Congress. So far Allende appears 
to consider that he has the edge over his op­
ponents and therefore has to woo rather than 
bludgeon the opposition. 

IV. THE MILITARY 

17. Chile's Armed Forces are among the 
least inclined of any in Latin America to inter­
vene in politics. After nine months of the 
Allende administration there are no indica­
tions that the military is about to depart from 
this tradition. While the officer corps has 
traditionally been anti-Communist, it has long 
accepted the legality of the Chilean Com­
munist Party. Few ties exist between military 
leaders and political figures of the opposition 
parties. The military continue to see them­
selves as protectors of national security and 
defenders of constitutional government. 

18. Chile's three armed services, particularly 
the army, have long been weak in organiza­
tion, cohesion, and leadership. There is an 
absence of effective communication and co­
operation within the services and with the 
Carabineros (national police). The Carabi­
neras, slightly larger in numbers than the 
army, are one of the best trained and most 
professional police forces in Latin America, 
though after the accession of Allende some of 
the leaders were replaced by less impressive 
personnel. They are dispersed throughout 
Chile but their support or acquiescence would 
be necessary for a successful military move 
against the government. They seem no more 
likely than the military to act against the 
regime. 

19. Allende, for his part, has taken great 
care not only to observe constitutional forms, 
but to proclaim frequently his intention to 
act only within the law in the future. Unlike 
Frei, he gives military matters his personal 
attention and has demonstrated to the mili­
tary that he is interested in, and sympathetic 
to, their problems, e.g., pay, equipment, and 
training. In addition, Allende's recent crack­
down on the MIR and his declaration that 
only the police and the military have the 
right to be armed are reassuring to the armed 
forces. Military promotions have been based 
on normal and expected selections, and are 
unlikely to arouse any resentment. The mili­
tary is also benefiting from recent wage in­
creases, lower inflation, and other new ar­
rangements (e.g., free attendance at the 
Catholic University). Consequently, most 
military men, although they are not ardent 
Allende supporters, are willing to give the 
President a chance to show what his socialist 
revolution can do for the country. 

20. Yet, there are circumstances under 
which the military might unite and impose 
restrictions upon Allende. Examples would in­
clude: a blatantly unconstitutional action by 
Allende, an effort to suppress the opposition 
by force, or especially a move which the 
military considered a threat against the armed 
forces as an institution. All of these contin­
gencies seem unlikely because the President 
is apparently aware of how far he can go 
without antagonizing important military fig­
ures. There might be developments, however, 
which he could not control and would lead 
the military to intervene with, or even attempt 
to oust Allende: e.g., a deterioration of the 
Chilean economy, which brought severe social 
unrest. 

V. THE ECONOMIC SITUATION 
21. During his first nine months in office 

Allende has directed his economic policies 
toward his primary objective of building po­
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litical support for his "people's revolution". 
He has concentrated on fulfilling his electoral 
promises by the redistribution of income in 
favor of the underprivileged and by complet­
ing the nationalization of the copper industry. 
To appeal to his more revolutionary followers 
he has also accelerated agrarian reform and 
the takeover of major industry and private 
banks. Allende has been able to capitalize on 
the momentum and wide popular support for 
Frei's "Chileanization" measures in the late 
1960s, under which the government had al­
ready acquired majority ownership in the ma­
jor copper companies. Allende decided to seek 
a constitutional amendment which would al­
low full nationalization of copper without 
judicial review by Chile's conservative court 
system. After several months of legislative 
maneuver and opposition attempts to place 
restrictions on its implementation, the amend­
ment was passed unanimously by the Congress 
on 12 July. It provides for compensation to 
the companies within 30 years at no less than 
3 percent interest, based on "book value" as 
of 31 December 1970, less possible deduction 
at the President's discretion for past "excess 
profits" and other factors. 

22. Negotiations with one of the US copper 
companies, Cerro, have been underway for 
some time and have produced agreement on 
terms, but implementation has been stalled by 
the Socialists in the governing coalition who 
hope to tighten its provisions in line with the 
nationalization bill. The government considers 
that it has a strong claim against the major 
companies, Anaconda and Kennecott, based 
on its calculations of "excessive profit-taking" 
in previous years. Thus there is virtually no 
chance that the government's compensation 
offers will come close to satisfying the com­
panies; each case is likely to be carefully cal­
culated to exact maximum benefits for Chile. 
Allende is likely to stop short of outright rejec­
tion of compensation and try to avoid terms 

which would impair Chile's international 
standing, but will be under strong pressure 
from his Socialist Party colleagues to pay no 
compensation at all. 

23. Meanwhile the government has pro­
ceeded step by step toward state control of 
other major industries. It has assumed con­
trol of nearly all of the nation's commercial 
banks through purchases or intervention. Ne­
gotiations apparently have been concluded 
with at least three of the five foreign-owned 
banks (including US-owned Bank of America) 
for their "voluntary sale" to the government. 
In mid-April the government bought out pri­
vate interests in iron and steel and merged 
them into a large government-controlled com­
plex. In late May it threatened to take over 
200 major industrial enterprises, comprising 
nearly all of Chilean industry, if they did not 
cooperate with the government's plans. As a 
start, it took over the country's 14 largest 
textile factories through government-inspired 
"requisitions" by their workers, an action 
which the impartial Chilean controller-general 
declares improper. Major US firms have been 
the targets of other kinds of government pres­
sures. While negotiations are continuing, ITT 
is facing ultimate government takeover of its 
large Chilean investments. Ford Motor Com­
pany has already closed down its operation 
in the country, following heavy losses in recent 
years and unsuccessful negotiations with the 
government over its 1971 production. General 
Motors is hanging on but is likely to experi­
ence increaSing government interference. 

24. The government is pushing forward 
rapidly in land expropriation. Allende has un­
til recently permitted militant elements to fo­
ment seizure of property by landless peasants. 
He is now discouraging this tactic, however, 
fearing that violent clashes in the countryside 
will endanger agricultural production. But the 
government has not slackened the pace; it 
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claims to have reached its first year's goal of 
expropriating 1,000 farms by June 1971. It 
thus appears determined to forge ahead as 
quickly as possible toward its objective of 
breaking up all large landholdings and, ulti­
mately, converting them into a system of agri­
cultural cooperatives and perhaps state farms. 

25. The government's program for redistrib­
uting income has been a prime source both 
of its continuing popularity and of its growing 
vulnerability to economic strains. Chilean 
workers have received salary increases ranging 
from 35 to 45 percent, while government con­
trols on prices have held inflation to 11 per­
cent for the first six months of this year, com­
pared with about 24 percent during a similar 
period in Frei's last year in office. Since 
Chileans are conditioned by long experience 
with inflation to spend their money rapidly, 
the rise in real income has set off a consumer 
buying spree. Other "populist" measures-e.g., 
rent freezes, cheaper vacation costs, reductions 
in the cost of clothing, and attempts to pro­
vide free milk to all children-have greatly 
increased bread-and-butter benefits to lower 
class families. The consumer boom and the 
government's large spending program have 
also sharply reduced the number of unem­
ployed, now estimated at 5 percent of the 
labor force in Santiago Province. 

26. The economic poliCies of the Allende 
administration, designed as much to achieve 
political as economic objectives, have been 
ambitious and costly, and were bound to 
create economic problems for the future-as 

the administration itself almost certainly rec­
ognized. Some of these problems have now 
begun to emerge, and they give promise of 
worsening. Inflationary pressures are mount­
ing as incomes have expanded much more 
rapidly than stocks of consumer goods. The 
rapid pace of nationalization and expanded 
worker benefits have, moreover, impaired pro­

duction, virtually eliminated incentives for pri­
vate investment, and contributed to poor 
worker discipline and high absentee rates. 
Greatly increased government spending-the 
1971 budget projects a 30 percent increase in 
expenditures in real terms over the previous 
year (assuming continuation of inflation at its 
present rate )-has given a short-term boost 
to the economy; but production problems, ris­
ing costs in the copper industry, and severely 
depressed profit margins everywhere have in­
hibited a growth of government revenues. The 
result is likely to be a 1971 deficit equal to 
25-30 percent of expenditures, or 7-8 percent 
of gross national product (GNP). 

27. The massive increase in consumer de­
mand is forcing the government to rely in­
creasingly on imports. Disruptions due to ac­
celerated land distribution have begun to 
threaten agricultural production; plantings of 
winter wheat are reportedly down substan­
tially this year. Increased imports of foodstuffs 
to meet the nation's growing appetite have 
more than doubled during January-April 1971 
in comparison with the corresponding 1970 
period. Industrial raw material and fuel were 
only about 8 percent higher but this is be­
cause considerable stocks of finished goods, 
components and raw materials had accumu­
lated during the postelection slump in sales. 
At the same time, export earnings are down 
considerably from 1970 as a consequence of 
lower copper prices and production problems 
in the mines. Copper expansion programs of 
recent years have added a potential 40 per­

cent to production capacity and export volume. 
But thus far at least actual production is up 
only about 8 percent over 1970, and the in­
crease in export volume has not offset lower 
copper prices. 

28. At the same time, Allende's nationaliza­
tion moves and uncertainty in international 
money markets about his socialistic goals are 
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drying up sources of foreign credit. The 
Allende government has had little success 
thus far in its efforts to replace rapidly dis­
appearing short- and medium-term credits 
from US banks with funds from other non­
Communist countries. Heavy debt service pay­
ments, unfavorable trade balances, and re­
duced foreign bank credit have combined to 
reduce Chile's net foreign exchange reserves 
from $345 million to less than $200 million 
since Allende took office. If he continues on 
his present course, Chile's foreign reserves will 
drop to around $100 million by the end of 1971. 

29. Despite the dislocations and growing 
financial squeeze, the overall statistical per­
formance of the economy this year is likely 
to be good. Increased copper production and 
continuing strong consumer demand will prob­
ably push real economic growth above the 
4 percent average of the past four years. De­
spite large wage increases and a greatly ex­
panded money supply, government controls 
can be expected to keep the rise in the cost 
of living below the 30-40 percent level of re­
cent years. It thus appears that Allende will 
have enough leeway and resources to enable 
him to postpone major economic problems 
until early 1972. 

30. Allende's primary economic problem in 
1972 will be a shortage of resources in rela­
tion to the demands and appetites he has 
stimulated. Thus far Allende has been able to 
satisfy this demand mainly by spending re­
sources accumulated by the Frei administra­
tion. Domestic production has been aug­
mented by drawing down both foreign reserves 
and the large stock of finished goods and im­
ports on hand. By 1972, however, both of these 
will probably be largely depleted, and total 
supplies will be smaller, perhaps considerably 
smaller. Although there may be some addi­
tional manufacturing output despite capacity 
bottlenecks and managerial deficiencies, this 
rise will probably be offset by a decline in 

agricultural production. Chile already imports 
considerable food and, as in most under­
developed countries, an expansion of manu­
facturing output requires an increase in im­
ports. Chile relies heavily on imports not only 
for finished consumer goods and capital goods, 
but also for raw materials and fuel. 

31. The major variable in all this is the 
prospect for copper export earnings. Chilean 
copper production is likely to -increase next 
year, but not dramatically. And barring an ex­
tended strike in the US copper industry this 
year, world copper prices are likely to remain 
at about their current levels, or perhaps de­
cline, over the next six months to a year .1 We 
cannot give a precise estimate of the net effect 
of these factors on the Chilean economy. 
Under the most favorable conditions, Chile 
could balance its foreign transactions, but 

1 Prediction of copper prices is extremely hazardous 
because changes in supply and demand are uncertain 
and relatively small imbalances can lead to sharp price 
fluctuations. The copper industry traditionally has had 
great difficulty adjusting supply to demand because of 
the long lead time required for new mines, the large 
individual additions to capacity, and the tendency of 
producers to start expansion programs at about the 
same time. This has caused spurts in capacity-often 
after demand has already peaked. Because of the 
record high prices that prevailed during most of the 
mid- and late-1960s, producers initiated a world-wide 
expansion program that is scheduled to boost mine 
capacity by 35 percent between 1969 and the end of 
1973. At the same time, the slowing of the developed 
countries' economies beginning in 1969 sharply cut 
the growth in demand. The result was a sharp drop in 
copper prices from about 80 cents a pound in early 
1970 to less than 50 cents at the end of the year. Since 
October 1970, prices have ranged between 45 and 55 
cents a pound. Although the lower prices probably 
will lead producers to stretch out the completion of 
new mines, excess capacity is likely to hold down cop­
per prices until the mid-1970s, unless there is a sizable 
interruption in supply (such as might be occasioned by 
a sustained strike, a mine disaster in one of the major 
producing nations or concurrent action by producing 
nations to restrict output) Or demand grows more 
rapidly than is now expected. 
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projecting likely production increases and pres­
ent copper prices, Chile would not earn 
enough from copper and its other exports to 
maintain imports at current rates. 

32. Although no drastic reduction in na­
tional output or consumption is in prospect, 
Allende clearly will not be able for much 
longer to continue to raise living conditions 
for the mass of the people. Indeed, the balance 
of payments situation may deteriorate suffi­
ciently to require a squeeze on consumption. 
Moreover, to the extent that production bottle­
necks, import constraints, or new policy em­
phasis on "building socialism" result in in­

creased investment, consumer welfare will be 
further circumscribed. If accelerated inflation, 
black markets, and serious shortages are to be 
avoided, the government will need to take 
strong actions such as severely restricting 
wage increases, raising taxes, and curbing 
credit expansion. These matters will require 
difficult decisions, and no matter what steps 
are taken, they are bound to be politically 
unpopular. 

33. In an attempt to avoid restricting con­
sumption or to minimize the effect, Allende 
will look for more outside aid. Most Western 
sources would be wary of extending large­
scale assistance, but it is possible that some 
new credits or joint ventures would be forth­
coming from European, Japanese, or inter­
national financial or industrial sources. Prob­
ably the Communist countries would be more 
promising sources. Although the Soviets have 
been careful to avoid heavy commitments to 
Chile, and have counseled caution in eco­
nomic matters, they would probably help 
Allende with selective aid measures. 

VI. FOREIGN RELATIONS 

34. Allende has developed a cautious and 
flexible posture in foreign affairs. Connections 
with the Communist world have become closer 

and more numerous, for economic as well as 
ideological reasons. The government's eco­
nomic poliCies and measures against foreign 
business interests in the country have strained 
relations with the US and raised doubts in 
other non-Communist countries over Allende's 
reliability as a credit risk and trading partner. 
But Allende has been careful not to subordi­
nate Chilean interests to any Communist or 
socialist power or to break existing ties with 
those in the non-Communist world on whom 
he continues to rely for aid. The new pattern 
reflects Allende's desire to chart an independ­
ent nationalist course for Chile both within 
the hemisphere and on the world stage. 

35. Allende has now established relations 
with most Communist countries in the world, 
including Cuba, Mongolia, East Germany, and 
Mainland China. But Moscow's obvious ap­
proval of the Allende government and its goals 
has been restrained and guarded. The Soviets 
are aware that excessive enthusiasm would 
increase fears of Soviet intentions elsewhere 
in the hemisphere and might make things 
more difficult for the Allende government, 
possibly even leading to its isolation in the 
hemisphere ala Cuba. Moscow will continue 
to cultivate channels of influence into Al­
lende's government through the Chilean Com­
munist Party. But it will probably be unsure 
of its ability to make a decisive impact on 
key issues, given the continuing strong posi­
tion of the Communists' rivals, the Socialists, 
in the governing coalition and Allende's evi­
dent desire for an independent posture. 

36. For his part Allende will hope to use 
his new contacts with the Communist world 
to take up the slack in the Chilean economy 
left by reduced aid and investments from 
non-Communist sources. Recent visits by high­
level Chilean emissaries to the Soviet Union 
and Eastern Europe have in fact advanced 
new possibilities for increased aid and trade. 

13 

NLN 04-H-06/8916: p. 18 of 26 



&I!CAI!T 


The Soviet Union has increased credits for 
Chilean purchases of machinery and equip­
ment from $55 million (extended to the Frei 
government in 1967 and never used), to $95 
million. Other credits for equipment pur­
chases have been granted by Bulgaria and 
Hungary, and it seems likely that other East 
European countries will follow suit. 

37. The Allende government has followed 
a similar pattern of ideological distance and 
closer economic ties with Cuba. Despite their 
long-standing personal relationship, Allende 
has refrained from excessive overtures to 
Castro. There has been some increase in trade 
between the two countries, and official and 
unofficial contacts have increased, including 
a new direct airline connection. The number 
of Cubans serving in their embassy in Chile 
has risen to 46, and other Cubans serve as 
advisors in various fields. Still, Allende ap­
pears concerned that too close relations with 
Castro at this stage may cause him difficulties 
with his still suspicious Latin American neigh­
bors, and upset the delicate political balance 
behveen pro-Moscow Communists and pro­
Castro Socialists in his governing coalition. 
He therefore seems likely to continue his pres­
ent policy of careful cordiality toward Castro. 

38. Allende is hoping to calm the fears of 
some of his neighbors that Chile's revolution 
might spill over Chile's borders and under­
mine their governments. Thus far, the reac­
tions have been mixed. Relations with Brazil's 
military government remain strained, mainly 
because of its suspicions of Allende's recep­
tivity to acceptance of Brazilian political ex­
iles. The Lanusse government in Argentina 
responded favorably to Allende's overtures to 
maintain cordial relations but remains sus­
picious that the Soviets may be gaining a foot­
hold in Chile or that terrorists may use Chile 
as a base for operations against Argentina. 
In recent weeks Chile and Argentina have 

agreed on a formula for arbitration of their 
long-standing dispute over the Beagle Chan­
nel, and Lanusse and Allende met in Argentina 
to "solemnize" the occasion. Allende initiated 
discussions with Bolivia looking toward a re­
sumption of diplomatic relations, but the long­
standing issue of Bolivia's claim to a port on 
the Pacific has continued to block agreement. 

39. Allende is apparently planning to follow 
up his Argentina visit with trips to Peru, 
Ecuador, and Colombia, in the hope of im­
proving relations with those countries. In sev­
eral Latin American countries Allende's ad­
mirers are hoping to emulate his experiment 
with similar leftist political fronts of their 
own. The Frente Amplio, an Uruguayan popu­
lar front, is preparing to campaign in the 
national elections in November. Allende is 
likely to encourage such efforts when he feels 
he can do so without incurring the wrath of 
other governments. Relations with Uruguay 
remain touchy, however, primarily because of 
the Pacheco government's concern that Al­
lende's granting of safe haven to Uruguay's 
Tupamaro terrorists may give the group an 
outside base for operating against Uruguay. 
But Allende will probably continue to deny 
any significant assistance to the Tupamaros or 
other terrorist groups in and outside Chile. On 
balance, his dedication to developing a social­
ist state in Chile will probably outweigh pres­
sures he might feel to provide active or open 
support to revolutionary activists in other 
Latin American countries. 

40. In regional organizations the Allende 
government has taken more independent posi­
tions vis-a.-vis the US and, in some cases, 
adopted policies at odds with US interests. 
vVithin the Andean Pact-a regional group 
which includes Colombia, Ecuador, Bolivia, 
and Peru-Chile has, along with Peru, been 
a strong advocate of stiff restrictions on new 
foreign investments in the area. At the hemi-
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spheric level, however, Allende has been care­
ful not to strain traditional ties. He has con­
tinued to participate actively in regiona] 
economic and political arrangements. Within 
the councils of the Organization of American 
States (OAS) the Allende government favors 
bringing Cuba back into the Latin American 
community. But it has not lobbied actively on 
Cuba's behalf there, partly in deference to 
Castro's own clear rejection of OAS member­
ship and partly in order to avoid a confronta­
tion with the US at this stage. Elsewhere, e.g., 
in the various bodies of the UN and in the 
Special Committee for Latin American Co­
ordination (CECLA) Chile is more actively 
advancing the Cuban cause. 

VII. OUTLOOK 

41. The problems faced by the Allende 
government will become increasingly critical 
over the next two years or so. The various 
challenges which it will have to face and its 
responses to those challenges in this period 
will probably shape the pattern of Allende's 
policies through the end of his term in 1976. 
They will also go far toward determining 
whether his UP coalition can retain its unity 
throughout his term and what its prospects, 
legal or illegal, for longer perpetuation of 
power may be. 

42. At this point Allende enjoys considerable 
popularity. His statist, nationalist, and popu­
list measures have fulfilled most of his cam­
paign promises for quick reforms in the areas 
where there was little political opposition. But, 
his dilemma is that, having done all the easy 
things, he has still not gained sufficient po­
litical strength to carry him surely through 
the difficult times which clearly lie ahead. 
The results of the April municipal elections 
and the July by-election in Valparaiso indicate 
that he cannot count on the support of a ma­
jority of the Chilean electorate. 

43. Allende is aware of the likelihood of 
economic stringencies in Chile within the 
next year or so. He is worried about inflation, 
the disruption of agricultural production 
brought on by the land expropriations, and 
the prospect of serious shortages. He will prob­
ably be obliged to turn soon to greater con­
h'ols over foreign exchange, foreign trade, and 
the internal distribution of goods and services. 
Allende's Economics Minister, a doctrinaire 
Marxist, talks in terms of a shift toward ac­
cumulation, by which he seems to imply an 
enforced type of consumer austerity in order 
to build state capital for investment in heavy 
industry and agriculture. Allende probably has 
no specific blueprint in mind and is more likely 
to make pragmatic responses to his economic 
problems as they arise. As stringent actions 
become necessary, he will attempt to shift the 
main burden on to the propertied and well­
to-do classes and on whatever foreign interests 
remain. No matter how artfully Allende deals 
with the economic problem, he will probably 
not be able to maintain for very long an in­
creased flow of those consumer goods which 
the underprivileged classes are now begin­
ning to enjoy. His popularity therefore seems 
almost certain to decline as the economic 
problems set in. 

44. Allende is also exposed to pressures 
from within the coalition both to speed the 
pace of social reform while there is still revolu­
tionary momentum, and to shore up the regime 
politically while the euphoria of copper na­
tionalizations and income redistribution lasts. 
Many of his associates stress the irreversibility 
of the Marxist socialist state as a primary aim. 
By this, they presumably mean the attainment 
of a monopoly of power by the ruling coalition 
and the extension of rule beyond the scheduled 
1976 presidential elections. A more imminent 
obstacle is the 1973 congressional election. 
Many in the coalition would like to avoid the 
1973 hurdle and pave the way to their own 
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extension of power by replacing Congress as 
soon as possible with a unicameral "People's 
Assembly" in which functional economic 
groups-controllable by the UP-would be 
strongly represented. If Allende chooses, he 
could submit such a bill to Congress, wait 
for the lengthy debate, revision, stalling and 
rejection which the opposition can un­
doubtedly accomplish, and then submit the 
plan to the people in a plebiscite. 

45. But Allende clearly sees a plebiscite as 
a risky matter. The April 1971 municipal elec­
tions and the July by-election indicate that 
he now has the support of only about half of 
the electorate. A rejected plebiscite would be 
a body blow to the Allende government. On 
the other hand, there are risks if he waits too 
long. If economic difficulties set in within a 
year, as seems likely, many of those who now 
support his populist program will be estranged, 
and the chances of carrying off a plebiscite 
would be reduced. Allende had been leaning 
toward a plebiscite before the July vote in 
Valparaiso. While he may submit a bill to 
Congress in the next few months we think he 
will delay any final decision on a plebiscite 
till he can judge his chances more accurately 
at the last minute. 

46. There are other tactics, perhaps slower 
but less risky than the plebiscite route, for 
tilting the political balance in Chile toward 
a continuation of a Marxist coalition govern­
ment. Allende has already taken steps to 
undermine the financial basis of the opposition 
parties. His increasing control of the banks 
and the economy give him further leverage to 
use for political purposes. And he can at any 
time step up a muckraking campaign against 
Christian Democratic leaders or try to black­
mail them. Some of them benefited from 
shady deals and corrupt practices during the 
Frei era, and are vulnerable to public ex­
posure. This would not eliminate the PDC, 
but there would be considerable confusion 

and loss of confidence among the party faith­
ful. In addition, Allende could do more dam­
age to the opposition by further curbing their 
access to the media. We would expect more 
activity along these lines as the 1973 con­
gressional election draws near or if he decides 
to go for a plebiscite. AHende will certainly 
also make strong efforts to attract left-wing 
Christian Democrats into his coalition and will 
probably have some successes. 

47. If, however, at some critical point such 
as the campaign for the 1973 congressional 
election or in the face of serious social unrest, 
Allende judges that his own political posture 
or that of his coalition is sagging badly and 
the tactics described above are insufficient, he 
might tum to more drastic measures. These 
might include a much tighter grip over the 
media, intimidation or selective violence 
against political foes, and perhaps some un­
constitutional moves to undercut the political 
opposition. But in taking such drastic actions 
Allende would run a high risk of alienating 
a large sector of the Chilean people who may 
agree with his economic and social reforms, 
but would resist any obvious effort to over­
throw Chile's democratic institutions. Allende 
could, therefore, undertake such moves only 
if he were reasonably sure that the armed 
forces, including the Carabineros, were sup­
porting him or were effectively neutralized. 
Resistance to Allende by even a few units of 
the army could upset the whole program by 
providing a focus of civilian and armed op­
position to the UP, and this could lead to mas­
sive confusion with uncertain results. 

48. Thus the consolidation of Marxist po­
litical leadership in Chile is not inevitable and 
Allende has a long way to go to achieve this. 
Even if he makes maximum use of his politi­
cal talents and is able by skill and luck to 
thread his way through the economic and 
political obstacle course ahead of him, it will 
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not be easy to reach the point where he 
can turn the government over to a trusted 
colleague who will continue his policies. We 
believe that he will manage to hold his coali­
tion together during the critical years imme­
diately ahead, although some deft maneuver­
ing will undoubtedly be required. Almost in­
evitably, however, he will come under grow­
ing pressures to depart from constitutional 
precedures in order to press ahead with his 
basic programs. Though he would almost cer­
tainly prefer to adhere to constitutional means, 
he is likely to be impelled to use, and to 
rationalize, political techniques of increasingly 
dubious legality; eventually he is likely to feel 
it necessary to employ his considerable Presi­
dential powers to change the political sys­
tem so that the UP coalition can per­
petuate itself in control. The factors operat­
ing for and against this outcome are nearly 
evenly balanced; the actual outcome could be 
dictated by quite fortuitous circumstances at 
some key moment. 

49. In many respects the economic changes 
which Allende has set in motion already ap­
pear irreversible. The nationalization pro­
gram, the land reforms, and many of Allende's 
efforts toward redistribution of national in­
come in favor of the underprivileged are not 
likely to be changed by any successor gov­
ernment. Though economic stringencies lie 
ahead and some politically unpopular moves 
are probably necessary, there is no indication 
that Allende will be deterred from the main 
lines of his socialist program. Moreover the 
electorate, including the middle class, accepts 
socialism. It is still not clear exactly what Al­
lende has in mind for the economy when he 
says his purpose is to build a "revolutionary, 
nationalistic, and socialist society on Marxist 
principles". He evidently wants a centrally 
planned and directed economy of some kind 
with the major industries controlled by the 
State but he has repeatedly asserted that the 
private sector will not be eliminated. 

50. No matter what Chile's political and 
economic structure turns out to be, its rela­
tions with the Communist countries are cer­
tain to become closer. Allende will not want 
to tie Chile too tightly to anyone Communist 
state, but his concept of Chilean independence 
suggests expanded relations in a variety of con­
texts, e.g., more cultural, economic, and po­
litical exchanges. In international gatherings 
Chile is likely to support a number of Com­
munist stands, which the US will find irritat­
ing. Chile is less likely to seek large-scale mili­
tary aid from the Communists partly because 
the equipment desired by the Chilean Armed 
Forces is obtainable in the West, partly be­
cause the military leaders in Chile prefer to 
deal with Western military establishments, 
and partly because Allende sees no advantage 
in needlessly antagonizing the US in such a 
sensitive matter as Western Hemisphere se­
curity. If the USSR were to request mainte­
nance facilities for its navy in Chilean ports, 
Allende would probably find it difficult to 
oppose, given his probable need for Soviet 
economic help. But we doubt that he, or 
the Chilean military establishment, would 
tolerate a permanent Soviet military presence 
in the country. 

51. At the moment US-Chilean relations are 
dominated by the problems of nationalization. 
Some of these will be disposed of within the 
next year or so, but not without considerable 
wrangling. Some US companies will not be 
satisfied with the terms, nor will some of the 
more radical Chileans. There is likely to be 
considerable disputation and contention in the 
process of nationalization of US investments. 
Allende himself seems to wish to avoid a con­
frontation with the US, if possible, probably 
because he hopes to keep the door open to at 
least limited US Government assistance and to 
prevent active lobbying by the US against 
Chile in the international financial field. But 
Chilean officials, including occaSionally Al­
lende himself, are prone to blame the US for a 
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variety of adverse developments. As economic 
difficulties set in the tendency will be to con­
tinue to use the US as a scapegoat for a host 
of Chilean domestic problems. The US reac­
tion to this, and the general US posture, will 
be important, but at least some worsening in 
the present cool but correct relationship seems 
likely. 

52. Apart from the nationalization issue 
there will be several other areas of consider­
able concern to the US, particularly the pos­
sibility of enhanced Soviet influence in Chile, 
and the repercussions elsewhere in Latin 
America of the Chilean example. The latter 
problem could be especially significant in 
terms of the tactics of radicals elsewhere in 
the hemisphere. Youth, labOT, intellectuals and 
other such groups will look to Chile for in­
spiration. A leftist front on the Chilean model 
is already organized in Uruguay to participate 
in this fall's election. It has little chance of 
winning, but if it attracts a substantial minor­

ity of the Uruguayan electorate, it will encour­
age the formation of similar fronts elsewhere, 
e.g., in Colombia or Argentina. 

53. Less tangible will be the general psy­
chological effect on Latin Americans over the 
next few years of the Chilean style of inde­
pendence. This may have a greater impact on 
sensitive nationalist leaders and peoples in 
Latin America than the Marxist experiments 
in Chile. We would expect some other Latin 
regimes, even some fairly conservative ones, to 
pay closer attention to Santiago, and to join 
with Chile on some hemispheric issues. On 
such matters as the 200-mile maritime limit, 
commodity trading agreements, and the terms 
of aid, many Latin American states are at 
odds with the US. There are certain to be 
other issues which will widen the gulf between 
the US and Latin American states, and Chilean 
attitudes in these matters may reinforce the 
tendency of other nations to turn away from 
close relations with the US. 
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