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PREFACE

This RAND Memorandum was prepared for the Office of the Aessistant
Secretary >f Defense, International Security Affairs (ISA). The study
is predicatzd on the conviction that U.S. private business activity
in Latin American countries significantly affects the character of
U.S. relations with those countries. The presence and behavior of
U.S. cwned business firms in Latin America will continue to be one
of the major factors shaping the economic, political, and military

environment that the United States will encounter in the future.

The Memorandum examines various economic-political side effects
of U.S. private investment in foreign countries -- side effects tchat
night adversely influence relations between the host countries and
the United States. Presuming that large economic “enefits do accrue
to host economies fiom U.S. foreign investment, the study goes on
tc explore the nature and sources of conflict that can, neverthe-
less, arise between host countries and U.S. investors and that can
lead to the invelvement of the U.S. government. From this analyris
the study identifies a number of issues that are relevant in formulat-
ing future U.S. national policy toward American private investment

abroad.

While it makes use of actual events to illustrate the economic-
political side effects of U.S. private investment in Latin America,
the study is not an analysis of the economic and political enviion-
ment within any particular country. This is not to say that the
structure of the host country's cconomic system and the nature of
prevailing economic and political doctrines are not important in
conditioning responses to private investment from abroad; clearly
they are. Local Naticnalism and Marxism, for example, especially
when found in combination, are forces that could not be ignoured in
a general study of U.S5. investment ir Latin America. The present
study, however, does not attempt to deal with the whole complex of

such problems, but rather focuses more specifically on the nature of

U.S. investment in relation to typical conflict situations.
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A good deal of apprehension has been expressed in the press and
elsevhere that U.S. investment in Latin America is declinirg in the
face of increaging economic and political instability, particularly
since the riseigk Castro. A related study by the same author, The
Course of U.S, Private Investment in Latin America Since the Rise
of Castro, The RAND Corporation, RM-4091-ISA, May 1964, examines

the extent to which this apprehension has teen justified in the light

of empirical analysis.

The author wishes to thank RAND colleagues Charles Cooper, Luigi
Einaudi, Herbert Goldhammer, Hans Heymann, Jr., Benton Massell, Egon
‘euberger, Richard Nelson, and Anthony Pascal for many helpful comments

.1 an earlier version of this Memorandum.
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SUMMARY

U.S. private investment in Latin America constitutes a vital
economic contribution in that. amcng cther things, it provides exteraal
financing and skilled human resources, it stimulates local productive
capital formation and the emergence of a local entrepreneurial base,
and it demonstrates by persususive exawple the advantages of a strong,
progresstve private sector. The U.S. government, recognizing this
contribution, has instituted a number of programs (including invest-
ment guarantees, financing, and information) designed to promote the
flowv of new private investment to friendly, less-developed ereas.
Other measures are being considered in Washington to proucte the flow
of private capital as an important {f not indispunsable ingredient of

the total U.S. foreign assistance program.

At the sane time, U.S. private investment abroad _n some cases
gives rise to resentment, Lostility, and conflict in host countries,
even thougl. the economic benefits from foreign investment to those
countries may be large. Employing both historical empiricism and
theoretical analysis, this study examines a number of economic-
political side effects that can potentially have an adverse effect

on relations between these countries and the United States.

This study first explores the role that the large U.S. invest-
ment in Cuba may have played in sheping political relations between
the United States and Cuba during Castro's rise to piwer, A critical
aspect of the Cuban revolut’‘on involved Castro's ability to transfer
hatred for Batista, in the eyes of his followers, to hatred for the
United States and its busincs. interests. The compositien of U.S.
investment in Cuba may have played a role in Castro's beir:ig able to
maintain popular support during his anti-American campaigr even though
thousands of his earlier followers were becoming bitterly disillu-
sioned. In the minds of his sympathizers, the large concentration
of U.S. private investment in public utiiities may have created an
identification between the Batista regime and the U.S. government,

through no faulc of the companies themselves. The concentration of
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U.S. investment In sugar production may 1ave become identified with
Cube's dependence upon a single major export cvop that tied her eco-
nomic fortunes closely to the behavior cf the United States -- a
situation that Castro found convenient to exploit in maintaining
popular support during his campaign against the United States and

foreign ''domination."

The study goes on to explore, on theoretical grounds, & number
of conflicts that could arise between foreign business enterprises
and host countries. The analysis shows how the host government,
trying to increase the gains from foreign investment to the economy,
may discriminate against extractive, export-oriented industries by
imposing higher excise taxes, higher minimum wage laws, and other
cost-increasing restricticns, Even though these restrictions may
advercely affect output and employment in these industries, the
government may feel (perhaps rightly, at least in the short run) that
the gains from the restrictions outweigh the losses due to reductions
in output and employment. These industries may be subject to dis-
criminatory treatment simply because they do try to operate in an
efficient and progressive fashion. Moreover, the foreign owned
enterprise, trying to maximize its own welfare, might select a level
of output lower than the one the host government would seiect were it
in control. Conflict between the two over output and investment
decisions could lead the government to favor expropriation as a means
of (hopefully) increasing the net gain to the economy from the
investment activity. With respect to foreign investment in gencral,
the personnel policies pursued by foreign firms, the competition with
local capital, and the large profit outflows are also potential sources
of difficulty. These factors, among others, can give rise to dis-
trust and resentment and produce a climate hostile to private invest-
ment that could strain relations between the United States and the

host government.

From this analysis some questions arise about the advisability
of a more active U.S. government role in guiding U.S. investment

abroad in a manner consistent with long-run national interests, for
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example, by means of highly selective investment incentive programs.
This study notes that such goverament participation would face a .
number of problems: (1) it is difficult, if not impossible, tc pre-
dict the econcmic-political effects of particular contemplated invest-
ments, given our present state of knowledge; (2) serious disagreement
can arise about what long-run U.S, national interests really are; and
(3) perhaps most important of all, a selective ircentive program, by
generating delays, uncertainty, and even undue favoritism, would
threaten to suppress a most valuable characteristic of private-
enterprise decisionmaking -- the ability to identify quickly and to

explore aggressively promising new opportunities, and to bring finan-

cial and human rescurces to bear in developing them.

The study points out a basic dilemma. If the level and alloca-
tion of U.S. private investment abroad are left to the dictates of
market forces (either with or without across-the-board government-
administered incentive programs), there is danger that some business
activities will operate in - manner contrary to the national interest.
But the gre.ter the degree of government-imposed direction, the greater
the danger that the most valuable characteristics of private decision-

making will be suppressed.
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I. INTRODUCTION

The economic impact of U.S. private investwment is very large in
Latin America.1 In 1957 U.S. owned enterprises jperating in petro-
leum, manufacturing, agriculture, mining, public utilities, and other
industries employed about one million workers; and they spent over
$6 billion in the local economies of the host countries to cover
materials, labor, and tax payments. Their total sales of $7.9 billion
included 3$4.6 billion in local sales and $3.3 billion in exports to
the rest of the world. Manufacturing sales alone, nearly all of which
consisted of goods for local consumption, amounted to $2.4 billion
in 1957 and rose rapidly to $4.2 billion by 1962. 1In 1955 the export
sales of U.S. owned enterprises accounted fer about 30 per cent of

total Latin American exports.

GOVERNMENT POLICY AND PROGRAMS

In both government and business circles a good deal of attention
is being given to expanding the roule of U.S. prvivate investment in
meeting the development needs of Latin America. A number of studies
under both government and privat: sponsorship have concluded that
U.S. foreign investinent makes a very substantial contribution to the
economic development of host countries, and that an acceleration in
the fiow of investment to less-developed areas would further the
national interests of the United States. Typically, these reports
have gone on to recommend a wide range of measures for U.S. govern-
ment action in order to stimulate the flow of foreign investment into
less-developed areas and to mobilize local capital more effectively

for economic development.

1Unless otherwise specified, the term ''Latin America" includes
the 20 Republics and Western Hemisphere dependencies.

See, for example, Committee for Economic Development, Economic
Development Abroad and the Rcle of American Foreign Investment (Wash-

ington, D.C., 1956); R. F. Mikesell, Piomoting United States Private
Investment Abrnad (National Planning Association, Washington, D.C.

1957) ; Expandlng,Prlvate Investment for Free WOrld Economic Growch




The United States government is, of course, already engaged in
a number of programs to promote the flow of U.S. capital to friendly
less-developed areas aad to encourage productive investment by locally
owned enterprises. The Agency for International Development administers
the specific-risk Investment Guarantee Program designed to cover U.S.
investment projects against losses arising from currency inconverti-
bility; expropriation or confiscation; and war, revolution, or
insurrection. AID also administers two extended risk programs to
insure against both commercial and political risks: one covers invest-
ment in high-pricuity projects in eligible, less-developed countries
for which it can clearly be demonstrated that the investment would
not oe forthcoming in the absence of the guarantee; the other covers
investment in pilot or demonstration housing projects in Latin

America.1

AID is authcrized also to make dollar loans directly to private
firms, both U.S. owned and locally owned, for projects of high
priority in the host ccuntry's development program, but for which
dollar financing is not obtainable from other sources on reasonatle
terms, Dollar loans are also made to intermediate credit institutions

for relending to private firms; such loans, now active or recently

authorized, total more than $270 million.2

prepared under the direction of Ralph I. Straus, Special Consultant

to the Under Secretary of State for Economic Affairs (Washington, D.C.,
April 1959); The Commerce Committee for the Alliance for Progress,
Proposals to Improve the Flow of U.S. Private Investment in Latin
America (Washington, D.C., Department of Commerce, 1963).

1The guarantee programs are described in more detail in U.S. Agency
for International Development, Investment Guaranties Division, Invest-
ment Guarantee Handbook (Washington, D.C., 1960), and Agency for Inter-
national Development, Aids to Business {Overseas Investment), (Washing-
ton, D.C., 1963), pp. 19-27. The latter also describes in detail other
AID programs, For additional discussion of those programs, including
the accumulated dollar figures involved, see 88th Congress, 2nd Ses-
sion, Joint Economic Committee, Priva“e Investment in Latin America,
Hearings, January 1964, pp. 166-184, and Committee on Foreign Affairs,
Foreign Assistance Act of 1964, Hearings, March 1964, pp. 46-50.

2Private Tnvestment in Latin America, Hearings, op. cit., p. 176,
The Social Progress Trust Fund administered by the Inter-American
Development Bank, has made loans to private firms or to intermediate
credit institutions totaling more than $50 million.

e




AID is authorized to participate with private firms in financing
surveys of investment opportunities. 1Its participation, limited to
50 per cent of the cost of the survey, is designed to encourage poten-
tial investors to explore the feasibility of contemplated investment
projects that will contribute to AID objectives in the less-developed
countries. Only if the investment is not made, on the basis of the
survey, would AID reimburse the sponsor for up to 50 per cent of the

cost of the survey.

AID program loans have been used to promote private enterprise
by providing development imports for the private sector. 1In Colombia,
furthermore, a large proportion of the local currency pr-ceeds of one
program loan is being channeled into a private investment fund. The
equivalent of over $18 million has s¢ far been lent by the fund to

1
Colombian businessmen.

AID also provides local currency "Cooley" loans out of counter-
part currencies accumulated from the sale of surplus agricultural
commodities under the PL 487 program. From the begin:ing of the
program through June 30, 1963, about $156 million was lent to U.S.
and local private borrowers under the Cooley program. The bulk of
this amount, however, has been channeled to the Near East and South-
east Asia. Loans in Latin America have amounted to about $20 million

or 13 per cent of the total.2

The Export-Import Bank has been very active in the Latin American
field for many years. It provides direct dollar loans for the pur-
chase of U.S. goods and services, guarantees and insurance on export
transacticns, and medium-term (1-5 years) exporter credits. Within
the U.S. economic assistance program, Export-Import Bank long-term
loans have represented over one-half of the total obligations and

loans made by government agencies to Latin America from Fiscal Year

lIbid., p. 458.

2AID files.
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1946 through Fiscal Year 1962.1 Of the total dollar credits and
guarantees of the Export-Import Bank outstanding at the end of 1958,
about 23 per cent consisted of loans and guarantees directly to
private enterprise (both local and foreign) and to governments for

relending to private enterprises.

The Depirtment of Commerce analyzes and publicizes specific
investment opportunities in less-developed countries. It also pro-
vides gencral information, guidance, and advice for investors

interested ir overseas operations,

Besides these current government activities, consideration is
being devoted to means by which the government might further promote
and guide U.S. private investment, A presidential recommendation
now before Congress specifies that U.S. companies making new invest-
menit in eligible less-developed countries would be ailcwed to deduct
30 per cent of the cost of the investment from their federal tax bill

on income wherever earned.

PRIVATE INVESTMENT AND U.S. NATIONAL INTERESTS

In appraising the future role of U.S. private investment in Latin

America, we must consider both the favorable and unfavorable aspects

1The grand total amount:c to $6.17 billion of which Export-Import
Bank loans comprise $3.37 billion., AID Statistics and Reports Divi-
sion, U.S. Foreign Assistance, Obligations and Loar Authorizations,

July 1, 1945-June 30, 1962 (revised), p. 2.

2Expanding Private Investment for Free World Economic Growth,
op. cit., p. 55.

3Among other publications, the Department of Commerce has,
through the years, disseminated a number of reports on specific coun-
tries, entitled "Investing in...[country[." 1In general, these are
excellent over-all surveys of the operations and regulations of local
government, the industrial structure, international trade and finance,
| ana other factors of concern to potential foreign investors in the
country in cuestion. Specific investment opportunities are publicized
in Foreign Commerce Weekly, published by the Department of Commerce.

| 488th Congress, 2ndé session, Presilent's Recommendation Relative
to Fcreign Assistance, Document No, 250, March 19, 1964,




of U.S. business activities, viewed in terms of U.S. national interests.
On the favorable side. U.S. private investment is a valuable, if not
indispensable ingredient of the total foreign assistance program.
Besides supplying external financial resources to supplement local
savings in productive capital formation, it contributes technical,
managemert, and entrepreneurial skills that are frequently in criti-
cally short supply in less-developed economies. By supplying techni-
cal and organizational knowledge, along with financial and human
resources, these investment activities serve as a medium by which

new advenced technology is transferred into, and successfully absorbed
by, the host countries. Moreover, U.S. foreign business enterprises
provide vocational and managerial training activities for local
employees, thereby contributing to a pool of skilled local labor

upon which the entire economy may draw. By purchasing goods and
services from the local firms as inputs into their own production
procesces these enterprises encourage the establishment and expansion
of locally owned business. Some observers have emphasized that U.S.
private investors, in contrast to slow-moving government-to-government
aid activities, can quickly identify and explore promising new oppor-
tunities, and promptly supply the financial and human resources

required to translate them into going ventures.

We now have a voiuminous literature on the contributions of U.S.
private enterprise to less-develcped countries. A large number of
case studies of specific companies abroad has been compiled by the
National Planning Association. Together these studies con%tain a
massive number of specific examples showing how, in fact, these tirms
have trained local labor in vital industrial skills, stimulated the
growth of local enterprise, encouraged modern merchanli,ing practices,

promoted technological progress, and engaged in other activities that

have increased productivity in the host couutries.1 The Department

lNational Plannii.g Association, Case Studies of Business Per-
formance Abroad: Sears, Roebuck de Mexico, S.A., 1953; Casa Grare
in Peru, 19°4; The Philippine-American Lif: Iasurance Company,




of Commerce has published several reports, based on comprehensive
surveys of U.S. business activities abroad, that shed light on the
economic importance of U.S. private investment in host countries.
Among other things, the rcports show for various industries the level
and composition of local payments made by U.S. enterprises, the levels
of their foreign and domestic sales, and the contribution of foreign

exchange to host countries.

On the unfavorable side, some private investment activities
generate resentment, distrust, and conflict in host countries. Even
though economic benefits accruing to the host economy may be large
from a particular foreign enterprise, sericus conflict between the

host government and the enterprise can arise over the Jdistribution

cf the total benefits between the two. The goveinment mdy impose
higher taxes and more restrictive labor regulatiors in an attempt

to increase its own share. The enterprise may complain about the
onerous tax and labor laws and threaten to reduce production or pull
out altogether. The government may counterthreaten fto expropriate
and perhaps actually carry out the threat. Extremist, anti-American
political groups frequently attack the presence and nature of foreign
enterprise in their countries; their accusations of foreign domina-
tion and economic exploitation represented by the enterprises, how-
ever wildly untrue the accusations are, may at times nevertheless

be effective in gaining popular support.

Counflict between host governments and U.S. owned firms can

involve the U.S. government as well. If, for example, the host

1955; The Creole Petroleum Corporation in Venezuela, 1955; The Fire-
stone Operations in Liberia, 1956; Stanvac in Indonesia, 1957; The
United Fruit Company in Latin America, 1958; TWA's Services to -
Ethiopia, 1959; The Gereral Electric Company in Brazil, 1961; Aluminium
Limited in India, 1962. See also Simon Rottenberg, How U.S. Business
Firms Promote fzchnological Frogress (National Planning Associatien;
Washirgton, D.C., 1957).

1

U.S. Department of Commerce, Office of Business Economics, U.S.
Investments in the Latin American Economy, 1957; Foreign Investments
of the United States, A Supplement to the Survey of Current Business,
1950; and U.S. Business Investments in Foreign Countries, 1960. The
resuits of less detailed arnual surveys appear in the Survey of
Current Business, usually in the fall of each year,




government expropriates a private U.S. enterprise without reasonable
and prompt compensation, the U.S. government is obliged under pre-
sent law to halt its own aid program to the country. If the {nvest-
ment "climate'" suddenly turns poor in a country, because of the
hestility of a new regime to the private sector in general and to
foreign capital in particular, the U.S. government must decide whether
and by what means to modify its own foreign policy, especially aid

policy, toward that country.

How should the U.S. government promote and guid: private invest-
ment to reduce or minimize these negative side effects and at the
same time preserve the valuable contributicn that private investment
can make to economic development? For example, should future tax
legislation designed to promote private investment in foreign coun-
tries provide across-the-board tax incentives for all kinds of invest-

ment or should it apply on only a selective basis to investment whose

combination of anticipated economic and political effects is judged

to work consistently with U.S. national interests? To what extent
should the government use moral suasion and stronger measures to
encourage existing U.S. firms in Latin America to behave in a manner
that enhances their over-all political (as weli as economic) impact

in host countries?

For several reasons these questions do not admit of simple
answers; on the contrary, they raise a whole set of enormously com-
plicated issues. In the first place, there is the prob'em of defining
U.S. national interests. Rather than becoming embroiled in an extended
discourse on this complex issue, only the following will be noted:
in this study we shall ronceive of U.S. national interests in Latin
America as being primarily concerned with the emergence of stable
political regimes, responsive to the will of the governed, and
friendly to the United States. The factor of economic development
relates to U.S. national interests insofar as :t provides a necessary

(though rot sufficient) condition for the emergence of such regimes.

Second, even though a voluminous literature is available on eco-

nomic aspects of U.S. investment abroad, we have little basis today




for deciding which particular investment activities, in particular
countries, generate the greatest positive economic benefits. While
private investment may in general contribute a good deal to economic
development, some activities undoubtedly contribute much more than
others. A major problem, among many others, is that it is difficult
to determine che "opportunity'" costs of local resources employed by
particular U.S. firms. As noted earlier, the Department of Commerce
has colircted data on the payments of U.S. owned firmms to loca.
labor, materials, tax obligations, and so forth. But such data do
not disclose the net gain (as distinguislied from the gross contribu-
tion) of the investment to the host economy. While a particular
firm may have a local wage bill of x dollars, the extent to which
this represents a net gain depends on what would have happened to
the labor resources had the investment not been made. If the labor
would otherwise have been unemployed, then this x dollar payment
would approximate the net gain; but if the labor would have been
employed, though likely in less productive pursuits, the net gain
would reflect only th~ difference between the x dollar payment and
the positive value ¢ the host economy of the resources in those
alternative pursuits. In the real world it wouvld be a formidable
task, if not an impossible one, to determine this opportunity cost
with any tolerable degree of precision. Foreign investment frequently
generates benefits in the form of labor training, stimulation of
local enterprise, adoptiun of new te logy, and so on. But these
benefits, too, undoubtedly vary a good deal in size from one activity
to another, and one would be hard pressed to place a dollar sign on
either the aggregate benefits, or the differences in benefit among
various investments. Then, too, the probiem of displacement of local
capital arises: to the extent that foreign capital displaces local
capital in particular activities, the reduction irn productivity
suffered by the local capital when shifted to an alternative pursuit
would have to be subtracted from the gross contribution of foreign
capital to derive net gain. Again, it would be difficult to deter-

mine the extent to which such displacement does take place, if at

.




all, or the value of thke productivity loss of local capital suffered

as a consequence.

Third, in contrast to the voluminous literature on the positive
economi ~ contributions, littie systematic research has been directed
to the political impact of private foreign investment or to the
manner in which political and economic factors interact. The nature
of conflicts t..at arise between U.S. business enterprises and host
governments has been briefly treated.2 Repeated reference is made
in the literature to the fact that in some industries in scme host
countries, U.S. investment activity creates resentment, hostility,
and distrust. And there is a huge literature, frequently extremely
left wing, that lambasts U.S. private capital for a variety of eco-
nomic and political reasons. But we have little knowledge of the
political significance or sources of local unfavorable attitudes --
whether they arise from misinformation and ignorance concerning the
benefits of U.S. private investment, whecher they reflect a basic
clash in economic and political ideclogy, or whether they stem from
a genuine conflirt in economic interests between foreign investors

and the host country.

To consider an example of this gap in our knowledge, opinion
surveys have examined local public attitudes toward foreign invest-

ment in a number of Latin American countries. The United States

1Anthony Y. C. Koo has analyzed the Department of Commerce data
in an attempt to discriminate among industries with respect to their
relative economic contribution to host economies. See "A Short-Run
Measure of the Relative Econcmic Contribution of Direct Foreign
Investment," Review of Economics and Statistics, August 1961,
pp. 269-276.

2Bernard Goodman, "The Political Economy of Private International

Investment," Economic Development and Cultural Change, April 1957,

pp. 263-276; Irving Brecher and S. S. Reisman, Canada-United States
Economic Relations (Ottowa, Royal Commission on Canada's Economic
Prospects, 1957); John Lindeman and Donald Armstrong, Policies and
Practices of United States Subs’diaries in Canada (Ottows, Canadian
American Committee, 1961); Donald A."§¥Tin, Mo onomic Analysis of
Attitudes of ilost Countrias Toward Direct Private Investment {n U.S,.
Private and Government Investment Ahroad, H. ¥, Hikeawil {ed.) T

(Eugene, University of Oregon Boows, 1961, ypp. 4HY 5
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Information Agency has collected data on attitudes toward expropria-
tion in selected countries, shown in Table 1. In the upper half of
the table, the percentige of respondents favoring expropriation of
locally cwned property is in every case lower than the percentage
favoring expropriation of foreign property, while the percentage
opposing expropriation is in every case higher. The data disclose
that attitudes towards foreign investment vary coi.siderably from
one country to another. In Mexico, Peru, and Uruguay the percentage
favoring expropriation is roughly equal to that opposing, while in
the other countries the percentage favoring is substantially less

than that opposing. USIA also asked those favoring expropriation

whether the former owners should be paid in £ull, in part, or not

at all, The responses, in the lower half of Table !, indicate that
in every country the percentage who feel that foreign owners should
be paid in full is smaller than the percentage who feel that domestic
owners should paid in full. Again, this .mplies that respondents

are less favorably disposed to foreign than to local ownership.

Tn consider another example, Table 2 summarizes a survey con-
ducted in 1958 in six Latin American capital cities. A disturbing
aspect of this table is that in every country except Argentina the
younger respondents -- those under 35 years old -- were less favor-
ably inclined toward U.S. investment than the older ones. It is
well known that much of the political extremism in Latin America
exists among the younger groups, cspecially among urban students:
students were :volved in the Lima and Caracas riots during the
Nixon tour in 1958; students were initially involved in the flag
riots in Panama iu January 1964 (and in the 1959 and 1958 riots);
and students were heavily involved in anti-American demonstrations

in Venezuela prior to the presidential elections in 1963.1

1 . :
0f course, many surveys have been conducted in addition to

those menticned above. For an illuminating summary see Elmo C.
Wilson, ''Curiant Latin American Attitudes and Motivations Affecting
the Climate for U.S. Business in Latin America," New York, Interna-
tional Research Associates, 1963 (mimeo.), p. 5.
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Table 1

ATTITUDES TOWARD EXPROPRIATION OF DOMESTICALLY OWNED AND
FOREIGN OWNED PROPERTY, EARLY 19612

Government Expropriation

of Private Property of Government Expropriation
Persons in Country of Property of
Surveyedb Forelgners
Number of Favor Oppose Favor Oppose

Country Cases (per cent) (per cent) (per cent) (per cent)
Brazil 1593 6 74 16 57
Mexico 1106 22 71 50 40
Argentina 2000 23 55 25 50
Colombia 700 19 75 27 66
Peru 703 26 57 39 39
Venezuela 700 11 84 22 69
Uruguay 516 32 45 38 40

Should be Paid in Full Should be Paid in Part or Wot at ﬁll

“Domestic TForeign Domestic Foreign

Owners Owners Owners Owners
Country (per cent) (rer cent) (per cent) (per cent)
Brazil 60 36 40 64
Mexico 40 20 60 80
Argentina 62 48 38 52
Colombia 32 22 68 78
Peru 38 24 63 76
Venezuela 60 41 40 54
Uruguay 56 46 44 54

Notes:

a
Survey covers ''urban areas'" of countries sampled.

b'I‘he percentages in each category of response do not add to 100 since
a fairly large percentage of interviewees expressed no opinion.
Source:

United States Information Agency, The Climate of Opinion in Latin
America for the Alliance for Progress (mimeo.), No. LA-1 (Washington,
D.C., August 1961), pp. 6 and 8. I
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Table 2

ATTITUDES OF THE PUBLIC IN SELECTED SOUTH AMERICAN CITIES, 1958

Question: «w do you feel about U.S. companies investing in business
this country?
Answer: (a) On the whole, I would welcome mere such investmaents,

{(9) 1 believe there is about the right amourt n-w.
(c) I think it should te eliminated altogether,
(d) I would prefer it if there were less such investment,

Would be Enough, Less,

City Surveyed and Number of Welcome or Fliminated
Age of Respondent Respondents (per cent) (per cent)
Caracas, Vonezuela

18- 34 years 156 31 63

35 years and older 94 35 54

“otal 250 33 60
Mexico City, Mexicc

18-34%4 vears 130 45 49

35 years ard older 120 52 43

Total 250 49 45
3uencs Aires, Argentina

18-34 years 103 71 20

35 years and older 147 67 27

Teotal 250 69 _ 24
Lima, Peru

18-3( years 124 52 42

35 years and older 126 64 31

Tota! 250 59 36
Bogata, Colombia

18-34 years 105 67 22

35 years and older 145 77 14

Tetal 250 72 18
Montevideo, Uruguay
" 18-3%4 years 125 19 71

3% years and older 177 38 48

Total 302 34 2

Source:

internaticnal Research Associates, Inc., A Survey of Latin
American Public Opinion (conducted for Life, New York), 1958, p. 1ll.
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Aside from the issue as to how reliable such polls are in
raflecting public opinion, a basic question left unanswered in theae
surveys 18 how significant these attitudes are in terms of U.S.

national interests.

Does it make much difference whether private investment goes
intoc an area where large segments of the public express unfavorable
attitudes? Is it not possible that the positive economic benefits
far outweigh the significance of local public opinion? Can hostile
attitudes be effectively exploited by anti-American, nationalistic
political elements in giining popular support for themselves? Again,
the difficulty is that we do not have an adequa’ e understanding of
the sources or the character of adverse attitudes expressed in
opinion polls, or elsewhere, nor do we have a sound notion of the
mechanisms by which such attitudes get translated, if at all, into
political action.

SCOPE OF THIS STUDY

This study examines a number of economic-political side effects
that migzht have adverse effects on relations between host countries
and the United States; and it raises a aumber of issues that are
relevant in formulating future national policy toward U.S, private
investment. Given this focal point, the study makes no attempt to
be "well-rounded" in covering all major factors that one would need
to consider in an over-all appraisal of the future of foreign inves*-
ment and its relation to U.S. national poiicy. In particular, it
makes no attempt to follow the lead of so many studies in the past
in identifying and evaluating the many economic benefits of private
investment enjoyed by host economies. ZXather it rresumes that such
benefits do exist -- but then goes on to explore the nature and
sources of conflict that can, nevertheless, crise between host coun-

tries and U.,S. investors.

More specifically, the examination in Section II 1i{s concerned
with the relationships between U.S. owned enterprises in Cuba and the

Castro regime during its early years in power. Drawing from newspaper
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accounts and other secoudary sources, it seeks to shed light on such
questions as: What was Castro's professed attitude toward U.S. invest-
ment in Cuba before he came to power? What was the role of U.S.
business enterprise in shaping events after he came to power? Espa-
cially, to what extent may the presence and compositiou of U.S.
business enterprise in Cuba have played a role in affecting relations
between the United States government and Cuba? Though the study by

no means provides clear-cut definitive answers to these questions,
focusing the analysis in this manner is useful in identifying issues
relevant to appraising private investment and U.S. national interests

in other countries.

In Section III, the study considers, in theoretical terms, a
number of conflicts that might arise between forelgn business enter-
prise and host countries. The special problems posed by extractive,

export-oriented industries are treated in terms of the distribution

of total benefits among the host country, private foreign investors,
and foreign consumers -- a source of conflict that can lead to
threatened and actual expropriation, and involvement of the U,S.
government as well. The study then treats certain more general prob-
lems arising out of (1) the disparity between outfiows of remitted
profit back to the United States, and inflows of new private invest-
ment into the host country; (2) competition between foreign capital

and local capital; and (3) personnel policies of '.S. owned firms.
Section III concludes with a very brief sumary of some U.S. govern-
ment and tusiness activities designed to enhance the economic-political

effects of private investment in Latin America.

Finall;, Section IV bring together strands oi analysis from the
earlier sections to present briefly an overview of problems facing
the U.S. government in promoting and guiding private investment in

the future.
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I1. ECUNOMIC-POLITICAL INTERACTIONS AND U.S.
NATIONAL INTERESTS: THE CASE OF CUBA

In this section we shall consider the case of Cuba where U.S,
private investment has historically been very large relative to that
in other Latin American countries, The purpose is to explore the
role that the large volume of U.S. iniestment may have played in
helping to shape political relations between the United States and
Cuba during Fidel Castro's early years in power. Because of the
extreme nature of this case, it cannot be used to generaiize about
the economic-political consequences of private investment in the rest
of Latin America. Nevertheless, this inquiry wiil serve to identify
several issues of general relevance to considering relationships
between private investment and U.S. nntional interests in other

countries.

THE RISE OF CASTRO

When Castro came to power in 1959, the total book value of U.S.
business enterprises in Cuba was greater than in any other Latin
American country except Venezuela. Table 3 indicates that on a per
capita basis, the book value of U.S. enterprises in Cuba was over
three times the value for the rest of Latin America considered as a
whole. Only in Venezuela and Panama was per capita investment larger.
With respect to direct investment flows and undistributed earnings1
during the 10-year period 1950-1959, Cuba received ovar twice as much
per capita as the average for the other countries, as shown in Table 4.
Moreover, U.S. owned firms were especially prominent in certain indus-

tries. According to a Department of Commerce survey completed in 1956:

1Direct investment flow is loosely defined to Include the flow
of equity and loan investments from U.S., residents to foreign firms
controlled by U.S. interests., The book value of direct investment
enterprises includes the U.S, ownership cof equity capitai, loan
capital, branch accounts, and intercompany accounts in foreign firms
controlled by U.S. interests, For more precise definitions and a
treatment of methodology, see U.S Department of Commerce, U.S.

Business Investments in Foreign Countries (Washington, D.C., 1960),
pp. 76-85.
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Table 3

BOOK VALUE -- U.S. DIRECT INVESTMENT ENTERPRISES IN CUBA
AND OTHER LATIN AMERICAN COUNTRIES, 1959

Cuba Other Latin Americaa
Millions Dollars Millions Dollars
of Per h of Per
Industry Dollars Capita Dollars Capita
Petroleum 147 22 2715 | )
Manufacturing 111 17 1285 7
Trade 44 7 592 3
Public utilities 313 47 790 4
Mining and smelting S - 1254 7
Other (primarily
agriculture) 341 51 527 3
Total 356 143 7163 39

Notes:
8Excludes Western Hemisphere dependencies.
bPopulation figures for 1959 used in per capita computations.

“Not available separately; included in "other'" industries.

Sources:

U.S. Cepartment of Commerce, U.S., Balance of Pavments, Statis-
tical Supplement (Washington, D.C., Revised Edition, 1963), pp. 178-
207; and United Nations, Boletin Economico de America Latina (New
York, November 1960), p. 8.
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Table 4

CUMULATIVE NET DIRECT INVESTMENT AND UNDISTRIBUTED CORPORATE EARNINGS,
CUBA AND OTHER LATIN AMERICAN COUNTRIES, 1950-195¢9

Cuba — Other Latin America‘
Millions Dollars Millions Dollars
of Per of Per
Industry Doliars Capita Dollers Capite
Petroleum 115 19 1720 190
Manufacturing 56 9 1250 7
Trade 26 4 494 3
Other 202 33 359 2
. c c
Mining and smelting - l 759 =
Total 399 65 4582 26

Notes:

#Excludes Western Hemisphere dependencies.
bPopulation figures for 1950 used in per capita computations.

“Not available separately; included in "other'" industries.

Sources:

U.S. Department of Commerce, U.S. Balance of Payments, Statis-
tical Supplement (Washington, D.C., Revised Edition, 1963), p. 207;
and United Nations, Boletin Economico de America Latina (New York,
November 1960), p. 8.
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The only foreign investments of importance are those of the

United States. Ameri:an participation exceeds 90 per cent

cf telephone and clectric services, about 50 per cent in

public servi-~e railways, and roughly 40 per cent in raw

sugar production. The cCuban branches of United States

banks are intrusted with almost one-fourth of all bank

deposits. This intimate cconomic relationsnip is so much

the outgrowth of mutually helpful association that many

of the problems that have plagued less close relagionships

in other areas have largely been avoided in Cuba. -

U.S. investment in Cuba was far greater, both in total dollar and
per capita terms, than was typical in the rest of Latin America. More-
over, Cuba enjoyed one of the highest per capita incomes in Latin
America. Yet, Cuba is today a member of the Soviet Bloc. Questions
immediately arise about the relationships between U.S. investment and
this revolutionary and tragic turn of events. What was Castro's pro-
fessed attitude toward U.S. business enterprise in Cuba before he
came to power? What was the role of U.S. business enterprise in shap-
ing events after he came to power? More specifically, to what extent
may the presence and composition of U.S., investment havz given rise
to distrust and resentment toward the United States that ~.e was able
to exploit? How did the presence of U.S. husiness enterprise affect
the bargaining positions of Cuba and the United States during th:
crucial days of 1959 and 1960 when Cuba was moving rapi:ily toward the

Soviet Bloc?

CUBA AND THE UNITED STATES: 1959-1960

At the time that Castro came to power, after Batisra fled Cubda
on New Year's Day 1959, the U.S. business community had little basis
for regarding the turn of event witnh grave misgivings. Castro had
not expressed cpen hostility either to the United States government
or to private business interests. On the contrary, during the preced-
ing two years, while he was leading the rebel forces against the
Batista regime, Castro had gone to great lengths to gain sympathy and

support from the United States. The considerate treatment of Americans

1U.S. Department of Commerce, Bureau of Foreign Commerce, Invest-
ment in Cuba (Washington, D.C., 1956), p. 10,
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who can.. into contact with the rebels, the frequent disclaimers of
Communist association, and the public pronouncements about democracy,
sacial justice, and economic reform couched in terms of Westerr tradi-
tion, all served to demcnstrate a friendly attitude toward the United
States. According to one press account of January 8, 1959:

American Ambassador Earl Smith describes the rebels as

"friendly and courteous,' surprisingly capable in pre-

serving order among the populace and exhibiting not the

slightest anti-American sentiment. An American banker

confesses: ''The way their troops have behaved so fa

certainly throws dust on the fear that they are a bunch

of Communists.'" Another Yankee businessman exclaims,

"They're just nice kids.'l

At the same time, the business community did have some reason to
feel uneasy and annoyed. Among other things Castro had earlier pro-
claimed, in 1953, that under "revolutionary law'" (1) workers would
have ''the right to share in thirty per cent of the profits of all the
large industrial, commercial, and mining comparies, including sugar
mills," and (2) the telephone and electric utilities would be
nationalized with "return to the pecple of the unlawful excess that
they have been charged in their rates."2 The Manifesto of the July
26th movement had condemned colonial mentality and the domination of
Cuba by foreign economjc 1nterests.3 Moreover, the rioting, sabotage,
and labor strikes during the rcampaign against Batista had worked to
the detriment, at least in the short run, of some business interests.,
Ruby Hart Phillips reported in 1957:

American businessmen told me that I was contributing to the

ruin of the economy by stories of the rebellion. Both
American and Cuban businessmen were anncyed. With Cuba

1Wall Street Journal, January 8, 1959.

2‘I‘hese statements are from Castro's "History Will Absolve Me"
speech (October 6, 1953), as quoted in Jules Lubois, Fidel Castro,
Rebel -- Liberator or Dictator? (Indianapolis, Bobbs Merrill, 1959),
pp. 70-71.

3The Manifesto is reproduced in Enrique Gonzalez Pedrero, La
Revelucion Cubana (Mexico City, Escuela National de Ciencias Po.iticas

y Sociales, 1959). See p. 89 for the relevant passage referred to
here.




as prosperous anrd moncy so pleatiful, they couldn't under-

stand why Aanyone would support a revolution. They wanted

Batista to crush the Fidel Castro rebellion so they could

''get on with business."l

In any event, U.S., investors perceived no compelling reason to
retrench or pull out of Cuba., Although Castro had left-wing leanings,
to be sure, it was not clear that they posed any serious threat to
the conduct of business as usual. During 1959, companies went ahead
with their investment plans; ironically U,S. net direct investment
of $63 million during that year was even larger than it had been in

most of the years since World War 1I.

Even before the end ¢f 1959 it became apparent that Castro was
more hostile towards private investment than was believed earlier.
The Cuban government installed "intervenors' to oversee the operations
of several large U.S. owned companies including the Cuban Telephone
Company and the Compdﬁié Cubana de Electricidad.2 Reductions in tele-
phone and electricity rates and extensions of service were quickly
ordered, After passing the Agrarian Reform Law, the Government seized
lands producing tobacco, rice, and coffee -- including large planta-
tions owned by Americans and CubPns. The 20-year 4-1/2 per cent bonds
offered in payment came under protest by the U.S. government as not
peing ''prompt, adequate, and effective compensation.”3 Under new
mining and petroleum laws most of the existing claims were canceled,
additional taxes were imposed and foreign mineral companies began

closing down,

Castro's public statements became increasingly bitt.r about
"foreign vested interests' that, being injured by the turn of events,
allegedly were trying to "destroy" the revolution, Castro declared
in one 3-1/2 hour speech that all counter-revolutionaries were in

league with foreign vested interests,

1R. Hart Phillips, Cuba, Island of Paradox (New York, McDowell

Oblensky, 1959), pp. 335-336.

2The government intervenors exercised management functions, while
ownership remained unchanged.
3

New York Times, January 13, 1960, p. 49.




-21-

The Premier declared the Revolutionary Government was being
accused of communism as a pretext, because foreign vested
interests do not like the revolutionary law,

"All the things we do, like reducing rent, distributing land
to the peasants and growing rice injure foreign vested

interests."

In February 1960, Ernesto Guevara, one of Castro's closett asso-
ciates, challenged the worth of foreign investments:

We maintain the point of view that foreign investments in

Cuba, as in all countries of Latin America, under the con-

ditions on which they are made, constitute a great business
for the investor, but a bad bus!ness for the couvntry.

Only a month later Guevara charged:

Our hardest fight is against the North American monopolies....
Private foreign capital comes hgre only for profit and does

nothing for the people of Cuba.

In February, Anastas Mikoyan arrived in Cuba to negotiate a trade
pact covering the sale of Cuban sugar to the Soviet Union for indus-
trial credits &and crude oil. This was followed by establishment of
diplomatfic relations with the Soviet Union and Communist China. At
the same time that the Cuban propaganda line was taking on an increas-
ingly Marxist flavor -- defending the Soviet Union and condemning the

United States at every turn -- Soviet technicians began pouring in.

In the face of slander “Jirected at the United States, the closer
ties with the Soviet Bloc, and the expropriation of property without
prompt and reasonable compensation, agitation increased in Washington
to cut Cuba's sugar quota for the American market. The 1960 quota
had been set, a year earlier, at 3,119,655 tons -- 59,180 tons more

than for 1959, According to long-standing agreements with Cuba, the
United States paid about 2 cents a pound above the world market price

for sugar coming in under quota -- a premium of well over $100 million

lNew York Times, October 27, 1959, p. 1

2As quoted in the New York Times, February 6, 1960, p. 1, and
March 21, p. 1, respectively.
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per year, Castro, titterly assailing the prospect of a quota reduc-

tion &8 "ecunomic aggression,' vowed stern retaliation:

We'll rake and take uatil not even the nails of their shoes

are left. We will takf American investments penny by penny

until nothing is left.

But bafore either country acted 8 new crisis erupted in mid-
19:0: The taree foreigr. owned oil refineries in Cuba (two owned by
American interests, oue by European interests) refused to refine
incoming Sc. .et crude being traded for Cuban sugar. Their refusai
immediately led to take-over by Cuban authorities. This was the
last straw. The Eisenhower Administration promptly cu* the sugar
quota by 95 per cent for the remainder of the year, and this resulted
in a loss to Cuba of about $92 million in sales to the United States.

Castrc lost no time in again assailing the United States for
attempting to destroy the Cuban revolution. He complained that when
"Cubans were beirng murdered i{n great numbers' and when the country
was being '"sacked" during the Batista era, it never occurred to the
"Yenkee Oligarch,...tc have its press write of the horrors in which
Cuba lived" or to demand a cut in Batista's sugar quota. The Yankee
Oligarchy failed to do these things, Castro asserted, because it ''was
owner of our lands, our mines, our factories, our commerce, most of
our banks, our public services, and withdrew millions of dollars from

H2
our economy yearly.

A month later, in early August, Castro made good his earlier
counterthreat when he anaounced a new expropriation decrre covering
the telephone and electric utilities, oil refining and marketing
facilities, and all U.S., ~wvned sugar mills on the isiand. The pro-
perties, valued at about $750 million, represented about two-thirds
of the total value of U.S. private investment in Cuba. The announce-

ment marked the beginning of the '"Week of Jubilation.'" Immediately

1As quoted in the New York Times, August 21, 1960, Section III,
p. 1. See also June 24, 1960. p. 1.

zAs suoted in the New York Times, July 8, 1960, p. 1.




the Cuban press and redio hailed the nationalization as .arking the
"final indepencence of Cuba."

In Havana, repair trucks of the Cuban Telephone Company...

one of the concerns nationalized raced through the streets

filled with celebrating employees. The workers blew the

horns of the vehicles, beat on the sides of the trucks with

sticks, and kept up a shout of, "Cuba yes! Yankees no!'l

At the close of the '"Week of Jubilation" the Confederation of
Cuban Workers called for enlistment of worker's and peasant militia
against any aggressor who, by means of direct intervention or counter-
revolution, sought to destroy or subvert the Revolutionary Government.
The meeting called for renewed vigilance against counter-revolutionaries,
propagandists, saboteurs, and conspirators, and 'to silence them with
our reply or deliver them to revolutionary authorities.”2 Simulta-
rnecusly, the Popular Socialist Party (the Cuban Communist Party)
announced the first national assembly since the time it was forced
underground by the Batista regime. Foreign observers from around

the world were invited to attend.

A few weeks later, while foreign ministers of the Organization
of American States were meeting in Costa Rica to consider the threat
of Soviet presence in the Western Hemisphere, Castro affirmed his
friendship with the Soviet Union and the Chinese People's Republic.
In his lengthy speech broadcast by racdio and television, Castro again
assailed the OAS and the United States, declaring that the strength
of the revolution would carry the nation to final victory over its
enemies. Among other factors of strength, Castro pointed cut that
the revolution 'took away the lands of the big property owners and<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>