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U.S. ECONOMIC RELATIONS WITH LATIN AMERICA

MONDAY, JUNE 28, 1976

Coneress oF THE UNITED STATES,
SUBCOMMITTEE ON INTER-A MERICAN
EconoMic RErATIONSHIPS
oF THE JoiNT Economic CoMMITTEE,
Washington, D.C.

The subcommittee met, pursuant to notice, at 10:05 a.m., in room
S-407, the Capitol, Hon. Gillis W. Long (chairman of the sub-
committee) presiding.

Present: Representatives Long, Bolling, and Hamilton.

Also present: Sarah Jackson, John R. Karlik, and Lou Krauthoff,
professional staff members; Michael J. Runde, administrative assist-
ant; and George D. Krumbhaar, Jr., minority professional staff
member.

OpeNiNGg STATEMENT oF CHAIRMAN Lone

Chairman Long. The meeting of the Subcommittee on Inter-Ameri-
can Economic Relationships of the Joint Economic Committee will
come to order.

The Subcommittee on Inter-American Economic Relationships
today is initiating a series of hearings on the changing economic
relationships between the United States and Latin America and the
Caribbean. We will, through these hearings and others to follow, try
to define what T.S. interests in Latin America are and explore some
proposals for new policies.

I think this reassessment is long overdue. Relations between the
United States and Latin America over the past decade have suffered
from what borders on a policy of “benign neglect’ on the part of both
Congress and the administration. ‘

The recent meetings of the OAS in Santiago and the UNCTAD in
Nairobi, for example, have pointed up the growing number of economic
conflicts between the United States and the developing countries. I
believe we must begin now to address these issues before they become
crises, lest we find ourselves in the unfortunate position of making
policy “under the gun” rather than in an atmosphere conducive to
thoughtfulness and cooperation.

Tt might be useful to ask ourselves why there should be hearings in
Congress on economic relations with Latin America. I would begin to
answer by suggesting that the problems of the Third World—poverty,
hunger, overpopulation and so forth—are of vital concern to the
United States. _

A peaceful world order, which is crucial to our own security and
prosperity, will be impossible as long as these problems persist. Because

(1)
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of the proximity of Latin America to the United States and our
historical relationship with it, Latin America may well be the most
{mportant part of the developing world to the United States in the
ong run,

Bgl‘om an economic standpoint, Latin America is one of the more
Eromising regions of the developing world. Most of the countries there

ave economies that are fairly well on their way to development. They
have moved to some extent. .. ... ... o

This is evidenced by a burgeoning industrial base, an extensive 1n-
frastructure already in place, and growing numbers of manufactured
exports. If we are able to find successful formulas for promoting
cooperation for development in our own hemisphere, perhaps they
could serve as a blueprint for other areas as well. .

But there are other compelling reasons. Latin America continues to
be a major trading partner, and it accounts for 70 percent of all U.S.
direct investment in developing countries. Latin America will continue
to be a prime source for raw materials needed here in the United States
and upon which we are daily becoming more dependent. At the
present, I do not believe we have much of a policy—economic or other-
wise—toward Latin America or the Caribbean. The Alliance for
Progress served a useful purpose in its day and clearly had an impact
on the region’s development—but the Alliance died years ago and
nothing has taken its place.

Over the past 8 years, President Nixon and Secretary Kissinger
used slogans to try and create the illusion that we had a Latin Ameri-
can policy. The “low profile,” the “mature partnership,” and the “new
dialog” came and went along with a variety of other similar catch
phrases—but an effective policy cannot be based upon catch words and
a passing pat on the head.

As they were destined to do, most of these slogans have gone the way
of oblivion. Secretary Kissinger, even as recently as the Santiago meet-
ing, still speaks of a “special relationship” with Latin America. I hope
that tomorrow, when we begin discussing the United States-Latin
American connection, we can get some hard information about just
what is and what is not “special” about any relationship between the
United States and Latin America.

My own view is that any political relationship, if it is to be a lasting
one, must be founded on perceptions of a common threat or a mutual
profit. T have a hunch that U.S. interest in Latin America—political,
economic or otherwise—will best be served by a healthy commercial re-
lationship. Ways must be found to enhance the complementary nature
of the economies of this hemisphere in ways which benefit all. And
ways must be found to adjust differences amicably where economic
interests diverge.

This series of hearings is open ended. The first two sessions today
and tomorrow will be general in nature, to be followed by hearings on
specific topics. We already have scheduled our first regional hearings
in New Orleans for July 7 and 8 to discuss trade and investment
questions.

Today’s hearing will not be concerned directly with U.S. relations
with Latin America. Rather, it will be about Latin America itself. We
will try to take off our North American glasses, and as dispassionately
as possible, look at the region, its problems and achievements. We will
be looking at changes that have occurred over the past 5 years and at
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changes that are likely to occur in the future. I suspect that the situa-
tion 1s considerably different from what the average American and the
average Member of Congress and the average member of the executive
branch perceives to be. '

Tomorrow we will put our North American glasses back on and be-
gin to look at what U.S. policy is toward Latin America—to the extent
that there is a policy—and explore prospects for new policies.

At this point, I would like to make a couple of explanations about
the subject. First, when I speak of Latin America I am referring to a
geographic and not a cultural or linguistic area. Latin America, as I
am going to use the term, covers the entire Western Hemisphere to our
south, including the largely black, English-speaking and French-
speaking people of the Caribbean. : '

Second, while we are making what is primarily an economic inquiry,
we all must recognize that few things are more political than the econ-
omy. When we passed the most recent Trade Act and denied general-
ized system of preferences, GSP, to Venezuela and Ecuador because of
their membership in OPEC, this was essentially a political decision.

But, as we all know, that decision has had important political and
economic repercussions. I suspect that the effects of these exclusions has
been quite different in many respects than what was contemplated at
the time the action was taken.

In recognition of the intricate web of economics and politics in the
life of this hemisphere, I invited as our opening witness today Prof.
Kalman Silvert—a noneconomist, but one of this country’s foremost
scholars on Latin America. I deeply regret his untimely death a couple
of weeks ago, as it deprived not only this subcommittee but all of the
Americas of one of their most eloquent witnesses for justice and
democracy. .

We are honored, to have three distinguished witnesses with us today,
all of whom bring different expertise and perspectives to bear on our
subject. Mr. Abraham Lowenthal, who graciously agreed to appear in
place of Mr. Silvert, is a fellow with the Council on Foreign Relations
and a former student of Mr. Silvert’s.

Mr. Sidney Weintraub, now Dean Rusk professor at the Lyndon
Baines Johnson School of Public Affairs in Texas, formerly served as
Deputy Assistant Secretary of State for Economic Affairs and Deputy
Administrator of AID.

Mr. Tom Davis is a professor of economics and head of the Latin
American studies program at Cornell University which gives him par-
ticularly good insight at what we are attempting to look at here.

Congressman Bolling, do you have anything you would like to say?

Representative Borrine. No, thank you, Mr. Chairman. I am de-
lighted that you are having these hearings. These are very important.
And 1t has been a subject much neglected in the last few years.

Chairman Lo~e. Mr. Lowenthal, we will hear from you first.

STATEMENT OF ABRAHAM F. LOWENTHAL, DIRECTOR OF STUDIES,
COUNCIL ON FOREIGN RELATIONS, INC., NEW YORK, N.Y.

Mr. LowenTtHAL. Thank you, Mr. Chairman.
I know you will understand that the honor I feel in meeting with
you today is overwhelmed by deep sadness in knowing that I am with
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you in the place of my teacher and friend, the late Kalman Silvert. I
think it would be appropriate to begin by saying a bit about him.

Kal Silvert would have risen to the challenge of your assignment,
as he unfailingly did. He would have been able to discuss the political
context throughout Latin America and the Caribbean; to highlight
the trends and the key indicators; to infuse data with meaning; to
relate statistics to people; to link politics and economics; to report on
the sad state of democracy in the Americas and to speculate on the
reasons why democracy is everywhere in crisis; and especially to
consider the profound consequences and implications for the United
States of events in Latin America, as he did in his final manuseript, a
book which will appear in January and which he had just completed.

An authority on most of the individual countries of the region, able
to speak Spanish with most of the different accents of the America,
Kal Silvert knew and felt the politics of the region with a depth of
understanding few in this country could match.

A social theorist of the first order Kalman Silvert learned from his
analysis of nation-building in the Americas much which he showed to
be relevant to democracy’s troubles in the United States as well.

An inspiring teacher, Kal Silvert trained a whole generation of
scholars in the United States to ask meaningful questions, to probe,
and to focus always on the connection between theory and data.

An imaginative and creative executive with the Ford Foundation,
Kalman Silvert did more than any other person to strengthen the
capacity of Latin American social scientists and social science in-
stitutions to carry out their work, in surroundings which were often
far from supportive.

The first president of the Latin American Studies Association, Kal
worked with U.S. scholars from every discipline to forge a profession
and to infuse it with scholarly and ethical standards.

Above all, Kal was an uncommonly warm and emphatic human
being, one who merged his professional and his personal concerns
into an incomparable whole, a person who was hard at work on the
final day of his life trying to help victims of repression in Argentina
as he had helped so many others and with so many problems before.
We shall all miss Kalman Silvert more than any of us now realizes.

I know Kalman Silvert would have wanted these hearings to go on
without him, for he was always enthusiastic about any chance to
improve the quality of attention being paid in this country to Latin
American and Caribbean affairs, and he would have particularly wel-
comed the interest of this subcommittee.

Knowing that, I have tried, in the short time available, to prepare
myself to accept the chairman’s invitation. ) .

Tt is hard to know what to cover in attempting a rapid overview of
politics in Latin America and the Caribbean, as the initial note for
these hearings. . L.

I think one way to begin approaching this question is to contrast
Latin American realities today with what they were, or seemed to be,
just 15 years ago. You mentioned 5 years ago in your opening state-
ment. I chose in preparing my remarks to concentrate in the period
the last 15 years because I think 15 years ago when Alliance for
Progress was proclaimed, was really the last time that the American
public paid sustained attention to Latin America. I think a lot of us
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in the general public, and perhaps even a Member or two in Congress,
still have the images of Latin America that were formed at the time
of that concentrated spurt of attention which was given to Latin
America in 1961-62.

Fifteen years ago, many were celebrating the “twilight of the
tyrants” in Latin America, in Tad Szulc’s phrase, and welcoming the
end of military rule. Today, democratic regimes govern in only two
countries of South America—Venezuela and Colombia—and for most
of the past year the latter has been under a “state of seige” in which
public demonstrations were banned. Even the Commonwealth Carib-
bean countries, with strong democratic traditions, are moving away
from competitive political processes. Opposition leaders are being-
squelched.

Fifteen years ago, it was generally assumed that economic growth,
improved social equity, and democratic political development all
went hand-in-hand; that prospects for democracy in Latin America.
would improve and were improving as economic growth occurred.
Symour Martin Lipset’s well-known article, “Some Social Requisites:
of Democracy” in the American Political Science Review in 1959 epit- -
omized that faith, and it underlay much of the Alliance for Progress..

Argentina used to be the puzzling case that did not fit, the one
essentially prosperous country which was always having problems
“keeping it together” politically. It took a brilliant Argentine social
scientist, Guillermo O’Donnell, to suggest that Argentina might not.
be an exception but rather might illustrate a troubling rule: As coun-
tries enter a stage of “high modernization * “bureaucratic authoritari-
anism” either civilian or military is more likely than participatory
democracy to become the pattern of political behavior and it became
institutionalized in Latin American politics. Argentina, Brazil, Chile
and Uruguay all exemplify this perverse tendency.

Even more disturbing 1s the fact that those nations which have
evolved the farthest in the direction of social mobilization and in-
tegration have been cursed with the most repressive political regimes.
Kalman Silvert himself, in an essay prepared for the Commission on
United States-Latin American Relations, the so-called Linowitz Com-
mission, noted that the four countries in the Americas which are the
“most complete social nations” are Cuba, Chile, Uruguay, and Argen-
tina. It is a painful truth that these are precisely the nations in the
Americas with the least freedom of expression and with the highest
incidence of political prisoners. Urugunay, a country of 2.5 million
which once enjoyed a reputation for its political freedom, now has
an estimated 5,000 political prisoners, for example, as Representative
Edward Koch of New York has recently emphasized.

In general, the Americas are plagued by widespread violations on
human rights. Amnesty International reports in 1975 that Costa Rica,
is the only country in Latin America for which it received no allega-
tions of torture in the preceding year.

A similar point can be made by contrasting our images of Peru and
Chile 15 years ago with their very different realities today. Peru was
regarded 15 years ago as the most extreme case in the Americas of
structured inequity and stagnant development, where change would
probably only come through revolution. Fidel Castro promised to
make the Andes the “Sierra Maestra” of South America, and many
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observers expected large scale violence to erupt, and perhaps to be’
suppressed by Peru’s armed forces, the “watchdog of tﬁe oligarchy.”

By 1976, however, significant change has come to Peru, not through
violent upheaval—which never came—but through a fascinating proc-
ess of military-directed reform; in Fidel’s pungent phrase, it is “as if
‘the fire had started in the firehouse.” To think that revolutionary
~change could have come to Peru through its armed forces.

Chile, on the other hand, was commonly regarded 15 years ago as
.a model polity: Democratic, civilian, respectful of a wide range of
:social and economic views, with strong political institutions—strong
-Congress, for example—and a sense of civilized discourse. Today,
*Chile presents us a haunting specter: its parties banned, its institu-
‘tions corrupted, its Congress closed, its army officers reigning, even
in the universities, marry of its political leaders jailed or exiled,
with torture as a commonly practiced art, and with no obvious
prospect for returning to the standards on which inter-American
friendship must be based.

In contrast with 15 years ago, the state has become much more
powerful all over Latin America and the Caribbean, not only in
the political sphere but in the economic sphere as well. Cuba’s so-
cialist experiment provides the most dramatic example, of course,
but throughout the region the role of the state has exploded. In Peru,
the state’s share of total national development was only 13 percent
in 1965 but over 50 percent by 1973. In Brazil, government expendi-
tures as a proportion of GNP went from 17 percent in 1947 to 37 per-
«cent by 1973. Even in Venzuela, still a capitalist bastion, state enter-
prises now dominate the petroleum, petrochemical, steel, and mining
sectors.

All over the region, states tax more, spend more, control more, and
regulate more than ever before. And the power of bureaucracies, ci-
vilian and military, has grown accordingly.

Fifteen years ago it was believed that Latin America was at the
“take off” stage of economic development, needing only sustained in-
fusions of external capital—public and private—to achieve rapid
economic development. And the Latin American economies did grow
rapidly; the regional GDP increased at an annual rate of 5.6 percent
.during 196170, and at an even more impressive rate of over 7 percent
Arom 1971 to 1974.

But growth is not development; in the last few years, it has be-
come evident that the lot of many Latin Americans has not been much
improved by all the economic activity at the aggregate level.

In some countries, indeed, the lot of the poor has worsened. Reports
from Brazil for example indicate that the Brazilian miracle—and it
has been a staggeringly impressive overall performance—has not

roduced much for an important segment of the country’s population.

n many countries, growth has been secured at the expense of the
rural poor, and/or by holding down wages for industr}al Wor_ke-rs.
Among the first moves of each of the rightist authoritarian regimes,
most recently the Argentine one, have been to revise labor legislation
at the expense of the workers, and to curb inflation at the expense of
the poorest.

Fven those countries which have undertaken reforms have found
strict limits on the achievement of social equity. In Peru, for instance,
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recent studies have shown that even if all the announced reforms are
fully implemented—and their performance has been impressive—
the main income distribution effect will be to distribute income taken
from the top 5 percent of the population and make it available to
those in the top percent of the population. All over the hemisphere, in
general, resources and power of all kinds are maldistributed, and pov-
erty is still widespread.

Not only has economic growth in Latin America been flawed from
the standpoint of equity but the most recent period has raised ques-
tions about the viability of the economic growth model in several
Latin American countries. I am sure that Professor Davis and Pro-
fessor Weintraub will expand on this at greater length, but one is
struck by the very serious capital shortage and international debt
problems which have affected Peru, Chile, Argentina, Brazil, and
other countries, and which jeopardize the ability of these countries
to attract foreign capital.

The political implications and consequences of this capital shortage
are difficult to analyze. It is possible that the eventual result will
be to fortify the trend toward economic nationalism in several of
these countries, and therefore to make for more difficult relations
between those countries and the United States. On the other hand,
and perhaps in the more immediate term, there may be a better recep-
tivity in some of those countries, to foreign investment, and therefore
& greater disposition to conciliate outstanding differences, such as
those which have affected relations between Peru and the United
States during the last several years.

During the past several years, most of the nations of Latin Ameri-
can have become increasingly assertive in their relations with forei
direct private investment, particularly from the United States. Latin
American technocrats have become more self-confident in their deal-
ings with transnational corporations and have been articulating new
sets of rules, backed by the power of the enlarged states and by re-
gional arrangements such as the Andean Common Market, Expropria-
tions and nationalizations have become common, especially in the min-
irflig and natural resource sector. Since 1960, nationalizations have
affected all American investments in Cuba, much investment in Chile
and in Peru, the petroleum and iron ore sectors in Venezuela, and
significant other United States investments in the area. The nature
of U.S. investment in the Americas has changed, away from the nat-
ural resources extractive sector and increasingly into manufacturing
and services, and of course that has political implications as well.

Turning more generally to the international scene, 15 years ago
the countries of Latin America and the Caribbean almost uniformly
looked to the United States for leadership, and supported Washing-
ton’s major foreign policy initiatives in the United Nations and else-
where. No country in the region except Cuba had any other interna-
tional relationship remotely comparable in significance with the one
it maintained in Washington. :

For example, in 1963 the Soviet Union had embassies in only three -
Latin American countries—Argentina, Cuba, and Mexico—and it
had diplomatic relations with only seven other states. Today, by con-
trast, the Latin American nations play an increasingly independent
role in international affairs. Venezuela was a founding member of
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OPEC; Mexico and Peru are leading champions of Third World
demands for a new international economic order ; Brazil aspires to an
influential position in world affairs, and is increasingly recognized
for that role; and Cuba is playing an audacious international role.

By now, all of the countries in South America except Chile and

Paraguay maintain relations with the Soviet Union, to stick with that
example, and many are generally active participants in world affairs.
The nations of Latin America do not always coincide with the United
States in assessing their own national interests, on a variety of topics
ranging from agricultural commodities to Zionism.
_ More generally, 15 years ago United States hegemony over the
inter-American system was virtually unchallenged. The United States
had little difficulty in obtaining the support of the OAS for its eco-
nomic blockade of Cuba in 1960, for the quarantine in 1962, or its
intervention in the Dominican Republic in 1965. Today, a pattern of
intra-American economic and political interaction has largely dis-
placed U.S. dominance. The most notable example of this new pattern
1s the creation of SELA, the Latin American Economic System, in
October 1975. It is too early to tell exactly what role SELA will come
to play, but it is noteworthy that it embraces all the members of the
inter-American system except the United States, and that Cuba is a
leading member of it together with Mexico and Venezuela.

‘Another feature of hemispheric life which should be mentioned isthe
extraordinary demographic explosion which has been occurring in
Latin America. There are now 300 million Latin Americans, and within
95 years there will be twice as many, or two Latin Americans for every
resident of the United States. Assessing the impact of this continuing
demographic explosion on politics and economics within Latin America
and the Caribbean is extremely complex, of course, and I shall not
attempt to do so here. One aspect which deserves special mention, how-
ever, is the effect of Latin America’s population growth directly on the
United States, in the form of migration from Latin America, particu-
larly the Caribbean, to the United States. The mass movement of
Caribbean peoples to the United States is one of the understudied
aspects of the history of our times. Something like 15 percent of the
total population of the Caribbean after World War II has left that
region, and much of this population has come to the United States,
particularly to the Northeast, and to Florida. The impact on this coun-
try, and on inter-American relations of these migrant peoples, and
of Mexican immigrants, is a subject worth attention by your subcom-
mittee.

1 have tried, in the brief time available to me to prepare, to sketch
out some general notions about the political ambiente in Latin Ameri-
ca. I hope they will provide some background for your discussion.

Chairman Loxgc. They certainly shall, Professor Lowenthal. We are
most appreciative, as I mentioned earlier, particularly in view of the
time constraints we had to impress upon you.

We have a vote now on the floor of the House. We generally are not
in session at 10 o’clock in the morning, but today we are. Congressman
Bolling and Congressman Hamilton have gone down to vote. With
the approval of the subcommittee I would like to proceed, and then
we will have a general discussion. Because the questions are of such

" general nature we can accomplish more by doing it with all three of
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you together than by questioning each witness after he appears. So
if that is agreeable, we will go ahead with you, Mr. Weintraub. And
again, let me welcome you back to Washington. I know you make the
trip often, but we are glad to have you back.

STATEMENT OF SIDNEY WEINTRAUB, DEAN RUSK PROFESSOR,
LYNDON B. JOHNSON SCHOOL OF PUBLIC AFFAIRS, THE UNIVER-
SITY OF TEXAS, AUSTIN, TEX. B

Mr. WemntraUB. Thank you, Mr. Chairman. :

I had not seen Mr. Lowenthal’s presentation before I came here.
We prepared each of our presentations separately, but T discover now
that I will be dealing in an economic sense with some of the themes
that he was dealing with in a broad political context.

As I note in my prepared statement, I am not always sure where
the dividing line 1s between social, political and economic issues, and
if I stray into the turf of others, please forgive me. I probably will.

You said at the outset that the question of U.S. policy toward Latin
America will be reserved for tomorrow and other sessions. I don’t in-
tend to deal very much with policy, but I think I will stray on to that
turf as well.

I would like to start by listing some of my conclusions and then
moving from there into some supporting detail.

Looked at globally, taking all the countries together and then aver-
aging, economic growth in Latin America was high during the 1970’s
until last year. Gross domestic product has been growing by more
than 7 percent a year in this decade and by more than 4 percent on a
per capita basis. By any historical standard, sustained growth at this
rate for a whole continent is remarkable. Overall GDP growth was
between 5.5 and 6 percent a year during the 1960’s, which also was
reasonably satisfactory based on previous standards. Mr. Lowenthal
invoked the Alliance for Progress and looked back 15 years. And one
conclusion that he reached and with which I agree, was that the Al-
liance for Progress did have some impact in instilling and inculcating
a growth impact in Latin America.

GDP growth in 1975 seems to have been between 3 and 4 percent, or
a_little higher than the growth in population. The recession in the
United States and other developed countries had its reflection in Latin
America. Now that the economies of the United States and other de-
veloped countries are recovering, this reflection should result in re-
newed Latin American growth this year and probably even more so
in 1977. Latin America is more independent of the United States eco-
nomically than it used to be, but we still count. Latin American self-
help is the crucial element in its own development, but this cannot
do the full development job unless we also manage our own economic
affairs well. For better or worse, we are interdependent.

While the foregoing overall averages have some overall value, they
also are deceptive, which is characteristic of many averages. Some
Latin American countries have been growing recently—until 1974
and 1975—at around 10 percent a, year, such as Brazil, the Dorminican
Republic and more sporadically,” Ecuador. Others have had more
.modest rates of growth, such as Mexico, Argentina on and off, Colom-
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‘bia, Peru, Venezuela, and most of the smaller countries. Some have
had negative growth for many of the years in the 1970’, such as Chile
and Uruguay, although Uruguay showed some recovery last year
while others were slowing down.

Overall data are also incomplete in that they say nothing about in-
come distribution. Latin America, despite its general advocacy of
third world ideology in international forums—an ideology which
sometimes argues the need to close the income gap between rich and
poor countries—is not very egalitarian in its domestic economic and
social structure. There are exceptions. The countries accounting for
‘the bulk of Latin American population are not exceptions. This has
potential political implications which have already been cited, and I
will not elaborate on them in this statement. The social justice ethic
of the Alliance for Progress, unfortunately, did not really take hold.

Despite the self-evident great differences among the Latin American
and Caribbean countries in their economic, social and political struc-
‘tures, they do try to deal with us as a bloc. The Latin American Eco-
nomic System, or SELA as it is called, is the most recent organized
manifestation of this. Like third world cohesion in United Nations
bodies, much of Latin America’s outward unity is for pressure against
others for negotiating purposes. I do not wish to denigrate this, since
concéssions often come only after pressure is exerted, but we should
recognize this for what it is. Latin America’s economic status is enough
more affluent than that of most less-developed countries, and enough
less affluent than that of the developed countries, that it does not fit
easily into either group. It has chosen the path of the third world for
the obvious reason of seeking concessions from the wealthier countries
and to have more to say about the management of the international
economic system. But the relationship is not a wholly comfortable one,
and I suspect not a durable one.

T raise the question of unity for pressure’s sake to lead into what I
think are the major economic issues facing Latin America, since these
Jatter are not amenable to solution by pressure on others. For most
-of the countries, and for almost a decade prior to the oil price in-
creases of late 1973 and early 1974-and then the deep recession in the
developed countries, balance of payments issues were not Latin Ameri-
ca’s No. 1 headache. Balance of payments issues were important,
but not primordial. The issues during that period were not the terms
of trade, not really the paucity of external resources—that is, not
really the issues for which bloc pressure was used by third world
countries. The deeper issues in Latin America in my judgment were
excessive population growth, excessive unemployment, and grossly un-
equal distribution of the benefits of its societies. Raul Prebisch focused
on these issues in his study in 1970 for the Inter-American Develop-
ment Bank entitled “Change and Development,” and he thought that
increased economic growth could help to solve them. He knew that
-growth would not necessarily do it by itself. And it has not. The bal-
ance of payments problems reemerged in 1974 and 1975, but they are
likely to subside again in 1977 assuming that growth in the developed
countries continues, while great internal inequality will still be there.
In my judgment Latin America has not been focusing on the issues
of greatest importance to. most of its economies. Or to put this another
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way, one gets the feeling that some Latin American leaders are stress-
ing external pressure since they do not know how best to deal with
the more transcendental internal economic and social problems they
face.

I will skim very briefly over the rest of my prepared statement in
the limited time available, touching on some of the trade and balance
of payments consequences of the oil price increases of 1973 and 1974,
and then the economic recession in the developed countries in 1974
and 1975. I would like to touch briefly on levels of unemployment and
inflation in Latin America, focusing on some of the key countries,
and then give some judgments as to where I think Latin American
economies may be going in the next several years.

The events of the last several years, 1974 and 1975, had a major
trade impact on Latin America.

The o1l price increases helped some of the countries, those which
export oil, such as Venezuela, Trinidad and Tobago, and Ecuador and
Bolivia to a certain extent. Several countries were left relatively un-
changed in their resource position; Argentina, Mexico, and Colombia
fit this pattern. And the oil price increases had a severe adverse de-
velopmental impact on other countries, such as Brazil, Chile, Peru,
Uruguay, Brazil, and Central America. :

Let me cite just one example, that of Brazil, because it is such a
major country. Adding together both crude oil and produect, the in-
crease in imports between 1973 and 1974 was from $725 million to
more than $2.8 billion.

The biggest impact on Latin American trade in 1975 was the result
of the worldwide recession. Latin American exports—and remember,
the figures are not deflated for the inflation which occurred—declined
between 1974 and 1975 from about $44.5 billion to $42.5 billion.

One of the factors affecting the decline in exports, in addition to
the recession in the developed countries, was the inflation in some of
the key Latin American countries and the failure of exchange rates
to be adjusted sufficiently to compensate for the effects of inflation.

In addition to the decline in the demand for Latin American exports,
prices for the goods which Latin America imported, particularly
manufactured goods, increased because of the inflation in the developed
countries. Latin American imports increased between 1974 and 1975
from about $50 billion to $53-$54 billion.

- Latin America’s trade deficit was about $5.5 billion in 1974 and
about double that last year. If the trade of the o0il exporting nations

%)s.lle.xluded from last year’s figure, the trade deficit was about $16
illion. :

In trade between the United States and Latin America, the change
which occurred between 1974 and 1975—1I am talking here just about
the change—was in the neighborhood of $3.5 billion in favor of the
United States; that is, Latin America’s trade balance with us de-
teriorated by that amount. :

The total turnaround in the U.S. trade balance between the years
1974 and 1975 was about $13 billion. Of that amount, about $3.5 billion
Wél,; a result of the improved trade balance with Latin America in
1975. . : : :

82-891—77 2
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Let me briefly touch on the balance of payments as a whole. Latin
American in 1974 had a current account deficit of about $12.5 billion. I
do not have final data for 1975, but the figures apparently showed a
further deterioration.

The financing of the deficits in these years took place essentially by
borrowing, although there was some drawdown of reserves by countries
such as Brazil. The borrowing increased the debt and exacerbated the
debt servicing obligations of many of the Latin American countries.
Many of them, such as Chile, face burdens which will have a very
serious impact on development. The burden of the biggest country,
Brazil, is relatively large, about 15 percent if one looks only at the
debt service payments on public and publicly guaranteed debt. This
ratio is not inordinately high. It is higher if one adds the service
on private debt. My own judgment is that if the economies of de-
veloped countries continue to grow and Brazilian exports continue
to recover, as I think they are likely to, then the burden in and of
itself is not unmanageable. This assumes, as I say, growth in the de-
veloped countries. And it also assumes internal management of Brazil’s
inflation, which at the moment is not being controlled very well.

Let me touch on one other theme which I think is important in look-
ing at overall balance of payments data; namely, where funds came
from in financing the deficits which the Latin American countries have
suffered in the last several years.

In its annual report for 1975, the Inter-American Development
Bank gave a figure of $7.6 billion for the net flow of official and pri-
vate external financing toward Latin America in 1974, Of this, the
bulk, $5.4 billion, came from private sources. The bigger countries,
Brazil and Mexico, and to a certain extent, Argentina, Chile, and Peru,
were the principal recipients of these private flows.

Publicized Eurocurrency credits to Latin America were about $4.5
billion in 1974, and more than $5 billion in 1975. In 1974, two countries,
Brazil and Mexico, obtained more than 70 percent of these publicized
credits, and in 1975, their proportion was about 80 percent.

T would like to draw a policy conclusion which I think emerges from
the data which I have just cited. Some of the countries, Brazil, Mexico,
Argentina, and Colombia increasingly, have diversified economic
bases. The main aspects of our economic relations with these countries
are in trade and investment. Our policies in those fields matter much
more to these countries than our foreign aid policies. For other coun-
tries the price of basic commodities and, hence, our commodity policy,
is much more important than anything else we do in the economie
sphere. For the poorest countries, such as those in Central America and
the Caribbean, our aid policy will be important in our relations in the
near future. :

I would like to draw one further conclusion which I think emerges
from this; namely, that while Latin America may seek to pressure
us as a bloe, our economic policies will have to be differentiated since
the separate countries will receive different.benefits from the various
policy steps we take. -

Let me briefly outline the inflation situation in Latin America, be-
cause Latin American inflation has become worse in the last several
vears in just about every country. This is true in Brazil, where the
inflation was almost 35 percent last year, and it seems to be running at
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about the same level this year. In Argentina and Chile, the rate of
inflation, looking at the consumer price indexes, was in the hundreds.
In Peru, the cost of living index, which was listed at 10 percent in 1975,
was almost 25 percent last year. And Mexico’s rate of inflation was
about 15 percent last year as compared to 25 percent in 1974.

The other two major issues which I have cited at the outset of my
remarks were unemployment and income distribution.

Unemployment is extremely high in almost every Latin American
and Caribbean country. The real figures are hard to obtain, and it is
really difficult or impossible to calculate the unemployment equiva-
lents of underemployment. The figures, however, seem to be on the
order of 20 to 30 percent if you add unemployment and underemploy-
ment together for such countries as Peru, Mexico, Chile, and other
major countries.

The final point I would like to make is one that Mr. Lowenthal made
—and I will not dwell on it—is the highly inequitable income distribu-
tion pattern in Latin America. The Brazilian economic miracle exacer-
bated inequalities in income distribution. In Chile, where there is a
major anti-inflation campaign in process, the brunt of this program
is falling on the poorest sector of the economy.

Mr. Lowenthal referred to immigration and population problems
stemming from the Caribbean and, to some extent, from Mexico. In
that part of the country from which I come, Texas, the question of
illegal immigrants coming from Mexico to the United States is a major
issue. The number of illegals in the United States is really not precisely
known, but the figure seems to be between 6 and 12 million persons,
the majority of them coming from Mexico. What happens .is that
when population, employment and income pressures show up in Mexi-
co, they come to the United States as well and affect U.S. employment
and income.

Let me conclude. What I have tried to show is that the Latin Ameri-
can economies are affected by what happens here and other developed
countries. With a lag, as our economies decline, so do their economies,
and as we recover, so will they. ‘

Our recession in 1975 was the main factor in our balance-of-pay-
ments improvement, but it led to a balance-of-payments deterioration
for Latin America. Our present recovery is leading to a deterioration
in our trade balance, but it is helping to stimulate Latin American
exports to us. The events of 1974 and 1975 led to increased Latin Ameri-
can borrowing to finance their increased current account balance-of-
payments deficits, and the recoveries of the developed countries should
help to mitigate Latin America’s future debt service problems.

Looking ahead over the next several years, there should be an im-
provement in Latin America’s balance-of-payments position from
what was the case during the last 2 years, and there should be a resump-
tion of past growth rates. The major problems are likely to be internal,
in dealing with inflation, unemployment, and in achieving a greater
sense of economic participation in the various societies.

Thank you.

Chairman Loxe. Thank you very much, Professor Weintraub. You
have been most helpful. .

Without objection, I would like to make your entire prepared state-
ment a part of the record at this point.

[The prepared statement of Mr. Weintraub follows:]
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PREPARED STATEMENT OF SIDNEY WEINTRAUB

THE EcONOMIC SCENE IN LATIN AMERICA AND THE CARIBBEAN

I was asked to examine some current themes affecting the economies of the
Latin American and Caribbean countries. I understand that other witnesses
are doing the same in the course of the Subcommittee hearings on internal social
and political issues, and on United States relations with Latin American and
Caribbean countries. I do not know where the dividing lines are between internal
and external relations and among social, economic and political matters, and
I may therefore stray onto turf others feel belongs to them.

I would like first to list some conclusions.

1. Looked at globally, taking all the countries together and then averaging,
economic growth in Latin America was high during the 1970’s until last year.
Gross domestic product has been growing by more than 7 percent a year in this
decade and by more than 4 percent on a per capita basis. (See Table 4.) By any
historical standard, sustained growth at this rate for a whole continent is
remarkable, Overall GDP growth was between 5.5 and 6 percent a year during
the 1960’s, which also was reasonably satisfactory based on previous standards.
The growth ethic of the Alliance for Progress did take hold.

2, GDP growth in 1975 seems to have been between 3 and 4 percent, or a little
higher than the growth in population. The recession in the United States and
other developed countries had its reflection in Latin America. Now that the.
economies of the United States and other developed countries are recovering,
this reflection should result in renewed Latin American growth this year and
even more so in 1977. Latin America is more independent of the United States.
economically than it used to be, but we still count. Latin American self-help is.
the crucial element in its own development, but this cannot do the full develop-
ment job unless we also manage our own economic affairs well. For better or
worse, we are interdependent.

8. While the foregoing overall averages have some overall value, they also.
are deceptive. This is a characteristic of many averages. Some Latin American
countries have been growing recently (until 1974 and 1975) at around 10 percent
a year, such as Brazil, the Dominican Republic and more sporadically, Ecuador.
Others have had more modest rates of growth, such as Mexico, Argentina on and
off, Colombia, Peru, Venezuela, and most of the smaller countries. Some have.
had negative growth for many of the years in the 1970’s, such as Chile and
Uruguay, although Uruguay showed some recovery last year while others were.
slowing down.

4, Overall data are also incomplete because they say nothing about income
distribution. Latin America, despite its general advocacy of third world ideology
in international forums, an ideology which sometimes argues the need to close
the income gap between rich and poor countries, is not very egalitarian in its.
domestic economic and social structure. There are exceptions. The countries
accounting for the bulk of Latin American population are not exceptions. This
has potential political and social implications whose elaboration I will leave to
others. The social justice ethic of the Alliance for Progress, unfortunately, did
not really take hold.

5. Despite the self-evident great differences among the Latin American and
Caribbean countries in their economic, social and political structures, they de
try to deal with us as a bloc. The Latin American Economic System, or SELA
as it is called, is the most recent organized manifestation of this. Like third
world cohesion in United Nations bodies, much of Latin America’s outward
unity is for pressure agamst others for negotiating purposes. I do not wish to
denigrate this, since concessions often come only after pressure is exerted, but
we should recognize this for what it is—a pressure tactic. Latin America’s eco-.
nomic status is enough more affluent than that of most less-developed countries,
and enough less afluent than that of the developed countries, that it does not
fit easily into either group. It has chosen the path of the third world for the
obvious reason of seeking concessions from the wealthier countries, but the rela-
tionship is not a wholly comfortable one, and I suspect not a durable one.

6. 1 raise this question of unity for pressure’s sake to lead into what I think
are the major economic issues facing Latin America, since these latter are not
amendable to solution by pressure on others, For most of the countries, and for
almost a decade prior to the oil price increases of late 1973 and early 1974 and
then the deep recession in the developed countries, balance of payments issues
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were not Latin America’s number one headache. Balance of payments issues
were importamt, but not primordial. The issues during that period were not the
terms of trade, not really the paucity of external resources—that is, not really
the issues for which bloe pressure was used by third world countries.

The deeper issues in Latin America in my judgment were excessive population
growth, excessive unemployment, and grossly unequal distribution of the benefits
of its societies. Raul Prebisch focused on these issues in his study in 1970 for the
Inter-American Development Bank called “Change and Development,” and he
thought that increased economic growth could help to solve them. Perhaps they
can, but to date they have not. The balamce of payments problems re-emerged
in 1974 and 1975, but they are likely to subside again in 1977, while great
internal inequality will still be there. In my judgment Latin America has not
been focusing on the issues of greatest importance to most of its economies. Or
to put this another way, one gets the feeling that some Latin American leaders
are stressing external pressure since they do not know how best to deal with
the more transcendental internal economy and social problems they face.

In the remainder of this paper, I will examine some of the consequences on
Latin American trade and balance of payments of the oil price increases of 1973
and 1974 and then the economic recession in the developed countries in 1974 and
1975. 1 will discuss briefly the levels of unemployment and inflation in some key
countries. Finally, I will give some judgments as to what is likely to happen to
Latin American economies in the near future and, flowing from this, what the
major internal economic issues will be.

Treade

Wworld events of 1974 and 1975 had a major impact on Latin American and
Caribbean countries.

The oil price increases obviously augmented the resource availabilities of the
oil exporting countries of the region, such as Venezuela, Trindad and Tobago,
Ecuador and Bolivia. They left some countries, those relatively self-sufficient
in petroleum, in a relatively unchanged position. Argentina, Mexico and Colombia
are in this category. The oil price increases had a severe adverse developmental
impact on countries heavily dependent on petroleum imports. This includes such.
countries as Brazil, Chile, Peru, Uruguay, Jamaica, and Central America. Be-
tween 1973 and 1974, Brazil’s petroleum import bill, adding together both crude
oil and products, went up from some $725 million to more than $2,800 million,
Some of this increase came about because of Brazil’s overheated economy in 1973,
but most of it was the result of oil price increases. Comparable data could be givert
for other seriously affected countries, although scaled down in absolute numbers
given their smaller economies.

In 1974, some Latin American countries benefited from higher prices for such
primary commodities as sugar and bauxite, but the prices for most commodities
declined again in 1975. Exporters of sugar, copper, wool, meat, and other com-
modities, felt the impact of these price declines last year.

The biggest impact on Latin American trade in 1975 resulted from the world
wide recession. Because of lower demand in the developed countries, and lower
commodity prices, Latin American exports declined from about $44.5 billion
in 1974 to $42.5 billion in 1975. The inflation in some of the key Latin American
countries, such as Brazil and Mexico, which was higher than in the United States
and Europe, also was a factor in dampening the exports of these countries in
1975. In the case of Brazil, the exchange rate was not adjusted sufficiently to
compensate for the effects of inflation, and the Mexican exchange rate was not
adjusted at all.

The developed countries were suffering not only from recession in 1975, but
also from higher than normal levels of inflation. As a result, while their im-
port demand declined, export prices for their manufactured goods increased,
and this had its reflection in Latin America. Latin America imports increased
between 1974 and 1975 from $50 billion to about $53-$54 billion.

Latin America’s trade deficit was about $5.5 billion in 1974 and about double
this last year. Moreover, if the trade of the key oil exporting nations is ex-
cluded, last year’s trade deficit was about $16 billion.

I have included some tables at the end of this paper showing data on Latin
American trade with the world and with the United States (Tables 1, 2 and 3),
its major trading partner. At this point I would like to include a simple tabula-
tion showing the changes in United States-Latin American trade between 1974
and 1975.
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Changes in United States-Latin American trade between 197} and 1975

Millions

U.S. exports to Latin America and the Caribbean (fas) ———__________ $1, 305
U.S. imports from Latin America and the Caribbean (customs basis)__ —2,349
Change in trade balance - — 3, 6564

Source : Bureau of the Census.

As Tables 2 and 3 at the end of this statement show, the United States trade
balance with the world changed from a deficit of $2.5 billion in 1974 to a sur-
plus of $10.7 billion in 1975. This turnaround was due to several factors, such
as the depreciation of the dollar since 1971, a decline in prices of many of the
primary commodities we imported, and increases in the prices of many of our
manufactured exports. However, the turnaround was mainly a result of our
recession. Our trade balance has turned negative again thus far this year be-
cause of our economic recovery.

One point is worth stressing about the table presented above. More than $3.5
billion of our $13.2 billion turnaround between 1974 and 1975 was the result
of the deterioration in Latin America’s trade with us.

Balance of paymenis

Latin America’s current account balance of payments was in deficit by $6.3
billion in 1974. However, the four oil exporting countries (Bolivia, Ecuvador,
Trinidad and Tabago and Venezuela) had a combined current account sur-
plus that year of $6.3 billion. If they are excluded, the rest of the region had
a current account deficit in 1974 of about $12.6 billion. While I do not have
final data, there apparently was a further deterioration in 1975.

In 1975, as I have just noted, the United States corrected its trade balance
and its current account position as a result of its recession; we needed less
imports as our economy declined. Latin America went through a similar process
in 1975. Latin America’s deficit was as low as it was because economic growth
rates slowed down (fortunately they did not turn negative, as they did in the
United States) and slower growth called for fewer imports. Socially, a slow-
down is not the healthiest way to correct a trade and current account deficit,
particularly for relatively low-income countries, since it further impoverishes
the poor.

Latin American deficits in 1974 and 1975 were financed in a variety of ways:
borrowing from private and official sources; net foreign investment (Table 5 at
the end of his statement summarizes private direct U.S. investment in Latin
America) ; and some drawdown of reserves. These borrowings increased the debt
and immediate debt servicing obligations of many of the Latin American coun-
tries. However, assuming that exports pick up again because of economic recov-
ery in external markets, debt service problems are likely to be manageable for
the major countries where the absolute numbers are the greatest. The most
common way to measure a country’s debt service ratio is by measuring what
percentage its interest and principle payments on public and publicly guaran-
teed debt is of its exports of goods and services. This ratio was about 15 per-
cent for Brazil in 1975. (The ratio was higher, perhaps twice as high, if the
interest and amortization on all external debt is counted). A 15 percent debt
service ratio is not unusually high for a developing country. Other countries,
such as Chile, do have higher debt service ratios, and in Chile’s case, this does
impose a severe present burden.

However, a debt service burden is not a static figure, nor is any single per-
centage a sufficient measure of a country’s debt service capacity. If Latin
America’s export of goods and services do increase this year and next, this
obviously can alter the burden of debt service. Paying back a debt depends in
part on the amount required payment, and in part on prospects for increased
earnings and future refinancing.

As I indicated at the outset of this statement, I believe that Latin America’s
balance of payments pressures are likely to be transitory. This is not to say that
individual countries may not face serious balance of payments problems. How-
ever, the bigger countries, such as Brazil, Mexico, Argentina, Colombia, have
diversified economic bases and what used to be called “nontraditional exports”
in some of them, have attained substantial importance in their balance of pay-
ments pictures. These exports should increase as the economies of the devel-
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oped countries recover. I used the conditional verb “should,” since export re-
covery will require keeping exchange rates competitive. In addition, prices
of commodities which Latin America exports are on the way up again. Recent
increases in the price of coffee are one example of this. The balance of pay-
ments pressures on Peru and Chile have been exacerbated by the low price of
copper, and these pressures will ease if copper prices increase.

I would like to broaden this balance of payments discussion by looking at
the kinds of capital flows that come to different Latin American countries.
There flows come from both official and private sources, and increasingly from
the latter. In its annual report for 1975, the Inter-American Development Bank
gave a figure of $7.6 billion for the net flow of official and private external fi-
nancing towards Latin America in 1974, of which the private portion was $5.4
billion. Most of this went to the bigger countries, particularly, Brazil and Mex-
ico, but also Argentina, Chile, and Peru.

This skewness of private flows can be shown from another figure. Publicized
Eurocurrency credits to Latin America were about $4.5 billion in 1974, and
$5.3 million in 1975. In 1974, Mexico and Brazil obtained more than 70 percent
of these loans and in 1975 their proportion was 80 percent.

These balance of payments data lead to some conclusions for United States
economic policy towards Latin America. As already has been stated, some coun-
tries, such as Mexico, Brazil, Argentina, increasingly Colombia, have diver-
sified economic bases, and the main aspects of our economic relations with them
are in trade and investment. These are countries which do not need conces-
sional loans and increasingly can rely on private capital markets for their bor-
rowings. For other countries, those which are primarily exporters of such basic
commodities as bananas, coffee, sugar, bauxite, and tin, demand for and prices
of these products will dominate our bilateral relations. The poorest countries,
such as those in Central America and the Caribbean, still require assistance
on concessional terms, and our relations with them are likely to be dominated
by this fact.

Latin America may seek to pressure us as a bloe, but our response will have
to be differentiated since the separate countries will receive different benefits
from the various policy steps we take. As one examines the different ways in-
dividual countries acquire foreign exchange for their development programs,
it becomes evident that our Latin American policy must be discriminating coun-
try by country.

These balance of payments data lead also to another policy observation, this
one somewhat more conceptual. More and more Latin American countries are
developing a broad range of economic activities. The countries of the region
are seeking markets in addition to the United States for their products, they
are borrowing more on world markets, and they are generating increasing
amounts of savings internally. At the same time, our own aid programs are
diminishing. The result of these developments is that we are becoming less
important to Latin America economically than used to be the case. We still
matter, and for most of the countries in the region, we are the dominant ex-
ternal power. American supporters of the European Common Market used to
argue that a more equal U.S.-European relationship would be a healthier rela-
tionship. An analogous argument could be made with respect to U.S.-Latin
American relations, that a less dominant U.S. economic position would be a
healthy development.

Income, employment and inflation

Apart for the slowdown in growth in the region in the last several years,
there have been other related problems.

Inflation is one of these. In Brazil. to cite the most important country, the
general price index, whose annual increase has been brought down to about
15 percent in 1972 and 1973, jumped to almost 35 percent in 1974 and was close
- to 30 percent in 1975. In Argentina and Chile, the rate of increase if the con-
sumer price indexes have been in the hundreds. In Peru, the annual increase in
the cost of living index was less than 10 percent in 1973, more than 15 per-
cent in 1974, and almost 25 percent last year.

Mexico’s rate of inflation was close to 25 percent in 1974 and more than 15 per-
cent last year. Inflation rates of this magnitude have their greatest domestic im-
pact on the poor in the various societies. If not corrected for in exchange rates,
and generally the corrections have not been complete in the past year, these ex-
cessive levels of inflation have exacerbated balance of payments pressures.
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_ However, I do not wish to overstress balance of payments problems. They obvi-
ously were a constraint on development in 1975. and may be again in the future.
Such pressures are not new to Latin America. In Chile, eyclical booms and busts
in copper have been typical and since copper exports have been dominant in that
country’s total export proceeds for decades, economic planners have always had to
integrate the balance of payments constraint into their growth models; like
Joseph and the pharaoh, good planners made provision for good years and bad.
However, the balance of payments constraint was not the main impediment to
growth in the major Latin American countries in the latter 1960’s and the early
1970’s and is unlikely to be the major constraint for most countries in 1977 and
hopefully in 1978 and some years thereafter. This prediction assumes some dura-
bility to the economie recovery in the developed countries.

If this prediction turns out to be correct, it should also prove possible for Latin
American countries to reattain growth rates they enjoyed before the events of
1974 and 1975.

High rates of macro-economic growth facilitate dealing with issues like unem-
ployment and income distribution, but do not assure their resolution. Unemploy-
ment and underemployment are high in almost every Latin American and Carib-
bean country. Data are not reliable, particularly for translating underemployment
into some kind of unemployment equivalent, but some orders of magnitude can be
presented. In Chile, where the economiec slowdown this past year has been severe
(real per capita GDP declined by more than 15 percent last year), unemployment
appears to have risen to more than 20 percent. In Peru, the unemployment equiva-
lent of both underemployment and unemployment is in excess of 20 percent. In
Brazil, reliable unemployment figures are hard to obtain, but what clearly has
happened since mid-1974, when rate of economic growth declined sharply, is
that the rate of growth of employment in manufacturing similarly declined. Un-
employment in Mexico is close to 20 percent, and when the underemployment
equivalent is added, the figure probably is around 30 percent. In Colombia, unem-
ployment seems to be close to 15 percent plus underemployment. In Jamaica, the
figure is between 11 and 20 plus percent, depending on how the calculation is
made.

Many countries make no precise unemployment calculations, or do so selectively
or indirectly in particular cities, such as Sao Paulo for Brazil and Santiago for
Chile. In some places, such as Jamaica, anyone who shows any interest in wanting
to work, even though he or she is not seeking a job, is counted as unemployed,
which is different from the U.S. measuring standard. However, I do not believe
that the figures I have cited are overstated. Societies unable to provide work for
able-bodied persons willing and able to work are unlikely to be stable societies
over the long run, and this is a ubiquitous situation in Latin America.

This problem is compounded by the related one of gross inequality in income
distribution. The Brazilian economic miracle involved lowering real wages over
a sustained period and thereby aggravating income disparities. More recently, the
wage formula in Brazil has been modified to try to reverse this trend, but this has
coincided with the period of economic slowdown and the success of this policy is
uncertain., In Chile, the brunt of the anti-inflation program and the constraints
imposed on domestic economic activity by the balance of payments problems re-
sulting from the decline in copper prices have fallen mainly on the poor. In
Mexico, the pressures of high population growth rates, high unemployment, and
low incomes for those at the bottom of the economic scale, have manifested them-
selves in domestic turbulence and in a large inflow of illegal workers into the
United States. This, too, is interdependence, when population-employment-income
pressures in Mexico show up in the United States.

These are difficult issues. We learned under the Alliance for Progress that
societal and economie structures do not change easily. People move from the
countryside to the cities to find greater opportunities, which presumably most of
them do find, else they would not continue to come, but this complicates the
problems of the cities and may even worsen the recorded unemployment data.
Perceptions of social and economic injustices contribute to revolutions (as in
Cuba), to the electoral choice of Marxism (as in Chile), and to domestic turbu-
lence (as in many countries, such as Argentina, Mexico, Jamaica).

Conclusion
I have tried to show how the Latin American economies are affected by what
happens here and in other developed countries with a lag. As our economies
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decline, so do their economies, and as we recover, so will they. Our recession in
1975 was the main factor in our balance of payments improvement, but it led to
a balance of payments deterioration for Latin America. QOur present recovery is
leading to a .deterioration in our trade balance, but it is helping to stimulate
Latin American exports to us. The events of 1974 and 1975 led to increased Latin
‘American borrowing to finance their increased current account balance of pay-
ments deficits, and the recoveries of the developed countries should help to miti-
gate Latin America’s future debt service problems.

Looking ahead over the next several years, there should be an 1mprovement in
Latin America’s balance of payments position from what was the case during
the’last two years, and there should be a resumption of past growth rates. The
maJor problems are likely to be internal, in dealing with 1nﬂat10n, unemployment
and in achieving a greater sense of economic participation in the various societies.

s “TABLE 1.—LATIN AMERICAN TRADE

[In millions of dollars]

B 1974 1975
BXPOMS (F0.0.)- - e e e e 44,60 12,663
Ecuador e 1,062
Trinidad and Tobago 2,015 . 1757
VONEZURIA . .o e et - 10, 833 - 10,214
Exports excluding three countries. . ..o oo oo nae 30, 550 29,780
LT G A T 50,012 153,372
[T s N 948 943
Trinidad and Tobago. ... . 1,847 1,470
VENBZUBIA L oo e 4,247 5,359
Imports excluding three countries_ ... ... .ot eeeeee 42,970 1 45,600
Balance:
All countries. —5,552 1 —19,709

Excluding three countri —-12, 420 115,820

1 Contains estimate for 4th quarter of 1975,
Source: IMF International Financial Statistics.

TABLE 2.—LATIN AMERICA'S ROLE IN U.S. TRADE: 1975

[Dollar amounts in millions]

{mports

Exports (customs
(f.as) basis) Balance
Total U.S. trade with world $107, 652 $96, 940 $10,712
Total Western Hemisphere.__ $38,873 $38,245 $628
Percent of total with world.__ —— 36 39 e
Canada. . ____. .. ._..__ $21,759 $22,170 ~$411
Canada as percent of Western Hemisphere. . .- 56 68 e
Latin America and the Caribbean. ... ..o oo $17,114 $16,075 §1,039
As percent of world.___ e mmmmmmmm 16 ) ¥ .

Oil-related countries:

v | N $2,243 $3,625 —$1,382
Ecuador...____. - 414 463 —49
Trinidad and Tobago_ .. 256 1,171 -~915
Netherlands Antilles_ . - m—— 228 1,559 -1,331
Subtotal . _ 3,141 6,818 ~3,677
Latin America and Caribbean fess oil countries 13,973 9, 257 4,716

Source: Bureau of the Census,
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TABLE 3.—LATIN AMERICA'S ROLE IN U.S. TRADE: 1974
[Dollar amounts in millions}

Imports
Exports (customs
(f.a.8.) basis) Balance
Total U.S. trade with world $98, 507 $100, 997 —$2,490
Total Western H e e ———— e —m e mm e $35, 745 $40,710 —S4 965
Percent of total with world- ______ 36 40 oo
Canada_. . $19, 936 $22,286 —$2,350
Canada as percent of Western Hemisphere__ 56 85 s
Latin America and the Caribbean..... $13,715 $13,272 $443
As percent of the world_. 14 13 s
Oil-related countries:
Venezuela.. oo ceoceoo - $1,768 $4, 679
Ecvadoro oo ____ - 326 473
Trinidad and Tobago_. 192 1,273
Netherlands Antilles ece—————— 193 2,018 el
Subtotal._. 2,479 8,442 —35, 964
Latin America and Caribbean less oil countries. ..o cmccommmennnn 11,236 4,829 6,407

Source: Bureau of the Census.

TABLE 4 —ANNUAL VARIATIONS IN GROSS DOMESTIC PRODUCT, 1861-741
{In percent]

Country 1961-70 1970 1971 1972 1973 1974
Argentina____ 4.4 5.4 4.8 3.1 6.1 7.0
Barbados 4.9 9.8 3.5 -2.3 2.3 —6.5
Bolivia 5.1 5.2 3.8 5.1 6.9 6.7
Brazi 6.0 9.5 1.3 10.4 11.4 9.6
Chile._ 4.5 3.6 7.7 -1 -3.6 4.3
Colomb| 5.3 7.3 5.8 7.8 7.1 5.9
Costa Rica 5.8 7.1 6.5 8.9 1.7 4.3
Dominican Republic_ 5.4 10.6 10.6 12.4 1.2 8.9
Ecuador._._.... 4.8 11.5 5.4 8.6 17.6 11.7
El Salvador... 5.7 3.0 4.6 5.7 4.3 6.4
Guatemala. . . 5.5 5.7 5.6 7.3 6.8 5.5
Haiti_ e ieeeees .8 .6 6.5 .9 8.2 6.9
Honduras. o oo caeecccacccacamccnan 4.7 3.7 3.5 3.7 5.1 S
JAMAICA. a e oo m oo 5.0 7.5 7.1 6.4 3.2 5.8
[ T, 7.0 6.9 3.4 7.3 7.6 5.9
NiCaragua. .o cocccmecccccccccmen 7.1 2.7 5.4 3.0 6.3 9.2
Panama ..o cieeeceimaaoe 8.0 7.0 8.7 6.3 6.5 3.5
Paraguay ....... 4.5 6.2 4.4 5.1 7.3 8.3
[ 5.5 1.7 5.4 6.1 5.7 6.3
Tnmdad and Tobago. .. ocoeooooaoo 3.4 .2 5.2 3.3 1.9 3.7
Uruguay. . oo ocooooccaecaeamaae 1.6 4.7 -1.0 -3.4 .9 1.9
Venezuela. . .cececoeocceccecmaenene 5.9 7.2 2.8 3.6 5.8 4.5
Latin AMenica. - caconcoencmcacnanan 5.6 7.2 6.6 6.6 1.7 7.2

1 At constant market prices.
Source: From annual report 1975, Inter-American Development Bank.

TABLE 5.—U.S. DIRECT INVESTMENT IN LATIN AMERICA

[tn millions of dollars]

Yearend Yearend
1973 1974 Change
Al iRdUSEHeS - e e oo e oo oo e e e 16, 484 19, 620 3,136
Mining and smelting. - 1,682 1,439 —243
Petroleum_._.. 3,043 3,557 514
Manufacturing - . oo eeeeeaee 6, 456 7,487 1,031
Transportation and utilities.. 454 474
rade_..__...__.... 1,563 1,987 424
Finance and insuranc 2,108 3,410 1,302
L] S, 1,177 1, 266
Latin American as a percent of all countries_. .o ceceaaas 16 17 s
Developing countries (number)_ 65 [3: .

Source: Survey of Current Business, October 1975,
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Chairman Lowg. Congressman Hamilton, we have decided that we
will go ahead with all three witnesses before questioning.
Mr. Davis, why don’t you proceed.

STATEMENT OF TOM E. DAVIS, DIRECTOR, LATIN AMERICAN
PROGRAM, CORNELL UNIVERSITY

Mr. Davis. Representative Long, I have a rather long prepared
statement, which I trust will be included in the record.

Chairman Loxe. Without objection, it is so ordered.

Mr. Davis. And that being the case. I would like to concentrate on a
few points where I think that my testimony diverges from that of
Mr. Weintraub.

Basically, I think the divergence is this Mr. Weintraub has pre-
sented a picture of Latin America as a continent characterized by
“growth with problems,” those problems essentially being problems
of unemployment, of unequal income distribution, and also of infla-
tion. I would like to present a picture of Latin America, particularly,
looking forward to the end of the 1970’s and the 1980’s as a continent
that will be characterized by “problems of sustaining economic
growth.”

I have tried to reflect this morning on some of the differences that
I think underlie our two points of view. One of these, I think, is the
differing assumptions that we are making about comparative growth
rates for the OECD countries in the next decade as compared to the
last decade. Mr. Weintraub mentioned that Latin America had some
historically very high growth rates during that period. I think we
should also recognize that the growth rates in the OECD countries
during that same period of time were even higher; that is to say, that
the differences between Latin America and the developed countries was
in fact increasing.

I don’t see that kind of growth for the OECD countries continuing
for the next decade. I believe it will not continue because of the sub-
stantial capital transfer that is taking place and will take place in
direction of the OPEC countries.

I believe that we are in for a period of much slower world economic
growth and historically that has meant much lower levels of commod-
ity prices that are so important to enable Latin America to maintain
‘the export earnings that are required to pay for its goods and services
1mports.

Another basic difference, I think, is the way that Mr. Weintraub
and I look upon the balance of payments data. The usual picture, I
think, that we have is that Latin America is a substantial net im-
porter of goods.

This is a very deceiving picture, because it carries with it on the
capital side the notion that there is a substantial transfer of funding
from the developed countries to Latin America. This conception comes
about because we consider as part of services Latin American imports
the payments that Latin America makes on capital ; that is to say, the
payments that are made for dividends, interest payments, and re-
patriation of capital. And those payments greatly exceed Latin Ameri-
can deficits on current account.
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_ Let me try to put it in a slightly different perspective. Sometimes it
is difficult for us and for other OECD countries to recognize that the
United States is a rentier Nation, it is a rentier Nation in the sense
that the United Kingdom was a rentier nation in the first 40 years of
this century ; that is, 1t is a nation which-is paying for its goods imports
through its earnings on past capital investment, not only in Latin
America, but throughout the world.

What are the implications of this? The implications are very clear
that these so-called service imports into Latin America and other LDC
countries are going to rise substantially over the next several decades.

It also means that Latin American countries, unless they can in-
crease their export earnings, will have to further curtail their imports
of goods. Those goods imports 20 or 25 years ago used to consist of
final products. It was a question of belt tightening in many cases, do-
ing without imported luxury goods. In those 25 years, the economy
of Latin America has changed substantially. Those imports today are
not final products. Those imports today are raw materials, fuels, in-
termediate products—in other words. they are the products that are
absolutely necessary not only to keep the domestic economy function-
ing, but also to maintain levels of manufactured exports.

There is another area in which I believe my point of view differs
from Mr. Weintraub’s And that is in the area of the debt service re-
quirements. Let’s take Brazil where he has given us a figure of 15 per-
cent of export earnings as the debt service requirement. I would put
that figure at closer to 85 or 40 percent. And the discrepancy here is
due to the fact that he considers simply the service requirement on
publicly guaranteed debt. And I think any banker in this country will
tell you that the relevant figure is not the public or publicly guaran-
teed debt, it is the total debt. The LDC’s are indebted to the banks in
the world to the tune of $145 billion. Roughly $60 or $70 billion of that
corresponds to Latin American indebtedness. That is not public debt.
It is not publicly guaranteed debt. But it is debt on which there have
to be interest payments, amortization payments, just the same as for
the public or publicly guaranteed debt.

The combination of these massive flows, coupled with the reduced
ability of Latin American countries to restrict imports, leads me to
view the future as a period that will be characterized by massive de-
faults on the part of Latin American countries. Some of this has al-
ready occurred. Chile has defaulted, and most recently as reported in
the New York Times last Wednesday, Peru defaulted. When this
happens on an individual country basis, one at a time, so to speak,
these defaults can be handled, and they don’t produce a profound im-
pact on United States-Latin American relations. But we have just seen
the beginning, in my judgment, of this phenomenon.

‘When those defaults occur in a large number of countries, and when
they occur in the larger countries, it is going to become very, very
difficult indeed to arrange for a debt moratorium. We are going to talk
about defaults that, in their aggregate, can exceed the equity posi-
tion of the major national banks.

In my judgment, some mechanism simply has got to be found to
enable the Latin American countries to increase their earnings on ex-
port accounts. Some mechanism will have to be found for providing
credits to allow these existing debts to be extended in time. As I look
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at the structure of the international banking community today, it is
not robust enough to handle this problem without the assistance of
national governments. And I am not speaking primarily even of the
United States in this respect. There is a heavy responsibility and
heavy interest on the part of major European countries in this respect
as well. And many of these loans are contracted with the European
subsidies of large U.S. banks. The individuals that will be primarily
affected and the governments that will be primarily affected will be
these European governments. It is an area which, if we don’t seek
early resolution of problems, could be a thorn in the side of not only
United States-Latin American relations, but also United States-
European relationships. As we know, the responsibility both for the
regulation and also for the maintenance of the liquidity of these banks,
is not a problem of the U.S. Government, it is a problem that will have
to be resolved as a result of the closest sort of United States-European
cooperation in the monetary area.

These are the points which direct themselves not so much at the past,
but rather looking at the next 10 years of our relationship with Latin
America.

And I simply can’t close without saying that I find the point of view
that the Latin American countries stress external pressures because
they don’t know how to deal with internal problems and internal pres-
sures a bit self-serving in this forum.

I am not sure, frankly, that there is any Western country that can
pat itself on the back when it comes to talking about the way in which
it has dealt with problems of unemployment, with problems of income
distribution, and with problems of inflation. There are Latin Ameri-
can countries today suffering from inflation that never suffered from
inflation previously. The inflation that I see today in the Caribbean, in
Central America, and in Venezuela, are not historic problems. It is the
Chiles, the Argentinas, the Uruguays and the Brazils that have had
historic experience with inflation.

What we see today is not an inflation that is a unique problem of
Latin America. We see a problem of inflation which is a worldwide
phenomenon. And in dealing with that problem of worldwide infla-
tion we are essentially talking about slowing down the rate of world-
wide economic growth. And that slowing down in the rate of world-
wide economic growth may be necessary. But as we pointed out, as a
result of the effect that it will have on commodity prices in interna-
tional trade, it is not the basis for being terribly optimistic about the
future of the Latin American economy.

Thank you.

Chairman Loxa. Thank you, Mr. Davis.

[The prepared statement of Mr. Davis follows:]

PREPARED STATEMENT oF ToM E. Davis

THE FUTURE OF UNITED STATES-LATIN AMERICAN RELATIONS
Summary

Economic relationships appear likely to provide many sources of friction in
inter-American relations during the next fifteen vears. Snecifically, the market
for Latin American exports, both in the U.S. and in the OECD countries, will ex-
pgnd less rapidly than in the past fifteen years both because the OECD countries
will grow more slowly and because these countries will liberalize their protective
system at a much slower pace. As a result of this slower growth, capital markets
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in the OECD countries will expand less rapidly and will be increasingly depend-
ent for funds on the OPEC countries (that may develop their own capital mar-
kets) and will be less capable of supplying Latin American (and other LDC) bor-
rowers than they have been in the recent past. The “cerdit worthiness” of Latin
American nations will decline as a consequence of large and increasing balance-
of-payments deficits (resulting from the substantial higher cost of food and
energy) and existing indebtedness positions that already loom large in relation
to export earnings. To avoid default on expiring credit lines, many countries will
be required to severely curtail the growth in imports. Such action will reduce
domestic consumption, production and employment particularly in the more in-
dustrialized countries. In such circumstances, Latin American governments will
be forced to limit political participation and suppress dissent ; the temptation to
“plame” the international economic system (and particularly the leadership of
the United States in the economic arena) will be very strong. Tighter exchange
controls, restrictions on remittances, debt defaults (or “moratoria”) and nation-
alization of foreign investment are likely responses.

These circumstances will confront virtually all non-oil-exporting countries to
a greater or lesser degree; consequently, Latin American governments will tend
to negotiate collectively with the U.S. on economic issues. Many issues have al-
ready been identified : reform of the international monetary system (to increase
the role of SDR’s linked to development assistance), unilateral trade conces-
sions on the part of OQECD countries (on agricultural products as well as manu-
factures), formation of commodity agreements or cartels (designed to raise sub~
stantially the price of traditional Latin American exports). Additional initiatives
towards economic integration (and the exclusion of foreign controlled firms from,
the benefits of such integration) as a mechanism to stimulate regional import.
substitution also appear likely.

Immigration to the United States, illegal as well as legal, will accelerate.
markedly, and in certain states (Florida, New York, Texas, California and pos-
sibly Illinois) will become a significant political issue.

Nuclear power will expand significantly because few Latin American countries
have coal resources of consequence to supplement their limited hydro-electric-

otential.

P These trends portend a period of antagonism, a strong resurgence of national-.
ism and protectionism. Such developments may be attenuated if the QOECD:
countries (and the United States, in particular) open their economies to manu-
factured imports, pay higher prices for commodity imports, increase (or at least
halt the continuing decline in) net income transfers as a percentage of G.N.P.,
“legalize” the clandestine immigration that has taken place, and assist in the
development of a collaborative Latin American nuclear energy agency.

Basic framework of international relations

This scenario rests upon an assumed framework of international economic
and political relationships that has at its core the perpetuation of basic antag-
onisms between the Soviet Union and China. That situation will permit a con-
tinuation of the policy of detente with each of these super-powers. Within that
over-all policy of detente, frictions both within QECD countries, with the OECD,
and between the OECD and the developing countries (in particular Latin
America) will develop without endangering the fundamental security of the
United States. In short, China-U.8.8.R. differences represent the sine qua non for
the detent policy, which in turn regulates the common security interests of the
West to a secondary level of importance and allows national (and group) self-
interest in economic and political matters to come to the fore, specifically, in
inter-American relations.

The policy of detente also guarantees that the Latin American countries will
represent no challenge to the security of the United States, which in turn implies
that no national consensus within the United States is likely to emerge on the
subject of U.S.-Latin American relations. For example, trade unions that are.
adversely affected by imports of Latin American manufactures will not be per-.
suaded nor frustrated by the argument that such measures are necessary to.
“check Communism or protect the vital interests of the United States in Latin
America.” Latin American policy will continue to be determined in the “rough- .
and-tumble” of pluralistic interest-aggregation in the U.8. and will vary through
time and frequently prove inconsistent as a consequence. Neither the financiers.
nor the MNC’s will dictate U.S. policy towards Latin America (and vice-versa),
despite their substantial investments in the region.
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Similarly, in Latin America, national interests, unleashed by the policy of 'de-
tente to a far greater extent than was the case in the immediate post-war period,
will be defined by groups, corporations, parties or classes whose political for-
tunes will vary through time. In particular, detente will permit Communist par-
ties (where they exist) or sympathizers to assume more independent, natiqual
positions and to form more easily alliances with Socialists and other proletarian-
based parties (as in France, Italy and Portugal). As a consequence, the repre-
sentation of the interests of any particular Latin American country, to say
nothing of any collective Latin American position, will vary substantially through
time, making it unlikely that U.S.-Latin American relations will rigidify for
any extended periods of time.

Outside of the East-West orbit, the OPEC countries will continue to be the
most powerful influence on the course of international relations. Within OPEC,
Saudi Arabia will continue to exercise a “veto power” as a result of the fact that
Saudi Arabia unilaterally could increase the oil supply sufficiently to lower signif-
icantly the price of petroleum and break the cartel. Despite detent, Saudi Arabia
will continue to depend, in large part, on the security forces of the United States,
and as a consequence, will not permit oil prices to be raised to the point where they
would strangle completely economic growth within the OECD countries. On the
other hand, within the framework of detente, Saudi Arabia will not perceive
a much slower rate of growth in the OECD countries (resulting from the pres-
ent level of petroleum prices and transfer of oil resources to the OPEC bloc)
as prejudicial to her long-run security interests and will withhold supply to
maintain such prices, even at the cost of a substantially smaller share of the
market.

Present levels of energy prices will not bring forth a demestic supply responge
that will keep pace with the growth of demand. The United States (and e fortiori
the other OECD countries) will accept increasing dependency upon imported
petroleum premised on the willingness and ability of Saudi Arabia to continue
as the “supplier of last resort.” The Saudis will thus be capable of preventing a
Project Independence (even limited to the United States) from ever getting off
the ground.

The OECD countries will accept a slower growth rate and the loss of real
income that represents the counterpart of the massive transfer of resources to
the OPEC countries. In the context of detente, a slower rate of growth will not
be perceived as inimical to the security interests of the OECD countries. The
OTEC countries (especially Saudi Arabia and Kuwait) will continue to accept
financial claims on the OECD countries (primarily in the form of government
debt) and thus minimize the real resource transfer. This, in turn, will mitigate
the inflationary impact of the higher level of oil prices during periods when
resources are fully employed in the OECD countries. The accumulation of fi-
nancial claims, which could be perceived as the frightening specter of “de-
nationalization” and potentially de-stabilizing exchange transactions, will reas-
sure the OECD nations that the owners of these assets would have little interests
in rocking the financial boat that holds their claims.

Under such circumstances, why should the growth rate of the OECD countries
slow at all? Won’t capital formation that previously was financed by the savings
of “the little old widow in Peoria” (who now must pay more to heat her house,
fertilize her garden, and drive her car) now be provided by the sheiks? Un-
fortunately from the standpoint of OECD growth, many of the OPEC countries
(especially Iran) are taking real resources in the form of armaments, trans-
portation equipment, engineering services, plant and equipment. In the context
of the present depressed economies in the OECD countries, this phenomenon
may cost the OECD countries very little (and may even increase aggregate out-
put and employment by more than the amount of the transfer) ; but as the OECD
nations approach capacity utilization of facilities, those facilities will be smaller
by virtue of the fact that the new steel plants will have been built in Venezuela,
fertilizer plants in Iran, etc. The OECD countries will “bump their heads” on
the capacity ceiling far more quickly, and at far higher levels of unemployment.
and then will apply the monetary brakes to avoid inflationary recurrences. This
phenomenon is likely to occur much more rapidly in. Western Europe and Japan
than in the U.S. and Canada because the latter have substantial unutilized capac-
ity in their primary sectors.

Quite apart from the capacity “problem,” many of the OECD countries may al-
ter their expansionary policies in face of increasing deficits on current account
and its counterpart, namely, increasing indebtedness either directly to the OPEC
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countries or indirectly as a result of increased indebtedness to the third coun-
tries (principally the United States) where the OPEC countries have deposited
(or invested) their surpluses. Great Britain and Italy have already used the
existence of higher than average balance-of-payments deficits on current ac-
counts to devalue and take protectionist measures. While both measures in-
crease the costs of imports, historically protection has appealed to politicians far
more than devaluation. If unemployment in OECD countries remains high as a
result of the lower capacity ceiling, the appeal of protectionism may prove politi-
cally irresistible. If, so, “beggar-they-neighbor” policies, as they become gen-
eralized within the OECD countries, could have the consequence of lowering
further the “capacity ceiling.”

Even if devaluation is the chosen policy response (and growing indebtedness,
valued in foreign currency, reduces the attraction of this option) there will be
a continuing temptation to minimize the need for (and extent of) devaluations
by employing restrictive monetary and fiscal policies that result in lower levels
of output and employment in order to reduce imports and encourage exports, and
thus minimize the current account deficit.

Finally, a number of OECD countries are finding it difficult (and increasingly
more expensive) to borrow to cover their current account deficits. Banks that
are borrowing “short” from the OPEC countries are in a dangerous position
when they lend “long” (or when nominally “short-term” loans must be continual-
1y renegotiated) to cover current account deficits. As a group, the indebtedness
of the OECD countries is growing rapidly in relation to exports. The ‘“credit
worthiness” of the QECD group diminishes and the probability of default grows.
A point is ultimately reached when a financial system based on convertibility of
debt into foreign currency is necessarily compromised. Either creditors must
accept payment in the national currency of the bank (which even then may re-
quire assistance from its government or national central bank) or must accept
part of the bank’s portfolio (at par) in lieu of convertible currency. In short, the
OPEC countries ultimately must accept the debt of the countries with the per-
sistent current account deficits rather than the obligations of the “strong” coun-
tries, i.e., countries with persistent current surpluses or minimal deficits. Long
before this point is reached, however, countries with persistent current account
deficits will feel the pressure to protect, deflate or devalue.

As seen above, a number of routes lead to the same destination, namely, slower
growth for the OECD countries during the next decade. Within the OECD, the
United States appears to be in a relatively favorable position, with a substan-
tial current account surplus, an “undervalued” currency, a relatively low “sav-
ings rate,” and, as noted earlier, excess capacity in the primary sector. In
addition, the U.S. firms hold substantially greater investments in other OECD
countries (in relation to G.N.P.) than do the firms of other member countries.
Repatriation of the surplus (revenues minus direct operating costs) generated
by these enterprises would further reduce capital formation in the other OECD
countries.

Impact in Latin America

This global scenario impacts on Latin America with a vengeance—both di-
rectly and indirectly. The direct impact is essentially similar to that in the
OECD countries—only with a greater degree of severity that grows out of the
fact that Latin America has virtually no substitutes for petroleum (aside from
limited supplies of metallurgical grade coal found in Chile and some develop-
mental opportunities in Colombia). To complicate matters further, Latin America
has substantial (U.S. $3.56 billion) current account deficits prior to October
1978, and had increased its foreign indebtedness substantially during the pre-
vious decade.

For many Latin American countries, the ratio of interest, dividend and amor-
tization payments to export earnings approached the .35/.40 level that has
typically represented the reasonable limit of foreign indebtedness. (Even this limit
reflected an assumed continuation of the rapid growth of exports that occurred
since the initiation of the Alliance for Progress.) During this period, population
growth in Latin America, coupled with price controls designed to provide rela-
tively cheap food grains, animal products, vegetable oil and sugar for the rapidly
growing urban concentrations, converted many Latin American countries from

1 Buginess Week, Mar. 1, 1976, p. 36.
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the position of a net exporter to a net importer of food. To compound the problem,
Latin American agriculture increasingly relied upon imported fertilizer to
sustain production. .

The October war and the resulting upward movement of relative prices for
<nergy and foodstuffs simply aggravated an already difficult situation. This was
disguised in many countries (e.g. Peru and Chile) during 1974 as a result of
rapidly rising prices for many other primary products (e.g. fishmeal and cop-
per). This situation quickly reversed in 1975 as the OBCD countries reacted
with restrictive monetary and fiscal policies to the inflation produced by the
encounter with capacity ceilings. The prices of these primary products fell to
less than half their previous levels (e.g. copper fell from $1.40 to $.55 on the
London Metals Exchange). As a consequence, Latin American holdings of of-
ficial foreign exchange reserves which peaked at $13.5 billion in July 1974 had
fallen to $9.0 billion one year later and now are thought to represent less than
half their maximum level. Primarily responsible, of course, was the increase
in the deficit on current account from $3.6 billion in 1973 to $13.3 billion in 1974.
(A further increase may have occurred in 1975.)In this context, some of the
most adversely affected countries, such as Chile, had to appeal for extensions
on the maturity date of existing debt.

Latin American countries did receive some assistance in financing oil pur-
chases directly from the Venezuelan government and indirectly from the oil
facility created by the International Monetary ¥Fund. Credit from these sources,
however, could not prevent the rapid erosion of foreign exchange balances -and
only added to the total of foreign indebtedness.

Already by the end of 1973, but particularly in 1974, many Latin American
countries that had a remarkable record of monetary stability in the previous
decade (Bolivia, Dominican Republic, Guatemala, Honduras, Haiti, Mexico,
Panama, Paraguay and Peru) experienced double-digit inflation along with the
OECD countries. Some of these countries have already adopted restrictive mone-
tary policies, which in the case of Nicaragua has been carried to the point of
substantially reducing the money supply. Consequently, the response ot the rise
in relative prices of food and fuel appears to be only quantitatively, rather quali-
tatively, different in the case of Latin America.

In the long run, however, the indirect impacts that reverberate throughout
Latin America as a consequence of actions taken in the OECD countries will
loom as importunt, and probably even more important, that the direct effects
of the rise in the relative price of food and fuel as a consequence of the depend-
ency of Latin American economies on the system of international trade and
finance. Three postulated reactions in the OECD countries are particularly
salient: (1) the decline in the rate of real economiec growth: (2) the reduction
in the rate of trade liberalization ; and (3) the slower growth of capital markets.

A slower growth rate in the OECD countries will result in lower relative prices
for Latin American primary exports (and perhaps a lower growth rate of
primary exports as a response to these lower relative prices). In any event,
traditional exports will not be a leading sector in the non-oil-producing countries.

To sustain economic growth, increasing reliance must be placed upon non-
traditional exports, particularly in the area of manufacturers. Starting from a
very low base, such exports grew rapidly since 1960 as a consequence of trade
liberalization in the OECD countries.

The prospects for the next decade are not particularly promising. The un-
employment generated throughout the OECD countries as a result of the anti-
inflationary policies of 1975 exceeds the maximum level reached since the eco-
nomic recovery from the ravages of the Second World War. As the OECD
economies continue to run periodically into constraints posed by capacity limita-
tions, periods of inflation followed by restrictive monetary and fiscal policies
(often referred to as “stop-and-go” policies) will sustain these relatively high
levels of unemployment. R

The relative large increase in the fraction of the population in the 20-30 age
group (a product of the post-war baby “boom”) and the continuing influx of
females of all ages has the effect of swelling the labor force in the face of the
slackening pace of demand. In such circumstances, continued trade liberalization
(and especially unilateral concessions in favor of the LDC’s) will continue to
encounter staunch opposition, particularly in the highly organized industries.

Of greatest immediate consequence for Latin America is the prospect of declin-
ing rates of growth in the OBCD capital markets. LDC indebtedness to the U.S,

82-891—77——3
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banks now approaches U.S. $145 billion.? In Wall Street parlance, the U.8. banks
are no longer the creditors of Argentina, Brazil and Mexico—the major borrow-
ers—but their “partners.” Such financial “shotgun” marriages, however, generate
friction especially when the banks have the opportunity to upgrade their port-
folios. Not only are some of the far more “creditworthy” OPEC countries (e.g.
Iran) increasing their borrowing to sustain ambitious development programs,
but the prospective decline in OECD “savings ratio” (resulting from the transfer
to OPEC) and the prospective capital shortage (due to present capacity limita-
tions) in the OECD countries will make it unnecessary for the banks to seek
out “marginal” LDC borrowers as they have in the past. Given the prospects for
trade and aid, a significant reduction in Latin American indebtedness to the
U.S. banks appears unlikely; “rollover” agreements will predominate, but a
number of defaults would appear to be inevitable and could prove to be contagious
(even in the case of the major borrowers).

The Latin American response

The October War occurred at a point when many Latin American countries
had reformulated the development strategy that they had followed immediately
after the Second World War. In the 1960’s, the “import substitution” policy
appeared increasingly deficient. I had failed to sustain the growth of per capita
income and employment in the manufacturing sector in the early-industrializing
countries (especially Argentina), it had increased dependency upon imported
food, fuels ad raw materials, as well as intermediate products and capital goods ;
it had developed industries that catered to the upper-income echelons, created a
“labor aristocracy,” and may have aggravated the inequality in the income dis-
tribution. In contrast, in several Asian countries (Hong Kong, Taiwan, Singapore
and South Korea) exports of manufactures had stimulated rapid economic
growth; world international trade had expanded at historically unprecedented
rates; the prices of primary exports had certainly not declined secularly (and
for some products had reached all-time highs) ; and foreign exchange was readily
available (at a price) in international financial markets. These developments
were not totally without setbacks, e.g., the application of the (Nixon) import
surcharge to imports from Latin America (despite the continuing U.S. trade
surplus with Latin America). Nevertheless, various countries adopted policies
(e.g., the ‘“‘crawling peg” or periodically upward adjusted price of foreign
exchange) that were designed to stimulate exports and to reduce the degree of
protection accorded to domestic producers.

To the extent that the abandonment of the “import substitution” policies
rested upon the rapid growth of the OECD countries, pervasive trade liberaliza-
tion, ready access to capital markets, and higher relative prices for primary
products, elements of that policy will return. In particular, it will prove diffcult
to avoid a return to progressively overvalued domestic currencies if industries
are thwarted in their attempts to open export markets in the OECD countries
and rely increasingly upon the domestic market. Similarly, if imports must be
curtailed in order to eliminate current account deficits, surely limitations on
remittances (dividends, interest, amortization, royalty payments, etc.) by foreign
(and domestic) enterprises will follow. Such actions will lead in part to clandes-
tine capital exports (via underinvoicing of exports and overinvoicing of imports)
and in part to acquisition of domestic enterprises. Either activity will generate
pressure for nationalization. It is difficult to envisage such conflicts being resolved
“amicably’ if they occur on any substantial scale. Since a large fraction of
manufactured exports in many Latin American countries represent transactions
between affiliates of the same MNC, the volume of such exports will decline even
if the nationalization is “amicable,” which, in turn, reduces the likelihood that
it would be so. In short, both the bankers and the MNC's will be adversely
affected by a reversion to “import substitution” policies in Latin America.

The very success of the OPEC cartel, despite its adverse consequences both
direct and indirect, has evoked little criticism within Latin America. In part,
this reflects a growing solidarity within the Third War based upon the pervasive
notion that the gains from trade are distributed most unequally in favor of the
developed countries and, in part, upon the hope that cartels of producers_of
copper, bauxite, coffee, bananas, iron ore, etc, will also result in substantial

2 Forbes. Feb. 15, 1976. The long-term compnnent approximates $25 billlon (of
whir-grAergen‘tmn, Brazil and Mexico account for $6.8 billion). Busincss Week, March 1,
1976.
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transfers from developed countries to the less-developed. While the objective
conditions do not favor such cartels in the long run (at least as compared to
OPEC) they already have come into existence and some (particularly in the
bauxite industry) have had a measure of success. If the OECD countries (or
a fortiori the United States individually) act to break these producers’ cartels,
this will produce frictions and resentment in the Third War generally (an@&
Latin America, in particular).

An alternative to cartelization, particularly for those commodities like coffee,
cacao, bananas, iron ore, etc., whose wide diffusion reduces the prospect of suc-—
cess for a producer’s cartel, is the international commodity agreement. ¥rom such:
an agreement, the Latin American producers expect to obtain higher average
prices (than would otherwise obtain) as well as greater stability of price (and
supply). The participation of the consuming countries is required to “police’
the producer’s quotas, established in amounts that will cause the market to
clear at the higher, agreed-upon price (or within a range of price). Even after
the commodity agreement is successfully negotiated, producers suspect that the
consuming countries are not faithfully discharging their “policing” function in
order to assure a lower market price. It is not altogether clear that such
agreements reduce the frictions in inter-American relations.

The foregoing represent some of the responses that are anticipated from
individual Latin American countries or several countries acting in concert with
other Third World nations (as in the ease of cartels or commodity agreements).
In addition, a number of collective responses are likely to emerge as a consequnece:
of the increasing collaboration among Latin American countries, especially im
economic affairs.

Increased emphasis on economic integration within Latin America shoul®
emerge as an extension of domestic policies of import substitution. During the-
past decade, the economic integration movement within Latin America lost its
momentum, at least in the “southern cone,” Mexico and Central America, evem
though international reserves were increasing rapidly, thus reducing concerns
about deficits—and the requirement to repay in reserve currencies—that were
prevalent in the discussions in the late 1950's that led to the creation of LAFTA
and CACM. Several factors played an important role. At least from the point
of view of the Andean countries, the benefits of economic integration appeared
to be disproportionately distributed, initially to the large countries (Argentina,
Brazil and Mexico) and within these countries to foreign, rather than national,
enterprises. To counter these tendencies, and to attempt more rapid movement im
the direction of eliminating internal tariff barriers and of establishing a common
external tariff, the Andean countries (including Venezuela) established a com-
mon market within the LAFTA structure and adopted Article 24 of the Andeam
Pact which limits tariff concessions to enterprises that are predominately
national (.80 equity).

Centrifugal forces could also be observed within the Central American Com-
mon Market. Population pressure in El Salvador spilled over into neighboring
Honduras and produced a harvest of discontent that erupted into violence at a
soccer game between the respective national teams. The continuing antagonisnx
between El Salvador and Honduras added to the internal differences that already
existed between Costa Rica and the remaining members. Costa Rica as tie
most inflationary country in the bloc (that operated with an essentially fixed
exchange rate system) tended to run recurrent deficits that served to deplete its
foreign exchange reserves. This situation threatened to detach Costa Rica. from
the Central American Common Market on various oceasions.® :

“ 3 Another manifestation of this same nroblem occurred within the highly- inflationary

southern cone” (Argentina, Brazil, Chile and Uruguay). These countries operate witlh
fluctuating exchange rates, but rate changes frequently fail to reflect the differences:
between the rate of inflation in the respective country and its trading partners: Suddenly.
exports may become unprofitable or imports non-competitive and as a consequence thes
country may experience abrupt changes in its current account balance. The' amount of
credits provided within the LAFTA structure are limited, and deficits ultimately represent:
a drain on foreign exchange holdings. In such ecircumstances, trade between one branect
of a multi-national firm and a branch located within a foreign country is more likelv to»
develop because the gains and losses from exchange fluctuations are internalized witliin
the enterprise. In this sense, economic integration does appear to have favored foreign as
compared to domestic, enterprises. Nevertheless, given these uncertainties attaclied to the
progress of economic integration, foreign firms tend to locate in those countries: that: offer
the largest internal markets.
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Despite the obvious problems that have slowed progress toward economic
integration, any decline in the relative attractiveness of the international market
will spur new initiatives in this area. One has already surfaced : the creation of
Latin American MNC’s.

Regardless of which broad development strategy (import substitution or ex-
port promotion) if followed, however, there is little expectation that sufficient
employment (at family-subsistence income levels) will be generated to accom-
modate new entrants into the labor force. The service sector will continue to
expand relatively to the primary and secondary sectors. The expansion in sec-
ondary and university-level education will continue to create pressures for
further growth of the public bureaucracy. Such expansion will be financed in
part by increased taxation (most probably by value-added taxes) and in part
by monetizing government deficits. It is difficult to envisage a period of respite
from inflationary pressures in those countries in which the relative size of the
public bureaucracy is large (e.g. Argentina, Chile and Uruguay).

The anticipated balance-of-payments deficits will mandate periodic stabiliza-
tion efforts in these countries. While the prospects for success in the future are
certainly no brighter than in the (unsuccessful) past, they will be a continuing
source of friction between the inflationary countries and International Monetary
Fund (or more exactly with the OECD countries that dominate policy determina-
tion with the I.M.F.).* In particular, ILM.F. pressures to restrict rates ot growth
of the money supply will translate into pressure to reduce public sector deficits,
and, in turn, the rate of growth of employment and real wages in the public
sector. Coupled with the educational expansion that has been encouraged by
the loan program of the Inter-American Development Bank and the World Banl,
which increasingly emphasize social overhead investment, any shrinkage in
public sector growth rates will generate “white-collar” unemployment, and a
progressively impoverished “white-collar” class. These decisions will be difficult
to sustain in societies in which the public bureaucracy bulks large, and will
require a substantial reduction in the representation of “white-collar” interests
within the political decision-making process, and perhaps an increase in repres-
sion to achieve that end. In such circumstances, a substantial increase in “white-
collar” migration should act as a political “safety-value,” and will be tolerated,
if not actively encouraged, by Latin American governments.

Emigre colonies will continue to proliferate within Latin America and immigra-
tion, both legal and illegal, to the United States will become increasingly impor-
tant, especially from those countries bordering on the Caribbean. Illegal immigra-
tion will be most troublesome in the context of U.S.-Latin American relations.
Illegal immigrants are subject to vicious forms of exploitation; nevertheless,
forcible repatriation creates bitter animosity. Despite the absence of reliable
data, substantial communities of illegal immigrants from Mexico, Colombia,
Haiti and the Dominican Republic are known to exist in our largest cities and
in the Southwest. These populations will become a political issue in the coming
decade—both because they will be competing in slack labor markets (generally
in the least desirable occupations) and because they represent a potentially
mobilizable political force.

Pmigration of manual workers (except Mexicans) will be minimal despite the
fact that employment prospects (at family-subsistence wage levels) are at least
as bleak as for “white-collar” employees. As long as public benefits (e.g. educa-
tion, health services, sanitary infrastructure, subsidized power and transporta-
tion) are distributed disproportionately to urban populations, however, the
exodus of manual workers from small towns and rural areas to the larger cities

4 The relativé importance of the LM.F. as a supplier of loans to cover balance-of-pay-
ments deficits in the LDC’s will increase as the private financial institutions ‘“upgrade”
their portfolios. I.M.F. resources should not be required to finance halance-of-payments
deficits in the OECD countries to the same degree under the present fluctuating exchange
rate system as previously under the Bretton Woods fixed-exchange rate system, largely as
a result of the relatively smaller deficits in trade among OECD countries and becanse of
the “swap” agreements arranged directly by the Central Banks in these countries. Financ-
ing deficits between OECD countries and OPEC could absorb even larger proportions of
I.M.F. resources, unless such transactions are compartmentalized in the newly-created,
and separately financed oil facility. The “leverage” of the IL.M.F. will increase vis-a-vis the
LDC’s, but so will LDC pressure on the I.M.F. to expand the issue of SDR’s and to allocate
them to the LDC’s in amounts larger than their respective I.M.F. quotas, thus using
SDR’s as a form of development assistance.
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(and particularly the capital) will continue. These newcomers will flow into
the low-wage component of the tertiary, or service, sector (domestic service
and petty trade) which will continue to expand relatively to the high-wage
component (public bureaucracy, banking, etc.) to say nothing of the primary
and secondary sectors. This inflow will press upon the limited urban social in-
frastructure, which served as the primary source of attraction for the migrants,
and will justify the continuing priority given to this component of public capital
expenditures.

These rapidly growing urban centers place heavy demands upon the available
supply of energy, not only for heat, light and power but also for urban transpor-
tation and for the transport of food-stuffs to the urban areas. Petroleum repre-
sents the prineipal source of incremental energy for most of the region, although
some major hydro-electric power projects are coming on stream that will make
important contributions to the economy of southern Brazil, Paraguay and
Uruguay.

Colombia may be supplied by (and may export) as yet under-developed but
conveniently located supplies of coal. In the main, however, the region (with the
exception of Venezuela and Ecuador) requires a Project Independence to a far
greater extent than the United States. At present, nuclear power appears to be
the only viable alternative source. Argentina, Brazil and Mexico are developing
nuclear programs. Certain technologies for the production of nuclear power can
be easily adapted to weapons production. This virtually guarantees that other
countries will follow suit, and the end result will be costly nuclear programs at
best and perhaps nuclear weapons proliferation as well. This area will constitute
an important source of friction not only in inter-American relations, but also
with the French and the Dutch/German governments that see Latin America
as a major market for their nuclear technologies in the coming decades.

Implications for U.8. policy

The continuation of the policy of detente with the Soviet Union and China
will allow the United States to protect its security despite the development of
points of friction both with the OECD countries and certainly with Latin America,
and the Third World generally. Any setbacks for detente will inecrease the
urgency of eliminating at least some of the frictions in U.S.-Latin American
relations. At the same time, it should increase the likelihood that the appropriate
policies will be forthcoming from our pluralistie, interest-aggregating political
system. (A bi-partisan foreign policy could re-emerge!)

Short of such a breakdown in “detente,” friction-reducing policies (e.g., ap-
proval of the Canal treaty) will encounter strong opposition. It would appear to
be a characteristic of our political system that policy shifts tend to the extreme—
whether it be Cold War or detente. Given the vagaries of international politics,
however, it would seem unwise to place all of our eggs in the “detente” basket. A.
measure of leadership is the avoidance of extremes, specifically the eliminations
of points of friction in U.S.-Latin American relations.

Some of these points of friction have already been identified by Latin American
nations, individually and collectively, and several concrete proposals have
emerged. Clearly, the most immediate concern is that economic growth (that for
the region as a whole, largely as a result of the “Brazilian miracle,” exceeded
most of the economic targets set by the Alliance-for-Progress) will be stifled as a
consequence of the international economie situation, specifically because of in-
ability to pay for the imports required to sustain that rate of growth. The battery
of proposals that would contribute to reducing the problem have been “on the
table” for some time: unilateral trade concessions, commodity agreements. ex-
tension of debt maturities, creation of SDR’s to assist LDC’s, increased “official
development assistance” as a fraction of G.N.P., etc.

All of these measures imply some sacrifice (and frequently income transfer) on
the part of the OECD countries, and upon some group, sector, industry, ete., with-
in those countries. There is obvious reluctance to pay that “price” when national
security is not an issue. However, it would appear very unrealistic to expect that
the various Latin American nations during the next decade are simply going to
“tighten their belts,” meet their obligations and sacrifice their growth rate, aceept
lower levels of consumption, production and employment.® It is far more likely

5 Business Week, Mar 1, 1976.
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that the OECD countries (and especially the United States) will have to pay the
“price” (and possibly even a far higher price) via exchange controls, defaults and
mnationalization (without prompt, effective compensation). The price may prove
%o be greater because these various forms of retaliation will have the effect of re-
ducing the flows of goods, services and factors of production and thus produce
losses of real income (throughout the hemisphere) that would greatly exceed the
income transfers required to avoid this chain of events. Finally, dissipation of
the accumulated bitterness on both sides would require decades, and might persist
despite fundamental changes in international polities.

Other major areas of friction lend themselves even less readily to a narrow eco-
nomic calculus of income (or resources) transfers. A change in the legal (and
therefore in the economic and political) status of clandestine immigrants would
represent a humanitarian gesture that would offer a measure of protection to
individuals presently easy prey to exploitation. Perpetuation of such circum-
stances within the U.S. undermines the mutual respect that constitutes the basis
for improved hemispheric relationships.

Finally, the encouragement of collaborative development of appropriate nuclear
technology for peaceful applications (and particularly for diffusion techniques
of power generation) could avoid a costly nuclear competition and weapons pro-
liferation. Success in such an effort would require European cooperation, but
aight prove to be the single most important measure that could be taken to safe-
guard our national security.

Chairman Loxge. Mr. Weintraub, Mr. Lowenthal, in his statement,
also seemed to be substantially more concerned with outside the hemi-
sphere or outside the individual country problems than you. He stated
in his prepared statement that he is struck by the very serious capital
shortage and international debt problems in the region. This seems to
me to be a little more in line with the position taken by Mr. Davis in
this regard than with yours. Mr. Davis has had an opportunity to
comment with respect to your position on the matter. Would you like
to comment? I think this is a basic conception that perhaps needs
some exploration.

Mr. WeintrRaUB. Well, we are predicting about the future. And
as is normal in these cases, it is uncertain. The actual debt service
burden of many of the Latin American countries, after taking infla-
tion into account, may not be much higher now than it has been in
earlier years, looking at it on a year-to-year basis. I frankly would
pay little attention to total debt which countries owe, because the
figures are not in themselves terribly meaningful. The critical element
is that which has to be paid each year in relation to what a country
will earn. Mr. Davis is correct that I did not stress the private debt
service, although that fact is mentioned in the prepared statement.
When you add that to the public debt service, the debt service burden
in Brazil comes to more than 30 percent. But that figure cannot be
compared with figures from other less developed countries of the
world, because we do not have those latter figures. The burden of a
debt is a function of available credit and of other activity and depends
also on what kinds of business activity takes place overseas in a coun-
try’s export markets.

T have assumed a reasonable level of sustained growth over the next
4 or 5 years, perhaps not 7 percent a year but 5 or 6 percent a year, for
the developed countries. I think that under these conditions a lot of
the debt burdens are likely to be more manageable for many countries
than Mr. Davis believes. He cited a series of individual country de-
faults which might occur, and he is quite correct that these are possible.
But we have had individual defaults in the fifties and the sixties on the
part of some major countries. Argentina was o major example at that



33

time. The recent Chilean default has been exacerbated because of the
low price of copper.

If there is a default in a major country, this would be quite different
from defaults in less important countries. But I think our assumptions,
Professor Davis’ and mine, differ as to what will happen in the de-
veloped countries. I am not as complacent as he seems to think I am.
But I do not think that the Latin American debt problem is likely to
be as cataclysmic as he says it will be.

Chairman Loxg. Mr. Lowenthal, do you have any comment on that?

Mr. LowexTrAL. I don’t think I ought to get myself into a dis-
agreement about the future of various Latin American economies,
since I am not as well qualified as Mr. Davis and Mr. Weintraub, and
they do fully agree.

But I would emphasize a point which I mentioned in my statement,
that we should consider the political consequences and implications
of the bind which both economists agree exist. They disagree only
about how difficult a bind they think it is, and that judgment depends
on an assessment of things which happen outside this hemisphere.

Chairman Lone. Professor Weintraub, in his statement, said that
he thought Latin America’s relationship with the Third World was
neither comfortable nor durable. And yet, Professor, Mexico, as you
mentioned, and Peru, and perhaps to some extent Venezuela, have
been in the vanguard of the Third World leadership. OPEC is a good
example of it. Do you have anything further on that? I am particularly
interested as to whether we can learn anything about it. Latin
America can be a bulwark in our dealings with the rest of the Third
World if we work out some of our problems with them. I think the
rest of us will agree that our problems should be easier to work out
with the Latin American countries than they would be with the other
Third World countries, first because of the historical relationship,
and second, because of the more severe nature of the problems in the
other parts of the Third World. Do you have any further comment
on that?

Mr. WeINTRAUB. Let me try to respond briefly, if I may, Mr. Chair-
man.

The reason I said the relationship was not wholly comfortable is
because Latin American countries like Venezuela. Brazil, Argentina,
are so much more affluent than many of the countries in Africa; and
while unity on certain issues is possible, on other issues Latin America
is looked upon as an area of affluent, sort of middle-income countries
rather than of very poor countries. This has come up in many cases
already in Third World dealings. When special funds were set up
both in the World Bank and in the IMF for helping the poorest coun-
tries, there was a tremendous amount of internal negotiation and bar-
gaining as to what Latin America’s share of that was. And these types
of nroblems come up frequently in Third World dealings.

Now, as to whether or not the United States ought to deliberately go
out to bust the Third World bloc, if you will, in its dealings with the
Third World countries, T would say no. I think the natural sort of
tendency will be for countries to pursue their own interest. I think
they will stick together when their interests are common, and I think
they will diverge when their interests are not common.
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On the other hand, I agree with you, Mr. Chairman, that we can
probably deal more easily over time with some of the Latin American
countries, than with other Third World countries: one, because of
historical relationships, and two, because of greater affluence than we
find in Third World countries as a whole. And to repeat, I would view
this not in the sense of trying to break up unity, but as a natural type
of relationship.

Chairman Lone. There seems to be a substantial political question,
Mr. Lowenthal. Do you have any views on this?

Mr. LowentHAL. I feel that the future of United States-Latin
American relations could go either way at the fundamental level we
are talking about. That is, I think we would be wrong to assume that
because we have had a historically close relationship with the countries
of Latin America that we are necessarily going to be able to deal with
them without conflict on these broad questions of international eco-
nomic orders which are of such concern throughout the Third and
Fourth World. It may turn out to be the opposite, it may turn out that
the historic closeness leads to a sense of greater expectation, and of
some frustration, which leads to animosity, and to conflict in this
hemisphere in a more direct way than will occur between the United
States and other countries in the Third World. I don’t want that to
Iﬁappen. And T don’t necessarily expect it to happen. But it could

appen.

I think whether it does or not depends largely on the overall U.S.
policy toward the problems of the international economic order. If
the U.S. Government were able in a stable and coherent way, over a
number of years, to implement the kind of policies which Secretary
Kissinger outlined in the U.N. special session, I think that might
very well lead to a more constructive set of relationships not only with
the Third World but particularly with the salient Latin American
countries in the Third World. )

Chairman Loxg. I might comment, Mr. Lowenthal, I agree with
what you say. I don’t think that the geographical proximity neces-
sarily means that it leads to an easier solution of the problems. And
as you point out, the reverse might be true. Perhaps Cuba is an ex-
ample of that. It was for that reason that I felt that we needed to
develop a policy with respect to the treatment of this. If we do allow
these problems to go to the extent that Cuba went—and some of the
others are, in my opinion, in danger of going in that direction, maybe
more in the Caribbean than in the mainland of Latin America—we
would be presented with another very, very difficult political problem
as a resulf. I think the best way to do it would be to have a policy and
to give it some attention and to look at it objectively. Unless we can
do it with a cool head, rather than waiting until it gets down to being
a situation that is impossible to deal with—if you take the passions
that become involved it will be impossible to solve. '

Mr. LoweNTHAL. I think the Cuban example you cite and the general
point you make is very apropos. In this context I would suggest you
ook at the U.S. relations with Brazil. T am not a Brazilian specialist
but there are many, and T have learned from a number of them. T have
a sense that we tend to assume in this country, and that Secretary
Kissinger on his recent trip seems to have assumed that there is a
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very strong and almost inevitable alliance between the United States
and Brazil. I think if you will look at the kind of issues that are likely
to be of concern to Brazil over the next 10 to 15 years that you could
make a good case that there may well be a great deal of conflict and
tension between Brazil and the United States. The kind of historic
political alliance that there has been between the United States and
Brazil as they apply to policies in this hemisphere may continue. But
I think that the questions of greatest concern are going to be questions
of countervailing duties on Brazilian products, or questions of access
to international credit, and questions of this debt structure we have
been talking about ; questions about the sovereign capacity of a country
like Brazil to determine its own foreign policies with respect to a
number of issues, fishing rights and so forth, with regard to a lot of
economic issues, and to questions of participation in international rule-
making, whether on nuclear power or economic and monetary ques-
tions. All these are issues which may very well lead to conflict between
a country like Brazil and the United States over the next 10 or 15
years.

Chairman Loxc. Mr. Davis, do you have any views on this subject ?

Mr. Davis. Well, at the risk of gross oversimplification, I think it is
fair to say that just as the dominant view in this country is that we
have a mutual benefit association in the hemisphere, the same po-
sition with one major qualification, is the conception of inter-Ameri-
can relationships that predominates in Latin America as well. That
major qualification, of course, is the fact that the Latin Americans feel
that within that relationship they get the short end of the stick every
time. And while the United States has made some concessions, for
example, contributions to the Inter-American Development Bank, et
cetera, still by and large the Latin Americans have to be presenting
]a ulnited front and pressing very hard to inch up on the stick just a
little bit.

I think that from my own experience, in terms of dealing with Latin
America, there is one very, very positive factor, at least as I look com-
paratively at the world. And it is that Latin Americans are terribly
sophisticated people. They have some very, very intelligent economists,
many of whom have been trained in this country. They tend to view
the world, and they tend to look at tradeoffs in very much the same
way that we do.

That is the first step in any kind of bargaining situation. If you don’t
even look at the world in the same way. your chances of reaching any
amicable settlement are very, very small. We at least have that in our
dealing with Latin America.

Now, our interests, particularly in the short run, are very divergent.
And just because they know the facts, and they tend to see them the
way we do, I think thev can make this bargaining process sometimes
a very difficult one, and sometimes a very prolonged one in time. But
at least in terms of relationships with Latin America, in my opinion
we have the basis to continue a discussion, to continue a_ dialog.
Those conditions may not exist in some other parts of the world.

Chairman Long. Congressman Hamilton.

Representative Hamrrron. Thank you very much, Mr. Chairman.

I might say to our distinguished panel that as a person who does not
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follow Latin American affairs as closely and with the intensity that
you do, that the total impact of your testimony this morning has made
me feel as though I have been hit with a bucket of icewater about the
problems of Latin America. All of you seem in one degree or another at
least to have conveyed to me a real sense of real pessimism about the
future of Latin America.

There is a glint of optimism here and there in your statements.

I was especially impressed, Mr. Lowenthal, with your summary of
developments over the last 15 years. And when you run through that
list—and it has been fortified by some of the things the other panelists
‘have said—it really amounts to a very discouraging record. Only two
democratic regimes, and all kinds of violations of human rights. The
state has become more powerful, there is maldistribution of the growth
in the economies, a lessening of our influence in that area, a population
‘explosion, and all of the other problems that you talk about. Now, these
matters, of course, have been of great concern to our State Department
and the administration. Secretary Kissinger in recent weeks has pro-
posed a series of steps to deal with the problems of the less developed
countries. What I would like you to do is to comment on his propos-
als—and I will mention them in a moment—and give me your idea of
what American policy ought to be toward Latin America specifically
and the less developed countries I guess more generally, in the light
of the very discouraging trends that you have called to our attention
in Latin America in these past 15 years or so.

The Secretary, as you know, talked about an international resources
bank at Nairobi that would focus. as he put it, on energy and raw
materials, that would act as a multilateral guarantor against noncom-
mercial risks, as a facilitator of production sharing and technology
transfer. In Santiago, he proposed a means of dealing with transfer
of technology on a broad scale. The Secretary mentioned specifically
Latin America’s access to the National Technical Information Service.
He also called for more consultation on the whole problem of com-
modities with an effort to stabilize, I presume, prices. There are many
people in the administration speaking strongly against that.

These are some specific proposals he has put forward in a broader
context than Latin America. I would like to get your reaction to them
as American policy toward Latin America in the next few years.

Mr. LowentHAL I would like to begin by saying that though I think
you are certainly right to find reason for discouragement about various
aspects of Latin American development over the last few years, I
would also underline, both from the statements and from what was not
said, various points about which you should take some comfort.

Representative Hamrrron. Stress those, because I need to have my
spirit boosted.

Mr. LowenTHAL. In general, I suppose the last 15 years have not
been anyone’s most encouraging period ; we have had severe problems
here at home too. But in the Latin American context, certainly as
Professor Weintraub emphasized in particular, there has been a dra-
matic economic growth, and we shouldn’t ignore it, and there has heen
a tremendous explosion of education in Latin America, a tremendous
expansion of literacy, and also expansion at the higher education level.
The very fact, for instance, that Latin Americans can deal in inter-
national conferences with the problems of technology transfer, implies
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that there in capacity in many of the countries of Latin America to
do something about technology, to harness it effectively.

In general I think the capacity in Latin America to exercise
soverelgnty over a variety of problems is something from which we
should take comfort even when in some instances it leads to bilateral.
conflict between us and the given Latin American country. In the
larger scheme of things, the fact that they have the capacity to strug-
gle about these questions is healthy. It is analogous, T think, to labor-
management conflicts in a domestic context. The fact that there is
some 1sltruggle over the rules of the game is probably a good sign,
overall.

You asked me to comment on the various specific proposals that
Secretary Kissinger has made in recent months and weeks. I must
confess to you that although I have read the proposals he made in
Nairobi, although I have read them in general but I have not yet
studied them with sufficient care to really want to express opinions.
Perhaps the economists here would be able to do that. But I did look
with greater care at the earlier proposals the Secretary made in the
speech on the seventh special session of the United Nations, which was
really the first major statement at the rhetorical level of an overall
changed U.S. approach to the problems of North-South relations and
to the demand for a new international economic order. This demand
has been coming, as you said, not just from the Latin American coun-
tries, but from countries in the Third and Fourth World around the
globe, although we should recognize the important role that the Latin
American countries have had in this entire equation.

My own feeling as I studied the proposals made in the U.N. speech:
was that they were a potentially significant step forward. If they can
be taken seriously and translated into specific and implementable
policies, they would represent the kind of change which would be wel-
come in Latin America and the rest of the world. They wouldn’t solve
all the problems of the world. No one set of proposals is going to do
that. The United States can’t solve all its own problems. But those
certainly could be steps forward.

But I think the whole discussions in these special sessions were really
at the “shape of the table” stage of international negotiations on eco-
nomic order. And therefore the United States could get away with =
rhetorical statement which camouflaged differences of opinion and em-
phasis within our own Government. differences which exist among the
Third World countries as well, which also are camouflaged by this ca-
pacity to come to this kind of forum in which you really don’t have
to bargain about the nitty-gritty of details. When the countries get:
down into the specifics, things may be different. There was a disheart-
ening development right after the U.N. special session in the interna-
tional cocoa negotiations in which, right after committing itself to
general commodities approach, the U.S. Government found itself un-
able to follow through.

I think there are going to be lots of specific issues that come up in
the next several years in which we must test the will of the United
States to seek solutions which actually wind up having an overall redis-
tributive effect from the richer countries to the poorer countries. I
think that is what it all comes down to in the end, whether we are will-
ing to pay some price for a more stable international economic and
political order. That is going to involve a price, and we ought to be pre-
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pared to deal realistically with that question in Latin America as well
as the rest of the world.

Representative Hamirton. Professor Weintraub.

Mr. WerNTrAUB. Let me elaborate a bit. T won’t repeat my areas of
agreement with Professor Lowenthal, because I agree with most of
what he said. But let me make a preface before I answer your specific
question.

I don’t necessarily find it unhealthy that U.S. economic power has
diminshed in Latin  America relative to Latin American total world-
wide interest. I also don’t find it a terribly unfortunate or unmanage-
able thing that there are trade conflicts from time to time with Latin
America, stemming from Latin American exports to us of one com-
modity or another. We have similar disagreements with the European
community and Japan. The issue is not the disagreement but the nego-
tiation process by which disagreements are resolved. The disagree-
ments can be resolved if the negotiating process is reasonable, and I
think the latter is more important than the earlier fact of disagreement.

On some of the other points Professor Lowenthal made about the
more encouraging features of our relationship with Latin America, I
think these are correct, and I agree with them.

Some of the things that have been proposed by Secretary Kissinger
both at the seventh special session of the United Nations and subse-
quently at UNCTAD, could be useful. But I wouldn’ overstress them
in terms of how much they would help Latin America and other groups
of countries. Some have been implemented. For example, the proposal
to liberalize the compensatory finance facility of the International
Monetary Fund has been accomplished since the seventh special ses-
sion. It has been drawn upon quite extensively by less developed coun-
tries and it has been an extremely useful device. The trade negotiations
are in process, and what emerges we will see in several years. And that
will mean more to Latin America than to most other less developed
regions of the world.

Representative Hanrrron. Would you put as the top priority for
Latin America, the question of trade preferences?

Mr. WerntrAUB. Not trade preferences ; T would put successful nego-
tiation in the multilateral trade negotiations and commodity policy at
the top of our relations, those two elements. The price of coffee, cocoa,
copper, and tin means more than most other things that we do.

One other thing I put at the top of our priority, even higher than
any of these other things. is the rate of growth that will take place in
the developed countries. I think that Professor Davis pointed out that
one of the critical elements in what will happen in the future in Latin
America is dependent on the rate of growth in the OECD countries
in the vears to come. I agree with that. But T am more optimistic than
he is. If he is correct, the problems in Latin America will be immense.
If I am correct, then I think this will have more importance than any
particular proposal we make. But to repeat. I think liberalized trade
with greater Latin American access to the U.S. market, and some sus-
tained level of growth in the developed countries which will assist in
some sustained reasonable prices of commodities, are really the crucial
issues in our relationship.

Representative Hamruron. Should the United States embrace the
integr;tl approach to commodity agreements, that the UNCTAD pro-
posed ?
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Mr. WernTraUB. Not to agreements, but to financing. My own view
1s—I don’t really know. It is a complicated issue, I thought earlier
when I read the UNCTAD proposal that it made sense in economizing
on financing. But I confess I don’t really feel expert enough on this to
give a judgment. ) )

Representative Hasrwron. What is your reaction to the Interna-
tional Resources Bank that the Secretary has proposed ?

Mr. WeintraTB. I don’t think the U.S. Government has done all of
its homework on this one. I haven’t seen very much evidence that this
type of guarantee is really needed. If that is demonstrated, I think
the proposal is useful. If that is not demonstrated, I think it is mar-
ginal. And it is that demonstration which is yet to be shown.

Representative Hamron. How did Latin American countries vote
at Nairobi? How did they respond to the Secretary’s speech ?

Mr. Davis. Favorably enough, I think for the very simple reason
that the short-term impact of the accumulation of commodities would
be very positive, presumably, on price. The United States would be a
significant benefiter of some of that accumulation as well, particularly
with respect to food grains. The longrun evidence, I think, is fairly
clear, that when you build up these stocks and these stocks overhang
the market, the longer term impact on commodity prices is very nega-
tive. And the Latin American countries know very well what the buffer
stocks meant to commodity prices like tin, for example, in the period
of the 1950’s and even early 1960’. Latin Americans are looking upon
this proposal at the very best as a very short-term expedient. Qur
evidence here is probably not as ample as it might be. But I think there
is certainly some basis for this point of view.

I would like to add one other thing. I have expanded on it a bit in
my prepared statement.

If there is one area in the broad sense in the technical field where
I think some immediate action is required, it is in the area of nuclear
policy in Latin America. I want to associate myself very closely with
Mr. Weintraub’s view. The United States should not always attempt
to exert a guiding hand in Latin America. I think that there has been
a bit of heavy handedness in the past, and that this has something to
do with current attitudes as well. But if there is one area, that might
be important to our longrun security, it is the problem of nuclear pro-
liferation in Latin America. And that is going on at a very rapid pace
today. Latin Americans are going to have the capability of weapons
grade production of plutonium in a 3- to 5-year period of time, Argen-
tina, Brazil, and Mexico are certainly on that list. And that is bound
to pressures in Venezuela and Colombia to duplicate this type of
facility.

It would seem to me that if there is one thing that is called for,
and perhaps still a step to be achieved. it is some sort of international
arrangement and control for the production of weapons grade plu-
tonium in Latin America. And that this is an area where perhaps the
leadership in the United States could really make a longer term impact
upon our national security.

Representative Hanmron. Mr. Chairman, you have been very gen-
erons on time. Thank vou.

Chairman Loxe. Thank you, Congressman Hamilton.
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Now, Mr. Lowenthal, a political question—like all of these ques-
tions—the political and economic ramifications are inseparable. In a
number of international forums of which Congressman Hamilton was
speaking, and others, the Latin American countries have come forward
as leaders. Venezuela in OPEC is a good example, and Peru and
Mexico and I think Mr. Weintraub was speaking of UNCTAD. To
what degree do the Latin American countries perceive themselves as
the leaders in the changing role of the United States-Latin American
relations or their own relationship with regard to the Third World ?
Have you done any thinking or studying on this?

Mr. LowenTHAL. I am not sure whether I understand your question.

Chairman Loxe. Do they really think that they have a leadership
role to play here? And are the two examples that I pointed out an
indication that their role in this is really getting to be a substantial
.one? This is all going back to the basic question as to whether or not,
in developing our relationship with Latin America, we can outline
possible solutions to our relationships with the rest of the Third
‘World ?

Mr. LowexTtHAL. I think I understand your question now. I do
think that the Latin American countries together feel much greater
capacity to help shape international relations, both within the hemi-
sphere and beyond. And we all on this panel agree that that is a healthy
thing. I think one of the big breakthroughs was the consensus state-
ment made by the then Chilean Foreign Minister in 1969, which repre-
sented a statement by the Latin American nations to the incoming
United States administration at that time, reversing the general flow of
most of the communications occurring at that level between Latin
America and the United States.

I think you are right to single out several of the individual Latin
American countries as playing, and perceiving themselves as playing,
a particularly important role. I would stress Brazil, Venezuela, Peru,
Mexico, and Cuba.

Chairman Loxc. You see them as having the ability to make im-
portant contributions in this regard ?

Mr. LoweNTHAL. I see them yes, as each in a different way making
contributions. Brazil is a country which really shares a number of
interests with the less-developed countries, but which also shares a
number of interests with the industrial countries, and which plays a
kind of bridging role. Cuba, which may play historically a similar
bridging role between the socialist countries and the less-developed
countries, plays a very interesting role internationally. It has been
one of the few countries. for instance, to speak out explicitly against
the tremendous increase in the price of petroleum, and to criticize the
failure of the maior oil producers to invest these funds in ways that
wonld benefit. Third or Fourth World development.

Peru and Venezuela, each of these countries, I think, has a capacity.
and I think they have played their role responsibly. I think some-
times we have not given them credit for that. Certainly the Trade Act
as it anplied to Venezuela and Ecnador, for instance, was a gratuitous
slap, for it affected these Latin American states which had desisted
from the embargo.
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Chairman Loxe. Could we pursue that a bit more Mr. Davis and
Mr. Weintraub? In the denial of the trade preferences to Venezuela
and to Ecuador, what do you see as the political and economic fallout ?
Was it or was it not a wise decision? Should it be changed ? Have you
any firm, strong views on this matter? :

Mr. Davis. I think the reaction in Latin America is that when’
there is something the United Stdtes wants there is a “special relation-
ship” with Latin America. But when there is a problem, Latin Ameri-
can countries get treated just like everybody else gets treated. A case
in point. When President Nixon put on the import surcharge in August
1971, it went right on Latin America as well as the rest of the world.
The point that the Latin American made, of course, is that their
imports from the United States are greater than their exports to the
United States, that on balance Latin America exports to Europe and
imports from the United States. There was no Latin American export
surplus to the United States. And presumably the purpose of the sur-
charge was to reduce on a worldwide scale those exports surpluses.
But here was Latin America, despite the “special relationship,” being
hit with the same surcharge.

I think the restriction on the OPEC countries was looked upon in
Venezuela, and to some extent in Ecnador, in much the same light,
that is to say, that again when the United States had an economic
problem, when the United States is using its market as a bargaining
tool in international economic relationships, despite the special re-
lationship, Latin American countries get treated just as everybody
else is treated. _

Chairman Lowa. Recently it has been reported in the press that the
Foreign Minister of Costa Rica had proposed that the United States
set up a special trading arrangement with Latin American countries,
giving them the preference in trade with us that is not enjoyed by
the other countries. I assume that this was something comparable to
the European home arrangement with former colonial territories in
Africa. And I think some of the Caribbean countries are included in
that also. '

Mr. Davis. The British Commonwealth countries.

Chairman Lo~e. What thoughts do you have on this? _

Mr. Davis. Again, I think it all hinges on what we mean by “special
relationship” or “continental relationshin,” and so forth. Our basic
international trade position is a straioht, liberal position. That is to say
that our trade policies should be uniform, thev should conform to the
GATT Convention, and that there is no special relationship when it
comes to trade. Yet our State Department nolicy vis-a-vis Latin Amer-
ica at various times has made much of the “special relationship” to
suggest that Latin American countries ought to behave one way vis-a-
vis the United States and another wav toward other world hegemonic
powers. Now, we have seen that the “special relationshin” has been
eroded to a very, very considerable degree in the last 15 vears. But
I do believe that a lot of these controversies and misunderstandines
arise because we are not very consistent in our definition of what
“special relationship” means in hemispheric affairs. The Tatin Amer-
lcans feel that if it means something as far as political behavior is
concerned, if it means something in the way the Latin Americans vote
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in the United Nations, for example, it should mean something as far
as U.S. economic relations are concerned. And they see it as meaning
one thing in the political spheres where they are giving, and something
else in the economic sphere where they might otherwise receive.

Chairman Lone. Let me go back to the specific point I was referring
to in my earlier question, and that is the provision in the Trade Act
of 1974, in which we denied Ecuador and Venezuela the benefits of
the generalized system of preferences because of their membership in
OPEC. If I am reading it correctly, we are getting a large amount of
flak not only from Venezuela and Ecuador, but from all the Latin
American countries because of our actions. Do you read it the same
way Iread it?

Mr. Davis. I read it exactly the same way. And I think that the way
the Venezuelans and the Ecuadoreans read 1t is precisely as I indicated,
that is to say, they want very much to develop their manufactured
exports. If there is a “special relationship” in the hemisphere, there
ought to be some concessions to Venezuela and Ecuador; they shouldn’t
be treated just as an OPEC member country.

Chairman Loxg. It is awfully hard to talk about a special relation-
ship when you deny them even the relations that are given to other
parts of the world, isn’t it ¢

Mr. Davis. Other parts of Latin America.

Chairman Low~g. Latin America, too.

‘What is your feeling on this basic question, Mr. Weintraub?

Mr. WernTrATE. I think the provision in the Trade Act is incorrect
and damaging. :

Let me broaden that. The broader question you raised a few mo-
ments ago was as to whether or not there ought to be a special relation-
ship on trade preferences between ourselves and Latin America. This
issue came up before the United States adopted the general system.
And most of the Latin American countries did not support the special
relationship on trade preferences. They preferred a general system.

Let me make one other comment if T may. I think the coercive tech-
niques that are frequently put into effect by the executive branch and
the Congress really don’t work well to coerce other people but rather
only annoy them. They generally are failures. The Hickenlooper
amendment is one example. And this is another. In all honesty,
T think that these things will generally be failures. If they were prac-
ticed against us, we would respond with animosity and not by caving
in. And I think we should expect much the same response from most
other countries. )

Chairman Lonc. What do you think on this question, Mr. Lowenthal,
of the political fallout ?

Mr. LowenTrAL. Certainly you are right. In fact I was trying to hint
at that earlier. And certainly we pay a price for that. I am speaking
now of the Trade Act.

On the more general question, I don’t think the countries of Latin
America by and large politically want what is implied by a special
set, of economic preferences for the region. I think they want a set
of international rules which are of benefit to the Third World coun-
tries in general, and from which they will benefit in greater meas-
ure precisely because of their relatively higher degree of develop-
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ment, their relatively higher degree of capacity to manufactured
goods for export, and so on.

If I might make another comment, as long as we have spent as much
time as we have on this discussing this phrase “special relationship,”
and since it is a bridge to your hearings tomorrow on United States-
Latin American relations, let me mention that I have been writing an
article as part of the Bicentennial observance of Foreign A ffairs maga-
zine in which I have been dealing with the question of the general re-
lationship between the United States and Latin America. I have come
to think of the nature of that relationship historically as being akin
to that of the distorting mirror at the circus that we are familiar
with. You stand in front of this distorting mirror, and it takes var-
jous characteristics that are there, it doesn’t really make anything
up, but it distorts them to a disturbing degree. You will find yourself
suddenly terribly tall or terribly fat. I think there has been some-
thing about the nature of the United States-Latin American rela-
tionships that has had that character, that has heightened various
qualities of our society, and gaualities of our national relationships
in ways that are disturbing. Not all of these are bad qualities. Some
of them are noble—our interest in democracy, and our interest in eco-
nomic change abroad.

Tt was our interest in democracy that led President Wilson to sug-
gest at one time that we had better “teach them to hold elections and
if they don’t learn, we should teach them again.” So many of our most
noble qualities are also heightened to the point of being disturbing.
1 think that the relatively greater distance, dealing with soverign na-
tions that make their own decisions and respecting these, will be a more
appropriate U.S posture in the next century.

Chairman Loxe. I sat down and wrote out three things that both-
ered me most about the whole situation—and I would like each of
you to give me the benefit of your views on it. One of them—and again
recognizing that this is oversimplifying it, but I am asking for a
general impression—is the question of whether Latin America has
really developed and created an_ adequate entrepreneurial class to
sustain development over a period of time, and should more empha-
sis be placed on this factor, and can it really be?

Mr. Davis, why don’t you start out on that one. T am really look-
ing at points of view in order to try to make sort of a value judgment
on my own to figure out what I think about it.

MTr. Davis. That is a very difficult question to answer. And I think
it is very tough to generalize. But some of the most recent research—
which admittedly concentrates on some very special situations within
Latin America, for example, Monterey, Mexico, and Soa Paulo, Brazil,
Cali Medellin in Colombia—has demonstrated to me that there is
a substantial managerial competence within Latin America. This re-
search took the form of looking industry by industry in these ad-
mittedly advanced manufacturing economies and trying to pick out
within those industries a foreign and a domestic firm comparable
in terms of size, sales, or level of employment, and comparing their
performances over the last 8 to 10 years in terms of growth, profit-
ability, employment, technological change, new product innovation,
and so forth. We couldn’t establish any significance between foreign
and domestic firms in any of these places in any of these categories.

82-891—77—4
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Now, part of the explanation is obviously that these firms are man-
aged by the same types of people. Many got their training in busi-
ness schools or in engineering colleges, and very frequently the very
same ones.

There is a managerial cadre in Latin America. It may not be as
widely diffused as we would like to think, but it exists. And it is ex-
panding every single day. )

The other area in which I think we are going to see a growing mana-
gerial cadre is in the State enterprise sector. Mr. Lowenthal referred to
that as part of the expansion of the public sector. But in countries like
Peru, for example, with the expansion of firms like Petroperu and
Mineroperu, there is rapidly accumulating an impressive managerial
superstructure. One certainly finds this in Mexico, and also in Brazil. It
exists in Argentina and other countries in the hemisphere. But of
course there are wide, wide degrees of variation within Latin America.
And to talk about these countries one can’t leap immediately to as-
suming that the same would be true of Paraguay, Bolivia, and Nica-
ragua, or even of the Dominican Republic. So I think if the question
is, has the last 15 years shown a very marked increase in terms
of managerial capability, the answer is unequestionably ves. Has
it been equally spread ? Not as yet. But one suspects that it will spread
increasingly during the next decade or two.

Chairman Loxe. You have been helpful, thank you.

Mr. Weintraub.

Mr. WeinTraAUB. I agree with that. There is quite a difference, as

Mr. Davis pointed out, between the best run plants in Brazil and
Mexico, et cetera, and the general managerial level throughout the
economy. During the days of the alliance for progress, the skills we
found most lacking were middle management skills, particularly
around the countryside, people who could run the local co-op or the
savings and loan institution outside the capital. My impression is
that that lack is still there, although probably diminished from what
1t was 10 or 15 years ago.

Chairman Loxc. Mr. Lowenthal, can you think of any particular
Vie?w or incident that you ran across that might be enlightening to
use¢

Mr. LowentaAL. Very quickly let me just cite one. I think our
general images lag behind realityv. I agree with the statements on
the reality that Mr. Davis and Mr. Weintraub just expressed. I had
an experience once in Peru, accompanying a very high official of
the Ford Foundation who was taking a trip through Latin America
on his visit to the American Embassy. And the appropriate Embassy
officer who received us talked to us about the changes underway in
Pern, and he questioned the managerial and administrative capacity
of Peruvians to run all these things that they were taking over. I
was young and inexperienced and did not know what to male of all
of this. I asked the Ford Foundation official when we left the Tm-
bassy what he had made of what he had just heard. He was a man
who had been around and about before. and he said. “I have heard
all of that before, the Eyptians will never be able to run that canal.”
_ We tend to assume that the capacity abroad is less than it is. There
i1s evidence of substantial capacity in many countries in Latin
America.
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Chairman Loxe. Mr. Weintraub, in your statement you were speak-
ing of special preferences, such as special lending and other aid to
those very poorest of nations in Latin America and the need for
continuing that. Is our aid really helping these very poorest countries
get on the road to being weaned ultimately away from this aid, or
18 it just a crutch that they are going to need from now on? Are some
of them viable economic units ¢

Mr. WerxTraUB. I find it hard to know what is a viable and what
is not a viable economic unit, particularly looking into the future.
They used to say that Libya was a nonviable economic unit, until
they discovered oil. So I don’t think we should always make judg-
ments as to which countries can never make 1t.

Our aid may turn out to be a crutch forever, but I really don’t
think so. I think we have to continue it. I think it is useful. I think
that some of the growth rates we saw in the 1960’s and 197 0’s, which
really were quite remarkable, were accomplished essentially by the
countries themselves. But I think the outside assistance made some
difference as well. In other words, I do think aid matters, not if it
is handed out willy-nilly, but if it is given with proper safeguards.
My feeling is that instruments like the Fund for Special Opera-
tions of the Inter-American Development Bank or our bilateral pro-
grams do matter for the poorest countries.

Chairman Loxe. Do either one of you have views that you would
like to express on this?

Let me ask you another question on which I would like the views
of all three of you. The development in the last few years partic-
ularly—and we touched on this but didn’t go into it in detail—in the
countries of the English-speaking Caribbean have greatly concerned
me. I don’t really know what is causing it. T don’t know whether it is
a Cuban influence, or the basic economic situation, or maybe even more
fundamentally the societies in Jamaica, Trinidad, and other smaller
areas. They are really in serious trouble. :

Mr. Davis, what is your view on that?

Mr. Davrs. If T had to pick out an area where I would question long-
run economie viability, I think I would probably single out these areas,
and perhaps even more some of the smaller windward islands rather
than Jamaica and Trinidad. Jamaica after all does have very substan-
tial bauxite reserves, and Trinidad has some oil which it is exploiting
at a very rapid pace. But Barbados, for example, I suspect will es-
sentially be exporting population in the future as it has in the past,
probably at accelerating rates.

There is a substantial flow of skilled capable people out of the ex-
British West Indies into countries like Canada and into the United
Kingdom, and to some extent to the United States, at the present time.
And T believe that this phenomenon is going to constitute a very se-
rious continning economic drag on the English-speaking Caribbean for
a long period of time.

Chairman Loxa. Mr. Weintraub.

Mr. WeiNTRAUB. I have very little to add. There is a malaise in .Ja-
maica, for example. It is under a state of emergency. It's problems. I
suspect, have had as mnch to do with the whole nature of society as with
anv specific factor. T do not know whether thisis a correctable kind of
problem. When I said before that I don't like to say which country is
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viable and which isn’t, some of the smaller countries obviously will
have trouble, certainly until tourism picks up. Some of this present
condition has been exacerbated by our recession. However, I think
the rate of recovery in the United States will make a difference there,
even in those countries. I share the concern which you expressed about
some of these countries, but I am not quite sure what combination of
factors, domestic factors, economic factors internally and economic
factors externally, really are the crucial ones. I think it is a combina-
tion of all of those things.

Chairman Loxe. Mr. Lowenthal.

Mr. LoweNTtHAL. I have given some thought to this question. Per-
haps it would be appropriate to mention that I wrote for the Com-
mission on United States-Latin American Relations an article, pub-
lished about a year ago, entitled “Toward a New Caribbean Policy.”
In general, it seems to me that most of these Caribbean territories are a
collection of small, weak, overpopulated insular units, with weak polit-
ical institutions. They possess few known resources, except for the
Sun, which is not an unmixed blessing itself because of the effects that
tourism can have on the social structure. Many of these countries are
“satellites in search of an orbit.” And we in the United States have
got to face up to that fact; to think about how to change that situa-
tion and to ask what set of policies might increase the chances for via-
bility of the Caribbean territories, perhaps in some association with
each other.

You have mentioned the Cuban influence. I would not regard Cuba
as a cause for problems in the Commonwealth Caribbean. One could
talk a long time about Cuba and we would have various opinions in
this room. But in many senses Cuba has come closer than any other
quarter to solving the problems of the Caribbean. Cuba, of course,
started with some advantages. In any case, I don’t think Cuban influ-
ence is the issue, except that the Cuban example may inspire some of
her neighbors to do something about their difficult problems.

Chairman Loxe. We would be most pleased to have your article,
Mr. Lowenthal. It will be placed in the hearing record at this point.

[The article referred to follows:]

TowARD A NEw CARIBBEAN PoLiCcY
(By Abraham F. Lowenthal®)

The United States has long been deeply involved in the Caribbean. America’s
Mediterranean, but America’s involvement has, on the whole, been far from
happy. Time and again, administrations in Washington have found themselves
dealing with the region, even landing troops there. One need not reach back fifty
year to the days when the United States had soldiers in the Dominican Repub-
lic, Haiti, and Nicaragua, virtual protectorates in Cuba and Panama and an
outright colony in Puerto Rico to make this point. Even in the past few years,
a big share of our international “trouble spots” have borne Caribbean datelines :
Guatemala, Cuba, Panama, the Dominican Republic.

The 1965 invasion of Santo Domingo. more than any other single incident,
stimulated a concern here that the United States try to change the nature of its
Caribbean relationships, particularly to break out of the unfortuate cycle of in-

_ *Dr. Lowenthal is Assistant Director of Studies at the Conncil on Foreign Relations in
New York Citv. A draft of this essay was prepared for the Commission on United States-
Latin American Relations. which has granted permission for this publieation. Dr,
Lowenthal gratefully acknowledges the supnort received for this work from the Commis.
sion and from the Center of International Studies at Princeton University as well as the
helpful criticism of several colleagues, especially José Aybar. Jorge Dominguez, Samuel
Huntington, Robert Keohane, Janet Lowenthal, and John Plank.
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termittent, ad hoc military actions exemplified by the Dominican episode. Stud-
ies of this country’s Caribbean policy were commissioned by the State Depart-
ment and by such private organizations as the American Assembly, the Couneil
on Foreign Relations, the Twentieth Century Fund, and the University of
Pennsylvania.

Within three or four years, however, interest in the problem of Caribbean policy
had dropped off. The Mwentieth Century Fund’s original project was never fin-
jshed. The University of Pennsylvania’s report was finished but never published or
even circulated. The State Department’s Caribbean ‘Study Report was never ac-
tively considered. Only the American Assembly’s report and Robert Crassweller’s
volume (prepared for the Council on Foreign Relations) were released ; neither
has received the attention or discussion it deserves.

An historie pattern has reasserted itself ; between Marine landings, the Carib-
hean srea is neglected by the United States. And a major corollary of this re-
peated pattern threatens also to renew itself: the premises of U.S. policies to-
ward the Caribbean area go unexamined from decade to decade, causing hoary
axioms and unquestioned assumptions to dominate the American approach.

Current concern with Cuba’s gradual reentry into the hemispheric community
offers a new chance to focus attention on the Caribbean area as a whole and to
frame clearly the central question for U.S. policy : how, if at all, can the United
States end its troubling pattern of Caribbean entanglements and achieve a
mutually constructive relationship with the peoples of the Caribbean, our
closest neighbors?

Analysts differ about whether to define the Caribbean primarily in geograph-
ical, cultural or political terms. For the purposes of analyzing U.S. foreign policy
toward the region, however, the Caribbean is best conceived as that set of de-
pendent enclaves, in or bordered by the Caribbean Sea, concerning which the
United States has historically felt a special security interest. arising primarily
from their proximity, their weakness, and their presumed vulnerability to exter-
nal penetration. The active composition of that set has varied over the years, par-
ticularly as various territories have changed their relationship with metropolitan
powers.! Both the range and the intensity of U.S. concerns in the area have
fluctnated over time: with the construction of the Panama Canal and of various
military installations, with the advent of submarine warfare and the introduc-
tion of intercontinental and then of sea-launched missiles,with the expansion and
evolution of U.S. economic interests in the region, and also with shifts in the
identity, strength, strategy, and tactics of this country’s potential extra-hemi-
spheric adversaries (and of our colonial friends). All along, however, the central
U.S. interest in the region has been the same—to prevent any threat to America’s
security from arising so near our shores. The U.8. resolve to permit no challenge
to American domination of this border area has been enshrined in the “Monroe
Doctrine” and the “Roosevelt Corollary” and endorsed by the rhetoric and actions
of Jobn Kennedy and Lyndon Johnson; it has become an unchallenged reference
point of American foreign policy, often acted upou, if rarely discussed.

What kind of region is the Caribhean todav? What problems does it now pre-
sent for American foreign policy? What are U.S. interests in ‘the Caribbean, and
how mayv they best be protected and pursued in the years ahead? Is the tradi-
tional U.S. approach to the Caribhean sound? Does the Caribbean region require
special U.S. policies. or should it be treated as simply a part of Latin America
as a whole, or of the Third World even more generally ? If special U.S. policies are
required, why, and what kind?

The Caribbean territories are remarkably diverse, vet overwhelmingly alike.
Tive different racial groups (native Indians, hlacks. whites, Orientals, and East
Tndians) mingle with varying degrees of hostility. Even more different languages

1My definition of the Caribbean would include. for current purnoses of T1.8. forelan
nalicy-making, all the island territories (Cuba. Haitl, the Dominican Rennrblie. Puerfo
TRien. Jamaica. Trinidad-Tobago, Martinique. Guadeloupe. Barbados. the Bahamas. the
Netherlands Antilles, St. Tmein, Grenndn, Rt. Vincent. the British and the 7.8, Virein
Te'ands. Antigna, St. Kitts, Nevls, Anzuilla, St. Christopher. Dominiea and any I mav have
missed inadvertentiv), nlus Grvana, Cavenne, and Surinam from the South American main-
Iand and Rritish Honduras (Belize) from Central America. My working definition would
«<learlv exelude Mexico. Colombia, Brazil and Venezuela. although the last (at least) is
rortainly Caribbean from a geographic and cultural persnective. and all forr—especially
tha Jast—are nowers very much to be taken into acconnt in framing Caribhean nolicy.
Whether the Central American states should be included iz essentiallv an emnirieal anes-
tion. the answer to which depends on whether national and reginnal integrstion nrocesses
l‘l?:;ll’; now provided these countries with the elements of continuing viability I suspect

\ ve.
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are spoken within the area some of them Indian languages and others variants of
the European tongues brought to the region by the colonial powers. Economie or-
ganization runs the gamut from the Bahamas’ tax havens to Cuba’s socialist re-
public. And economic productivity ranges from the depths of Haiti (‘“‘the land of
unlimited impossibilities”) to the uneven but impressive performance of Puerto
Rico, officially classified (by the World Bank) as among the rich countries.

But all these units share, apart from unsurpassed natural beauty, a number of
painful characteristics. Economically, they are small, mostly overpopulated,
heavily dependent on a few products and extremely susceptible to international
fluctuations ; they all have relatively few known resources (besides the sun), in-
adequate markets, insufficient financial capacity, and distressingly high un
employment. Socially and culturally, they are insular, even those physically
situated on the mainland of Central or South America. The Caribbean societies
are still unintegrated (except for ‘Cuba since its revolution) and searching for
identify and meaning, their histories having always been shaped, and even writ-
ten, from outside. Many, indeed, are more fragmented now than a decade ago;
Puerto Rico’s strife over constitutional “status” and that in the Commonwealth
Caribbean over race are prime examples.

Politically, the Caribbean territories have been unable to resolve the “colonial
dilemma” of “freedom or welfare” ; economic dependence has persisted long after
legal independence brought formal sovereignty to most states in the region.? Polit-
jcal stability and social peace have been elusive in the Caribbean; even the ter-
ritories we used to think of as tranquil have erupted in recent years amidst class
and racial tensions.

Internationally, like it or not, Caribbean units have become satellites in search
of an orbit, requiring a regularized and predictable relationship with a central
power, which increasingly has become the United States as the Western Euro-
pean nations have begun to withdraw from the area. By now, all the island
states but Haiti and the Dominican Republic have either common market ar-
rangements or preferential trading agreements with the respective metropolitan
countries, and the Dominican Republic’s significantly increased sugar sales to
the United States in the past few years has had a strongly preferential flavor..
More than half the external trade of most of the Caribbean units—perhaps 75%
in the case of the Dominican Republie, for instance—is with the United States,
increasingly so as the United Kingdom closes down its special preferences for the
Commonwealth Caribbean.

The Caribbean trade and investment is not insignificant in turn, to the United
States. This country’s investments in the Caribbean region amount to over three
billion dollars, mainly in bauxite, nickel, sugar, and tourist facilities; almost a
billion is invested in Jamaica alone. Almost all the bauxite the United States
imports (most of our consumption) comes from the Caribbean region, as does a
substantial share of this country’s sugar imports.

The links between the United States and the Caribbean are not limited to trade:
and investment. Most of the Caribbean economies, depend heavily on tourism,
more each year, and cater mainly to the ubiquitous North American traveler.
Some countries are even attracting significant numbers of retired Americans as
permanent visitors. American culture pervades the area, at all levels and in all
classes.

The interpenetration of the United States and the Caribbean is by no means
one-way. Close to three million immigrants from the Caribbean have entered the-
United States, mostly since World War II; almost 20 percent of the region’s
total population as of 1945 has emigrated since that date. About half the immi-
grants have been Puerto Ricans ; the island has been a net exporter of persons to-
the United States in all but three of the past 20 years, often substantially so, and.
official projections suggest this flow will continue. Most of the rest, the immi-
grants from other Caribbean territories, have entered since 1940. Half of all the
West Indians who came to the United States from 1820 until 1972 have arrived
since 1900; 620,000 Cubans, an estimated 320,000 Jamaicans, at least 260,000-
Haitians, and 200,000 Dominicans, and easily 100,000 persons from Common-
wealth Caribbean territories other than Jamaica Immigration from the Common-
wealth Caribbean jumped sharply in 1966, following implementation of the 1965
Immigration and Naturalization legislation and nearly simultaneous but substan-
tially more restrictive changes in British immigration policy; now there is a

2 See Annette Baker Fox, Freedom and Welfare in the Caribbean: A Colonial Dilemma
{New York, 1949).



49

steady flow, legal and illegal, mainly to New York. What might have seemed at one
time like a series of unrelated events—the influx of Puerto Ricans into the boom-
ing post-war United States, the exodus of Cubans abandoning Havana under Fidel,
the d@iaspora of Dominicans fleeing that country’s turbulent political struggles
during the mid-1960's—appears increasingly to reflect a more fundamental, con-
tinuous, and probably irreversible response to regional overpopulation.

Despite its magnitude, the Caribbean immigrant population (except for the
Cubans) has been largely “invisible,” not distinguished for the purposes of public
policy by national, state, or local authorities, nor by private institutions.

Little systematic analysis, not even simple monitoring, has been accorded to
this Caribbean migration and its effects on this country and on the Caribbean.
Lttle attention has been given to the problems of incorporating large numbers of
non-white Caribbean immigrants, many of them non-English-speaking, who are
entering the United States at a time of economic difficulties and amidst racial
tensions here. What little information has been available suggest that there are
few immediate prospects for reducing the migration flow, much of which is already
illegal. And the scattered studies available show that Caribbean immigrants bring
with them, and, or face on arrival, a series of economie, social, educational, lin-
guistic, health, and legal problems which are importantly effecting the metro-
politan areas where these populations are clustered. The politics, economics,
society and culture (not to mention the cuisine) of the United States are being
changed by Caribbean immigration.

How should the United States relate to the Caribbean region? What alternative
policy approaches might be considered ?

The traditional approach would be essentially to ignore the Caribbean area
except for continuing vigilance against the possibility of a “security threat” in
the region (with a low tolerance for ambiguity on that score).

A second approach, generally the one advocated in Robert Crassweller’s study
and the American Assembly report, would be for the United States government to
supplement its historic policy toward the Caribbean by undertaking the kind of
sustained commitment to Caribbean development our government has always
avoided in the past.

4 third possibility, consistent with revisionist thinking in American foreign
policy generally, would be for the United States to disengage from the Caribbean,
to d%mi-nish its concern with the area so that we not only cease sending in the
Marines but drop any pretense that we care particularly about the region’s fate.

A fourth stance, which I advocate, would be for the United States to transform
the nature of its Caribbean involvement by relaxing its preoccupation with
qugstmns of military security and emphasizing instead a mutual concern for
r_eglonal development and for helping to tackle the problems of Caribbean popula-
tions wherever they are, in the United States or back in the region itself.

THE TRADITIONAL POLICY

The tra.ditional American approach to the Caribbean—studied indifference
couplt_ed with a keen sensitivity to potential “security threats” and a consequent
aversion to regional instability—may be inglorious, but it is not likely to be
abandoned. The historic policy’s attraction derives from its low cost (at least to
us, and in_ easily visible terms) and from its simplicity ; it provides criteria which
allow policy-makers to concentrate on other regions except under (more or less)
clearly-dgﬁned circumstances: when Caribbean developments pose the danger
that hostile extra- hemispheric powers will enter the region.

One key difficulty has always plagued the American approach to the Caribhean,
how_ever; althpugh it is precisely weak, dependent entities like those dotting the
Ca_nbbean which experience instability and provide recurring openings for what
this count‘r,v has perceived as a “security threat” to develop, the United States
has‘ dot}e little to help the Caribbean territories (aside from Puero Rico) overcome
their disadvantaged condition. The Caribbean units have never been able to resist
by thems_elves the encroachments of external power, which Washington considers
threatening, but neither have they been able by themselves to undertake the
processes of national (and regional) integration and development which might
help foreclose.foreign advance. The United States has taken an exceptional
but only occ'asmnal interest in domestic political changes within the Caribbean,
bpt .has resisted engaging itself at a more fundamental level and in a con-
tinuing way ; as with the rest of Latin American, we have been “foul weather
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friends.” The United States has so often been drawn into unpleasant Caribbean
entanglements, including military interventions, because our government has
persisted in regarding the area as of vital concern to this country but has always
failed to adopt the kind of positive, long-term measures such a concern might
imply. We bave cared enough about the Caribbean to send in the Marines (are
they our “very best”?) but not enough to accept the kind of permanent involve-
ment which might obviate the occasion for such extravagant displays.

So the pattern of intermittent intervention renews itself, with uncertain conse-
quences. Hardboiled analysts may observe that the United States will always sur-
vive its occasional Caribbean adventures, and they would no doubt be right. But
each American intervention has its costs, particularly within the region, either (as
in Santo Domingo) by further undermining the possibility of self-confident na-
tional development, or, (as in Cuba) by increasing the likelihood that national
development will eventually be based on virulent anti-Americanism, Each, unques-
tionably, strains the consensus on fundamental values of which we Americans
have been so proud. And each, one fears, makes more distant the day when inter-
national law will have real force.

AN ACTIVE CARIBBEAN POLICY

The Dominican invasion of 1965 and other such interventions have given rise
from time to time to calls for an active Caribbean policy, essentially for the
historic U.S. approach complemented by a major American commitment to
Caribbean development based on the supposed U.S. strategic and economic stake
in the area. It is often said that the United States has “vital interests” in the
Caribbean, that having another hostile nation or nations within the region would
present the United States with unacceptable risks or even threaten national sec-
urity. Rather than wait until a erisis requires the landing of American forces,
the argument runs, the United States should head off crises by devoting contin-
uing attention to the area and helping to solve its problems. The traditional
American political approach to the Caribbean is not questioned, in other words,
but a more sustained (and costly) techmnique is recommended to achieve this
country’s longstanding objectives.®

The familiar call for an active Caribbean policy draws on widespread dissatis-
faction with America’s Caribbean record, plus on a certain internal logic. But
this formula is open to serious question, too, for it projects forward uncritically
some assumptions which ought to be evaluated.

Before undertaking a more active (and potentially costly) Caribbean policy,
the United States ought carefully to examine its interest in the area and whether
the proposed approach would advance them.

The conventional case for special U.S. concern with the Caribbean mainly rests
on its supposed military and strategic significance. America’s need to protect its
major maritime routes, including the Panam Canal and access thereto, has led
this country to establish various naval bases in the region and to set up other mili-
tary installations to facilitate undersea surveillance, missile tracking, and the
like; it is argued that the United States must defend these facilities and must
therefore prevent instability in the region.

. The truth is, however, that changing technology has rendered traditional secu-
rity concepts largely inadequate. The Panama Canal. for instance. is clearly in-
defensible against direct attack. or even against a determined saboteur. Naval
bases around the region are of little use in the era of sealaunched ballistic mis-
siles and MIRVs. The nature of “security” has changed considerably in recent
vears, and events in the Caribbean illustrate this well. From 1898 to 1969, for in-
stance, no rival extrahemispheric naval force ever entered Caribbean waters,
but Russian naval formations have been doing so regularly since mid-1969 with-
out anyone getting particularly excited.

Three points are clear about U.S. security interests in the Caribbean. First,
the United States cannot expect and does not require the same kind of total
control of the region it formerly enjoyed. Second, the means for improving U.S.
security, even within the Caribbean area, lie outside the region in great power
relationships (such as the US-USSR “understanding” which keeps nuclear-

*This position is stated in Its crodest form in the University of Pennsylvania stndy,
but it explicitly underlies all the other reports previously mentioned: by Rohert Crass-
weller. hy the American Assembly, by the Twentieth Century Fund, and by the State
Department’s Caribbean Study Group under Milton Barall.
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equipped missiles out of Cuba and which apparently keeps missile-carrying sub-
marines from being serviced there). Finally, it may be argued that the primary
way to enhance American security within the Caribbean area would be to re-
move the irritants which might cause anti-American outbursts in the region.
From that standpoint abandoning Guantanamo and ceding sovereignty in the
Canal Zone to Panama might protect this country’s interest better than grimly
hanging on to these bits of territory.

Apart from the military security motive, the second reason offered by pro-
ponents of an active U.S. policy for the Caribbean is to protect U.S. economic
interests, also “strategic” in a sense. U.S. investment and trade interests in the
Caribbean ere substantial, and some raw materials imported from the Carib-
bean are important for America’s economy. Having national policies which pro-
tect these interests makes sense. It does not neecessarily follow, however, that
traditional U.S. policies, or their equivalent, will best advance those interests.
Direct U.S. investment in natural resource extraction is a particularly dubious
proposition, for instance, as successive governments move to assert national eon-
trol over resources. Ordered market relations for the transferring of capital,
technology, and marketing skills—modes which avoid sensitive issues of sov-
ereignty and autonomy—are more likely than old patterns of direct investment
to advance U.S. interests, and these relations may not require any special at-
tention to the Caribbean area. On the contrary, an ohtrusive American policy in
the Caribbean, even a return to the presumably benevolent activism associated
with the Alliance of Progress, might well produce nationalist reactions which
could endanger the U.S. economic stake in the region.

CARIBBEAN DISENGAGEMENT

If increased American attention to the Caribbean is not required by imme-
diate U.S. economic or military interests, what about the third approach to U.S.
policies. to disengage as much as possible from the region? Accerding to this view,
increasingly popular in some academic circles if still unthinkable in Wash-
ington, the United States has little or nothing to worry about in the Carib-
bean and can safely disregard the area. American policy-makers and attentive
public and eventually the electorate at large, should be educated to accept a
substantial U.S. withdrawal from Caribbean involvement. therefore, and we
should condition ourselves out of an instinctive (or at least inherited) ner-
vousness about Carihbean turbulence. We should leave the people of the Carib-
bean alone, it is argued: to develop or to stagnate, to revolt or to ally, or to
stew in their own juices, of whatever flavor.

Many of us are much more attracted to the thought of disengagement and
withdrawal from foreign involvements than we used to be. Certainly, with partic-
ular regard to the Caribbean, we can recognize that our national concern with
domestic polities there has been due often to shibboleths sanctified by repetition
but unsubstantiated by analysis. Certainly we all recognize that the United
States ought to avoid the intense, not to say frantic, meddling in Caribbean af-
fairs which John Bartlow Martin chronicled so fully in Owertaken By Hvents,
his memoirs after serving as U.S. Ambassador in the Dominican Republic. More
generally, surely we recognize by now that the United States can and should
tolerate a much wider range of political expression in the Caribbean (and else-
where) than we have accepted in the past. American securitv will not he threat-
ened by such a loosening of our grip ; it may even be enhanced. Given the instabil-
ity of Caribbean politics and the likelihood (indeed the likely beneficial effects
of substantial socio-economic transformations there, one advantage of the disen-
gagement approach would be to facilitate routine diplomatic and commercial
relations with all territories, and to reinforce each Caribbean people’s own urge
to avoid dependence on other powers. Nationalist regimes in the Caribbean, even
professedly anti-American ones. would be likely to reject foreizn military in-
volvement unless they regarded it as necessary to defend against U.S. hostility.

The notion of reduced U.S. government activity and involvement in the Carib-
hean and an end to evaggerated concerns about “securitv threats” in the area,
all as pact of a generally more modest American role in the world, is appealing.
Theose who favor U.S. disengagement from the Caribbean mislead themselves
(and others). however. if they think that disengagement there would be easy to
accomplish and if they believe, even assuming that disengagement were feasible,
that its effects on the people of the Caribbean would be unambiguously benign.

The first and fundamental point is that. whatever Washington’s policy, the
United States cannot withdraw from its Caribbean minimum border by a uni-
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lateral act of will, as it might (though even then with some difficulty) from
the extended borders we have drawn in Berlin, along the 88th Parallel in Korea,
in the Taiwan Straits or near the 17th Parallel in Vietnam. The facts of geography
—strongly reinforced by history, politics, and economics—inake it likely that
American interest and involvement in the Caribbean will continue to be high.
Anchored in the American lake, the Caribbean units cannot escape the shadow
of the United States. Nor can we in this country completely avoid the Caribbean
and its difficulties, which inevitably spill over onto our shores, through emigra-
tion especially.

The Caribbean, then, is very closely tied to the United States. The Carib-
bean entities are not, in turn, linked to Latin America, nor are they likely to be
able to gain integration into a broader hemispheric community excluding the
United States. A visiting Chilean historian once opened his survey course in
Latin American history at Harvard by announcing that he would not deal with
the Caribbean because it “corresponds to the domestic history of the United
States.” This concept of the Caribbean is widely shared in South America. The
South American states are willing to admit the Caribbean nations into mem-
bership in the Organization of American States (though even that willingness
is unlikely to be further extended to the smaller territories), but they are gen-
erally uninterested in the Caribbean and unresponsive to Caribbean needs.

Given the vulnerability of the Caribbean territories, and the indifference to-
ward them of the South American states (with the significant exception of
Venezuela), the United States is bound to have a major impact on the region,
no matter what policy is adopted by an administration in Washington. Even
were the U.S. government to muster and maintain the virtually unprecedented
self-restraint necessary to remain uninvolved in the Caribbean for long, it is
difficult to conceive of a voluntary withdrawal from the area by U.S. private
interests. American influence will inevitably be sharply felt in the microstates
and ministates of the Caribbean region; we can only choose to exert our in-
fluence more or less consciously or to do so in different forms and degrees.

TOWARD A NEW CARIBBEAN POLICY

Instead of either the traditional or a slightly modified American neglect of
the Caribbean or else a new neglect, based on the urge to disengage, I propose
4 new American concern for the Caribbean and its peoples, a decision by the
United States to inseribe the tackling of Caribbean development problems high
on our national agenda.

I am not calling for a “new imperialism” much less a return to the old. What
T am suggesting is that the United States take a special interest in the Caribbean
and its peoples, not just beyond but instead of the traditional American desire
to protect U.S. investments and military installations. The United States should
adopt policies designed specifically to have a favorable impact on the prospects
for Caribbean development.

Indeed, the United States should cease to think of Caribbean problems as
“foreign policy” questions; they ought to be considered a major concern of our
own community.

The case I am advancing, a new American policy toward the Caribbean, would
survive the decreased significance of American military bases or private invest-
ments in the region. My argument is based, not on immediate interest or advan-
tage, but on a longer-range view that the interests of the United States are more
likely to be advanced if this country’s neighbors benefit from their relations with
the United States than if our policies exploit them or facilitate their exploitation.
It is based, as well, on the view that a rich and powerful nation, at least one with
our country’s professed values, has some positive responsibility toward its poor,
weak, dependent neighbors. “Responsibility” is a much abused and discredited
concept to be sure, but I do believe the United States has a moral obligation to
act generously towards its neighbors, whose problems have historically been
greatly exacerbated by this country’s impact. And it is based, finally, on a sense
that the problems of the Caribbean populations are, increasingly, our own, as
hundreds of thousands of Caribbean immigrants stream to the mainland.

We ought to care about our impact on the Caribbean, then, for two reasons:
simply because it is right that we be concerned about how we affect others—
especially our nearest neighbors, whom we affect so importantly—and also be-
cause it is likely that festering problems in societies so closely related to our
own will eventually affect our community adversely. Rather than interpret the
absence of an immediate military security challenge within the Caribbean as
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reason to disengage entirely from the region, probably impossible in any case,
we should consider the current period as providing an exceptional opportunity
to deal directly with the issues of development and dependence in a region very
much affected by our policies, and whose peoples are increasingly intermingled
among our own poulation. By responding to the needs of the Caribbean peoples
themselves, rather than to some outside threat posed via the region, the U.S.
could concentrate, for the first time, on helping to resolve the underlying prob-
lems of the Caribbean.

What shape would such an American concern for the Caribbean take, more
:specifically ?

I do not have an elaborate, detailed program. Even if I did, I would not want
to propose specific U.S. measures to confront problems which, by their very
nature, cannot be solved without prior initiatives from within the region. North
American decisions and actions alone cannot, of course, solve Caribbean problems.
A long-term commitment of U.S. attention and resources, however, might en-
-courage various Caribbean leaders to approach their task with renewed energy
.and confidence. Even then, one cannot be sure that resolution of the area’s prob-
lems will be much advanced; many are long-standing and intractable. But even
amelioration of Caribbean problems, in the face of their recent steady worsening,
would be a major step forward.

There is reason to believe, I think, a commitment by the United States to support
Caribbean development plans would lead to concrete proposals on the part of
various of the Caribbean nations. A remarkable degree of consensus already
-exists within the Caribbean on several points:

(1) that the area’s problems are general and require regional solutions ;

(2) that functional cooperation among the Caribbean units would be more
promising than formal international institutions;

(8) that regional agricultural diversification, especially away from sugar in
‘most countries, is both necessary and difficult;

(4) that the sugar production and marketing system needs to be rationalized ;

(5) that the domestic processing of raw materials and agricultural products
:should be encouraged and that U.S. policies often hinder attempts to do so;

(6) that improved access to the North American market, for both unprocessed
:and manufactured products, is a requisite for expanding many segments of the
‘Caribbean economy ;

(7) that the region’s demographic situation requires both population control
.and sustained emigration ;

(8) that any comprehensive attempt to deal with the Caribbean’s fundamental
‘problems must incorporate Cuba and take into account its needs ; and

(9) that few, if any, of these points can be pursued without the understanding
:and cooperation of the United States.

American public financing is needed by the Caribbean Development Bank and
related institutions. Favorable American legislation would be required to enable
‘the region to rationalize its sugar production and marketing and to facilitate
-diversification by some countries into other crops; American measures, private
and public, are needed if local processing is to expand within the Caribbean; legis-
lation in the United States would be needed to grant Caribbean exports better
access to our market and to eliminate artificial restrictions which now affect Car-
‘ibbean producers adversely ; liberalized U.S. immigration policies and imagina-
tive resettling programs would be needed to facilitate a long-term solution to the
‘Caribbean demographic problem. And a favorable U.S. posture would facilitate
«Cuba’s being considered and eventually participating in regional planning.*

These last points, that the Caribbean’s major difficulties can only be confronted
+with U.S. cooperation and that many Caribbean residents and leaders recognize
this fact, need to be emphasized. No regional solution is possible in the Caribbean,
an area perhaps more “Balkanized” than any other, without the support of the
United States, the power which bounds and even defines the region (unless it be
a regional solution overtly antagonistic to the U.S. which is hardly what we ought
to aim for).

American power, private and public, can be used either to keep the Caribbean
territories fragmented, or to help the Caribbean units work together. A passive

41 do not favor special preferences for the Caribbean alone, nor necessarily for Latin
America. Preference granted to all less developed countries would have particular sig-
nificance. however, for Latin America and particularly for the Caribbean units so close
to the United States. Both agricultural commodities and light manufactures from the
Car}bbe‘an would enter the U.S. at competiaive prices if LDC’s received general tariff
preferences.
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U.S. government role, derived either from the traditional posture or from a possi--
ble attempt at disengagement, would continue as it does now, to reinforce frag-
mentation and dependence. A more positive American policy, concerned about
this country’s impact on the Caribbean, would curb and regulate U.S. private
interests when necessary and would encourage them, using appropriate incentives
and disincentives, to contribute constructively to Caribbean development. Ad-
mittedly, that kind of government vigilance of and influence on major corporate
enterprises is difficult, as some recent examples vividly illustrate, but if there-
were a will in Washington there might be a way !

In calling for a positive U.8. policy toward the Caribbean, X do not sound a
clarion call for return to the Alliance for Progress there. An effective effort to
support Caribbean development would require the most self-restrained North:
American talk and action, and would depend on a willingness by the United
States to let the Caribbean nations experiment without our interference. An overt
and meddlesome American approach, even one apparently benevolent in intent,
would stifle Caribbean initiatives, and would be politically unacceptable in most
territories, perhaps in all by now. An influx of American personnel into the
Caribbean territories would also certainly be counterproductive; only the most
exceptional outsider has the cultural knowledge and sophistication required to be:
helpful in the Caribbean. We need to find ways to aid Caribbean development
programs without overwhelming the region.

We can begin by concentrating on helping to restructure the economic terms.
and conditions on which the United States relates to the Caribbean, so that
the interest of promoting regional development is made, and kept, paramount.
‘We can accept the notion of continuing to pay better prices for Caribbean re-
sources, including bauxite and sugar, as part of a reshaping of consumer-pro-
ducer relationships which can provide more secure access in exchange for more-
stable and favorable prices. We can support compensatory finance and other
arrangements for assuring that less developed countries, including those of the
Caribbean, are not affected by international fluctuations beyond their control.
‘We can provide soft capital and technical cooperation especially for programs-
of agricultural diversification and expansion, population control, export promo-
tion, the improvement of harbors and other infrastructure facilities, the further
development of tourism, etc. In doing so, we could increasingly operate through
multilateral organizations, which would protect the region somewhat from our
impact.

And we can work, right here, to help the rapidly expanding Caribbean-born
population of the United States achieve the kinds of progress which will permit
them to contribute, as Puerto Ricans have done, already to development in
their “home” territories. Services modeled on the Cuban Refugee Program could
be extended to other Caribbean immigrant groups in the United States. High-
quality bilingual education programs could be multiplied and better supported,
and social service programs could be designed with each specific immigrant
group in mind. Caribbean immigration to the United States is largely an ignored
phenomenon so far; attention should be focused on its causes and effects both
in the Caribbean and in this country, and on assuring that its consequences are-
beneficial as possible for all those affected.

I do not mean, either, to advocate a ‘“Puerto Rican solution” for the entire
Caribbean. Those personally engaged in making the Puerto Rican experiment
work have often offered the island’s experience as a possible model for the whole
region. Various aspects of the Commonwealth’s program have, in fact, been
emulated elsewhere in the Caribbean. Throughout the region, however, the
overall Puerto Rican approach is perceived, perhaps correctly, as having involved
the exchange of (eventual) national sovereignty and even cultural self-respect
for favorable economic treatment. Whatever the past and future of Puerto Rico,
an equivalent status is not acceptable to most Caribbean residents outside the
Commonwealth. But the kinds of policies here suggested need not entail the
aspects of Puerto Rico’s experience which are elsewhere perceived as disagree-
able. The United States need not and should not exact any quid pro quo for its
willingness to support Caribbean development, except for its continued insistence
that hostile military bases be kept out of the region. American companies will
not have the advantages of special tax shelters in the rest of the Caribbean. and
there is no reason to expect or desire the consequent Americanization of the-



-economy and culture which has so affected Puerto Rico. American participation
in the internal political affairs of Caribbean territories can and should be

.avoided.

Finally, in proposing a positive, and perhaps ultimately expensive American
commitment to Caribbean development, I do not expect to win instant acceptance.
Everyone’s conventional wisdom these days includes the notion that further
commitments, especially new expenses, are to be avoided. Maybe it would be
more prudent to hold back a presentation like this until the ambiente is less
unfavorable. But the Caribbean’'s needs do not change with America’s moods.

“We have ignored them long enough.

APPENDIX 1
ESTIMATED U.S. INVESTMENT IN THE CARIBBEAN

1966 1970-71
Barbados . o o o e e e e 25
Bahamas. - . . e 900 1,000
‘Dominican Republic_ 150 150
Guyana._ .. 50 25
Haiti_.____ 51 55
Jamaica._. 500 850
Netherfand Antilles.. 150 330
Surinam. ... 30 230
Trinidad and Tobago. . 500 600
10ther West Indies . o oo oo 12 212
Total.... —_—- e e mmmm e mm o 2,346 3,081
1 Considerably higher by 1973,
‘3 Rough estimate.
Source: State Department.
APPENDIX 2
Population of individual Caribbean territories
Territory : Population
Cuba 8, 553, 395
Haiti (1971) - 4, 205, 755
Dominican Republic 4, 006, 405
Puerto Rico 2,712,033
Jamaica 1, 865, 400
Trinidad-Tobago 945, 210
Guyana 714, 000
Surinam ——— 324, 211
Martinique (1967) 320, 030
Guadeloupe (1967) 312, 724
Barbados 238, 141
Netherlands Antilles (1960) 188, 914
Bahamas __ 175, 192
Belize (British Honduras) 199, 645
Saint Lucia 101, 100
Grenada and Grenados M, 500
Saint Vincent 89, 100
Dominica 70, 300
U.S. Virgin Islands 62, 468
St. Kitts, Nevis, Anguilla, St. Christopher. 56, 591
Antigua (1950) 54, 304
Montserrat 12, 302
British Virgin Islands 10, 484
Turke and Caicos 5, 500
Total - 25,237, 704

Source: United Nations Statistical Yearbook, 1971. 1970 estimates except where other-

“wise stated.
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APPEXNDIX 3

Bstimated rates of population growth

[Estimated rate of annual increase (in percentage terms)]
Territory :
Cuba __ ——
Haiti -—— e e
Dominician Republic___ — - -
Puerto Rico. e
JamaiCa o
Trinidad-Tobago ——— ——— -
Guyana ___ ——— —— e e
SUrinAmM e
Martinigue
Guadeloupe e .
Barbados .~ ____________ ———
Bahamas ___ _—
Belize (British Hondura$s) - o cue o - .
St LC A e
Grenada N - -
St. Vineent______________________
U.S. Virgin Istands_
St. Kitts, Nevis, Anguilla, St. Christopher__ —— -
Antigua -~ - -
Dominica .. — -
British Virgin Islands. . _____________ ——

Source : United Nations Statistical Yearbook, 1971.
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APPENDIX 4
Caribbean immigration to the United States

A. Total Immigration from West Indies to the United States:?

1820-1950 e 496,696
1820-1960 _ oo 619,787
1961-1972 _ 597,151

Source : Annual Report (1972) Immigration and Naturalization Service. Table 13, 51-53..
B. Estimated numbers of Caribbean residents of United States, by country of

origin :
Puerto Rico*. .. 1.8 million of Puerto Rican birth or parentage.
Cuba ® e 621,403 Cuban nationals entered Jan. 1, 1959-
June 30, 1972,
Haiti® oo Over 200,000 Haitians, including illegal resi-
dents.

Dominican Republic®.__.. Close to 200,000 Dominicans, including illegal.
residents.

Jamaicans® oo 225,000 in New York and New Jersey.

Total oo Over 3 million without considering other Carib--

bean territories.
1 Annual Report (1972), U.S. Immigration and Naturalization Service. Table 13, pp.
1-53

2 \Ilgrntlon DiVlSlon Department of Labor, Commonwealth of Puerto Rico.
3 Source No. 1, p.
4 Jean-Yves Urﬁe i Les Illegaux. Boucs Emissaires.” Sel (June 1973), 11
(\; Joli%7lf;)glogion, “The Dominicans in New York City,” paper at TFordham University
ay
¢ ¥ax Iambie. ‘The Jamhican-American Emigre and Repatriation: A General Overview-
of the Issue (September 11, 1972).
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APPENDIX 5
COMPARISON OF CARIBBEAN EXPORTS TO UNITED STATES AND TOTAL CARIBBEAN EXPORTS IN U.S. DOLLARS:

1960: Exports to United States  1970: Exports to United States 1 Units of

(34 percent) (40 percent) nationalt
currency per
U.S. exports Total exports U.S. exports Total exports U.S. dollar

Barbados__.____________ .. ___. 719,248 23, 865, 273 7,819, 000 39, 038, 000 1.71429+
British Honduras. . 1,003, 100 7,871,500 5, 555, 000 18, 801, 000 1. 42357
Dominican Republic. 109, 430, 000 174, 430, 000 179, 319, 000 213, 545, 000 1. 000C0.
Guadeloupe . _ , 257 34,731, 196 9,023, 000 37, 630, 000 493.7C6.
Guatemala____ 62,710, 000 112, 670, 000 82, 026, 000 290, 182, 000 1.00000
Guyana (British Gu 12,174,136 74, 263, 981 38, 504, 000 133, 988, 000 1. 71429+
Jamaica.__. 41,331, 247 156, 406, 930 177, 048, 000 333, 253, 000 2.8044
Martinique.__ . ,215 , 026 25, 000 30, 037, 000 493,706
Netherlands Antilles. 225, 426, 200 657, 920, 830 391, 374, 000 675, 539, 000 1.88585
Sufinam__________. . 32,765,066 43, 052, 1, 860, 000 133,931, 000 1. 88585
Trinadad and Tobago.._......... 56, 618, 191 286, 905, 940 230, 474, 000 481, 526, 000 1.71429
Total .. 542,515,660 1,572,440,940 1,173,027,000 2,387,470,000 _.._........_. N

1 Used to derive 1960 figures which were given in respective national currencies in U.N. Yearbook of International Trade
Statistics, 1964 1970 figures were listed in U.S. dollars in U.N, Yearbook of International Trade Statistics, 1970. Par values
of International Monetary Fund (in International Financial Statistics, January-June 1963) used for all countries except:
Dominican Republic and Guatemala, which were given in exch rates and J; which was obtained from exchange.
rate for United Kingdom.

Source: Prepared by Laura Sands, Council on Foreign Relations,

APPENDIX 6
COMPARISON OF CARIBBEAN IMPORTS FROM UNITED STATES AND TOTAL CARIBBEAN IMPORTS IN U.S. DOLLARS:

1960: Imports from United States  1970: Imports from United States i Units of
(19 percent) (25 percent) national”

- - - currency per-

U.S. imports Total imports ~ U.S. imports Total imports u.S. dollar

Barbados................____.... 6, 389, 234 48,500,961 24, 754, 000 117, 269, 000 1.71429-
British Honduras_...__.._.__..___. 7, 801, 645 13,692,713 11, 245, 000 33, 367, 000 1.42857
Dominican Republic. . ............. 46, 100, 000 87,020,000 143,300,000 254, 121, 000 1. 00000
Guadeloupe_ ... ... ... 1,288,212 48, 257, 464 7,043,000 127, €60, 000 493. 706
Guyana (British Guiana)........... 17, 015, 790 86,099,784 32,010,000 134, 120, 000 1.71429.
Jamaica.. ... ... 53, 193, 859 217,343,800 226, 070, 000 524, 304, 000 2. 8044
Martinique____.____._..__..__.... 15,576 471,697 8, 146, 000 145, 816, 000 493, 706.
Netherlands Antilles_.......___.._. 62,316, 727 681,252,480 96, 247, 000 791, 336, 000 1.88585.
Surinam_ ... . .._..____._. 18, 400, 100 53,980,963 41,072,000 115, 414, 000 1. 83585
Trinidad and Tobago_ .. _.......... 40, 623, 231 294,343,430 88,872, 000 543, 444, 000 1.71429.
Guatemala. . ... .oooooouoooo.. 67, 510, 000 137, 860,000 100, 366, 000 284, 274, 000 1. 00000
Total . ... 320, 654, 568  1,668,913,292 779,125,000 3,071,125,000 ______..._____

! Used to derive 1960 figures which were given in respective nationzl currencies in U.N. Yearbook of International
Trade Statistics, 1964; 1970 figures were listed in U.S. dollars in U.N. Yearbook of International Trade Statistics 1970.
Par values of International Monetary Fund (in International Financial Statistics, January-June 1963) used for all countries
except Dominican Republic, and Guatemala, which were given in exchange rates and Jamaica which was obtained from
exchange rate for United Kingdom.

Source: Prepared by Laura Sands, Council on Foreign Relations.

Chairman Loxc. Gentlemen, I am very appreciative of your coming-
and sharing your views with us. And I would like, if I may, to take the
liberty of directing maybe three or four additional written questions
to each of you that we would like to have your views on that we have.
not covered here today.

[The following questions and answers were subsequently supplied.
for the record :]

1
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RESPONSE OF SIDNEY WEINTRAUB TO ADDITIONAL WRITTEN QUESTIONS
PoseEp BY CHAIRMAN LONG

Question 1. A few years back, it was felt that land reform was essential to pro-
duce greater social justice and, hopefully, increased agricultural output. What
has happened in the area of land reform in Latin America in recent years? Has it
achieved greater social justice and/or increased agricultural productivity ?

Answer. The langnage of the Charter of Punta del Este (August 17, 1961) is
quite precise on the issue of land tenure:

The American republics hereby agree to work toward the achievement
of the following fundamental goals in the present decade:

6. To encourage, in accordance with the characteristics of each
country, programs of comprehensive agrarian reform leading to the
effective transformation, where required, of unjust structures and
systems of land tenure and use, with a view to replacing latifundia
and dwarf holdings by an equitable system of land tenure so that,
with the help of timely and adequate credit, technical assistance,
and facilities for the marketing and distribution of products, the
land will become for the man who works it the basis of his economic
stability, the foundation of his increasing welfare, and the guaran-
tee of his freedom and dignity.

Land reform programs were started in many Latin American countries in the
1960°s. including Brazil, Chile, Colombia, Costa Rica, the Dominican Republic,
Ecuador, Honduras, Nicaragua, Panama, Paragnay, and Peru. Most of these
programs accomplished precious little reform. Reform was more substantial in
various countries where the onset of the programs antedated the Alliance for
Progress, such as in Mexico, Bolivia, Guatemala, and to some extent Venezuela.
These latter land tenure reforms generally were accompanied by social and eco-
nomiec upheavals and land redistribution was part of the process of redistribution
of economic and political power. Cuba has gone through major changes in land
tenure patterns since its revolution in 1959 but not in the Punta del Este sense of
giving ownership of land to the person who works it, but rather to create state
farms. There was some land tenure reform under the ¥rei government in Chile,
but it was modest in scope, and the later Allende reforms were obviously not
followed by the current Pinochet Government.

Land tenure reform was advocated in the 1960’s primarily for its social objec-
tives goal. More recent literature has argued that productivity on smaller farms
can be greater over time than on larger farms in less-developed countries because
of greater incentives which exist when owners work their own land. In addition,
more labor would be used. There are examples of successful land reform programs
in which greater output accompanied greater social justice such as in Japan and
Taiwan. In these cases, tenure reform was accompanied by those other neces-
sary measures cited in the Charter of Punta del Este relating to credit, technical
assistance, and marketing.

The answer to the question posed really is not yet in. Like what has been said
about Christianity and other religions, it is too early to tell if land tenure reform
works since it has not been tested sufficiently. My own view is that Latin America
will not achieve the necessary productivity increases in agriculture over time
without the necessary incentives to price, credit, marketing, etc., and on provid-
ing ownership to the person who works the land.

Question 2. From the standpoint of the Latin American countries themselves,
are bilateral and multilateral aid programs more efficient in satisfying their de-
velopment needs? In your statement you have suggested that special provisions
must be made for concessional lending to the very poorest counfries in Latin
America and the Caribbean. Does our aid program really help them on the road to
being weaned ultimately from aid, or is it just a crutch?

Answer. I prefer not to choose between bilateral and multilateral programs
in terms of efficiency since this depends more on the content of the program than
the financial channel used. Bilateral programs which contain conditions to
force countries to buy products from more expensive sources obviously reduce
the effective level of real resources made available from a given amount of money,
but this is no longer really relevant to any great extent in our programs in Latin
America.

Tess-developed countries when they speak collectively generally advocate aid
via multilateral institutions, presumably because this involves less overt political
pressure. However, individual countries rarely eschew bilateral aid and might
even prefer it if they think its distribution would favor them. The efficiency
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argument also can be dealt with by reasonable close coordination between bi-
lateral and multilateral agencies so that their programs complement each other.

It is worth emphasizing that our bilateral concessional aid programs in Latin
America are no longer substantial. The appropriation levels in each of the last two
fiscal years have been around $230 million for development assistance, and about
$50 to $60 millions of food aid each under Titles 1 and II of P.L. 450. By contrast,
Inter-American Development Bank loans under each of its two windows, the con-
cessional loans under the Fund for Special Operations and those under Ordinary
Capital, exceeded $600 million last year. World Bank regular loans to Latin
America were more than $1.3 billion in 1975, There were few loans last year to
Latin America from the World Bank group’s concessional window, the Inter-
national Development Association (the figure was $35 million) because per capita
incomes in Latin American countries generally exceed the IDA maximum for
eligibility purposes.

What I had advocated was to reserve our concessional assistance, whether
given bilaterally or indirectly via multilateral institutions, for the poorest coun-
tries since the better-off Latin American countries can use ordinary capital win-
dows of multilateral institutions and private capital markets for their borrowings.
Concessional aid is a crutch only if given as a welfare or charity device, i.e., if
not accompanied by internal measures of the country to help itself. This aid can
be an important development tool. Many countries have been weaned from con-
cessional aid, such as Brazil and Colombia in Latin America. Most of the rest of
South America is going through this weaning process right now. When they are
fully weaned, this would then permit us to use concessional resources exclusively
in the poorer countries in Central America and the Caribbean.

Question 3. In the late 1960’s, there was a strong push in Latin America for
regional integration and the reduction of intraregional tariff barriers. Do sub-
regional organizations like the Central American Common Market, the Andean
Pact, and the Caribbean Common Market serve a useful developmental purpose?
Should the United States assist Latin American economies to achieve greater
regional economic integration and, if so, how?

Answer. Assuming that there are industries which gain efficiency from greater
scale, and the evidence is that there are, it makes sense for Latin American
countries to seek greater regional economic integration. For such industries, the
larger the tariff-free market, the greater the probability of successful industrial
development.

However, the going has been rough in creating these subregional groupings.
Given disparate levels of development among Latin American countries, incen-
tives have been needed to locate some industries in the less advanced member
countries. This does not mean that the integration effort should be given up, any
more than it was in Europe after World War 1I, but that we should recognize that
the process will not be easy.

In the past our policy on regional integration has been equivocal. We have said
that we support regional economic integration, but our actions have not always
lent verisimilitude to what we say. For example, the provisions of the Trade Act
of 1974 seemingly give certain privileges in the section on trade preferences to
regional groupings (the act permits groupings of countries to cumulate their
values added to be eligible under our system), but then contain a Catch 22 which
severely limits these privileges when exercised as a regional grouping (it puts
the same limitation on competitive need on the grouping as it would for an
individual country).

However, the major obstacles that must be overcome to have successful Latin
American regional groupings are for the countries themselves to accomplish rather
than what we can do for them.

Question 4. The U.S. Government has from time to time imposed or threatened
to impose countervailing duties on Latin American exports to the United States
when their manufacture has been subsidized. Some Latins complain thav this
runs counter to our policy of helping them in their economic development. Should
the United States waive its policies of trade protection—countervailing duties
and anti-dumping provisions—vis-a-vis Latin American economies?

Answer. The question of export subsidies may turn out to be one of the most
difﬁcult in the trade negotiations. Many Latin American countries have main-
tained high import duties in order to protect domestic industries and this pro-
cedure has also prejudiced the export competitiveness of many of their industries.
Export subsidies are often used to compensate for these excessive import duties
which have to be paid. Subsidies also have been used to compensate for over-
valued exchange rates.

82-891—77—5
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I do not believe that we should waive the countervailing duty and :ilnpi-dumping
provisions of our law (although it would be preferable to have an injury provi-
sion in our countervailing duty statutes), since the use of export subsidies can
be abused resulting in injury to domestic industries. However, I think we should
recognize that many Latin American and other less-developed countries may need
to help many of their industries to enter export markets. We have‘stated that we
are prepared in the context of the current multilateral trade negotiations to work
out an international subsidy/countervailing duty code, and that we are prepared
to give preferential treatment in this code to less-developed countries. There are
several advantages to this approach: It would help open the markets of all
developed countries under the same terms; it would permit subsidies by less-
developed countries under agreed ground rules; and it could provide for the
gradual elimination of these special privileges for those less-developed countries
that no longer need them.

RESPONSE OF ToM E. DAVIS T0 ADDITIONAL WRITTEN QUESTIONS POSED
BY CHAIRMAN LoNa

Question 1a. From the standpoint of the Latin American countries themselves,
are bilateral and multilateral aid programs more efficient in satisfying their de-
velopment needs?

Answer. I doubt that one could establish any significant difference in the effi-
ciency of bilateral, as compared to multilateral, aid programs. However, in terms
of political acceptability in the recipient countries, I believe multilateral aid pro-
grams are clearly preferable at least in those countries where governments are
responsive to a diverse public.

Question 1b. In Mr. Weintraub’s statement he suggested that special provisions
must be made for concessional lending to the very poorest countries in Latin
America and the Caribbean.

Answer. Prima facie, a strong case for concessional lending to the very poorest
countries can be made on humanitarian grounds. However, some of the very
poorest countries limit their imports, admittedly by repressing political demands
for more expansive economie policies, and maintain their capability to service ex-
ternal debt. Consequently, the countries experiencing recurrent balance-of-pay-
ments problems are frequently the more representative governments in the not-
so-poor and relatively higher income countries. Furthermore, if humanitarian
criteria are to be employed as a basis for granting concessional loans, it should
be recognized that there are desperately poor people in all countries, including
our own, and that these individuals are not necessarily reached when concessional
loans are granted to governments of the repressive type. I would suggest that gen-
uine efforts to alleviate poverty, and not average per capita income or the per-
centage of the population living at below subsistence levels, be made the criteria
for concessional lending.

Question 1c. Does our aid program really help them on the road to being weaned
ultimately from aid, or is it just a cruteh ?

Answer. Frequently, our assistance—whether bilateral or multilateral—is pro-
vided to enable a government to meet its external obligations. Such assistance is
usually provided only after the government in question commits itself to a “stabi-
lization policy.” That policy, in turn, usually calls for a devaluation and restric-
tions on the rate of monetary expansion. Such policies have failed repeatedly in
Chile and Argentina, but have been somewhat more successful in Bolivia and
Peru. The most economically successful Latin American country—Mexico—has
never been a significant aid recipient.

Question 2a. In the late 1960’s there was a strong push in Latin America for
regional integration and the reduction of intraregional tariff barriers. Do sub-
regional organizations like the Central American Common Market, the Andean
Pact, and the Caribbean Common Market serve a useful developmental purpose?

Answer. The subregional groupings are reflections of the failure of Latin Amer-
ica and the Caribbean to make rapid progress toward genuine economic integra-
tion. This is particularly true in the case of the Andean Pact which was created
as a result of the frustration generated in the Andean countries at the slow pace
of trade liberalization within L.A.F.T.A. While C.A.C.M. actually came into exis-
tence prior to L.A.F.T.A., it was expected that it would be merged into the broader
regional organization. To date, it appears that the subregional groups have made
more progress towards economic integration than would have been possible under
the L.A.F.T.A. structure. So long as that remains true, they would appear to be
serving a useful developmental purpose and their raison d’etre remains.
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Question 2b. Should the U.S. assist Latin American economies to achieve
greater regional economic integration and if so, how?

Answer. The current balance-of-payments problems confronting Latin America,
generated in large part by higher relative prices of food and fuel, would appear
to strengthen the case for increased economic imtegration as a development
strategy. If concessional credits were given to the respective banks that finance
trade and investment within the regional groupings, their ability to encourage
regional trade would be enhanced.

Question 8a, To what extent have Latin American countries’ ability to diversify
their links to other industrialized countries enabled them to obtain needed capital
and technology on terms preferable to that available from the United States?

Answer. Probably the most important reason for utilizing the capital and tech-
nology of other industrialized countries is to reduce dependence on the U.S.
which is understandable on both economic and political grounds. The Brazilian-
West German agreement to develop a nuclear capability in Brazil, after the
United States had refused access to the relevant technology, is the classic case.
Such diversification probably will continue, however, irrespective of the terms,
conditions and cost of capital and technology from the United States for the
reasons advanced above. It should also be noted that while the Latin American
countries look to the United States for the bulk of its imports, Europe represents
the most important market for its exports. This fact alone will make for greater
diversification in the future.

Question 3b. To what extent has this push to diversify been motivated by
largely psychological needs to decrease their dependence on the United States?

Answer, I find it difficult to separate out psychological needs for diversification
from the compelling economic and political considerations moted above. If those
economic and political considerations were to disappear, I suspect the psycho-
logical needs would disappear with them.

Question 4. A few years back, it was felt that land reform was essential to
produce greater social justice and, hopefully, increased agricultural output.
What has happened in the area of land reform in Latin America in recent years?
Has it achieved greater social justice and/or increased agricultural produec-
tivity ?

Answer. Land reform has slowed dramatically with the appearance of re-
pressive governments in Latin America. Even the land redistribution that oc-
curred in Chile under the Frei and Allende governments are being undone by
the present regime. Peru, at the present time, is probably the most active country
in Latin America in altering the traditional agrarian structure. It is virtually
impossible, under these circumstances, to establish the impact of land redistribu-
tion on agricultural production. Gains in agricultural output appears to be most
closely related to extensions of acreage under cultivation and particularly irri-
gated acreage. The so-called “Green Revolution” does not appear to have had great
impact in nonirrigated areas. As far as greater social justice is concerned,
probably the greatest gains have come from peasant orgamization and the ex-
tension of public benefits (e.g., family allowances) to the rural population.

Chairman Lo~e. I am most appreciative of getting the benefits of
your thoughts on what Latin America is and what its achievements
are, and some of the problems. I know that this has been a very general
approach to the problem. But we felt in building the record and going
into it that we needed to do this before we started dealing with specific
problems. I am sure that it has been most helpful to Congressman
Bolling and Congressman Hamilton as well as myself.

Tomorrow at 10 a.m., in room 2216, we will continue with the second
day of our hearings. And tomorrow, as I mentioned earlier, we will
be trying to look at what the U.S. policy in Latin America ought to be,
and what economic areas we ought to be giving more attention to,
and what ought to be contemplated in any U.S. policy toward that
particular region. We are going to have several witnesses tomorrow,
including a representative of the State Department.

This hearing now stands recessed until 10 a.m. tomorrow morning.

Thank you.

[Whereupon, at 12:10 p.m., the subcommittee recessed, to reconvene
at 10 a.m., Tuesday, June 29,1976.]
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TUESDAY, JUNE 29, 1976

Concress or THE UNITED STATES,
SUBCOMMITTEE ON INTER-AMERICAN
EconvoMmic RELATIONSHIPS
oF THE JoINT EconoMic CoOMMITTEE,
Washington, D.C.

The subcommittee met, pursuant to recess, at 10 a.m., in Toom 2216,
Rayburn House Office Building, Hon. Gillis W. Long (chairman of
the subcommittee) presiding.

Present: Representatives Long, Bolling, and Hamilton.

Also present: Sarah Jackson, John R. Karlik, and Lou Krauthofl,
professional staff members; Michael J. Runde, administrative assist-
ant; and Charles H. Bradford, minority professional staff member.

OreNing StaTEMENT of CHATRMAN LoNG |

Chairman Lone. This session of the Subcommittee on Inter-
American Economic Relationships will come to order.

Yesterday, the subcommittee was honored to have three distin-
guished scholars to discuss with us the problems and prospects of Latin
America and the Caribbean. All three witnesses indicated that there
was a lack of any defined policy, as far as they were concerned, toward
Latin America and certainly more attention ought to be given to
United States-LatiniAmerican relations. '

Today, we are going to focus on what the relationship between Latin
America and the United States should be. We want to talk about what
United States interests in Latin America are, and about what we
should do to promote those interests.

While this subcommittee’s jurisdiction is economic, we know from
yesterday’s session that there is no use trying to separate political
1nterests from economic interests because they end up as being two faces
of the same coin.

In my view, from the limited study I have done in this field in the
last few months, we have lost our sense of purpose in dealing with the
hemisphere. Both Congress and the administration, in my view, have
been so preoccupied with other problems that Latin America has been
neglected and this neglect brings with it a certain degree of deteriora-
tion in our relations.

I think that deterioration has become apparent.

Perhaps one of the reasons that we do not have a policy is that we
do not know clearly what is needed in terms of our economic relation-
ship with Latin America.

(63)
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Much of this problem certainly lies in the difficulty of the issues.
There are certain natural conflicts between our interests as a developed
nation on the one hand, and those of the developing nations. Latin
America, though relatively wealthier than most of the developing na-
tions, is no exception—and as we learned yesterday, the issues con-
fronting our hemisphere are both substantial, and certainly all of us
would recognize and admit they are complex.

Today we want to talk about policy. Secretary Kissinger in his most
recent speeches still tallss of a “special relationship”—particularly in
his recent speech in Santiago—he speaks of a “special relationship”
between the United States and Latin America. Should we have a “spe-
cial relationship” with Latin America, or should we pursue a single
global economic policy toward all developing nations? Are U.S.
policies—trade, aid, investment, migration, commodities, technology—
are they really adequate to meet the changes in Latin America and
still serve America’s interests?

I am hopeful we will be able to touch on a number of the sensitive
issues. I suspect much education is needed in both Congress and the
admirristration in view of the relatively recent developments in Latin
America. I say “relatively recent” and I am speaking for as long ago
as 15 years ago and certainly within the last 10 years, and very defi-
nitely within the last 5 years.

After yesterday’s session, I think that many of us realize that
developments in the hemisphere probably have overtaken our under-
standing of what the hemisphere is really like. I thought that Congress-
man Hamilton’s comment was particularly appropriate when he said
that after he sat down and listened to all the changes that occurred, it
was like being hit in the face with a bucket of ice water. But I hope
that this subcommittee will be able to play a useful role in, if nothing
else, educating all that need to know or as many as we can of the chang-
ing circumstances that have come about in Latin America during the
last few years.

For this morning’s hearings we have four outstanding Americans
to give us their views on the changing economic relationships between
the United States and Latin America.

William D. Rogers, now Under Secretary of State and prior to that
Assistant Secretary of State for Inter-American Affairs.

Jose de Cubas, a businessman and honorary chairman of the pres-
tigious Council of the Americas.

Richard Fagen, a political scientist who teaches Latin American
affairs at Stanford, and

Albert Fishlow, an economist who teaches Latin American studies
across the bay from Mr. Fagen at the University of California at
Berkeley.

Congg’essman Bolling, do you have any statement you would like to
make before we begin?

Representative Borring. No, thank you.

Chairman Loxc. Mr. Rogers, since you are the State Department
witness for us today, we would appreciate it if you would lead off for
us. I understand you do have another commitment this morning. And
if it is acceptable to you, we will go ahead and hear your statement
and ask questions immediately after that and before moving on to
our other witnesses. I think we will handle them as a panel, as I feel



65

that we will get a little more out of that kind of conversation
interchange.

Though I have not researched the matter completely, I believe you
and Deputy Secretary Robinson may very well be the first Latin
American specialists that have moved from Assistant Secretary level
up into the hierarchy of the State Department. Qur congratulations
to you on your assumption of your new responsibilities. I hope that
this move is an_indication of something new at the Department of
State. We would appreciate hearing from you at this time.

STATEMENT OF HON. WILLIAM D. ROGERS, UNDER SECRETARY OF
STATE AND FORMER ASSISTANT SECRETARY OF STATE FOR
INTER-AMERICAN AFFAIRS

Mr. Roeers. I am very grateful to you, Mr. Chairman, for the oppor--
tunity to say a word or two about our economic relations with Latin
America.

I commend you for instituting this inquiry.

The economic conditions in this hemisphere are, I am sorry to say, as-
misunderstood as they are important. Your hearings can make an’
important contribution to public understanding of an important
dimension of our present foreign policy.

The inquiry is particularly timely. The pace of change in inter-
national economic matters is almost feverish just now. I returned last-
night from the meeting at Puerto Rico, where the heads of state and-
governments of the seven most powerful free nations of the world:
addressed themselves to the full range of global economic issues, vir--
tually all of which bear directly on the development aspirations of-
Latin America. Last week, Secretary Kissinger made major state--
ments to the ministerial meeting of the QECD in Paris, which touched
on the structure and tone of relationships between the industrialized
democracies and the developing nations, including Latin America.
Two weeks before, we both attended the General Assembly of the
Organization of American Statesin Santiago—the best and most con-
structive inter-American meeting the Secretary has attended, I might
add—in which he addressed the prospects of cooperation for develop-
ment within the hemisphere in a comprehensive way. I believe his
statements have been made available to you, and I suggest you in-
corporate it into the record of these proceedings.

Chairman Loxe. I would like to do that. I will do it at this point in
the record, if there is no objection.

[The statements of Secretary Kissinger follow:]

STATEMENT OoF HoN. HENRY A. KISSINGER, SECRETARY OF STATE, oN HUMAN
RIGHTS, AT THE SIXTH REGULAR GENERAL ASSEMBLY OF THE ORGANIZATION OF
AMERICAN STATES, SANTIAGO, CHILE, JUNE 8, 1976

One of the most compelling issues of our time, and one which ealls for the con-
certed action of all responsible peoples and nations, is the necessity to protect and
extend the fundamental rights of humanity.

The precious common heritage of our Western Hemisphere is the conviction
that human beings are the subjects, not the objects, of public policy ; that citizens
must not become mere instruments of the state.

This is the convietion that brought millions to the Americas. It inspired our
peoples to fight for their independence. It is the commitment that has made
political freedom and individual dignity the constant and cherished ideal of the
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Americas and the envy of nations elsewhere. It is ultimate proof that our
countries are linked by more than geography and the impersonal forces of history.

Respect for the rights of man is written into the founding documents of every
nation of our Hemisphere. It has long been part of the common speech and daily
lives of our citizens. And today, more than ever, the successful advance of our
societies requires the full and free dedication of the talent, energy, and creative
thought of men and women who are free from fear of repression.

The modern age has brought undreamed-of benefits to mankind—in medicine,
in technological advance, and in human communications. But it has spawned
plagues as well, in the form of new tools of oppression, as well as of civil strife. In
an era characterized by terrorism, by bitter ideological contention, by weakened
bonds of social cohesion, and by the yearning of order even at the expense of lib-
erty, the result all too often has been the violation of fundamental standards of
humane conduct.

The obscene and atrocious acts systematically employed to devalue, debase.
and destroy human life during World War II vividly and ineradicably impressed
the responsible peoples of the world with enormity of the challenge to human
rights. It was precisely to end such abuses and to provide moral authority in
international affairs that a new system was forged after that war: globally, in
the United Nations, and regionally, in a strengthened inter-American system.

The shortcomings of our efforts in an age which continues to be scarred by
forces of intimidation, terror, and brutality fostered sometimes from outside
national territories and sometimes from inside, have made it dramatically clear
that basic human rights must be preserved, cherished, and defended if peace and
prosperity are to be more than hollow technical achievements. For technological
progress without social justice mocks humanity ; national unity without freedom
is sterile; nationalism without a consciousness of human community—which
means a shared concern for human rights—refines instruments of oppression.

We in the Americas must increase our international support for the principles
of justice, freedom, and human dignity—for the organized concern of the com-
munity of nations remains one of the most potent weapons in the struggle against
the degradation of human values.

THE HUMAN RIGHTS CHALLENGE IN THE AMERICAS

The ultimate vitality and virtue of our societies spring from the instinctive
sense of human dignity and respect for the rights of others that have long dis-
tinguished the immensely varied peoples and lands of this Hemisphere. The
genius of our inter-American heritage is based on the fundamental democratic
principles of human and national dignity, justice, popular participation, and
free cooperation among different peoples and social systens.

The observance of these essential principles of civility cannot be taken for
granted even in the most tranquil of times. In periods of stress and uncertainty,
when pressures on established authority grow and nations feel their very exis-
tence is tenuous, the practice of human rights becomes far more difficult.

The central problem of government has always been to strike a just and effec-
tive balance between freedom and authority. When freedom degenerates into
anarchy, the human personality becomes subject to arbitrary, brutal, and ca-
pricious forces. When the demand for order overrides all other considerations,
man becomes a means and not an end, a tool of impersonal machinery. Clearly,
some forms of human suffering are intolerable no matter what pressures nations
may face or feel. Beyond that, all societies have an obligation to enable their
people to fulfill their potentialities and live a life of dignity and self-respect.

As we address this challenge in practice, we must recognize that our efforts
must engage the serious commitment of our societies. As a source of dynamism,
strength, and inspiration, verbal posturings and self-righteous rhetoric are not
enough. Human rights are the very essence of a meaningful life, and human
dignity is the ultimate purpose of government. No government can ignore terror-
ism and survive, but it is equally true that a government that tramples on the
rights of its citizens denies the purpose of ifs existence.

In recent years and even days, our newspapers have carried stories of kid-
nappings, ambushes, bombings, and assassinations. Terrorism and the denial
of civility have become so widespread, political subversions so intertwined with
official and unofficial abuse, and so confused with oppression and base criminality,
that the protection of individual rights and the preservation of human dignity
have become sources of deep concern and—worse—sometimes of demoralization
and indifference.
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No country, no people—for that matter no political system—can claim a perfect
record in the field of human rights. But precisely because our societies in the
Americas have been dedicated to freedom since they emerged from the colonial
era, our shortcomings are more apparent and more significant. And let us face
facts. Respect for the dignity of man is declining in too many countries of the
Hemisphere. There are several states where fundamental standards of humane
behavior are not observed. All of us have a responsibility in this regard, for the
Americans cannot be true to themselves unless they rededicate themselves to
belief in the worth of the individual and to the defense of those individual
rights which that concept entails. Qur nations must sustain both a common
commitment to the human rights of individuals and practical support for the
institutions and procedures necessary to ensure those rights.

The rights of man have been authoritatively identified both in the United Na-
tions’ Universal Declaration of Human Rights and in the OAS's American Decla-
ration of the Rights and Duties of Man. There will, of course, always be
differences of view as to the precise extent of the obligations of government. But
there are standards below which no government can fall without offending funda-
mental values—such as genocide, officially tolerated torture, mass imprisonment
or murder, or comprehensive denials of basic rights to racial, religious, political,
or ethnic groups. Any government engaging in such practices must face adverse
international judgment.

The international community has created important institutions to deal with
the challenge of human rights. We here are all participants in some of them : the
United Nations, the International Court of Justice, the QAS, and the two Human
Rights Commissions of the UN and OAS. In Europe, an even more developed
international institutional structure provides other useful precedents for our
effort.

Procedures alone cannot solve the problem, but they can keep it at the forefront
of our consciousness and they can provide certain minimum protection for the
human personality. International law and experience have enabled the develop-
ment of specific procedures to distinguish reasonable from arbitrary government
action on, for example, the question of detention. These involve access to courts,
counsel, and families ; prompt release or charge; and, if the latter, fair and public
trial. Where such procedures are followed, the risk and incidence of unintentional
government error, of officially sanctioned torture, of prolonged arbitrary de-
privation of liberty, are drastically reduced. Other important procedures are
habeas corpus or amparo, judicial appeal, and impartial review of administrative
actions. And there are the procedures available at the international level—appeal
to, and investigation and recommendations by established independent bodies
such as the Inter-American Commission on Human Rights, an integral part of the
OAS and a symbol of our dedication to the dignity of man.

The Inter-American Commission has built an impressive record of sustained,
independent, and highly professional work since ity establishment in 1960. Its
importance as a primary procedural alternative in dealing with the recurrent
human rights problem of this hemisphere is considerable.

The United States believes this Commission is one of the most important bodies
of the Organization of American States. At the same time, it is a role which
touches upon the most sensative aspects of the national policies of each of the
member governments. We must ensure that the Commission functions so that it
cannot be manipulated for international politics in the name of human rights. We
must also see to it that the Commission becomes an inereasingly vital instrument
of Hemispheric cooperation in defense of human rights. The Commission deserves
the support of the Assembly in strengthening further its independence, even
handedness, and constructive potential.

THE REPORTS OF THE INTER-AMERICAN HUMAN RIGHTS COMMISSION

We have all read the two reports submitted to this General Assembly by the
Commission. They are sobering documents, for they provide serious evidence of
violations of elemental international standards of human rights.

In its annual report on human rights in the Hemisphere, the Commission cites
the rise of violence and speaks of the need to maintain order and protect citizens
against armed attack. But it also upholds the defense of individual rights as a
primordial function of the law and describes case after case of serious govern-
mental actions in derogation of such rights.

A second report is devoted exclusively to the situation in Chile. We note the
Commission’s statement that the Government of Chile has cooperated with the
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Commnission, and the Commission’s conclusion that the infringement of certain
fundamental rights in Chile has undergone a quantitative reduction since the last
report. We must also point out that Chile has filed a comprehensive and respon-
sive answer that sets forth a number of hopeful prospects which we hope will
soon be fully implemented.

Nevertheless the Commission has asserted that violations continue to occur,
and this is a matter of bilateral as well as international attention. In the United
States, concern is widespread in the Executive Branch, in the press, and in the
Congress, which has taken the extraordinary step of enacting specific statutory
limits on United States military and economic aid to Chile.

The condition of human rights as assessed by the OAS Human Rights Com-
mission has impaired our relationship with Chile and will continue to do so. We
wish this relationship to be close, and all friends of Chile hope that obstacles
raised by conditions alleged in the report will soon be removed.

At the same time, the Commission should not focus on some problem areas to
the neglect of others. The cause of human dignity is not served by those who
hypocritically manipulate concerns with human rights to further their political
preferences, nor by those who single out for human rights condemnation only
those countries with whose political views they disagree.

We are persuaded that the QAS Commission, however, has avoided such
temptations.

The Commission has worked and reported widely. Its survey of human rights
in Cuba is ample evidence of that. Though the report was completed too late for
formal consideration at this General Assembly, an initial review confirms our
worst fears of Cuban behavior. We should commend the Commission for its
‘efforts—in spite of the total lack of cooperation of the Cuban authorities—to un-
earth the truth that many Cuban political prisoners have been vietims of inhuman
treatment. We urge the Commission to continue its efforts to determine the truth
about the state of human rights in Cuba.

In our view, the record of the Commission this year in all these respects demon-
strates that it deserves the support of the Assembly in strengthening further its
independence, even-handedness, and constructive potential.

We can use the occasion of this General Assembly to emphasize that the pro-
tection of human rights is an obligation not simply of particular countries whose
practices have come to public attention. Rather, it is an obligation assumed by
all the nations of the Americas as part of their participation in the Hemispheric
system.

To this end, the United States proposes that the Assembly broaden the Com-
mission’s mandate so that instead of waiting for complaints it can report regu-
larly on the status of human rights throughout the Hemisphere.

Through adopting this proposal, the nations of the Americas would make
plain our common commitment to human rights, increase the reliable informa-
tion available to us and offer more effective recommendations to governments
about how best to improve human rights. In support of such a broadened effort,
we propose that the budget and staff of the Commission be enlarged. By strength-
ening the contribution of this body, we can deepen our dedication to the special
qualities of rich promise that make our Hemisphere a standard-bearer for free-
dom-loving people in every quarter of the globe.,

At the same time, we should also consider ways to strengthen the inter-Ameri-
can system in terms of protection against terrorism, kidnapping and other forms
of violent threats to the human personality, especially those inspired from the
outside.

THE NECESSITY FOR CONCERN AND CONCRETE ACTION

It is a tragedy that the forces of change in our century—a time of unparalleled
human achievement—have also visited upon many individuals around the world
a new dimension of intimidation and suffering.

The standard of individual liberty of conscience and expression is the proudest
heritage of our civilization. It summons all nations. But this Hemisphere, which
for centuries has been the hope of all mankind, has a special requirement for
dedicated commitment.

Let us then turn to the great task before us. All we do in the world—in our
search for peace, for greater political cooperation, for a fair and flourishing
economic system—is meaningful only if linked to the defense of the fundamental
freedoms which permit the fullest expression of mankind’s creativity. No nations
of the globe have a greater responsibility. No nations ean make a greater contri-
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bution to the future. Let us look deeply within ourselves to find the essence of our
human condition. And let us carry forward the great enterprise of liberty for
which this Hemisphere has been—and will again be—the honored symbol
everywhere. '

STATEMENT oF HoN. HENRY A. KISSINGER, SECRETARY OF STATE, ON COOPERATION
FOR DEVELOPMENT AT THE SIXTH REGULAR GENERAL ASSEMBLY OF THE ORGANIZA-
TION OF AMERICAN STATES, SANTIAGO, CHILE, JUNE 9, 1976

For two centuries, the peoples of this Hemisphere have been forging a record
of cooperation and accomplishment of which we can be proud. It is a record
which gives good cause for the confidence we bring to the tasks we face today.
But of greater importance is the truly special relationship we have achieved.
The ties of friendship, mutual regard and high respect that we have forged here
set this Hemisphere apart. The bond between the American republics is un-
matched in the world today in both depth and potential.

First, we have maintained the awareness that our destinies are linked—a
recognition of the reality that we are bound by more than geography and com-
mon historical experience. We are as diverse as any association of nations, yet
this special relationship is known to us all, almost instinctively.

Second, ours is a hemisphere of peace. In no other region of the world has
international conflict been so rare, nor peaceful and effective cooperation so
natural to the fabric of our relationships.

Third, we work together with a unique spirit of mutual respect. I personally
am immensely grateful for the warm and serious relationships I have enjoyed
with my colleagues and other Western Hemisphere leaders. I am convinced that
this sense of personal amity can play a decisive role in the affairs of mankind,
and nowhere more so than in our Hemisphere.

Fourth, we share the conviction that there is much to do and that working to-
gether for concrete progress is the surest way to get it done. Even our criticism
presumes the feasibility of cooperation.

Fifth, we respect each other’s independence. ‘We accept the principle that each:
nations is—and must be—in charge of its own future. Each chooses its mode of
development ; each determines it own policies. But we know that our capacity
to achieve our national goals increases as we work together.

Sixth, despite the differences among our political systems, our peoples share
a common aspiration for the fulfillment of jndividual human dignity. This is the
heritage of our Hemisphere and the ideal toward which all our governments have
an obligation to strive. .

Finally, and of immediate importance, we are achieving a new and productive
halance, based on real interests, in our relations within the Americas, within
other groupings, and with the rest of the world. All of us have ties outside the
Hemisphere. But our interests elsewhere do not impede our Hemispheric effort.
Our traditions of independence and diversity have served us well. :

This is both a strength and a ‘challenge to us now, as this Assembly takes up
the issue of development.

The United States is dedicated to cooperate in development throughout the
world. But as we seek to make progress in all our global development efforts.
we recognize close and special ties to the nations of the Americas. We regard
the concerns of this Hemisphere as our first priority.

It is for this reason that we support the suggestions which have been made
for a special assembly of the OAS to be devoted to Hemispheric cooperation for
development. Such an assembly should deal with concrete problems capable of
practical solutions. To this end, the United States proposes that a preparatory
meeting of experts be held in advance of the special assembly.

But we do not intend to delay our efforts while we await the processes of inter-
national institutions and conferences. The United States Administration will
hegin now.

First, to give special attention to the economic concerns of Latin America in
gve_r_y area in which our Executive Branch possesses the power of discretionary

ecision.

Second, to undertake detailed consultations with Latin American nations to
coordinate our positions on all economie issues of eoncern to the Hemisphere prior
to the consideration of those issues in major international forums.
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Third, to consider special arrangements in the Hemisphere in economic areas
of particular concern to Latin America, such as the transfer and development
of technology.

In addition, we will put forth every effort to bring about the amendment of
the US Trade Act to eliminate the automatic exclusion of Ecuador and Venezuela
from the Generalized System of Preferences.

The United States is prepared to proceed in these four areas whatever may
occur in other development forums. But this Assembly offers an excellent op-
portunity to advance our joint progress. The United States believes that there
are three major issues that this Assembly should address: commodities, trade,
and technology. These involve:

more stable and beneficial conditions for the production and marketing of
primary commodities upon which the economic aspirations of so many countries
in Latin America rely ;

expansion of the trade opportunities and capabilities that are an essential part
of the development strategies of all countries in the Hemisphere ; and

improved arrangements for the development, acquisition and utilization of
higher technology to speed the modernization of the Hemisphere.

Let me address each of these issues in turn :

COMMODITIES

Most of our members depend heavily on the production and export of primary
commodities for essential earnings. Yet production and export of these resources
are vulnerable to the cycles of scarcity and glut, underinvestment and over-
capacity, that disrupt economic conditions in both the developing and the in-
dustrial world.

At the United Nations Conference on Trade and Development last month, we
joined in the common commitment to search for concrete, practical solutions in
the interests of both producers and consumers.

Despite reservations about some aspects of the final resolution at Nairobi, the
United States believes that the final commodities resolution of the Conference
represented a major advance in the dialogue between North and South ; we will
participate in the major preparatory conferences on individual commodities and
in the preparatory conference on financing.

One key element, however, is missing from the final catalogue of Nairobi’s pro-
posals: machinery to spur the flow of new investment for resource production in
the developing countries. The US made a proposal aimed at that problem—an
international resources bank. A resolution to study the IRB was rejected by
a vote that can best be described as accidental. Ninety nations abstained or were
absent. Those nations of Latin America that reject such self-defeating tactics can
make a special contribution to ensure that the progress of all is not defeated by
the sterile and outmoded confrontational tactics of a few.

As a contribution to the commitment we undertook at Nairobi to deal com-
prehensively with commodities problems, the United States proposes that the
nations of the Hemisphere undertake a three-part program to secure the con-
tribution of commodities to development in this Hemisphere.

First, I propose that we establish a regional consultative mechanism on com-
modities. This mechanism could well be under the aegis of the OAS. It should
bring together experts with operational responsibilities and experience. The
Inter-American commodities mechanism could precede, or at least supplement,
those established with a global mandate, where we are prepared to exchange
views regularly and in depth on the state of commodities markets of most interest
to us—including coffee, grains, meat, and the minerals produced in this Hemis-
phere. Our objective will be to concert our information on production and demand
in order to make the best possible use of our investment resources. These con-
sultations will provide us an early-warning system to identify problems in ad-
vance and enable us to take appropriate corrective action nationally, regionally
or through worldwide organizations.

Second, I propose we give particular attention to global solutions for com-
modities important to one or more countries of the Hemisphere. The United
States has signed the Coffee and Tin Agreements; it is erucial to the coffee-and
tin-producing countries of this Hemisphere that those agreements be imple-
mented in a fashion that will most appropriately contribute to their development.

In Nairobi and at other forums the US proposed that we examine on a global
basis other commodities of particular importance to Latin America—bauxite,
iron ore and copper. I suggest that we in the Hemisphere have a special role to



play in considering how these steps might be taken and in identifying other high-
priority subjects for global commodity discussions.

Third, I propose that the consultative group take a new look at the proble_m
of ensuring adequate investment in commodities in this Hemisphere und_er cir-
cumstances that respect the sovereignty of producers and provide incentive _for
investment. We should examine all reasonable proposals, especially those \vl?lch
would help to assure effective resource development financing. If global solutions
are not possible, we are willing to consider regional mechanisms.

TRADE

Trade has been an engine of growth for all countries ; and for many developing
countries—above all those in Latin Ameriea—it is an essential vehicle of develop-
ment. Recognizing the importance of trade to sustained growth, the United
States has taken, within our global trade policy, a number of initiatives of partic-
ular significance to Latin America. We have reduced trade barriers, especially
those affecting processed goods; provided preferential access to our market for
many exports of developing countries ; worked in the Multilateral Trade Negotia-
tions in Geneva for reduction of barriers, giving priority to tropical products;
and recognized in our general trade policy the special needs of developing
countries.

Today, at this Assembly, we can begin to consider ways in which our commit-
ment to trade cooperation can contribute to economic progress in our Hemisphere.

The United States sees three key areas which this Organization could usefully
address:

(1) the need for providing opportunities for developing countries to expand and -
diversify exports of manufactured and semi-processed goods;

(2) the need to promote the Hemisphere's trade position through the Multi-
lateral Trade Negotiations at Geneva ; and

(3) the need for effective regional and subregional economic integration.

Let me turn to each of these three points.

No single element is more important to Latin America's trade opportunities
than the health of the United States economy.

I can confirm to you today that our economy is in full recovery, with prospects
brighter than they have been for years.

The preferences system contained in the United States Trade Act has been in
effect since January. It gives Latin American countries duty-free entry on more
than $1 billion worth of its exports to the United States. Even more important, it
provides vast opportunities for Latin America to diversify into new product areas
in its exports to the United States.

In addition to the effort we will undertake to end the exclusion of Ecuador
and Venezuela from the benefits of the U.S. Trade Act, President Ford has asked
me to state today that: He will make every effort to add to the preferences sys-
tem products that are of direct interest to Latin America ; the Executive Branch
will bend every effort to accommodate the export interests of Latin America
in all matters in which we have statutory discretion. President Ford’s recent
choice of adjustment assistance rather than import restrictions in response to
the petition of the U.S. footwear industry clearly demonstrates the commitment
of the United States Government to a liberal trade policy and the use of the
Trade Act to expand trade in the Hemisphere; the President will direct the
United States Department of Commerece to respond positively to requests from
your governments for assistance in the development of export promotion pro-
grams. The Department of Commerce will make available technical advice
on promotion techniques and personnel training, to help develop new markets for
Latin American exports worldwide.

The United States believes that the Multilateral Trade Negotiations in Ge-
neva warrant the special attention of Latin America. Our view is that the in-
ternational codes on subsidies and countervailing duties and on safeguard
actions now being negotiated should recognize the special conditions facing de-
veloping countries. To this end :

The United States will seek agreement at Geneva that the code on counter-
vailing duties and subsidies now being negotiated should contain special rules
to permit developing countries to assist their exports under agreed criteria.
for an appropriate time linked to specific development objectives.

The United States next month will propose that the safeguards code under
negotiation in Geneva grant special treatment to developing countries that
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are minor suppliers or new entrants in a developed-country market during the
period that safeguards are in effect.

The. United States will send a trade policy team to Latin America shortly to
identify ways to promote increased Hemisphere .trade through the Geneva
negotidtions; we are prepared to intensify consultations in Geneva and Wash-
ington with Latin American delegations to explore both general issues and
positions for specific meetings.

I'inally, the United States supports the concept and practice of regional and
subregional economic integration as a means of magnifying the positive im-
pact of trade on development. Expanded trade, based on the development of
industries that will be able to compete successfully within and outside the
integration area, will strengthen the growth process of participating coun-
tries. We seek means to support the far-reaching integration plans that have
been drawn up in the Hemisphere—for the Andean Group, the Caribbean Com-
munity, the Central American Common Market, and the Latin American Free
Trade Area.

We are ready to support responsible efforts to further mtegratlon. The ad-
mmlstratlon of United States trade laws and the improvement of our prefer-
ences system on matters such as rules. of origin are two possible incentives
to greater Latin American integration. We welcome your views as to a further
Umted States role toward enhancing the momentum of econom1c integration
in Latin America.

We are not persuaded, however, that we have fully exploited all the possi-
bilties of how best to provide expanded trade opportunities to Latin America.
‘We know that the issue is complex, and that it involves not only expanded ac-
cess to the markets of the United States, but also measures to enhance oppor-
tunities for Latin American products in Europe and Japan—and throughout
Liatin America itself.

Some permanent, expert forum is necessary. We therefore propose that
within the OAS there be established a special inter-American commission for
trade cooperation. If the suggestion for a special General Assembly on coopera-
tion for development prospers, we think that Assembly should set guidelines
for the functioning of the commission. We see the commission as an opportunity,
in major part through the Multilateral Trade Negotiations in Geneva, to bring
together those policy-level officials most familiar with the actudl trade prob-
lems and opportunities for trade creation, under a firm mandate to seek in-
novative means- of cooperating to expand exports—expanding, in short, on a
regular and long-term basis the catalogue of trade-expansion proposals I have
elaborated above. :

TECHNOLOGY

Technology is basic to economic development. It is technology that enables us
to master the raw gifts of nature and transform them into the products needed
for the well-being of our peoples.

But technology is not evenly distributed. There are 1mped1ments to its develop-
ment, to its transfer, and most importantly, to its effective utilization. The
United States.believes that technology should become a-prime subject of Hem-
ispheric cooperation. The countries in this region have reached stages of de-
velopment that enable them to adapt and create modern technologxes Our po-
tential thus matches the urgency of practical needs.

At this point, what are the new directions we should take together" We
have three proposals :

The United States believes we in the Hemlsphere should :

(1) Take immediate advantage of promising global initiatives. To seek maxi-
mum benefit from the United Nations Conference on Science and Development
set. for 1979, we propose that the nations here today undertake preparatory
conSultations on that subject in the Economic Commission for Latin America,
whose meeting has been prescribed as a regional forum within the Conference
program. We will enlist the experience and resources of leading U.S. technology
institutions in this Hemispheric preparatory effort.

(2) Increase public and private contacts on research, development and the
application of technology. To this end, the United States will: open a technol-
ogy exchange service for Latin America to provide information on US laws
and regulations relating to technology flows and to sources of public and pri-
vate technology; explore cooperative ventures in which small and medium-
sized US firms would provide practical technologies to individual Latin Ameri-



73

can firms, along with the management expertise needed to select, adapt and
exploit those technologies; and expand and strengthen Latin America’s access
to the National Technical Information Service and other facilities of the tech-
nology information network of the US Government, which covers 90 percent
of the technical information that flows from the $20 billion of research that
the US Government sponsors annually.

(3) Develop new regional and sub-regional structures of consultation and
cooperations on problems of technology.

To this end, the United States proposes :

First, that we establish a consultative group under the OAS to address and
provide recommendations on information problems that Latin America faces
in acquiring technology.

Second, that the OAS, in line with the UNCTAD 1V consenus, establish a re-
gional center on technology. The center would facilitate cooperative research
and development activities, drawing on both public and private sources. It could
stimulate exchanges of qualified technical personnel. And it could begin to at-
tack the problem of incentives to the thousands of technologically trained Latin
Americans now living abroad to return to and serve with their own countries.

In the view of the United States, such a center should be a cooperative en-
terprise .requiring commitment and contributions in funds, technological re-
sources and personnel from all of the countries that take part.

- To get us underway, I propose that we convene a group of experts to examine
the need, feasibility, characteristics and role of an inter-American technology
center and report to us before the next OAS General Assembly.

THE IMPORTANCE OF COOPERATIVE DEVELOPMENT

Economic development is a central concern of all nations today. The com-
munity of nations has become, irrevocably, a single global economy. We know
that peace and progress will rest fundamentally on our ability to forge patterns
of economic cooperation that are fair, productive and open to all. )

We in this Hemisphere have a special opportunity and responsibility to ad-
vance the recent favorable mood, and the practical achievements, in coopera-
tion between the developed and developing nations. We start from a firmer
foundation today, our prospects for Workmg together are brighter than ever
before—more so in this Hemisphere than in any other region of the world.
We should have reason for confidence in our ability to advance our own peo-
ple’s well-being, while simultaneously contributing to a more prosperous world.
It is in this sense that I have sought today to advance our practical progress
in important areas.

The United States stands ready to give its sister republics in the Hemisphere
special attention in the great task of cooperation for development, We shall make .
a major effort to prepare for the special session on development. We shall listen
to your proposals, work with you in a serious and .cooperative spirit of friend-
ship, and commit ourselves to carry on the great heritage of the Americas
as we go forward together.

f

STATEMENT oF HonN. HeNRY A. KISSINGER, SECRETARY OF STATE, AT THE HEAD-
QUARTERS ' oOF ECLA, taE EcoNoMIc COMMISSION FOR LATIN AMERICA, SAN-
11460, CHILE, JUNE 9, 1976

Mr. Secretary, I appreciate very much the complimentary remarks that you
have made and I would like you and your distinguished staff to know, that while
it is a meeting of the General Assembly of the Organization of American States
that brings me to Santiago at this time, I value this opportunity to meet with
you and to visit this renowned fountainhead of ideas.

You have much of which to be proud. You, Mr. Secretary, with all your well-
known energy and wisdom have followed and successfully built upon the work
of your very capable predecessors, Prebisch, Mayobre and Quintana. These men,
like you, were well known within and beyond our hemisphere as statesmen. My
colleagues and I have great respect for the work you have done and for the tre-
mendous accomplishments of the Economic Commission for Latin America. This
center of study and action has done much to ignite the consciences of men every-
where to take on the challenges of economic development. Your approach is pro-
gressive and, especially because it is non-political, it is effective.
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As is only to be expected, we have at times not seen eye-to-eye with regard to
certain problems or the prescriptions for dealing with them. But we have avoided
ideological postures: our thinking and I believe yours have evolved. In the proe-
ess we have moved closer together, with respect to many, if not most, essentials.
‘We have listened and learned as this institution has led the movement for eco-
nomic integration among the developing countries of this hemisphere. We have
worked together on trade and development, and we have agreed with your shift
in emphasis from import-substitution to export-oriented strategies.

The problem of economic development is not primarily a technical issue. It is
profoundly a political and moral issue. It is not possible to build a world ecom-
munity which is divided between the rich and the poor. If we are to live in a
world of peace and justice, all nations must have a sense of participation, and all
nations must have the consciousness that the world community either takes into
account their concerns or at least listens to their concerns.

This is why we attach such extreme importance to the dialogue that is now
taking place between the developed and developing countries, for regardless of
technical solutions we find, the spirit we can help engender can contribute to a
world of peace and to a sense of community. And this is why we are concerned
when there are attitudes of confrontation or technical majorities, because it is
the essence of an international structure that solutions cannot be imposed by one
group on another, but that a consensus must be established in which all share. The
nations of Latin America have a very special role to play in this process. They are
among the most developed of the developing nations or among the least developed
of the developing nations. They belong to the Organization of American States
and they are tied to us, a country which has a great concern with security and
global equilibrium. But they are also a part of other groupings of the so-called
Third World, and they can, therefore, in important respects act as a bridge be-
tween the views of the different groups that exist in the world today.

In the field of development, the United States has offered important proposals
for dealing with current international economic difficulties. At the Seventh Special
Session of the U.N. General Assembly we put forth suggestions and agreement
was reached on a number of measures designed to enhance economic security and
to cope with the cycles that in the past have devastated export earnings and un-
dermined development, and we dealt with other issues relating to trade, technol-
ogy, and capital flows.

In Nairobi, we advocated a comprehensive plan for addressing major commmod-
ity issues and set forth additional proposals for dealing with technology and
other requirements for development.

Our proposal for the establishment of an International Resources Bank failed
for reasons of an accidental majority. But I cannot scold every forum that I meet
on this topic. I think we have made our point. The more fundamental problem I
would like to put to this distinguished group is how to relate these general pro-
posals for global development which are important, with the special requirements
of the Western Hemisphere. My colleagues and I are doing a great deal of think-
ing on how in a global context of development we can at the same time reflect the
special ties and the special values, and the particular institutions that have grown
up in this Hemisphere, how we can avoid being caught between the extremes of
dogmatic globalism and dogmatic regionalism. We favor regional integration of
the Western Hemisphere or of the nations of Latin America, either in sub-regional
groupings or in regional groupings, and we are going to give very serious study to
how, within a global framework, we can spur the very special concerns for devel-
opment of our old friends and associates in the Hemisphere.

Today, at the meeting of the OAS General Assembly, I made some specific pro-
posals of what can be done within the framework of existing legislation and with-
in the discretion that our Executive has, but I also pointed out that at the Spe-
cial Session on Development that has been proposed by several members at the
General Assembly and that we assume will take place next spring, the United
States will be prepared to address the more fundamental questions that I'm
putting to my friends here: how to relate the global concerns for development
with the regional concerns of the Western Hemisphere, because it would be
wrong to waste the traditions of co-operation and the special relationships that
have grown up in this Hemisphere. I am providing your Executive Secretary with
a copy of the paper in which we made a series of comments and recommendations
regarding co-operation for development, and I hope that ECLA will find that it
can play a role with regard to some of the arrangements we suggested on vital
issues; for example, on technology for development. We hope also that you will
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to offer your own suggestions. In looking at the record, the danger that you will
feel yourself confined by our proposals is minimal.

The nations of this Hemisphere are bound by historical and other special ties
and interests. The United States consequently supported and has been interested
in the work of ECLA since its founding in 1948. I would also like to reciprocate
the very warm words of the Secretary General, whose dedication to the cause of
peace we admire and whose indefatigable efforts in all areas of world problems
we support. I wish you and the Executive Secretary the very best as you carry
on your important work, and I would like to thank you for this very warm re-
ception I have had here.

Mr. Rocers. Next week I will be attending the meeting of the execu-
tive committee of the OECD in special session, and the midyear sub-
ministerial meeting of the Conference on International Economic Co-
operation, both of which will carry forward the OECD and Puerto
Rican submit initiatives as they bear on North-South economic
relationships.

Let me touch on three themes which are emerging from the recent
high-level efforts.

First, it is increasingly obvious that, though the Socialist countries
talk a good game, it is the industrialized democracies which have pro-
vided the great bulk of the development assistance thus far, and that it
is to them that the developing countries turn—not always tactfully—
for the aid and redress they conceive they require for their future de-
velopment. By that fact, it is increasingly apparent that the industri-
alized democracies should make greater efforts to aline and coordinate
their efforts, their views and their positions in future international
forums where development issues are considered.

Second, it is quite likely that an improved coordination of aid, both
bfiflateral and multilateral, might accomplish much in the development
effort.

And third, it is now timely that the industrialized democracies,
rather than continuing merely to react to the agenda and the proposals
for redress which the developing countries present en bloc, organize
their own new vision of the future, and present their own collective
proposals for effective growth of the poorer countries of the world.

It is within this context that we are now looking at the economic
relationships within the Americas and our own future efforts to co-
operate for the development of the nations of Latin America and the
Caribbean. Our economic relationships are now firmly the first
consideration of our policy in the hemisphere. We have moved beyond
the earlier preoccupations with security to a new era of economic
cooperation and joint effort.

In so doing, however, it is important that we take into account the
economic diversity of Latin America, hence the corollary that no
single policy or slogan is equal to the challenge of our relationships
within the hemisphere. Though Latin America as a region has made
significant economic progress over the past decade, this progress has
not been evenly shared. Sharp and increasing disparities are evident.

There is first a group of 18 countries that face a set of similar
development constraints emanating from their limited domestic mar-
kets and generally lower level of institutional development. These
countries account for 16 percent of the population but only 11 percent
of the gross domestic product of the region. Though some of them
possess valuable raw materials, including oil, their abilities to utilize
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and. channel these resources for economic development have been
limited. Regional and subregional economic integration can serve to
broaden the existing limited domestic markets of these countries and
provide a framework for more effective utilization of economic and
human resources. I might add that we are ready to support responsible
efforts to further economic integration, and we have noted Latin
American concerns that our generalized system of preferences may
have the unintended etfect of hindering integration efforts. = .

Six of the remaining seven Latin American countries—Argentina,
Brazil, Mexico and to a lesser extent, Chile, Colombia and Peru—
present quite a different picture. These countries encompass the bulk
of the populations and wealth of the region. They are often referred
to as midway in the process of development, the international middle- .
class countries that are too advanced to depend on grants and other
extraordinary measures designed to assist the least developed out of
their extreme poverty, but that are not yet able to rely exclusively
on'the normal market mechanisms for the resources needed to sustain
an adequate- rate of development. Finally, there is Venezuela. It is
midway in the development process but it has sufficient foreign ex-
change earnings from petroleum to finance its own growth, and to
aid others as well.

It 1s with this strong second group of countries that our traditional
policies of financial and technical assistance for developing countries
are proving inadequate. These countries are developing sophisticated
and complex economies which are interacting with the international
and our'own economy in new ways. Their industrial development has
enabled them to expand exports to manufactured goods which com-
pete with our own domestic production. At the same time, development
has enlarged their import requirements making them more important
export markets for the United States. In fact, Mexico and Brazil rank
fourth and eighth respectively among our largest export markets. The
Seven countries as a group imported over $13 billion from the United
States in' 1975 as against exports to the United States of $9.5 billion,
for a U.S. trade surplus of $3.5 billion.

Even though these countries are expanding nontraditional exports
of manufactured products, their economic development still relies to
a great, if decreasing, extent on exports of traditional commodities.
The boom-and-bust cycle of commodity prices wreaks havoc on their
economies, as witness the 1974-75 decline in prices which contributed
to unprécedented trade and balance of payments deficits for most of
the Latin American countries. This short-term fall in foreign ex-
change earnings, coupled in some cases with the rise in the oil bill,
posed increased constraints on the economic development plans of
many of these countries.

Vital to the next phase of economic devel opment in all Latin America
is the increased application of more complex and productive tech-
nology. Technology is not evenly distributed. There are s number of
impediments to its rapid and effective development. application and
transfer. The more developed countries of Latin America, are actually
aware of the development bottleneck caused by inefficient technologies
and are pressing for new arrangements that will buttress their develop-
ment efforts.
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These are some of the salient points of the economic agenda for the
Americas. I refer again to the Secretary’s statement to the OASGA.
for a more extended analysis. The key ingredients of our response
include the following actions and proposals.

TRADE

Implementation of GSP a “generalized system of preferences,”
which has opened up significant trading opportunities for Latin Amer-
ica in the U.S. market. Even more important, it provides an incentive
for Latin America to diversify into new product areas thereby broad-
ening the base of its economic development.

. Participation in the multilateral trade negotiations, in a fashion
which takes special consideration of the trade needs of Latin America.
In the course of the negotiations, the MTN aims at a further expansion
of trade and reform of world trading rules, both of which should
bring significant benefits not only to the countries of Latin America
but also to the United States. '

Reduction of tariffs against the exports of processed raw materials
from developing countries. Lowering of these barriers would provide
fresh incentives to expand and diversify exports, particularly in
cases where tariffs now escalate with the degree of processing.

Avoidance of trade restrictive measures wherever possible. Latin
America’s economic development efforts are financed in large part by
export earnings; if it is not able to export, development will suffer
accordingly. .

Exercise of statutory discretion to accommodate the export, interests
of Liatin America. The authorization in the Trade Act for adjustment
assistance and other provisions of the Trade Act permit us to demon-
strate our commitment to a liberal trade policy that is mindful of the
needs of our trading partners, including Latin America. -

Extension of technical advice on trade promotion. The Department
of Commerce will make available, if requested, technical advice on
promotion techniques and personnel training to help develop new
markets for Latin American exports worldwide.

COMMODITIES

‘Participation in global conferences on individual commodities to
examine possible means of ameliorating the traditional boom-and-
bust cycle of these commodities, particularly bauxite, iron ore, and
copper which are key Latin American commodities.

Establishment of a regional consultative mechanism which would
precede . or supplement global mechanisms on commodities. This
mechanism should bring together experts with operational responsi-
bilities and regional experience that could provide an early warning
system to identify problems.

Mechanisms to spur the flow of new investment for resource produc-
tion in the developing countries like the International Resources Bank.
If global solutions to this global problem are not possible, we are will-
ing to consider regional mechanisms. This proposal is now being stud-
ied in the inter-American system.
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EXTERNAL FINANCING

Expansion of access to the compensatory financing facility of the
International Monetary Fund to help stabilize export earnings. Judi-
cious use of this Fund will permit more orderly implementation of
development programs as investment decisions will no longer be sub-
ject to a lack of adequate foreign exchange because of fluctuations in
export earnings.

Increase of $6 billion in the resources of the Inter-American Devel-
opment Bank of which the U.S. contribution is $2.25 billion over 4
years. The IDB has played and will continue to play a key role in
financing the economic development of Latin American countries.

Operation of a technical assistance program for Latin American
countries entering established capital markets.

TECHNOLOGY

Consultations on a regional level in prepartion for the 1979 U.N.
Conference on Science and Development. This will enable the region
to obtain maximum benefit from the conference. We will enlist leading
U.S. technology institutions in this regional effort.

Increased public and private contacts on research development, and
the application of technology. We propose to accomplish this by:

Establishment of a technology exchange service for Latin America
to provide information on U.S. laws and regulations relating to tech-
nology flows and to sources of public and private technology.

Exploration of cooperative ventures in which small and medium-
sized U.S. firms would provide practical technologies to individual
Latin American firms.

Expansion and strengthening of Latin America’s access to the Na-
tional Technical Information Service and other facilities of the tech-
nology information network of the U.S. Government.

Establishment of a regional center on technology which would
facilitate cooperative research and development activities, drawing on
both public and private sources.

We recognize that economic development is the central concern of
Latin America. Our task, which serves the mutual interests of this
country and Latin America, is to forge patterns of economic coopera-
tion that are equitable, productive, and open to all so that this hemi-
sphere can serve as a model of development and prosperity for all the
peoples of the world.

Thank you, Mr. Chairman.

Chairman Lo~e. Thank you, Mr. Rogers. Your statement sets forth
a number of the proposals made by Secretary Kissinger at Santiago
and in some of his other statements of more general applicability. The
administration’s catalog of these seems to me to be so never-ending—
there are so many of them under consideration—that it is hard for me
to ascertain what really is the crux of the U.S. policy.

Let me pursue that for a moment by looking at the question of how
do you order their priority and what is the most important item in this
catalog that has come down? Should Congress, for example, give
priority to the Inter-American Development Bank? Should it replen-
ish funds or give funds to establish the newly proposed International
Resources Bank or to meet our existing commitments to the TDA ?
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Are the provisions to reduce tariffs, for example, more important than
new commodity agreements? While recognizing that both of them
are very important.

Which of these proposals, in looking at the overall list, would you
say are the most important? How do you set an order of priority on
how we attack this problem? This is where you might be able to give
the Congress some real guidance. .

Mr. Rocers. Well, I think it is a profound question. Do you mind
a moderately extended answer?

Chairman Lowxe. Not at all. I would appreciate it. It is a complex
problem. I do not like oversimplified answers to complex problems.

Mr. Roaers. Well, I have been around—perhaps I should not put it
quite that way, Mr. Chairman. I have been interested professionally
in the problems of Latin American development and the quality of
our relationship—that is, the relationship of the United States to the
process of development in Latin America—for a number of years. I
was for a while, as you may know, Deputy U.S. Coordinator of the
Alliance for Progress. I was subsequently president for the Center for
American Relations in New York. The issue has been a matter of
great concern for me, as I say, for almost two decades now. For a long
period of time, when I was In private practice, I was directly related
to the Economic Development Administration in Puerto Rico. So I
have seen the development process in the hemisphere for a long time.

Now, my perspective on it today is that the development challenge
has changed considerably during these last two decades. And T think
that the change is illustrated by the difference in the challenge, and
our response to it, at the present time as compared to the early 1960’s.
In the early 1960’s, as you may recall, President Kennedy proposed
the Alliance for Progress. Although the Alliance for Progress was a
fairly sophisticated analysis of the development challenge in the
hemisphere, it tended to revolve around the provision of massive U.S.
assistance, that is public and official aid, on the one hand, and reform
measures in Latin America on the other.

It was, therefore, a fairly easy concept to grasp. I mean there was
no doubt about what the priority for U.S. action at that time was. It
was to provide major appropriations, which we could then essentially
translate into support for Latin American reform.

The problem is much more complex today because of the changes
that have occurred in Latin American economies during the 1960%
and early 1970’s. The economies of the major countries of Latin Ameri-
ca are considerably more sophisticated today. That is No. 1. No. 2,
they are, in terms of their international economic relations, much more
engaged in the manufacture and export of manufactured goods. They
are now relying much more on private banking for the financing of
their current account deficits than they are on public assistance.

Fifteen years ago it was quite the other way around. Tt is for this
reason, Mr. Chairman, that in my judgment the problem is much more
complex. There is now not the simple answer to your question of what
is the priority, that there was then.

We have a number of priorities that we must continue to be con-
cerned with and a number, quite frankly, of requests for congressional
action. Not only is it important that we continue to provide the public
assistance resources through the IDB replenishment and the IDA re-
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plenishment—and we must continue to do that-—but that is only the
beginning rather than the end of the U.S. legislative response to our
effort to have an effective policy of development support for Latin
America. These are a number of measures beyond the authorization
and appropriation of assistance through the multinational organiza-
tions and through the direct bilateral assistance of ATID. There are
a number of other things we must continue to do, which I have
touched on here: (@) Trade, including both a greater access of manu-
factured products to our markets and effective responses on commodi-
ties—and Congress has a major role to play with respect to commodity
agresments, of course—and () technology transfers. We have a whole
cluster of proposals on the technology question. This is a matter of
vital interest to Latin America if it 1s to continue the momentum of
development and the elaboration of its increasingly modernized
economies. It must have greater access to our technology and greater
capacity to develop its own technology. : : :

In these several areas, in other words, we must continue to operate,
in addition to the provision of public assistance.

My point is that basically the problem is much more complex today.

‘We have a policy. We do not have a slogan. Because of my own feel-
ings about the utility of slogans, having watched the evolution and
the history of our relationships with Latin America, I have made it,
in the almost 2 years I have been in the Department, Mr. Chairman, a
glatter of first effort to avoid sloganeering the policy of the United

tates.

But you are quite right. We do have a large catalog of what I
would regard as responsive proposals.

The U.S. efforts to support the development effort in Latin America
does encompass active proposals. We have not packaged these all to-
gether into a single policy, which we can bring to you and say, “Here,
Fhis is it. It is called so-and-so. Your responsibility is limited to so-
and-so.” Tt is a much more complex situation today and a much more
complex set of responses on the part of the United States. I wonder
if thisis helpful to you? :

Chairman Loxe. It is helpful. And T respect your decision against
sloganeering because of the fact it is so easy today to oversimplify a
very complex problem. Many of us attempt to do it. It is something
that I perhaps overreact against. I just do not like it. .

Maybe this is again an oversimplification but not too much of a
one—but looking at the distinction between the 7 larger so-called mid-
way countries in Latin America—and you acknowledged the
differences between them, and I think it is generally recognized
that they seem to be progressing relatively nicely—and the 16 smaller
ones, who are really struggling very desperately, the implication and
conclusion I reached from vour statements, Mr. Rogers, is that they
require a different policy for the 2 groups; that they each require
a quite different policy. Yet I do not quite understand how these poli-
cies would differ and which of the catalog of programs you would
emphasize in one as against those you would emphasize and give
priority to. Mr. Rogers, for the other group. ‘Would you talk on that
for awhile?

Mr. Roarrs. Your questions are marvelously on target, I must say,
because you are uncovering the really fascinating issues which policy-
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makers face at, the present time in Latin America. You are absolutely
right. The mix of policy responses necessarily has to vary within
Latin America because of the difference in the quality and character
of the economic development stage in the various countries, the size
of the internal market, and so forth.

Let me see if T can give you a simple answer to the question. For
example, in the smaller countries with the lower per capita incomes,
which are by and large more agricultural in terms of the total mix of
their economies, our policy there gives greater emphasis to public
assistance, in other words, official bilateral and multilateral aid proj-
ects. Central America is a perfect example of that. Basically the five
nations of Central America are at a stage when they can most effec-
tively use significant project assistance of a variety of kinds which will
support _their agricultural development, their institutional develop-
ment, education, and so forth. And aid therefore, both bilateral and
multilateral, constitutes a larger proportion of our policy mix for
those countries than it does’for other countries like Brazil.

We are out of the aid business in Brazil. Our efforts there to be re-
sponsive give much greater emphasis to their interests in commodity
exports, Brazil’s interest in the elaboration of technology, and those
kinds of things. Those are much more significant aspects of our policy
mix in countries like Brazil than straight aid.

Chairman Lowxe. Going into the specifics of one of these, the gen-
eralized system of ‘preferences, and particularly Congress oral action
on the Trade Act of 1974. Since I started digging into the subject in
the last few months, I have continually run across people who say
that this is one of the major problems, which needs to be resolved—
even though it might be a psychological rather than a substantive one.
I am not sure which it is and I think it is not really important which
1t is. This one problem is the exclusion, which was made to Venezuela
and Ecuadorunder that Trade Act at the time.

In your view is this really causing a serious problem? What is your
view on what we ought to do about it.?

Mr. Rocers. I will tell you quite frankly, Mr. Chairman, in the
economic field I think it is our most serious problem in terms of ex-
acerbating our relationships in the hemisphere. And I think that if
you look at the record of the deliberations of the OAS permanent
council, the OAS General Assembly, you will agree that it 1s the sour
note in our relationships.

Chairman Lonc. Has the State Department made a real effort to
get Congress to change this? It is strange that T have not really. seen
it; T have not seen any major effort on the part of the Department of
State to get us to change it. T think there is just a vast lack of knowl-
edge among Congressmen about what the implications of it are and
what the effects of it are. I do not think anybody has ever brought it
to their attention sufficiently to motivate a legislative body to move to
undo something that was done.

Mr. Rogers. Well, in the first instance, Congressman, we have dealt
with the relevant committees and subcommittees. In fact, we did
testify before Congressman Green’s subcommittee some time ago in
support of an amendment which would remove the exclusion of
Ecuador and Venezuela. And we have stayed in very close touch with
his subcommittee and also the respective committees on the other side.
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In fact, we have been anxious to have legislation put through—and
have made that position clear with those who are initially responsible
for the matter—and we have been leaning on them. But we have not
been able to get very much legislative response or actual legislation on
the floor, quite frankly.

But if I can say it now any more clearly than I have in the past,
let me say it again. This is a most important aggravation to our eco-
nomic relations in Latin America. That is No. 1. We are anxious
to get it removed. And if there is anything we can do about that or if
you have any suggestions how we can more effectively make that point
clearly, I would like to know.

Chairman Lone. Would you make your point again for the benefit
of Mr. Hamilton % I think this is an important point.

Mr. RocErs. I think Mr. Hamilton knows our position.

Chairman Loxe. I know he knows it. I know he has been familiar
with it and he has worked on it.

Mr. RocErs. Well, the question basically was whether the exclusion
of Ecuador and Venezuela from the GSP was an important or real
issue in terms of our relationship with Latin America. My response
was that it was No. 1 irritation to our economic relations with Latin
America. We hear about it constantly. It is regarded as very serious
evidence of U.S. policy in the hemisphere. It is regarded as an indica-
tion that the United States wants to split the hemisphere; that we
are prepared to use our economic power and our economic access—
access to our markets—for illicit purposes for pressure, if you will;
and it therefore is a very serious matter. We really would like to
have it changed.

Chairman Loxe. Pursuing this GSP question in a more general
sense rather than in relation to these two countries, some people, who
have analyzed this, have maintained that further reduction or even
the elimination of tariffs on the imports from all countries would be
more beneficial to the developing countries than the GSP. I gather
that these people consider that permanent tariff reduction, without
particular exclusions, would be superior to a GSP. Would you be
distressed by a general tariff reduction in the present negotiations
that dilute the preferences under the GSP

Mr. RocErs. No, I think this clearly in the long-term interests of all
of the trading partners of the world system, including Latin America.
The inereasing liberalization of trade through a successful multi-
national trade negotiation in Geneva, both in terms of tariff and non-
tariff barriers, in my judgment, as I say, is a desirable objective for
everyone including the nations of Latin America, and the major trad-
ing partners there—particularly Brazil, Mexico, Argentina, Chile,
and Colombia.

Tn other words, the GSP system is an asset of declining value; it
should be, as the tariff cuts and the removal of nontariff barriers, which
we hope will emerge from Geneva, begin to take effect. It will be an
advantage of declining significance over the years. It is possible and
desirable to take advantage of GSP by making investments now and
getting export systems started. But it seems to me desirable that invest-
ment decisions made now, in the light of GSP, ought to be made on the
assumption that that GSP advantage will be of declining significance
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to Latin American investors over the next decade. And I think that is
a good thing.

Can I give you the benefit of a newcomer to this field? I have talked
to a lot of people in the press who are specialists in this field in the last
2 or 3 months as I began to study it. I have talked to some people that
are in fringe organizations that deal with it. I have talked to some
companies where the executives of companies have major business
investments in Latin America I think that perhaps all feel, as I gen-
erally feel, that there is basically no well-defined policy toward Latin
America.

Perhaps this has come about, as I listen to you, as the result of an
overreaction or adverse reaction to sloganeering for a number of years;
that is, where we were relying upon slogans to such a degree. I think
you rightly have said we have had enough sloganeering and now let’s
sit down and see if we cannot work out an effective policy to meet a
complex problem rather than sloganeering it to death. But as I said
earlier, I am sympathetic to that. I am understanding of it and sympa-
thetic to it.

I do think that somewhere between sloganeering and the outline in
fairly concrete and specific terms there might be a middle ground that
might be worthy of your consideration. So I would say—just as an
outsider and observer who gets these questions presented to him in
talking to the people that are familiar with the area—that I feel they
need to be instilled with a sense of confidence that the problems are
being attacked and that they are being done in a systematic and prior-
ity type of manner and in a comprehensive type of manner. And I
know I need this, and I think a lot of us do.

Congressman Hamilton.

Representative Hamrrox, Thank you very much, Mr. Chairman.

Mr. Rogers, we had several witnesses yesterday—I suppose you prob-
ably have not had an opportunity to look at their testimony—but one
of the things that came across to me from their testimony was really
a kind of discouraging assessment of Latin American progress in the
last 10 or 15 years. It was not just economic areas, where they empha-
sized maldistribution—that is, there has been growth but not widely
distributed—but also the political problems of the continent ; how there
are only two democratic countries now in all of Latin America; and
then there was the population explosion and all the other problems that
you are familiar with.

How do you feel about the near-term future of Latin America ?
What is your sense of it at this point—both in an economic and a politi-
cal sense ?

Mr. Rocers. Well, on the political side, Representative Hamilton,
I think that the prospects are not nearly as hopeless as a simple box
score of democracy and nondemocracy would seem to indicate. And I
would say there are more than two. There are two in South America
but we must not ignore the Costa Ricas and the Trinidads and the
Mexicos. But it is clearly true that in the southern cone there has been
a turn toward authoritarianism. Underneath that, I think, for those
who know the societies and the cultures of the nations—I would not
say “exciting”’—but there is at least an encouraging intellectual fer-
ment. There 1s a greater degree of freedom by a considerable measure-
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ment than is the case, for example, in the Soviet Union, Romania, and
other countries in the world.

1Representat;ive Hamruron. Are you through, sir? Go ahead, sir,
please.

Mr. RocErs. I am not unhopeful, but I am concerned and anxious. I
think that there is going to be a distinct relationship between the
course of political development in Latin America and the economic
circumstance in the hemisphere.

On the economic side there is no doubt that there are distinct prob-
lems internally in terms of distribution, population, extent of educa-
tion, access, skewed income patterns, and skewed wealth distribution.
All of these are characteristic of Latin American economies by and
large. However, they have demonstrated that they can grow and
change. They have done so in a dramatic way and a major way with
big dimensions involved in the process of change.

And T, therefore, tend to be not pessimistic about that either. I tend
to think that there are important prospects and promising prospects
for Latin American economies in the next decade if we can begin to
cooperate even more effectively with them on their major issues of
concern: Export of manufactured commodities, commodity stabili-
zation, and so forth.

So that T tend not to be that utterly grim about it or blue about it.
And T think we have got to stay in there because I regard the hemi-
sphere as an area of vital concern to us. I do not think it is a proper
U.S. response even though there are things in Latin America we do
not like, to pick up our marbles and go home.

You know, I could write a brief about the political and economic
difficulties and inequalities and disappointments in Latin America,
which would be as good a brief as anybody could write. But I do not
think that is an adequate response. This is an area of vital concern to
us, just in basie, primitive terms of our exports and our investments,
but more significantly in my view in terms of the spiritual relation-
Shié) W? have with Latin America. And I think we have to stay in there
and help.

Representative Hamruron. If you look at the broad picture, our need
for raw materials and access to those materials in Latin America is
clear ; their need is, you are saying, for markets for their manufactured
goods. And it just strikes you that there is an enormous opportunity
for the United States and Latin America to work together for their
mutual benefit. Yet I am not sure that I have the sense that we
recognize that opportunity and that we are taking advantage of it.
And I have the feeling that the political atmosphere between us is not
sufficiently healthy so that we are creating a favorable climate to deal
effectively with these economic problems. You might comment on that.
And add to your comment the reaction in Latin America, for example,
to the Secretary of State’s Santiago speech when he spelled out all
kinds of specific proposals to improve the economic relationship. I
would just like to know just how they responded to that in Latin
America. .

Mr. Rocers. Good. Let me say with respect to the Secretary’s speg:ch,
in a broad sense the relationship of Latin America to the United
States begins with the first question, does the United States care?
There was a time, most particularly between 1968 and 1972, when it
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was clearly evident that we did not care. In fact we had a distinct and
affirmative and positive policy of a low profile. That era has come to
an end. You now have Henry Kissinger, having traveled to Latin
America twice in the year 1976, and having made a series of major
stat_ergents with respect to United States-Latin America policy in that
period.

In other words, the administration and the Department have at-
tempted to demonstrate that we do care and we have some serious
proposals on the table. The culminating set of proposals in the eco-
nomic sphere was his statement on cooperation for development in
Santiago.

I might say with respect to the Santiago meeting, Mr. Hamilton, it
was everybody’s characterization that it was the best and most pro-
ductive inter-American meeting in the last 5 years. The reason for
that is not unrelated in my view to the first point I made: Does the
United States care, being the crucial question.

The response in Latin America to our low profile during 1968 to
1972, Congressman Hamilton—and I do not think this is too strong—
was bitter. The atmosphere between the United States and Latin
America had declined considerably by the early 1970’s because we
were frank in putting Latin America at a low point in our priorities in
foreign policy.

Because we have now communicated to Latin America—largely
through the symbolism of Secretary Kissinger’s own trips—that we
do care and that we have a set of proposals, the atmosphere has changed
dramatically. I tell you that because I have been a direct witness to
the atmosphere, then and now. It may not be a matter of historic
record which you are aware of, but when I was in the private sector—I1.
think it was 1973—1I proposed that the atmosphere in the OAS had
become so bad that the United States ought to withdraw. The conver-
sation, the dialog, had deteriorated to the point where it was nothing
but Latin America attacking the United States for its unresponsive-
ness, its inequity, its excessive use of power for lamentable ends. The
character of the conversation in the (%AS had deteriorated so badly
that, in my judgment, it was time for us to get out.

Representative Hammron. You think the political climate has sub-
stantially improved recently ¢

Mr. Rocers. In my judgment, it is better than it has been in 5 years.

Representative Hamrrron. What happens after a speech like this?
You have all kinds of proposals in here. I do not know how many.
There must be 20 or 30 of them. What happens? What are you doing
about it ?

Mr. Rocrrs. In the economic sphere, Congressman Hamilton, there
will be now—and in major part in response to the agenda the United
States has constructed—there will be a special general assembly of
the Organization of American States, which will probably meet in
March and probably meet in Lima.

Between now and then, those issues which are appropriate for the
inter-American system—for example, some of the science and tech-
nology proposals or some of the suggestions with respect to policy at
the multinational trade negotiations in Geneva—will be discussed
in groupings within the OAS system, itself, and there will be pre-
pared then—for the special general assembly in Lima—action pro-
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posals. These will not be put on the shelf and forgotten about. We
have organized an ongoing process for consideration and elaboration
and action on those proposals.

Representative Hamirron. Is it your judgment that you have had
largely an affirmative response to this from the countries of Latin
America?

Mr. RogEers. Definitely.

Representative Hamirron. They are interested in sitting down and
negotiating hard on most of these proposals?

Mr. Rogers. Absolutely. I think——

Representative Hamirron. Yet a little earlier—and I was not
here—but there was a question asked about the United Nations and
Nairobi. Did you ask that ?

Chairman Loxg. That was yesterday.

Representative Hamirron. Did not Latin America vote against
us in Nairobi, by and large ?

Mr. Rocers. No. It was fascinating. Let me take three sentences on
that point. The issue on which we had problems in Nairobi was our
proposal for an International Resources Bank. As you know

Chairman Lone. Excuse me for a minute, Mr. Secretary. Do you
have another 15 minutes?

Mr. Roeers. I am at your disposal.

Chairman Lone. Well, I am obligated to get you out in time to meet
your next appointment. Congressman Hamilton and T have a vote on.
We would really like to take 4 or 5 minutes and run over to vote
if we may.

Mr. Rogers. All right, fine. I do not want to let this question go.

Chairman Lowe. The subcommittee will stand in recess for 5 or 10
minutes.

[ A brief recess was taken.]

Chairman Lox¢. The subcommittee will come to order. Congress-
man Hamilton, you were discussing something.

Representative Hayiuton. Yes; I think the Secretary was respond-
ing to the question about the Latin American position in Nairobi. Go
ahead.

Mr. Rocrrs. It was very interesting. I think it illustrates some-
thing about Latin America’s position within the developing world at
the present time. At Nairobi, of the 33 votes against the international
resources bank proposal, I believe there were only two Latin American
countries—namely, Cuba and Guyana—in the “no” column. The others
either abstained or were absent. A considerable number were absent.
I remind you that the vote was taken about 4 a.m. the last day. And
after two or three round-the-clock sessions, it was the culminating
moment. And for some of the smaller countries of Latin America, not
knowing when the vote was coming, they just did not have anybody
there to vote. Several Latin countries voted affirmatively and were
among the 31 who did vote in favor of it.

Now the difference was illustrated, I think, at the OAS General
Assembly meeting. When we got there, we—that is, the U.S. delega-
tion—were addressed by several of the other delegations who said—
quite frankly we did not inspire this—
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Look, we like this idea of the international resources bank. Do you havg any
objection if we introduce a resolution proposing a study of an intermational
resources bank for the hemisphere?

Wesaid:
No; we have no objection. We think it might work.

And they did that. There is now a proposal for analyzing the inter-
national resources bank for the Western Hemisphere.

Chairman Lone. Would the gentleman yield ? That would be one of
the things you would take up at the proposed conference in Lima in
the spring ?

Mr. Rocers. And I think that could also come up. I think you are
quite right, Mr. Chairman, I think the study is mandated to be com-
pleted by then. This was not one of the initiatives that Secretary
Kissinger took in his own speech. This came from the Latin Americans.

Representative Hamruron. My understanding is that Brazil has
taken several protectionist steps in the recent period. Is that correct?
And if it is, what does that mean in regard to the Secretary’s proposal
on trade, for example, to go in the other direction ?

Mzr. Rocers, I am sorry. I am not able to testify about major

Representative Haxrron. You are not aware of any such measures
by Brazil?

Mr. Rocers. No; I am not. We have met with Brazil on several
issues of trade policy. One of them has to do with Brazil’s alleged
export subsidy system.

Representative Hanmirrox. Yes.

Mr. RocErs. This has an impact or could have an impact both in
terms of Brazilian exports to the United States and Brazilian exports
to Third World countries. And as part of the consultative relationship
we have had with Brazil, we have discussed that issue with them.
And we now contemplate a resolution of the problem, which will
avoid any conflict between the United States and Brazil. But I do
not know about protectionist measures in terms of exports to Brazil.

Representative Hammron. In your prepared statement you note
that “Our financial and technical assistance policies are proving ade-
quate”. At the same time, however, Argentina and Peru are restruc-
turing their debts to avoid default. Chile likewise is involved in
rescheduling its debt through the Paris Club. In light of these facts,
can you say that our present financial and technical assistance
approaches are proving adequate ?

Mr. Rocrrs. The only one that has actually rescheduled was Chile
last year. Chile did not do it this year. I think there is no general
rescheduling proposed for either Peru or Argentina, as T understand
it, at the present time.

The problem, however. of debt is worthy of consideration. And ag
I said earlier in the testimony, there has been a considerable expan-
sion of commercial debt financing of current account deficits.

Representative Hamruron. Did the Secretary deal with the debt
problem in his speech ?

Mr. Rocers. No.

Representative Hanmtrron. He did not ?

Mr. Rocers. He did not. And the issue did come up—
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Representative HammroN. Why would you omit that from a
general discussion of the problems? )

Mr. Rocers. We think quite frankly, Congressman Hamilton, that
the issue of debt is not appropriate for a general solution. It was
proposed for a general solution by the UNCTAD Secretariat at the
Nairobi meeting. And we explained that in our view the debt cir-
cumstances of the developing countries is vastly different, one from
another. To suggest there is a general solution for the problem tends
to imply there is going to have to be rescheduling of debt for a wide
number of countries. We do not think that is correct. We think, in fact,
if there is going to be any realinement of the debt structure, it is
going to be limited to a very few countries and that the great bulk
of the major countries of the developing world will be able to service
their debt obligations in the future. So we do not want to give an
impression we think there is a general solution required for a general
debt problem. Is that responsive to your question?

In fact I might add that a number of the major developing coun-
tries feel the same way and are unhappy about suggestions by a few
that there be a general solution to the debt problem because that begins
to give the impression then that they may not be credit worthy and it
would hurt their access to private banking, which they heavily rely
on at the present time.

Representative Hamrrron. Thank you, Mr. Chairman.

Chairman Loxe. Mr. Rogers, some time before you reentered the
Government you wrote an article for the Washington Post which
suggested that maybe the United States ought to get out of the OAS.
In view of your 2 years or so being back in Government now, do you
still share that view? ,

Mr. Rocers. No; as I indicated earlier, it was my strong view at the
time-—given the character of the debate and the discussion to which
our relationships had descended in the early 1970’s—that it had become
so exacerbated, so bitter, and so divisive and so eritical of the United
States, that I thought we were serving no useful purpose by
being in the Permanent Council. My position has not changed; the
circumstances have changed.

I think the atmosphere is so much better now. As I said when I
attempted to characterize the OAS General Assembly meeting, I think
1t was the best certainly in this decade, in the decade of the 1970%. I
think we are on a productive track. I think the atmosphere between
ourselves and the Latin American governments is favorable.

I think we have major problems. But I think we ought to stay in
there and I think we ought to keep trving to do something about the
imnrovement of the economic relationships.

1 Cheairman Loxe. Is the OAS a viable vehicle by which this can be
one?

Mr. Rogers. Some things clearly belong distinctly in the OAS.
Some things clearly you have to keep in the bilateral mode.

For example, we are concerned about prisoners in Mexico. That is
not an issie for the OAS. We are concerned about export subsidies for
Brazil. That is not an issue for the OAS because it is particular to
the Brazilian system.

On the other hand, there are major issues that ought to be dealt with
in the inter-American system: Security and human rights are two
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good examples, And therefore in my judgment we need to preserve
an effective, viable, inter-American system.

I might say amongst all the other proposals we put on the table in
Santiago is a major restructuring of the OAS to make it a leaner,
tougher, more effective organization.

We are going to back those proposals and push them as effectiveiy
as we know how in the next 6 months, between now and the General
Assembly meeting,

Chairman Loxe. Could I ask you maybe three other questions? The
demographic problem in Latin America, of course, 1s still pretty
troublesome. Do you have any particulars, any views on it that might
be of interest to us? I wonder if that is one of the things that you were
going to take up at the Lima meeting, and particularly the problem of
exporting population to where the economic opportunity is. And even
1f you build a fence between the United States and Mexico, they are
going to try to find a way over it or under it if the population con-
tinues to grow and the economic opportunities continue to be up here.

Representative Hamrrron. Would the gentleman yield? If I may
add a comment, Mr. Secretary, I was in Mexico a few weeks ago and
talked to our embassy people about this at some length. As you prob-
ably know personally, they are deeply concerned about the exploding
population, the staggering high unemployment, and the pressures that
that is going to create on the United States in the years ahead. So I
think the chairman’s question is a very good one and T would just want
to let you know of my interest in that also.

Mr. Rocers. I think the population issue is first and foremost an
issue of personal and local responsibility. There are very few instances
that T know about in which statements from abroad have contributed
to the constructive analysis of the problem.

This has been a matter of concern for me since 1962. I think I gave
the first speech on population of any official of the Kennedy adminis-
tration, long before the White House had made up its mind that it was
a matter of interest. I thought I was going to be fired. I delivered the
speech to the Planned Parenthood Association about the demographic
problem in Latin America. I did not think they were going to let me
back in Washington because you recall how seriously President Ken-
nedy felt about that in those days.

Nevertheless. I continue to feel that this is an area in which we. the
officials of the United States who are responsible for articulating Uni-
ted States policy, must conduct ourselves with exquisite tact. And I
might go beyond that to say, however. that I do know from personal
experience, Mr. Chairman, that this issue is a matter of concern in
Mexico as well as in other countries in the hemisphere; responsible
leaders in Mexico are addressing the problem: most particularly, that
I think it is a fair characterization of the position of most officials of
the Mexican government, Mr. Chairman, that Mexican solutions must
be found for the problems of unemployment in Mexico. Tt is distinctly
not the official policy of the Mexican government to export their un-
employment. So they are searching for long-term solutions to the em-
ployment problem within Mexico itself.

Chairman Loxgc. Let me ask you one other question if I may. The
two most noteworthy and well publicized investment disputes that ex-
ists in Latin America are the Owens-Illinois Affair with Venezuela,
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and the Marcona takeover in Peru. Would you give us an up-to-date
report on where both stand?

Mr. Rocers. Well, my understanding with respect to Owens-Illinois
is the representatives of the company are meeting with the representa-
tives of the government in an attempt to work out the terms of the
arrangement.

With respect to Marcona, quite frankly I am a little bit behind on
that. As you know, I was in Europe all last week and just got back at
midnight last night. My understanding, however, is that conversations
are still going on with the representatives of the government of Peru,
and that no final figure or settlement arrangement has been agreed to
at the present time.

Chairman Loxa. T have heard that insofar as the situation with
Owens-Tllinois is concerned the government of Venezuela has perhaps
pulled back, to some extent, from the rather arbitrary position they
took at the beginning.

Mr. Rogers, we are most appreciative, and offer you our cooperation
to try to work out a meaningful policy. And knowing that you just re-
turned from Europe and you have been under a busy schedule, we are
particularly appreciative of your coming and being with us.

Mr. Rockrs. Let me say this again. There is no area in the world
which is closer to my heart than Latin America; there is no policy
challenge to United States foreign relations which I find more intrigu-
ing and interesting than our relations with the hemisphere. T am really
delighted that you have undertaken this inquiry. quite frankly. AsI
say in my statement, I have felt that our relationship has been plagued
with a colossal degree of misunderstanding in this country. The more
attention, the more careful analysis we can give to it, the better.

T want to emphasize to you again that you have touched—and I think
quite properly so—on the question of priorities; where does Latin
America rank in our priorities? I will say to you—and I don’t think
this is a response to my own personal engagement in the matter, but
more accurately a reflection of what I think is in the Secretary of
State’s own mind and that of other major officials in this Government
— Latin America now ranks high. It was not so 4 years ago. It was at
the bottom. Today it is very high, as illustrated by the fact that the
Secrtary himself has made two trips and two sets of major statements
in Latin America; and the fact that, as he constantly has been saying
recently, Latin America is the part of the developing world which is
most advanced. If we are going to find solutions to the titanic problem
of development in this world, we are going to find them first in Latin
America. That is why we got to keep at it. Thank you.

Chairman Loxe. Thank you very much. The meeting will stand in
recess for 10 minutes.

[ A brief recess was taken. ]

Chairman Loxc. The meéting will come to order. Geentlemen, let me
apologize to you. This is always a rather frantic place, but trying to
get all of our appropriations bills through under our new budget bill
before we leave for the 4th of July and the Democratic Convention, has
made it even more hectic. Generally the time up until noon is reserved,
as most of you know, for committee hearings, but this morning we had
two important matters up. I hope that we can proceed.
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As I mentioned earlier and if it is agreeable with you gentlemen. T
would like to proceed with a panel arrangement. I would hope that all
of us will keep in mind Mr. Rogers’ statement, as we proceed, since we
are specifically focusing on the U.S. policy today. And I concluded or
at least got the impression that perhaps where we are is not so much
with a policy, but that maybe my suspicions are right; maybe we are
in a position of trying to formulate a policy right now. And I don’t
know that that is bad..I think that perhaps Mr. Rogers’ approach to
is is right. But as we go along, if you would feel free to comment with
respect to his views, I think that would be helpful.

Mr. de Cubas, we would be most pleased to hear from you first if you
would so proceed.

STATEMENT OF JOSE de CUBAS, HONORARY CHAIRMAN, COUNCIL
OF THE AMERICAS, AND CONSULTANT TO THE INVESTMENT
‘BANKING FIRM OF KUHN, LOEB & C0., NEW YORK

Mr. pE Cusas. Thank you, Mr. Chairman, I am delighted and hon-
ored to be here. I believe that the idea of this subcommittee can be
.extremely helpful at the present time. As you say, I think we are in the
middle of a change in the policy of our Government.

I will read my prepared statement, which are my own ideas. It is
not the position of the Council.

My name is Jose de Cubas and for many years, as senior vice presi-
dent of the Westinghouse Electric Corp. and as president of the
‘Westinghouse International Co. I am now retired. I have been deeply
involved in the development of Latin America and in the activities
©of the U.S. private sector in the area.

1 have served as president and chairman of the Council of the
Americas and I am now honorary chairman of that association which
was created “to further understanding and acceptance of the role of
private enterprise as a positive force for the development of the
Americas.”

I am also a consultant to Kuhn, Loeb & Co., investment bankers in
New York with widespread activities throughout Latin America, and
I serve on the boards of IBEC and other corporations with Latin
American interests.

Ladies and Gentlemen, I am honored and delighted to testify today
before your subcommittee; I believe that it can perform a very useful
and timely function in clarifying the relationships within our hemi-
sphere and in developing constructive programs which hopefully will
‘benefit our friends to the south and our own country.

I am speaking today as a man with a certain amount of experience
in business from the long years I have been involved with Westing-
house, and also have experience in the Council in Latin America.

I believe that one of the important issues concerning Latin America
is that our successin achieving an acceptable modus operandi within
the Americas will determine whether we will be able to establish co-
operative partnerships with the other developing nations of the world.
T think it is much more important than just the hemisphere. There is
little doubt in my mind that the intellectual leadership of the third
-world on issues .of .economic growth is firmly held by a sophis-
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ticated, imaginative, and dedicated group of Latin Americans. They
have created the concepts of QOPEC—which is really not an Arab in-
vention ; the Venezuelans developed it maybe 25 years ago—indexing,
mini-devaluations and the fadeout theories. They are actively promot-
ing the adoption of international codes of conduct, and further “con-
trol” of multinational corporations. When economic relations between
developed and developing nations are discussed in international meet-
ings, Latin Americans are the start performers—they are excellent
people—and eloquent defenders of comprehensive working papers
carefully prepared in Brazil, Mexico or Venezuela. And the fact it 1s a
small group makes them doubly effective because there is a continuity,
which maybe welack.

Latin Americans are not only the theoretical leaders of the third
world. They have pioneered new codes—they have had the
courage—to apply the philosophies, laws and regulations in their own
countries, thus endeavoring to implement in practice the principles of
their technocrats and ideological leaders—and I think this is some-
thing new—in the hemisphere. These experiments are being followed
carefully by other developing states, and may form the basis for
similar programs in Africa, Southeast Asia, and elsewhere.

The issues between the nations of the Americas, between the rich
and the poor countries, between the North and South, between the
“Group of 77”7 and the OECD have clearly emerged in the last 3 or
4 years. They are on the side of the developing nations:

One, desire to exercise full control over their own economic destiny.
And it is a strong desire and a definite desire. I don’t think they will
ever change. Now this involves many areas of concern: Overall de-
cisionmaking within large corporations; local control of raw materials
and public utilities; nationalizations and fadeouts; quest for codes
of conduct; transfer of technology process; shift from equity to loan
capital, that is a complete change in the development of Latin
America.

Second, a desire to get a “bigger slice of the pie.” They feel they
have not been getting all they should. Areas of concern are: Where
are they going to get the capital? Have there been excesses by foreign
companies? Have there been excessive repatriation of earnings, royal-
ties and fees? There are the problems of transfer pricing and the
excessive reliance on foreign companies’ local source of capital.

And the third issue of concern is a determination to develop a
dramatic export expansion program. They feel in the long run the only
way they can develop is through expanding their exports of all types
of raw materials and manufactured products. Of course, here you can
get a new set of issues: Balance of payments; balance of trade; cost
of imported capital equipment, which 1s skyrocketing; the search for
regular markets; and restrictions by licensors on exports.

On the other side, the United States as the leader of the rich nations,
we, as businessmen, are concerned with, first, the threat of nationaliza~
tions and expropriations, the lack of a system, recognized by all in-
volved, to settle international disputes.

Second—I would like to emphasize this because I think it is a prob-
lem—after more than a quarter of a century of dynamic expansion, a
trend is emerging among the U.S. multi-national corporations to re-
appraise with care the overall advantages for their stockholders ac-
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cruing from investments in developing countries—this does not only
apply for developing countries; it applies everywhere—including
Latin America. The jury is still out. But there is a definite trend
among many large corporations to see whether this is a good idea,
whether they should sell their foreign assets, whether they should re-
duce their activities. Of course, in the developing nations this can have
a very, very important consequence. And I strongly feel that this may-
be is not a problem, which has been recognized either in Latin America
or perhaps here in the Congress, but I feel it is a real problem. I
am in contact with many large corporations and many, if they could
find a way, would get out. Others sit back and say, “Let’s see if things
get better,” and they are reducing their foreign investments.

A third concern, of course, is

Chairman Loneg. If I may interrupt there? One point on that con-
sideration, having spent as much time as I did as a lawyer in the bank-
ing and investment field, the driving force there for the multinationals
is a continuing source of raw materials, isn’t it ?

Mr. pE Cusas. That is right, but as in many cases you know, of course,
it is getting more and more difficult to invest overseas to obtain raw
materials.

Chairman Lone. I realize that.

Mr. pe Cusas. Investments to obtain raw materials, of course, are
the exceptions. But even there, a lot of people in the raw material field
have found other ways of doing it: by management contracts with a
guarantee of exports or something like that. But the rush of invest-
ments, which I participated in and which I thought was good for our
country and for the world, is over and I am concerned 1f something
does not happen soon, it is going to turn the other way. And this will .
have long-term effects. I will come to that later because I think that
the switch from equity capital to loan capital is creating very serious
problems in Latin America. It cost a lot of money. That is one of the
reasons for their economic crunch. It is all tied up in politics, of course.

Third, fear of one-sided rules and regulations which restrict the
operations of foreign corporations and handicap the free movement
of capital profits and products.

The fourth point, of course, is the reluctance to sell technology
cheaply. This has become an issue. The governments overseas in de-
veloping countries believe we should give 1t away ; that it is an incre- |
mental cost and we should not charge anything for it. The large cor-
porations have the feeling that this may be their most important asset
today and they are insisting on some tangible quid pro quo. This is
one of the cases where they could get raw materials in exchange for .
technology.

I could naturally talk for hours on all these issues and what the
Secretary said, but to save time I would just restrict my presentation
to a few points, which I think may be worthwhile commenting upon
and are the results of many years of being involved in the area.

One, Latin American countries are at the same time amazingly
different and surprisingly similar—the Secretary talked about this—
thus, generalizations are dangerous but it should be remembered that
our southern neighbors have learned that unity is essential when facing
the powerful and in many cases, the powerful is synonymous with the .
Uinited States. So that in many cases they will gang up on us, in other
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woras. On the other hand, unity among the rich countries when deal-
ing with the poor is difficult to achieve and has a slightly tainted odor.
When rich countries unite we seem to be ganging up on the poor and
I think this is one problem with our European friends. )

Two, in complicated and emotional situations—and what inter-
national situation is not complicated and emotional? It is genarally
advisable to try to identify and isolate the issues. I think this is impor-
tant. It is wise to keep political, social, humanitarian and economic
.questions in different slots. Mixing the problems generally creates
‘turbid eddies good for newspaper headlines but fatal for real progress.

Three, automatic trigger mechanisms, such as the old Hickenlooper
Amendment, are nonproductive, dangerous, and, in most cases, eventu-
zally come back to haunt us.

Four, coming back to the issue of transfer of technology, most tech-
‘nology in the United States is owned by the private sector. It is not
-owned by the Government and cannot be transferred by the Govern-
ment. It is a company-to-company and person-to-person problem. I
spent 30 years in transferring technology and am convinced of this.
It cannot be structured by professors and decreed by governments. It
is a complex, expensive, and continuing process. It flourishes best when
restraints are minimum. It can be both the cheapest and the most ex-
pensive “buy” for a poor nation. At one time it was an important part
of the “investment package” and in some cases was provided at no
charge, but no longer with this trend to get away from investment
packages which the Latin American governments are insisting upon,

Five, governments, even those of weak countries, no longer need
to fear the giant foreign multinationals. In most cases, they have com-
plete control of what happens at home. At worst, a foreign corpora-
tion can only “leave’ without being able to “pack up.”

Six, in Latin America, as in most developing countries, the real
need today is not to find ways to control foreign investors, but to find
a means to attract them. It takes two management generations to get
over one nationalization.

Seven, in trying to find solutions for the problems arising between
the haves and have nots, governments, including our own, appear
to have been remiss in not giving sufficient weight to the potentially
constructive inputs which could be provided by the private sectors
of the world. In fact, the opposite seems sometimes to be a more prev-
alent preoccupation. Unless a completely socialist philosophy is the
desired objective, this trend, in my opinion, can only lead into a blind
allev of economic frustration.

Eight, international guidelines, or international codes of conduct
which are voluntary and not enforceable, are either a complete waste
of time or a sneaky method to reinforce and to give international legiti-
macy to the antiforeign investment laws which already have been
engcted locally. I think this is a very clear case of what we are seeing
today.

I will end up with two generalities: In today’s world, a U.S.-type
democracy may not be an easily exportable commodity, but our respect
for human dignity is still, I think, a very salable concept. I think we
should divide them.

Latin American generals have ceased to be an element of conserva-
tive capitalistic stability. They, or the institutionalized system which
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they represent, have become powerful instigators ot change, which
sometimes may not be to our liking.

Now we have three problems areas. The one which I would like to
mention first is capital development, which I think is extremely im-
portant : “Capital for development.”

Anyone who has traveled through Latin America, in fact anyone
who has visited any developing country has realized that the hard
core of the problem is that poor countries are poor, that developing
countries are undeveloped and that completely unacceptable living
standards are prevalent,

If poor nations are to become less poor in the predictable future,
an adequate productive establishment and an adequate infrastructure
must be developed and to achieve this development capital is required
in increasingly vast amounts as costs escalate. I don’t know if any of
you have seen the price of a steel mill, but it is about three times the
cost of 10 years ago. The same thing applies to a powerplant. Un-
fortunately, in most developing countries—oil producers are the excep-
tion—capital is not generated in sufficient quantities through local
savings and thus foreign inputs are needed.

In the best of worlds these inputs would be in the form of direct
investment capital, portfolio capital and long-term debt at low in-
terest rates.

To a certain extent this is what occurred in Latin America during
the 1960’s and a base was established for the remarkable growth ratios
achieved.

Unfortunately I fear that the system is breaking down as evidenced
by soaring foreign debts, rollovers and de facto defaults, which we
see everywhere, even in some successful countries such as Brazil and
Mexico, which are having problems of financing their foreign debt.

Naturally, escalating oil prices and worldwide depression were the
main causes but the present capital crunch is both a consequence of past
problems and the source of new ones.

In the first place foreign investment is slowing down in many coun-
tries in part as a consequence of corporate policy reappraisals, in part
because many foreign governments have made it quite clear that it is
unwelcome except under severe constraints. In the second place debt
capital is becoming not only extremely expensive but increasingly
scarce. The World Bank is charging 9 percent and is running out of
cash, the International Development Association is tottering through
lack of U.S. support, the Export-Import Bank charges 8 or 9 percent-
plus, for a decreasing percentage of a project—the other portion costs
over 10 percent under a guarantee program—and, when available, loans
in the international floating rate money markets cost 9 percent to 12
percent and have a 5- to 7-year repayment schedule.

I submit that in poor countries—and in others that are not so poor—
sound development is impossible by borrowing at rates and con-
ditions prevailing in the international money markets and provided
by international institutions. Though naturallv the maturities of proj-
ect loans are made in accordance with development needs, amounts
available are grossly insufficient and interest rates have reached a point
where financing costs and not equipment and labor costs are becoming
the major items. If you consider a powerplant or a steel mill today, the
interest during construction is reaching the point where it is equivalent
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to the cost of the capital involved. If you add what it is going to cost
during the life of the loan, it is maybe two or three times the cost of
the capital equipment involved. It is becoming very lopsided.

Ironically vast reserves of capital exist today in the institutional
markets of the United States—but they will remain a largely untap-
ped source for Latin American development until ways are found to
eliminate the risks of “foreign adventures.”

With a few exceptions the forecast is bleak. Possibly a three-legged
program should be initiated consisting of the following steps:

(@) Foreign capital must once more be enticed to make direct invest-
ments inLatin America. Naturally this will not be feasible without the
close cooperation of the United States and the host governments. This
isnot going to be easy.

(5) Long-term debt capital must be effectively mobilized. It is not,
as we know, the World Bank and the IDB are running out of cash and
even the Export-Import Bank is running out of cash.

(¢) Methods must be found to subsidize the rates of interest and to
guarantee repayment of the loans under some sort of safety net sys-
tem. There are many systems being thought out.

I believe that the economic crunch in Latin America is a serious one
and I believe and think we should spend some time analyzing it.

Second, is there a “special relationship” between Latin America and
the United States? I believe there is. I won’t go into the point. I think
it is there whether we want to call it that or not. I think we—North
and South America—have maybe not profited as much as we could by
this relationship, which I think exists. And T think that areas of co-
operation are: Raw materials, energy, technology, investments, financ-
ing, taxation.

Asto Panama, I would just like to say this could become an economic
issue. I believe our Government is right in trying to work out an equit-
able solution. On the other hand. I don’t think we should be scared by
these horrible stories of bloodbaths. which I hear in my travel through
Latin America. I think that is highly exaggerated. Thank you.

Chairman Loxe. Thank you very much. You have gone directly and
specifically into what we requested you to do; and that is from the per-
spective of a man who has had substantial business experience in the
area, to give a businesslike analysis of the problems. And we are very
appreciative. We will get back with a few questions in that regard a
little later.

Mr. Fagen, would you proceed, please?

STATEMENT OF RICHARD R. FAGEN, PROFESSOR OF POLITICAL
SCIENCE, STANFORD UNIVERSITY

Mr. Fagex. Thank you very much, Mr. Chairman. T am going to
waive any presentation of the material that is actually in my testi-
mony(i since it is in written form. I gather it can be entered into the
record.

Chairman Loxe. It will be made a part of the record.

Mr. Fagex. Thank you. I would like to make only two points: One
is to underline what may in fact have come out yesterday in testi-
mony-~which I have not seen-—but which I thought was muffled some-
what, to put it mildly, in the testimony of Under Secretary Rogers. I
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refer to his statement, which was reiterated in a number of ways and
from a number of angles, that from the period 1968 to 1972 the United
States did not care about Latin America, and that in fact the low
profile was essentially a profile of neglect, which the Government 1s
now ameliorating or bettering by paying significant attention to Latin
America. I think anybody who has studied the history of our relations
with Chile, as the Senate and the House have done very effectively
recently, will realize that the profile of “caring” was a very special
profile, and the profile of neglect was also a very special profile. It
was very clear that the United States “cared” enough to do certain
things with respect to Chile, a country which was then perceived,
as we know, by Mr. Kissinger and others as a massive threat to the
interests of the United States.

So I think it is, shall we say, ingenuous—although understandable
from a representative of the State Department—that the period of
1968 to 1972 is characterized as a period of “not caring enough.” From
the point of view of many Latin Americans, and not just Chileans, we
cared a very great deal, but we cared about what they would charac-
terize, and certainly I would characterize, as the wrong things: The
stability of certain kinds of governments, the instability of other kinds
of governments, and trying to make the hemisphere safe-at a very late
date for precisely the kinds of policies that Mr. de Cubas hasbeen talk-
ing about over the last few moments—policies which, I think, can be
seen by the very logic of his own testimony to have exhausted them-
selves historically as possibilities for making a significant contribution
to Latin American development. So at some point I would hope—and
perhaps I hope it was partially done in yesterday’s testimony—that
the record is set straight, because I think the Under Secretary’s com-
ments were ingenuous—to put it mildy.

Chairman Loxc. Would you take a little of our time to explore that
at this moment ? I know you said you did not want to reiterate what
you had in your prepared statement, but I would be extremely interest-
ed in exploring this. If you want to take another 5 minutes or so and
maybe even 10 minutes and explore it a little as to what you see as an
alternative to this, we would appreciate it.

Mr. Facex. Fine. Let me pivot my reply to more generally around
what I would call the malfeasance or the malevolence of the United
States in Latin America, speaking for a moment about my view of
the “special relationship”; because I don’t doubt for a moment that
historically there has been a special relationship between the United
States and Latin America; and that relationship deeply rooted in
history. It may not, however, be as deeply cast in culture as both the
Secretary of State and Mr. Rogers seem to believe.

But this special relationship is really a pernicious guide to pres-
ent policy. It results specifically in the kind of bilateral praising and
consultative arrangements that were negotiated with Brazil in the
Secretary’s recent trip through Latin America; and it strikes many,
many Latin Americans as both patronizing and also as very mis-
leading in the sense that it promises much more than can possibly
be delivered. And in that sense I think the Under Secretary’s com-
ments, which were down to earth and in effect relatively modest—
which is not to say easy to implement—run precisely counter, de-
spite his and Mr. Kissinger’s words, to the idea of a special relation-
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ship. Most if not all of the ideas he articulated are fully applicabie
to our relationships with all the rest of the developing world. I saw
little in the Under Secretary’s statement that was specific to Latin
America. And if it is good policy for Latin America, it would in fact
be good policy for our relations with the rest of the world—which
is not to pass on whether it is or is not good policy, but rather to
emphasize that it is globally applicable. What then in my view needs
to be particularly eradicated from the notion of the special relation-
ship?

It seems to be that what must change is precisely the kind of pro-
found political coloration, that we have traditionally given to policy
actions in the region. The two most dramatic cases, which are of course
well known, are our historic relationship with Cuba and our relation-
ship with Chile both before and after the military coup of 1973.

It seems to me that the only appropriate kind of general policy
posture, which does not dictate specific policies but is rather a gen-
eral posture toward Latin America, is what I call in my testimony
ideological pluralism. Ideological pluralism means in effect, Mr. Chair-
man, the acceptance of the various and greatly diverse forms of po-
litical, economic, and social organization which is being created in
Latin America at this time. One of the most signficant trends over
the last 10 or 15 years in Latin America is that the hemisphere has
diversified immensely. Today a Peru, a Chile, a Cuba, a Brazil, a
Merxico, a El Salvador, a Jamaica, and a Guyana are not so easily
comparable as they were in fact 10, 15, or even 5 years ago.

I emphasize in the testimony—and I think it is worth underlin-
ing because these are domains of congressional action—that a policy
of ideological pluralism has very important implications for the
manner in which the Congress in particular behaves in the three areas
that I selected : Human rights, development assistance, and immigra-
tion and visa problems.

Let me highlight two more points and then I will finish. In the
human rights area, we have experienced in Congress—and I consider
1t a healthy debate—attempts to tie the giving of developmental as-
sistance, and particularly of course military assistance, to some kind
of minimal performance in the human rights area. I consider this
very salutory because what it says in effect is that the Congress, rep-
resenting the American people, does not wish American tax dollars
to go to certain kinds of assistance, particularly military assistance,
destined for regimes which are in gross violation of human rights.
This can only be done if it is done equally, not only across the hem-
isphere, but as part of our whole package of global relations as well.
This does not argue for a special relationship with Latin America,
but to the contrary a global policy toward all nations of the world.

In the visa and immigration area, a policy of ideological plural-
ism very clearly means that when we open our borders as we have—
to approximately half a million refugees from Cuba and about 140,-
000 refugees from Vietnam, we should at least be willing to consider
and make serious efforts to open our borders to refugees from the
critical problem regimes of Latin America, which—and let us face
it—are rightwing military regimes. At this moment we are talking
essentially about Chile, Argentina, and Uruguay where the political
conditions are such that many persons are literally in danger of their
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lives if they remain. A policy of ideological pluralism dictates that
‘the United States—which in earlier times welcomed refugees of all
creeds and persuasions—open its doors to persons who are the vic-
tims of rightwing repression in Latin America. This, of course,
calls not only for action on the part of the State Department and
the Justice Department, but also a hard look at the whole discrimi-
natory philosophy of immigration which is locked into the MacCar-
ren Act and affiliated legislation. I don’t underestimate for a mo-
ment the seriousness and difficulty of making progress in these areas,
because what progress really implies is congressional cooperation in
the rollback of a body of legislation, policies, and ideas which is deeply
rooted in the cold war. All this derives of course from the period
of the fifties, and it is still carried over into the present, affecting
our relationships with Latin America and the rest of the Third World
in various and serious ways. Thank you.

Chairman Lona. Thank you very much. Your statement is most
helpful. Your prepared statement will also be included in the hear-

ing record.
%The prepared statement of Mr. Fagen follows:]

PREPARED STATEMENT OF RICHARD R. FAGEN

IDEOLOGICAL PLURALISM IN THE AMERICAS AND ITS IMPLICATIONS FOR U.S. POLICY

‘We live in a world in which global change is taking place at a rate unprece-
dented in history. Furthermore, change in those areas that we call the develop-
ing countries is perhaps occurring at the fastest pace of all. But it is not change
:alone, however dramatic, that concerns us. We must also take note of the in-
creasing diversity of political and economic forms which is evident in the de-
veloping areas. As the last vestiges of colonial rule disappear, and as various
paths to progress are explored and modified, there is a clear trend toward the
-diversification of developmental strategies and experiences.

After the Second World War, the United States was among the world’s lead-
ers in recognizing that an era of change was opening in what were then called
the colonial areas. In the United Nations and in other forums, this country
-spoke of the necessity of ending colonial rule. Africa and Asia were, of course,
the main targets of the decolonialization effort. Latin America, an area which
had in the main gained its formal independence from Spain and Portugal more
‘than a century earlier and which was clearly within the U.8. zone of influ-
ence, was not in general viewed by the United States as a “problem” except
for the special case of Argentina under Peron.

But the initial U.S. defense of decolonization and new arrangements in the
‘less developed area did not long survive the coming of the Cold War. In the
“Middle East, Asia, and Africa, the United States inereasingly found itself pitted
-against any movement or idea which could be identified however indirectly with
mational liberation, radical change, economic nationalism, socialism, or the
Soviet Union. Inevitably, both U.S. business and U.S. Government leaders sought
alliance and gave support to the most conservative groups defending the eco-
‘nomic and political status quo. When these groups proved unable to maintain
order or govern effectively, grudging backing was given to “reformers” as the
‘best defense against radical nationalists. Covert and overt intervention to
assure that governments “friendly” to the United States and U.S. business
‘became increasingly common. With the triumph of the Cuban Revolution, these
practices came home to roost with a vengence in previously “safe’” Latin America.

It is now clear, however, that these practices and this way of orienting U.S.
policy toward the developing areas is morally and politically bankrupt. The
TUnited States must recognize and respond to the new diversity and the experi-
mentation that is evident around the world. The basic principle of this recogni-
tion and response must be the acceptance of ideological pluralism in both
economic and political affairs.

As a norm of international relations, the primarly implication of this principle
is clear: The United States must not intervene to shape governments and societies
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to our views and preferences. The norm recognizes the right of peoples around
the world to determine for themselves what their political and economie institu-
tions will be. Accepting the principle of ideological pluralism means, for example,
that one does not boycott and isolate (and ultimately invade) Cuba because of
political and economic differences. It means that one does not attempt to subvert
the constitutionally elected government of Chile. It means that one does not
invade the Dominican Republic or bribe or coerce other governments to do our
bidding or change their policies. More generally, it also means recognizing that
the underlying forces for change and the need for change in the developing areas
are powerful and of long-standing. The United States is not, nor should it be,
the guardian of the past. Neither is it the guardian of the present nor properly
the arbitrator of the future.

Ideological pluralism, and its first corollary non-intervention, do not imply,
however, that no choices are to be made. To the contrary, in foreign policy it is
clear that one is constantly making choices: To encourage this government but
not have government, to emphasize some developmental goals rather than others,
to press for one international outcome rather than another. The choices neither
can nor should be avoided. What the ideological pluralist position argues is that
to the greatest extent possible the criteria by which those choices are made
should not be determined by short run, narrow, and punative definitions of
national interest and national advantage.

‘What criteria should be used? This, of course, is the core question to which
foreign policy must address itself, and no simple answer can be given here. But
it is clear that in American political doctrine, in constitutionalism and the com-
mitment to democratic practice and rule-by-law there are guidelines. In our
relations with the developing world, these values along with criteria of human
well-being must be put at the center of choice. The latter are of immense im-
portance because U.S. policies will be judged harshly indeed by history if they
inhibit rather than contribute to meaningful and rapid improvements in the
matt‘erial and spiritual well-being of the majority of the citizens of the developing
nations.

This is not to suggest that the United States can in some sense unilaterally
ensure that changes compatible with such improvements in human well-being
take place. To believe this is to fall prey to some of the most dangerous delusions
of American omnipotence. But we should begin to assess our policy actions with
such criteria in mind. And a consistent and committed assessment of this sort
would certainly lead to the advocacy of policies quite different from any of those
that we now pursue. Not least of all, it would irrevoecably banish the last rem-
nants of Cold War thinking from any policy arenas, end our long-standing
support for reactionary regimes around the world, and give a quite different
weight to ethical considerations in our dealings with developing nations, Ideo-
logical pluralism thus implies different criteria of foreign policy choice. And
phese criteria, once more fully in use in our relations with developing nations,
in turn help to ensure that the development experience will benefit the majority
of the world’s poor and oppressed.

The above discussion of ideological pluralism was purposely cast in general
terms. The doctrine should apply to U.S. policy toward all nations of the world,
and very broadly across many areas of policy choice. There is no denying, how-
ever, that it assumes special meaning in our relations with Latin America
precisely because this is an area of the world in which its application has been
most consistently violated. I will thus, as briefly as possible, suggest a number of
more specific directions in which U.S. policy should move, taking my examples
from Latin America, but always with the assumption that the recommendations
are of eqnal validity for other areas and nations of the world where and when
similiar circumstances pervail.

. Human rights—As was suggested above, the principle of ideological pluralism
is fully consistent with—in fact demands—the making of hard choices in foreign
policy. Nowhere is this more evident than in the area of human rights, very
broadly conceived. In fact, there are clear indications that the Congress has in-
creasingly come to view the human rights performance of a regime as the new
“touchstone” of its admissibility/non-admissibility into the community of regimes
receiving both military and non-military assistance. Thus, the Foreign Assistance
Act of 1961, as amended, Section 116, now stipulates that no assistance may be
provided to governments which : Engage in a consistent pattern of gross violations
of internationally recognized human rights, including torture or cruel, inhuman,
or degrading treatment or punishment, prolonged detention without charges, or
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other flagrant denial of the right to life, liberty, and the security of person, unless
such assistance will directly benefit the needy people of such country.

" Moreover, the executive branch is required to report annually tp Congress on
the implementation of Section 116. Additionally, the 1976 Internatl.onal Security
Assistance and Arms Export Act (still in process) states in Section 502B th_at
the President: Is directed to formulate and conduct international security
assistance programs of the United States in a manner which will promote and
advance human rights and avoid identification of the United States,.through such
programs, with governments which deny to their people internatwna}ly recog-
nized human rights and fundamental freedoms, in violation of international law.

These are important initiatives, for they say in effect that we do not want U.S.
tax dollars and the legitimation associated with those dollars flowing to repres-
sive regimes. Furthermore, they assume a special meaning in a hemisphere wl}ere'
the violation of these rights is clearly on the increase, at least since the .Illstltl‘l-
tional Acts of the late 1960s in Brazil. The unhappy catalogue of hemispheric
repression needs no recounting here. It has been well documented by numerous
international organizations and at several Congressional hearings. What is now
important is to refine, extent, and implement the letter and spirit of legislative
initiatives of this sort.

In the short run, it is also crucial to find ways to curb the Executive Branch’s
policy of singling out, supporting and even rewarding those regimes such as
Brazil and Chile which number among those which most consistently violate
basic human rights. The recent visits and statements of Secretary of State
Henry Kissinger in Brazil and Secretary of the Treasury William Simon in.
Chile are only the most obvious examples of “most-favored nation” treatment
for repressive regimes. This is hardly evidence of even-handedness in the conduct
of hemispheric affairs, and it is behavior that significantly diminishes the
credibility and effectiveness of the United States in dealing with many other
nations of Latin America and the Caribbean.

Development assistance.—As noted, there is an encouraging trend toward
setting minimal standards of human rights performance for the granting of
developmental assistance to Latin America and elsewhere. But these are criteria
of exclusion, and criteria of inclusion are equally necessary. Again the principle
of ideological pluralism is helpful, for it argues that criteria of human well-
being, abosolute need, and the capacity to use aid for developmental purposes
should govern the disbursement of both grants and loans. Although language
emphasizing these criteria is to be found in almost every aid appropriation, the
reality to date has been substantially different—a fact not unrelated to the
massive disillusionment, both public and private, with developmental assistance
programs.

Although this is not the place to recount the sorry record of the United
States in the giving and targeting of developmental assistance, a brief char-
acterization of that record is helpful. Except for professional apologists, most
observers of the U.S. developmental aid scene would still find little to quarrel
with in C. Fred Bergstens’ 1973 critique:

The United States is the least responsive to Third World needs of any in-
dustrialized country at this time. U.S. help is small in quantity, and getting
smaller. Its quality is declining. It often runs directly counter to the central ob-
gectives of the LDC’s just outlined. It lags far behind the policies of Europe and

apan.

The United States regards developing countries both large and small (e.g., India
and Chile, not to mention Indochina) solely as pawns on the chessboard of global
power politics. Rewards go only to the shrinking list of explicit collaborators. . . .
U.S. development aid, as a percentage of national GNP, is now next-to-last among
all industrialized countries.®*

As many members of Congress well know, certain specifics of the disbursement
of aid are actually worse than Bergsten suggests. In Latin America, for example,

1C, Fred Bergsten, “The Threat from the Third World,” Foreign Policy, No. 11, Summer,
1973, pp. 102-24, quoted material from pp. 104-5 emphasis in original. In the United
States in 1974, the net overseas development aid disbursements were 3.4 billion dollars, or
approximately one quarter of one percent of GNP. About the same amount was spent by
U.S. consumers in that year on flowers, seeds, and potted plants. Almost three times as
much was spent on toilet articles and preparations, and almost four times as much on
tobacco. Data from Roger D. Hansen (ed.), “The U.S. and World Development: Agenda
for Action, 1976"” (Washington: Overseas Development Council, 1976), p. 208. Scandalous
as these comparative figures are, as argued above, the absolute quantity of aid is not as
important as the criteria that guide its giving and use.
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‘Chile before and after the fall of the Allende Government presents a classic case
-of the warping of aid criteria and understandings of need and human well-being.
Recent Congressional hearings and reports have amply documented the manner
‘in which U.S. officials worked through both national and international lending
‘agencies to make the Popular Unity Government’s credit and fiscal situation as
difficult as possible. After the military junta came to power in September of 1973,
there was an immediate turn-around of U.S. policy, with hundreds of millions of
dollars in public and private funds flowing to ‘Chile despite clear evidences of
financial mismanagement, continuing inflation, and the massive human rights
violations mentioned above. From the point of view of the American taxpayer
and the Congress, perhaps the clearest slap in the face (and violation of the
spirit of the law) was in the area of food aid. Under Public Law 480 (theo-
retically among the most need-directed of all aid disbursements) Chile—a narion
not on the United Nation’s list of “most seriously affected” (MSA) countries—
received 85 percent of all U.S. food aid for Latin America in 1975. The other 15
percent went to Haiti and Honduras, with neither El Salvador nor Guyana (both
UN MSA countries) receiving anything. Fortunately, recent legislative initia-
tives should put an end to the most blatant aspects of this vulgar politicization
of food aid.

What is really at issue, however, is not this miserable record, but whether or
not (and how, if at all) it can be turned around. It may in fact be the case, as
many observers have argued, that political considerations in the United States
preclude the use of developmental assistance in other than a narrowly conceived
“reward and punish” fashion. If such is the case, the only alternative is to push
for the multilateralization of as much developmental assistance as possible while
at the same time attempting to reduce direct U.S. control over the granting
agencies (in this regard, Recommendations 12a, 13, and 14 of the Linowitz Re-
port, advocating repeal of the Gonzales Amendment, changes in the voting and
funding arrangements in the Inter-American Development Bank, and evenhanded-
ness in other international development institutions are all commendable). But it
would also be comforting to imagine that the Congress could design, fund, and
oversee legislation that would elevate well-being and need and capacity to use aid
effectively to the central criteria of bi-lateral developmental assistance in Latin
America and elsewhere,

Immigration and Visa Policy.—Although at first glance not so closely tied to
-economic policy as are issues of developmental assistance, immigration and visa
polidy ultimately touches on a wide range of economic, political, and social issues:
‘One need only recall the impact of the massive influx of Cuban refugees on the
‘South Florida economy, on the socio-cultural context of many American cities,
-and even on national politics—from the Bay of Pigs to Watergate. Or consider
-the tremendous economic and cultural importance—and the continuing contro-
-versies—associated with Mexican immigration across our common border. Here
.our eoncern, however, is not directly with this entire range of issues, but rather
:again with the policy implications of the princples of ideological pluralism and
even-handedness.

The most recent and dramatic example of the manner in which cold war think-
ing and legislation continue to determine policy in this area is offered by the
plight of Chilean refugees from the military junta who seek safety in the United
States. Only after months of lobbying and negotiation was it possible to estblish
a parole program under which 400 Chilean families would be allowed to enter
the United States in approximately the same status that brought tens of thou-
sands of Vietnamese and hundreds of thousands of Cubans “fleeing from Commu-
nism” to our shores. And in the year that has now passed since all necessary
approvals were obtained from the Congress and the State and Justice Depart-
ments, the flow of parolees into the United States has been pitifully slow. 2 Bu-
reaucratic foot-dragging on the part of State Department and Justice Department
officials combined with the restrictive provisions of the McCarran Act and related

2Tn rapidly changing situations of this kind, very flexible mechanisms of response must
be found. Thus, on June 17, 1976, Senator Bdward Kennedy and Congressman Donald
Fraser and Edward Koch introduced a concurrent resolution in the House and Senate
stating: It is the sense of the Congress that the Attorney General, in accordance with
existing law and the U.S. humanitarian tradition, should parole into the U.S. those aliens
havine fled to Argentina and those Uruguayans in Uruguay who are in danger of losing
their lives because of their political bellefs.

It is to be hoped that the appropriate authorities can act with dispatch on this resolu-
tion given the desperateness of the situations in the two countries named, both now ruled
by right-wing military governments.
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legislation ensure that parole programs designed to aid the victims of right-wing
repression will function imperfectly if at all.

Closer to home, the same legislation and the same kind of thinking still domi-
nate the granting of visas to Latin Americans and others invited to participate in
cultural and professional events in the United States. Only recently, I was per-
sonally involved in one of many such imbroglios in my capacity as President and
subsequently past-President of the Latin American Studies Association. After
months of negotiations involving contact in Washington and Havana, the Latin
American Studies Association was assured by all parties that an invited dele-
gation of five Cuban scholars would be allowed to travel to the United States
and participate in the National Meetings of the Association held in late March,
1976, in Atlanta. This was potentially a significant breakthrough because it
seemed to signal a change in long-standing exclusionary policies on the part of the
United States. At the last moment, however, the U.S. guarantee of visas for the
Cuban delegation was withdrawn. At the same time, the visas for the invited
Soviet delegation were (not unexpectedly!) processed quite routinely. When
informed of the decision on the Cuban delegation, the Latin American Studies
Association sent the following letter to Secretary of State Kissinger:

DEeAR MR. SECRETARY : The officers and Executive Council of the Latin American
Studies Association wish to object in the strongest terms to the State Depart-
ment’s refusal to grant U.8. visas to the five-person delegation of Cuban profes-
sionals invited to attend the Latin American Studies Association national meeting
in Atlanta, Georgia, March 25-28, 1976.

Despite prior verbal and written assurances from high State Department
officials that invited Cuban participants would in fact be issued visas, our re-
quest for these visas was denied by the State Department on March 19, 1976. Thus,
U.S. scholars and others professionally interested in Latin America were once
again deprived by the State Department of an opportunity to exchange ideas and
information with'their Cuban colleagues.

This arbitrary action by the State Department is made even less defensible
than prior visa denials since the precedents and administrative bases for issuing
the visas now exist. We are led to conclude that the denial was motivated by
the narrowest cold war mentality, a misplaced sense of retaliation, and the poli-
tics of the presidential campaign.

Although the membership of the Latin American Studies Association is far
from unanimous in its evaluation of Cuba or Cuba-related events, we are united
by a common commitment to our right to meet with and hear all professional
colleagues, whatever their beliefs or citizenship.

Even when not constrained by statute, the State Department’s record in facil-
itating more open scholarly and cultural exchange is poor, to say the least. In
blocking the entry of the Cuban delegation the Department has now added yet an-
other page to this deplorable record. It is hardly an action in keeping with oft-
expressed ideas of the place of scholarship in a free society or the reaffirmation
of American values in our Bi-Centenntial year. .

Yours sincerely, . : ’

FELICITY M. TRUEBLOOD,
Ezecutive Director for the Exzecutive Council,
Latin American Studies Association. .

Reflecting on this and other cases, the New York Post of March 31, 1976, edi-
torialized as follows : ’

“Although a man of scholarly background with well-developed peripatetic
habits, Secretary of State Kissinger apparently objects to travel by certain aca-
demic colleagues. In fact, he appears to have been practicing what might be
called shut-out diplomacy.

“Specifically, it has been revealed that the Secretary, still fuming over the
Angola fiasco, sought to revenge himself on Cuba for Havana’s African adven-
turism by denying two groups of Cubans—consisting of scholars and filmmakers—
visas to attend an academic meeting and a film festival in the U.S.

“The meeting was the national session in Atlanta of the respected Latin Ameri-
can Studies Association, representing many college professors and graduate
students at colleges and universities throughout the U.S. It has specifically invited
the Cubans to visit and they had, indeed, been promised visas by the Department
of State, until Secretary Kissinger angrily intervened in the affair.

“YWho has been injured by this spiteful gesture? The Castro regime? Hardly.
The L_A.SA? No, its reputation is excellent and undamaged. The Cuban scholars?
Not visibly. The real casualty is the reputation of the government of the United
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States, which is scarcely in any condition, especially after Angola, to sustain
any such petulant demonstrations of the Secretary of State’s wounded vanity.”
What is important here is not the instant case, but rather the consistent pattern
of legislative and bureaucratic narrow-mindedness and fear which it reflects.
There is hardly a university, professional organization, or cultural group in the
United States which has not at one time or another in effect been told by the State
and Justice Departments that its members are too vulnerable or inmature to see or
listen to some artist, scholar, or colleague deemed by those Departments to be a
threat to the United States because of his or her political affiliations or previously
stated opinions. There would be no more appropriate action in our Bi-Centennial
year than for the Congress to begin the process of tearing down the whole legisla-
tive edifice which those who fear the free movement of persons and ideas use to
justify their arbitrary and mean-spirited actions. ]
Chairman Loxe. Now, may we proceed with Mr. Fishlow’s

testimony ¢

STATEMENT OF ALBERT FISHLOW, PROFESSOR, DEPARTMENT OF
ECONOMICS, UNIVERSITY OF CALIFORNIA AT BERKELEY

Mr. Fisarow. Thank you, Mr. Chairman. I have a prepared state-
ment, but I think it is unnecessary for me to read it. I would rather de-
part from it in order to try to focus on some of the principal issues that
have already come forward.

Chairman Loxg. It will be made a part of the record, without objec-
‘tion, Professor.

Mr. Fisarow. I operate under a slight disadvantage in talking about
economic policies toward Latin America since, until recently. I was
deputy assistant secretary to Mr. Rogers in the State Department. And
I certainly have a great deal of respect for what he has done and is do-
ing in order to improve our relations within the hemisphere. At the
same time, Mr. Chairman, I think that you were quite correct to point
out that there is a certain shortcoming in our current policy toward
Latin America. It does lack a coherence in which the philosophy is cer-
tainly not apparent to many. And the large menu of the proposals that
have been put forward at the United Nations, at Nairobi, and most re-
cently at Santiago, fail to convey our priorities and the kind of world
that we intend to try to fashion, as well as the methods by which we
will try to fashion it. :

With regard to Latin America, specifically, T do not think our at-
tempt to articulate a philosophy is complicated by reference to the spe-
cial relationship. The realities do not really correspond to the rhetoric.
In economic terms, the United States is much less dependent upon
Latin America than it has been in the past. It now takes 16 percent of
our exports compared to 27 percent in 1950. We rely on Latin America
for only 15 percent of our imports compared to 85 percent in 1950. So
there has been a dramatic structural change that has gone on. This has
accelerated within recent years.

Now, in part, the acceleration is precisely due to Latin American
policy and to Latin America growth itself. They likewise have diversi-
fied. Tn 1950, 46 percent of Latin American exports were sold to the
United States. Only 32 percent in the early 1970’. The corresponding
dependence on the United States for imports came from 57 percent to
87 percent. Latin America increasingly relies upon the Kurocurrency
market for foreign capital inflow rather than U.S. banks. Those
sources, for example, increased from a quarter of the private capital
inflow, to more than three-quarters by 1973.
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Now I think, in this context, it is wrong to seek to speak about a spe-
cial relationship. That is compounded by the reality that the most rele-
vant kinds of policies that we can now follow with regard to Latin
America are, Mr. Chairman, no longer in the assistance area, but deal
with trade and international monetary policy.

In these matters it is quite costly to design a regionally specific pol-
icy. Such policies, by their nature, ought to be universal rather than
specific to particular regions. And that is all to the good. We could
have explicit discrimination in favor of Latin America, but I think
the cost in terms of a freer world commodity and capital market would
be quite substantial.

By emphasizing then the existence of a special relationship, we have
looked backwards it seems to me, rather than forward. In looking
forward, we have to account for the changed circumstances in Latin
America itself.

We meet at a time in which the current recession has wreaked a cer-
tain havoe in Latin America in slowing its income growth from a rate,
which was above 7 percent in the early 1970’s, to now something like 3
or 4 percent, But I think it is wrong to overemphasize this temporary
phenomenon and to fail to recognize that the rate of income growth in
Latin America has steadily accelerated from something a little in ex-
cess of 5 percent in the 1950’s to more than 7 percent in recent years.

T think it is wrong to ignore the fact that Latin America has changed
dramatically its economic strategy from one that relied on import sub-
stitution and domestic production to one that is increasingly reliant
on the world market, both for sale of goods as well as for finance.

I think it is wrong to ignore the fact that, within Latin America,
the governments themselves are very much stronger than they were 10
years ago; and that these governments themselves in a wide variety
of countries are trying to regulate and control economic activity.

Now with this reality that we now face in Latin America, I think
it is possible to define a coherent philosophy, which differentiates
Tatin America from developing countries as a whole in its effects
rather than its conception. That philosophy should center upon struc-
turing and guaranteeing an effective market relationship.

I think that in this Bicentennial, which celebrates our own inde-
pendence, we ought to remember that Adam Smith was quite a radical,
too, when he wrote 200 years ago, and that his insights have much to
offer us in speaking about our own relationship now with Latin
America.

Latin America has largely come of age and is able to participate
in a market relationship that is equal. That does not mean that theve
are no needs for policy. Quite the contrary. As we know, domestic
and international markets themselves do not always operate perfectly,
independently of government regulation and scrutiny. And it seems
to me that that kind of appreciation can carry over to our definition of
Latin American policy.

Accordingly, I would suggest that there are policy priorities that
+we can single out and that we can sequentially follow. One of the first
of those, I would say, would fall in the field of foreign investment.

Latin America today still has three times as much foreign invest-
ment from the United States as any other developing area. And if
there is anything special in our relationship with Latin America, it is
their continuing sense of concern over the behavior of foreign investors
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and a history of preoccupation with potential governmental inter-
vention in their behalf.

In that investment area, there are two steps that might be taken:
‘One relates to transnational enterprises. I believe that we can quite
legitimately insist that a considerably wider amount of information
concerning the operation of transnational enterprises become part of
the public record.

I think we can properly require that operations concerning sub-
sidiaries be broken down so that one has information concerning the
operations in particular countries in detail. :

Tt is the case now that increasing amounts of international trade are
carried on within enterprises. They show up as transfers between
governments and enter into the balance of payments, but are in fact
entirely internal to the firm. There is no way of knowing about those
particular transactions if there are no prices on the commodities that
are traded. There frequently is no way to know what kind of internal
pricing mechanisms are being used and, therefore, whether the alloca-
tion of profits to particular countries turns out to be just or not.

The same requirement for information applies to technology. There
seems to be no reason why the implicit price that is being paid for a
particular process with particular specifications cannot be made avail-
able. That way countries could shop and choose among alternative
suppliers in order to get a better deal.

It seems to me that if we, as a government, are unprepared to lend
our support for significantly increasing access to corporate informa-
tion, then we leave ourselves open to the Latin American challenge that
forelgn investment imposes a power relationship rather than being
constrained by market forces.

I see nothing in these kinds of measures that is antithetical to our
own professed ideology or to the best interest of those business
enterprises.

In the second instance with regard to investment, I think we can
make significant progress in the area of expropriation. There are still
a large number of expropriations that presently occur in Latin
America. We should therefore try to seek consensus on a standard of
compensation in expropriation cases. As you are aware, Mr. Chair-
man, the United States has an interpretation of international law
that is at variance with that of many other countries; our definition of
prompt, adequate, effective compensation is usually not, in fact, met
by their internal laws.

Rather than opening the question of the Calvo doctrine and whether
foreign enterprises should submit to the laws of other countries, it
seems to me we can take a different tack that might cut through much
of this morass. And that is simply to say that the United States will
accept a standard of compensation that is more compatible with in-
ternal legal codes; namely, book value adjusted for inflation. This is a
standard that is accepted in most of the Latin American countries.
This is a standard that approximates a rate of return to the enterprise
corresponding to its initial expectations when it invested. Such a pol-
icy on our part would immediately eliminate one important source of
contention. It would not eliminate all the problems of past debt, tax
liabilities, and the like; but on the other hand, it then opens the way to
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talk meaningfully about multilateralizing those areas of dispute rather
than leaving them as bilateral issues, as they currently are.

These two measures in the investment area would considerably im-
prove our relationship with Latin America.

In the trade area, Mr. Chairman, I can see us devoting much more
time and energy to the vulnerability of Latin America to fluctuations
in trade. The current recession is an example. One of the reasons the
United States recovered from its recession as quickly as it did was the
turnaround in our own trade balance. Now some of that was in fact
purchased through finance of expansion of Latin American imports.
It seems to me that we can do more to expand the facilities of the In-
ternational Monetary Fund, than we have done. We can make com-
pensatory finance depend upon the price of imports rather than upon:
adjustment for lower nominal exports.

1t seems to me as well, with regard to vulnerability, that we can pay
attention to some buffer stocks. I don’t think that commodity agree-
ments are the answer to all problems. In fact, there are relatively few
commodities that lend themselves to buffer stock activities. But the
United States, instead of being dragged reluctantly into this area,
should be a leader. We ourselves have much to gain. Any housewife
who looks at the current price of coffee can testify to that. Had there
been a functioning buffer stock the effect of the frost in Brazil would
have been to increase the coffee price much less. And as an economist
looking at the inflation which beset this country in 1974, one has to be
impressed by the very large role the commodity price increases played
at that time.

One of the problems of commodity agreements has been our reluc-
tance to establish large enough buffer stocks. That is one of the reasons
that these agreements worked badly in the past. An inadequate agree-
ment is worse than none at all. And I think that the Congress, in its
review of foreign economic policy, can try to assure that the agree-
ments that come forward are adequate in an economic sense.

Now with regard to the longer run, the United States and Latin
America both have a great deal to gain from freer global trade. The
priority, therefore, ought not to be expansion of preferences, but
rather ought to be common efforts at Geneva to lower tariffs more
generally. There is a danger that preferences will create a bias in favor
of high tariffs in developed countries because that is the only way
developing countries gain a differential advantage.

Riather than attacking the problem of facilitating Latin American
exports that way, I would advocate again a simple, but dramatic
change. Let us recognize the legitimacy of export subsidies in develop-
ing countries to the extent of their average level of tariffs. Now all
that does is offset the distortion created by the tariffs themselves,
rather than introduce a new distortion. It makes up for the fact that
inputs are more expensive, and it makes up for the fact that the tariff-
ridden exchange rate is overvalued, Mr. Chairman, and biased against
exports.

That permissible subsidy ought to be at a single flat rate rather
than differentiated. There can therefore be no unfair competition in
individual products. Such a system, by necessitating internal fiscal
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transfers within Latin American countries, would make them more
aware of the real cost of those high tariffs.

The final pillar of the policy that I am proposing is a termination
.of the U.S. bilateral assistance program to Latin America over the
near future. This step would reflect the reality of Latin America’s
.coming of age. Relatively few countries within the region, in fact,
continue to be recipients of bilateral assistance. The existence of bi-
lateral assistance tends to create a client relationship that is long since
overdue for decisive rejection.

One can ease the problem of transition by making more funds avail-
able to the multilateral institutions so that they are able to lend more,
as well as by rescheduling debt repayments so that the balance of pay-
ments, of those countries still receiving assistance, are not adversely
affected.

I submit that if one focused on these particular priorities, there
would be a coherent policy fostering and strengthening market re-
lationships as a structure for economic interaction between Latin
America and the United States. It would lead to an interdependence
that was based upon greater equality; and one, which would operate
to the economic advantage of both the United States and Latin
America.

With respect to the vexing issues of income distribution and popula-
tion growth, which quite rightly have been mentioned, I would leave
those where I think they have to be left: in the hands of the Latin
Americans.

‘What we have learned from the experience during the Alliance for
Progress is that we are rather poor judges of social change and that we
cannot regulate or control it. We therefore ought not to be the arbiters
of the internal policies that are followed in these areas.

The governments of Latin America are increasingly aware of the
seriousness of particular problems; if we can create an international
environment of the kind that I sketched, they will be better equipped
to deal with them. Our indirect contribution will be much more forth-
right and effective in the longer run on such a basis. Thank you very
much.

Representative Loxa. Thank you, Mr. Fishlow, your testimony is
very informative. Your prepared statement will also be printed in
our hearing record, without objection.

[ The prepared statement of Mr. Fishlow follows:]

PREPARED STATEMENT OF ALRERT FISHLOW

Tt has been fifteen years since the United States articulated an active and
ambitious foreign economic policy distinctively tailored for Latin America. The
progressive demise of the Alliance for Progress over the last decade has created
an ever more apparent vacuum that statesmen alternatively ignore or disguise by
slogans. Despite good intentions, policymakers on both sides have failed to fashion
an acceptable substitute.

One reason for that failure is a continued insistence upon the special position
of Latin America in our international relations. Another is the lagged perception
of the changed economic circumstances within Latin America, as well as the
altered potential for U.S. assistance. This does not add up to despair. It requires
instead redefinition of a coherent economic policy for this hemisphere.

THE SPECIAL RELATIONSHIP

On his trip to Latin America earlier this year, Secretary of State Kissinger
reiterated that “Tatin America has a special place in our foreign policy. ... On
many issues of United States policy—economic, political, or security—the Ameri-
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can people and Congress give special consideration to our hemispheric ties.” The
reality no longer conforms to the rhetoric. Despite regular commitments to con-
sultation, and a unique hemispheric structure that ensures it, the outcomes
rarely reflect expectations. The relevant arenas for foreign economic policy have
shifted to the United States, to GATT, to the IMF, etc., and away from the AOS.

There is a logic to this process. So long as the economic policy issues were ones
of direct public resource flow, regional discrimination could be, and was prac-
ticed. But when the dominant questions relate to international monetary regimes,
or trade liberalization, or commodity arrangements, or codes of conduct for
multinational corporations, regionalism gives way to universalism. One could
Lave explicit discrimination in favor of Latin America, but the potential cost
in retardation of freer world commodity and capital markets would not be
trivial.

Nor does most of Latin America itself strive for such special distinction any
longer. For them the specialness has largely come to connote a liability rather
than an asset. It has meant, even in recent years, a greater hemispheric concern
for security that justifies intervention into internal political processes through
means both overt and covert. It has meant an inconsistent standard of human
rights that has at times seemed to demand too much, and at others too little. It
has meant limitations on arm sales that have not applied to other developing
.country purchasers. It has meant a more vigorous enforcement of property rights
and defense of commercial advantage. Even were a special relationship to be
effectively implemented, Latin Americans would today reject it. When faced with
.an explicit opportunity to consider a regional system of tariff preferences in the
1960’s, Latin America did just that.

This disillusion with the special relationship in Latin America is partly a

manifestation of a greater sense of national independence, and partly a shrewd
understanding of its limitations in practice. Only when hemipheric security
interests mount, has specialness been translated into real advantage. The Alliance
for Progress is a good example. It has it origins in the resolve of the United
States to meet the challenge of communism in this hemisphere, and to prove
the compatibility of liberal democratic government with rapid social change and
.economic development. Significant resources were committed, both directly and
through the Inter-American Development Bank. Yet as the external threat re-
.ceded, and it became increasingly apparent that our naive model was belied by
the pattern and pace of development within Latin America, our hemispheric
focus waned.
. Economic realities have contributed to the inability to sustain a regional effort.
The United States, after the Second World War, emerged for the first time as
a really global economy. Before, our international economic relationships had
been relatively parochial and more hemisphere oriented. Thus, Latin America
in 1950 accounted for 35 percent of our direct foreign investment ; now the pro-
portion is about half as large. Latin America is today a less significant market
for our exports, taking some 16 percent of our shipments abroad in 1975 compared
to 19 percent in 1960, and 27 percent a quarter of a century ago. Our sources of
supply have similarly diversified. We rely on Latin America for 15 percent of
our imports, less than the 27 percent in 1960 and the 35 percent in 1950.

Statistics citing our dependence on Latin America for imports of industrial
raw materials fail to note that for many of the products, domestic production is
relatively high. This is true of iron ore, copper, and lead, for example. More
generally. of course, the present pattern of trade isnot a good measure of the costs
of its disruption. There is no lurking “hreat from widespread Third World carteli-
zation that would of itself compel us to regard Latin American supplies as
indispensable.

What has always been true is that the United States is more important to the
economic fortunes of Latin America than the other way around. We are both a
larger factor in Latin American trade as well as dominant in capital flows. Yet
that too is undergoing change, partly as a consequence of the rapid growth of
the European Community and Japan, partly as a result of deliberate policy. In
1950 46 percent of Latin American exports were sold to the United States com-
pared to 3S percent in the early 1960’s and 32 percent in the early 1970’s. The
corresponding series for imports are 57 percent, 42 percent, and 37 percent. The
trends are dramatic and clear. So too is the increased reliance of Latin America
on the Buro-currency market for its foreign capital inflow. These mounted from
less than a quarter of private gross capital inflow in 1971 to more than three-
fourths by 1973.

This diversification does not alter either the still considerable absolute magni-
tudes involved, or the asymmetrical character of regional interdependence.
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‘These help explain why our economic policy and performance are so important
to Latin America. When U.S. imports declined in 1975, Latin America’s trade
balance with this country underwent an adverse swing of $3.6 billion within 2
single year. Many decisions that are taken with no regard to Latin America at
all turn out to have a more considerable impact on the region than those spe-
cifically addressed to it. Examples include our countervailing duty practices,
allocation of textile and meat quotas, and imposition of export restrictions.
It is mischievous to appeal to a special relationship in face of this reality.
On the Latin American side we raise expectations that will more often than not
be frustrated ; on our own, we build regional objectives into decisions where they
simply do not belong. We expend energy promising much but accomplishing

little.
THE CHANGING LATIN AMERICAN ECONOMY

A focus on specialness is a look backward, moreover, that fails to give weight
to the rapid transformation of Latin America. Economic growth within the
region has been accelerating. Gross domestic product which increased at a rate
of 5.1 percent per annum in the 1950's, rose to a rate of 5.6 percent in the 1960’s,
and thus far in the 1970’s, has grown at well more than 6 percent. This per-
formance has been associated with internal structural change and incorporation
of modern technology not merely into manufactures but also agriculture. And
it has depended critically for its success in recent years upon progressive integra-
tion into the international market for goods and capital both. Exports have in-
creased faster than product and have evolved into a leading sector ; new exports
have appeared—manufactures and non-traditional agricultural exports alike.
These earnings, and access to international credit, have made possible growing
imports of intermediate and capital goods that have facilitated higher rates of
investment.

In short, after a period in the 1950’s and early 1960’s in which economic
strategy was based upon protection of domestic industry and reduced involve-

_ment in the international market, the trend now is toward more open economies
in Latin America. Under the impulse of buoyant demand, and greatly expanded
availability of private capital, the turnabout has so far paid impressive divi-
dends. But it is a choice that carries considerable risk. Integration into the
international economy involves greater uncertainties than reliance on the do-
.mestie market, Many variables escape national determination. One of the basic
reasons for present demands for a New International Economic Order is pre-
cisely the increased vulnerability of many developing nations. Protection against
the vagaries of the market, and not mere redistribution, is an underlying concern.

The recession in the industrialized nations that began at the end of 1973 has
not brought the expansion in Latin America to a close. Because world trade
volume, and lending, continued to expand in 1974, growth rates in the region
remained impressive. Prices of raw materials, because of previous sales com-
mitments, stayed at high levels. But in 1975 the reversal in the trade balance
of the United States and the considerable debt exposure created balance of
payments problems. This led to resurgence of inflation, and curtailment of
growth in many countries in the region. There is a delicate adjustment process
now at work whose success ultimately depends upon a resumption of rapid
growth of exports, with sufficient credit in the interim to finance needed imports.
The likelihood of such outcomes depends critically upon the future evolution
of the world market.

Ten years ago, a comparable survey of the Latin American economic scene
would have been conducted in different terms. The dominant theme would have
been access to bilateral U.S. concessional assistance. Now it is world market con-
ditions, supplemented by adequacy of multilateral flows in which the concessional
element is modest.

This transition has its basis partially in altered market conditions that became
more favorable than they had been previously. The development of the Euro-
currency market is an obvious example; but so is the increased openness of the
U.S. economy. Stronger governments that could carry through more selective re-
integration into world markets were also a factor. While a wide range of specific
policies have been followed in the region, in no country have trade and capital
flows not been subject to careful scrutiny and regulation.

And finally, our own policies of diminishing developmental assistance have
also heen relevant. Net disbursements from U.S. developmental loans and grants
to Latin America have followed a downward trend in real terms since the latter
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part of the 1960's. This corresponds to a decline in the ratio of overall U.S. net
official development assistance relative to GNP. From a peak of 0.60 percemt of
GNP in 1963, the contribution has now declined to an estimated 0.23 percent.
Lament as one may, this reality cannot be ignored. It is as much an element in
the present policy context as the other changes of the last decade, and is decisive
in its implications for the special relationship.

POLICY PROPOSALS

The greater pervasiveness of external market forces in shaping Latin American
economic performance is not an argument for benign neglect. Quite to the com-
trary. It provides a medium where U.S. influence can be powerfully asserted, and
vet a medium which diffuses direct U.S. involvement. It facilitates a policy that
is universal rather than specific to the region, but yet that is of singular im-
portance to the economies of Latin America because they are among the most
advanced of the Third World. It establishes a basis for interdependence that is
short of special favors or special influence; that is its virtue, not its limitation.

The principal objective of the policy should be to guarantee full scope to free
market forces. Two centuries after the fact, Adam Smith remains a radical.
External markets as they now operate are far from free. They are subject to
oligopolistic influences on all sides. They lack effective futures markets for most
commodities. They transmit information imperfectly. Policy intervention is
both legitimated and necessitated by our own free market ideology. There is
considerable validity to the view that many, but not all, Third World demands are
the international counterpart to our own domestic regulation.

Some illustrative specifics are worth elaborating. In the first instance, we
should go to the heart of the foreign jnvestment issue. No single question is
probably felt so deeply in Latin America. Nationalism runs strong in the hem-
isphere, on both our northern and southern borders. The recent revelations con-
cerning some of the practices of multinational corporations do nothing to alter
that view. Within Latin Amerieca, U.S. investment is seen as a necessary agent
for economic progress, but one that exacts excessive profits and curtails social
change. There is widespread resentment at our defense of property rights in
accordance with our views of international law, a view the Congress has re-
inforced legislatively.

Two steps can be taken. One is to insist upon much more information concerning
operations of multinational enterprises. Prices at which intrafirm transactions
are conducted should be available to assure that arm’s length criteria are satis-
fied. Under present conditions, in which increasing international trade is being
conducted within single units, the external market is neither competitive nor
homogeneous. Exchange of tax information among national governments should
be extended and encouraged. Implicit prices for technology should be collected
and made available so that buyers may compare specifications and cost. Until
we commit ourselves to a standard of much greater openness, it is vain to talk
of impartial market forces rather than the power of the enterprise.

A second, complementary line of action involves revision of our attitude to-
ward expropriation. Many disputes still occur in Latin America, and some have
significant political repercussions. Our direct investment there is some three
times greater than in other developing countries. Suggestions for arbitration
and other impartial dispute mechanisms will continue to fall on deaf ears until we
take the prior step of closer approximation to a more widely accepted standard
of compensation. One that would perhaps gain acceptance is book value adjusted
for inflation. Many countries already utilize such a rule in internal takings of
property, and could accede to it. In many instances it will assure a value to the
property equivalent to capitalization at the expected rate of return. Its advantage
is certainly both to the firm and the expropriating country; market value is
typically nonexistent and difficult to simulate. This still leaves contentious
issues of past debts, tax liabilities, ete. But they will prove more malleable once
the fundamental issue of compensation is agreed upon in principle.

Active measures along both these lines are necessary. Repeal of the various
Congressional amendments and appeal to a simple market solution in expropria-
tion cases, while it has some attractions, is inefficient. And few will believe,
rightly, that the U.S. government can remain impervious to vocal domestic
business interests. Corporations will always appeal to the need for secrecy to pre-
serve commercial advantage, and few will come forth voluntarily. It is an argu-
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ment going back a century here in the United States; no demonstrable damage
has been done by the domestic insistence upon more public information.

Additional and parallel steps in the field of trade are required. More active
efforts at liberalization of trade, and particularly the reduction of tariffs om
processed raw materials, are essential. Tariff escalation leads to artificial and
wasteful concentration on raw material extraction in developing countries, and
insufficient domestie vertical integration. Limitations upon trade of labor inten-
sive products to protect domestic employment does nothing to facilitate the
long-run reallocation of resources in this country. Some phasing is needed, but
the determination of interim quotes can and should give greater weigh to low
cost. producers. ,

The troublesome issue of export subsidies could be much facilitated by ac-
cepting, for developing countries, an allowable flat subsidy equivalent to the
average tariff. Such a subsidy corrects the distortion introduced by high levels
of protection on imports. These not only raise the cost of inputs, but also are
accompanied by an overvalued exchange rate that discourages exports. Such a
subsidy thus undoes a distortion, rather than introducing another. By limitation
to a flat rate, it avoids favoritism on specific products. And high tariff countries
will have to generate internally the larger revenue necessary to transfer to ex-
porters, which may diminish the allure of excessively protective tariff structures.

Efforts must likewise be undertaken still further to liberalize access to short-
term compensatory credit. The step taken at Jamaica in January to expand com-
pensatory lending can logically be extended to introduce the terms of trade as a-
relevant consideration. One should guarantee the real quantity of imports rather
than the nominal export shortfall. For those commodities for which buffer stocks
are feasible—and they are not that numerous—there should be a readiness of
the United States to associate itself. There are advantages to consumers as
well as producers of price certainty, as our recent inflationary episode in which
commodity price increases played such a large role should remind us. The real cost
of such stocks is not the initial capital required, which will have to be large if
the stocks are to be effective, but only the interest rate. And a well managed
fund might return that. One problem in the past has been such Iimited buffer
gtocks that they do not serve to prevent later increases in price, leading to dis-
illusionment concerning their effectiveness. Inadequate agreements can be worse
than none.

The rationale for such liberalized credit and buffer stocks is that it reduces
the consequences of global recession and dampens world inflation. Indeed such
a _countercyclical policy may serve to check recession in the industrialized coun-
trm:s. Sustained purchasing power in Latin America means greater demand for
Um.ted States exports. and employment creation that may well induce less in-
flation than simple expansion of internal aggregate demand. As a case in point,
the turnaround in the U.S. trade balance in 1975, partially made possible by in-
creased indebtedness of developing countries, was a factor in checking the
domestic decline in income. Adequate cyclical protection in turn can make some
of the current preoccupation with debt relief unnecessary.

Another kind of protection is necessary as well. The developed countries should
s.tand ready to insure developing countries against policy induced market disrup-
tions. Abrupt decisions to close off imports can have disastrous repercussions upon
flevelopment plans and strategies. The example of Argentine and Uruguayan meat
in the Common Market is one instance; a unilateral tariff surcharge such as:
the U.S. instituted in 1971 would be another. There is no better assurance for
effective consultation than penalties for unilateral action.

In such a revised structure for trade, the present preoccupation with tariff’
preferences would become less meaningful. The altered subsidy allowance would
bg far more important than a zero duty on imports. And such additional initial
disadvantages that developing countries faced could best be dealt with specifi-
cally-—allowances for marketing expenses, initial advertisements, and the like.
The danger with preferences is that their significance depends upon protected,
}'ather than freer, trade in the developed countries. Yet precisely what is needed
is to enlist developing countries. and particularly those of Latin America in
pres;suring for freer markets overall rather than marginal advantages.

Fma'll'_v, expanded long-term financing for Latin American countries could
be facilitate@ by encouraging more joint participation between private banks
and the _Inter-American Development Bank and the World Bank. There is need
;‘or continuing large capital flows to Latin America into the indefinite future,
if oqu to avoid large net outflows on the balance of payments. Methods to
multiply official sources and to introduce market tests are therefore important.
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What this program consciously excludes is continued bilateral assistance. for-
Latin America. The AID program should be phased out within a short time.
Disruption in the balance of payments of recipient countries can be minimized:
by rescheduling current obligations until alternative capital inflows are arranged.
Authorization of increased capital for the Inter-American and World Baunks is
a less expensive and more effective means of assuring continuing access to foreiggl X
exchange. Latin America, with few exceptions, has come of age. Our hemi-
spheric relations are better served without the client status imposed by assistance-
programs. Colombia last year voluntarily decided to terminate the program
largely for that very reason. Aid now goes to relatively few countries in the
hemisphere, and its direction remains very much a matter of political rather than
economic determination.

If we are serious about concessional assistance to the poorest countries of’
Latin America-——and much more so the larger requirements of the Fourth World—
then we must move to generate international resources for their benefit. National
sources are neither sufficient nor desirable. Profits from exploitation of the seabed,.
taxes on mineral production, and levies on fisheries have all been suggested as
opportunities. They all share the virtue of depoliticizing the problem of abject
poverty.

A FINAL NOTE

This sketch of a program will seem to some unduly modest, perhaps very much
what is being done or proposed already—and even less. I would humbly dissent..
What has been suggested is a coherent strategy for hemispherie interdependence
on a basis of greater parity. Many of the elements are not new, but they go-
directly to current and potential sources of conflict, They do so in a fashion that
preserves United States interests. There is no concession here that operates to-:
national disadvantage, nor are we responding to imminent threats—eartels or
otherwise. Freer trade and better functioning markets may yield real adjust-
ment problems for particular firms and groups of individuals, but the task of
policy is to assure that they are adequately compensated through domestic trans-
fers.

The proposals here are exclusively universal, and almost all require multilateral
implementation. That is one on their positive features. The present shape of”
international economic relations, happily, is decreasingly regional. Explicit rec--
ognition of that reality will cause no embarrassment, and perhaps even a sense-
of relief. It is time to stop searching for stopgaps that pretend to do something
for Latin America in the context of the present regional machinery, and to turn
our joint energies outward. Success in the latter is the test of our hemispheric
diplomacy.

And what of the millions of wretched poor in Latin America, and the dramatic
inequalities of property and income that the Alliance for Progress sought to ad-
dress in a combination of idealism and self-interest? That serious problem is left
where it ultimately must be, to Latin America. We cannot shape social change to-
our liking. We cannot serve as arbiters either of ends or means in their internal
economic policy. The best we can do is create a favorable international environ-
ment that permits full mobilization of domestic resources as individual countries
choose. That neutrality is one of the basic objectives of the economic measures
proposed.

It is frequently asserted that U.S.—Latin American relations can be a model
for successful reconcilation of the interests of North and South. If we cannot
succeed in our own hemisphere, with our special historical bonds. what hope can
there be in the more complex global arena? I would put it differently. Hemi--
spheric anxieties and suspicions, derivative of a long but unequal relationship,.
may well be more difficult to allay in the search for congruences of interest. Yet
if we fail, we will have failed with the most vigorous and dynamic part of the
Third World.

Chairman Loxe. Mr. Fishlow, you spoke of the demographic prob-
lem. You have obviously done a great deal 6f study in this field. What
is your view on the human rights problem that Professor Fagen was.
speaking of 2 These are all related to a great extent in that they go to-
the attitudes which the United States takes toward its involvement
itself in what might in many instances be considered the domestic af-
fairs of a particular country. If you will, is there any inconsistency
here with your earlier views ?
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Mr. Fisarow. I don’t think so. I think that we have not been reluct-
ant to apply international law in investment disputes historically. And
I think the human rights question does come down to an international
law issue, Mr. Chairman, when one considers that within the hemi-
sphere there is an Inter-American Human Rights Commission and
there are reports that are issued under its auspices.

I certainly do believe that one ought to try to strive for neutrality
by emphasizing markets rather than a mechanism that is encouraging
of intervention.

I don’t foresee our usual intervention in the human rights area
taking more than public stand of saying, “We strongly disagree with
the policies being followed, and will not associate ourselves with them.”
If one phased out bilateral assistance in the way that I suggested, I
would not think it appropriate that we use multilateral agencies in
order to try to impose our views any more than we should in invest-
ment disputes.

Chairman Loxe. But by your omission you are suggesting that we
use bilateral aid as leverage; that is, that human rights be a factor in
our determination on bilateral aid ?

Mr. Fisarow. No. I would prefer, as I suggested, that we end bi-
lateral aid. I think that to the extent that we have bilateral economic
assistance sanctions go against the grain of a development assistance
program that is designed to contribute to economic development. Sanc-
tions on bilateral military assistance are different, however, and I
would support those.

I think a large part of the problem in the Chilean case—and it has
provided much of the impetus that has led the Congress to impose
limitations—comes from the fact that we actually increased assistance
to Chile rather than maintained it constant after the coup. We found
-ourselves in the position of affirmatively supporting the Government—
and indicating that support very clearly and loudly—rather than
malntaining the previous posture.

I would myself hope that, in future cases, our displeasure could be
'made known immediately in this human rights area. That in itself
would be sufficient to indicate that we were prepared to do nothing
affirmative in furthering a government whose policies were of that
kind. T prefer such a positive step rather than approaching the human
rights issue from the negative standpoint of applying sanctions sub-
-sequently.

Chairman Loxe. Mr. de Cubas, you are sitting in the middle, and T
think you are sort of in the middle here with respect to the points of
view, which have been expressed. I might even venture to say you have
ben attacked a little bit from both flanks, particularly in the view of

‘the multinational corporations and the business climate and our atti-
‘tudes toward these.

But let me ask you specifically—and then you can comment if you
like—let me ask you specifically as to professor Fagen’s view as to the
‘more public information on the international operations of multina-
tional corporations—the allocation of profit, the allocation of costs,
the determination of the basic cost of technological expertise, which
might be sold to these countries—well, could you talk on this for a
moment if you would ?
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Mr. pe Cusas. I would Iike to mention, first, that I have the feeling’
from these two gentlemen that they consider the multinational cor-
porations as a great threat to Latin America because in the past they
may have gotten into politics in the wrong place and maybe had too-
high of profits. I believe that, looking toward the future, that is not
the problem. I think that many multinational corporations, if they
could see their way out, would sell their assets in Latin America at the
book value. If they eould do that, they would be just delighted. I don’t-
think that would be good for Latin America, however. I think it would
have a disastrous effect.

I think that this problem—foreign investments—which might have-
been a problem 15 years ago, is no longer the problem. I think Latin
America needs the right type of money to develop itself. It cannot
develop itself out of its own retained earnings. The fact that it goes
now to the international money markets on the basis of borrowing
money at 8 percent is not going to solve a development problem. If you
try to figure out what 8 percent is, you see there is a very large intra-
structure problem. It is a major expense.

With reference to technology, the market of technology today is an
open market. If you don’t like American technology, you can buy it
from Russia, Japan, Europe, you can buy it from France or Germany,.
or you can buy it anywhere you want.

1T would like to make a differentiation because I think some confusion
may exist. I think there are two types of technology: If somebody
wants to buy a steel mill, he can go to a steel specialist anywhere in.
the world and he will design a plant and they will build that plant,
and that plant will make steel. But.I don’t consider that “real tech-
nology.” I consider that second-class technology.

I consider “real technology” building in that country the motors and
the controls and the mills themselves so that they can make that equip-
ment. Just to buy a packaged plant is not really acquiring technology.
For that type of thing, you can go anywhere in the world. The market
is full of eager collaborators. The competition is fantastic for that
type of equipment.

No, I consider technology a person-to-person continuing association.
which refers to specifications, which refers to development, it refers
to management, it refers to cost reduction, it refers to purchasing. it
refers to the whole gamut of operations, which you will not get in this
rosepicking and cherrypicking approach.

My old company, the Westinghouse Co., has and had an association
of over 50 years with Mitsubishi of Japan—and Mitsubishi is a very
outstanding company—but they feel there is still a need for that con-
tinuing technical relationship with Westinghouse.

I think really what Latin America needs today is the person-to-
person relationship. And I am very much concerned that with all the
codes and the rest of it, that these will disappear; and not only will
technology stop flowing. but the one they will buy will be more expen-
sive than they had in the past. I think it is a completely mistaken
approach.

So, with respect to the other questions—well, T am with Mr. Fagen.
I am an immigrant to this country. I think immigrants from Latin
America would be wonderful. I would open the doors for these people
you are talking about. I think this country has grown by getting people
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from all parts of the world. I am all for it. So I am with you on that.

With respect to the opening up of corporate books, there is a lot of
information that local governments can get by asking for it. Companies
have to submit—every local subsidiary has to submit tax statements,
and they can be analyzed. And some are very, very sophisticatedly
analyzed. And when the government asks questions, you generally have
to answer. There is nothing you can do about it. Plus they can buy the
K-10’s for $1. I think it is. And the information in the SEC proposal
1s more than any local government will ever be able to develop. So I
think that is there. I have no objections to opening up. I think it is a
.good idea. It costs a lot of money, but it is a good idea.

Chairman Loxe. There is a great deal of paperwork involved in it.
There is a great deal of duplication.

Mzy. pe Cusas. A fantastic amount.

Chairman Loxe. In this regard, I gather then that you feel that
legislation, which is being considered by the Congress with respect to
outlawing the giving of bribes, is about in the same category ?

Mr. pE Cusas. I think it is all right. It is wonderful

Chairman Loxg. But the basic question comes down to one of en-
forcement.

Mr. oE Cueas. It is one of local enforcement. Giving bribes is illegal
in any country that I know of, but you have to enforce existing laws.

Now I think another mistake is being committed and two different
things are being confused : one is bribes and the other is the function
-of a commission agent, which in my opinion is a very justifiable func-
tion. You should not get one mixed up with the other, as they often are.

In my opinion, bribes, well, the silliness of it is such that they gen-
gl'glll)ly are useless in most cases. You can get business without giving
“bribes.

Mr. Fiserow. If I could just add a word

Chairman Loxg. Surely.

Mzr. Fisarow. It seems to me Mr. de Cuba’s response partially gives
‘a lack of sufficient weight to Latin American attitudes toward the
foreign investors. I am concerned, as well, concerning the transfer of
technology. And I do believe it largely has to be done by private firms.
"What T see as the virtue of a more forthcoming policy by the United
States, that attacks this problem head on and quite vigorously, is that
it would create a climate in which there would be greater certainty of
continuing operation, and in which there would be greater likelihood
that the obvious advantages from foreign investment, not necessarily
direct, could be realized.

Mr. Fagex. Mr. Chairman.

Chairman Loxe. Yes.

Mr. Fagen. May I make one brief comment ? Tt seems to me that the
‘Thardcore crux of the difference between what I was saying and Mr.
‘de Cubas was saying reallv comes out in our attitudes toward the
statement he makes on page 10. He says: “Foreign capital must once
more be enticed to make direct investments in Latin America.” I
would say categorically that there is no way to act on that recom-
mendation without absolutelv the most pernicious effects on U.S.
policy and TTnited States-Latin American relations. That is why I
earlier said, Mr. Chairman, that the day of that type of program is
‘historically exhausted.
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It matters not the least what we wish to do in this country or what
the Council of the Americas wishes to do or what Westinghouse or
ITT or anyone else wishes to do. It is historically exhausted. What is
probably not exhausted, however, is some possibility of different kinds
of relationships between American private capital and Latin America.
That is very clear. You, have for example, what to some might seem
the extreme case of the revolutionary Socialist government of Cuba in
:association of various sorts with private corporations in Western
Europe—not on a capital investment basis, of course. You also have
the Cubans, even during these very difficult days of United States-
‘Cuban relations, making some tentative contacts with North American
private corporations to see on what basis they might in fact at some
future date get technology, for instance, for the §evelopment of the
nickel industry. This is technology which they very clearly need, and
which is probably not available in the Socialist countries in quantity
:and quality equal to what is available in the West.

So it is not a question of whether even countries of a revolutionary
Socialist sort like Cuba will disassociate themselves entirely from
American corporations and American technology. In short, the answer
to that question is no. It would seem to me that in the long run no small
country can or would want to so fully disassociate itself. Rather, the
-question Involves the terms under which association will take place.
And certainly direct investment is not the form which that relation-
-ship will take in the future of Latin America in the majority of cases.
This is why I say that the scenario is historically exhausted. It is very
1mportant to make those kinds of distinctions.

Mzr. pE Cusas. May I answer ?

Chairman Loxe. Surely.

Mr. pe Cusas. I said direct investment. I did not say majority invest-
ment. There are many kinds of direct investment. But my concern is
that unless something is done today and through the next 10 years,
no or very little investment is going to be in that market because there
are other uses for that money domestically and because many foreign
investments have not been producing money. The myth of Latin
American investments being very, very profitable is not true. In some
-cases they have. In some cases they have not.

Chairman Loxe. I thought your comment that one nationalization
takes two management generations to overcome, Mr. de Cubas, was a
very pertinent one. I know this shocks many people. I know, having
‘been in business, that it is difficult to overcome for a period of time.

I think that makes it particularly important that, even at the risk of
not getting what American industry thinks is exactly right in the
process of negotiating, that they would recognize that this is a trend
and this is a developing process. So I think that the simplifying of
that arrangement, so it would not be traumatic in the event it does
-come and so that we could have just compensation for it, that begins
to me to come to the top of the pile in setting of priorities and in
deve]m@)ing a stronger economic relationship. Would you not say that
istrue?

Mr. pe Cueas. The American Government and American business
has accented international arbitration. They would be delighted with
international arbitration but the Latin American governments do not
acree to that. They do not accept any form of international arbitra-
tion. I know all the reasons why, but they just do not.
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Chairman Loxe. Would there really be much difference in the dollar
values if you took what they are insisting upon or

Mpr. pE Cusas. Probably not. In some cases there would be.

Chairman Loxe. I suspect there would not be.

Mr. pe CuBas. In some cases there would be and in some there would
not. Now I think the Venezuelans have shown a great deal of states-
manship on how they handled the oil business and how they handled
the iron-ore business and how they are handling the other nationali-
zation,

Chairman Loxe. That would not include Owens-Illinois?

Mr. pE CuBas. That is a very complicated case. I am not sure if T
am right, but 2 weeks ago when I saw a minister of Venezuela he
mentioned that they had suggested international arbitration. But they
have not got together yet. And as I understand, it is because Owens-
Illinois wanted international arbitration on the overall issues. And
the Venezuelan Government wanted international arbitration only as
to price determination.

Chairman Loxe. Let me ask you gentlemen one more question. The
International Resources Bank that was proposed by Dr. Kissinger at
Nairobi and to which Mr. Rogers commented on as to the reasons why
we did not get much support from Latin America at the Santiago
meeting although that type of support is forthcoming, if he is reading
the situation correctly.

As a businessman, Mr. de Cubas, and looking at stability and the
lack of stability as being the thing that causes more concern to busi-
ness than anything else, do you think that this would stabilize the
situation ?

Mr. pE CuBas. I am not a commodity man. I hate to comment on
something I do not know anything about. However, I have no objec-
tions in principle. Whether the new facility is going to be very posi-
tive or just another institution is a question, as I think there are many
institutions that might be used. I do not know why you need to create
another one. But I should not comment on it.

Chairman Loxa. As an economist, what is your feeling?

Mr. Fisarow. I think the idea of trying to create longer term
futures’ markets in commodities has some merit but you can also be
guilty of overextension. One of the reasons you do not have futures’
markets long into the future is that no long-term contract is worth
very much if conditions are radically changed. Therefore, if you have
a contract which calls for payment of so much copper and it turned out
the price of that copper, at the time the payment was going to be made,
was really very different from what had been anticipated at the time
that the contract was drawn up, you would have problems trying to
enforce that contract.

Chairman Loxe. You made the comment during your remarks, sir,
that it would be perhaps better to not have one at all rather than to
have one that did not have sufficient reserves in it. Explain that if youn
will. T did not follow that.

Mr. Fisurow. One of the reasons that the tin agreement—ihich
has been in existence for many years although the United States has
not been associated as a consuming country—has not worked very
effectively to control price fluctuations is that the international stock-
pile of tin is too small. Accordingly when there is excess demand and
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the price goes up, consuming countries think they are being cheated
because the commodity agreement does not work. Producing countries
think the same when price falls. You cannot achieve the end of price
stability that you thought you were buying in the first place. Stock-
piles have to be large.

Chairman Loxe. I certainly appreciate you three gentlemen for
coming here. Again I apologize for the manner in which we found
ourselves having to conduct part of this hearing. I think it has been
most helpful to all of us. We would like to take the liberty, if we may,
of submitting some additional written questions to you gentelmen;
questions that we have not covered here today. If you could give us
your views, we would be appreciative of it. )

[The following questions and answers were subsequently supplied
for the record :]

RESPONSE. oF HoN. WILLIAM D. ROGERS TO ADDITIONAL WRITTEN QUESTIONS POSED
BY CHAIRMAN LoNG

Question I. Albert Fishlow has suggested that multinational corporations
should be required to make public more information on their international oper-
ations including tax information. He also suggested that expropriations be com-
pensated on the basis of book value adjusted for inflation. Should the U.S.
government endorse these proposals?

Answer. The Department of State supports the general concept that multi-
national corporations should disclose relevant information on their international
operations to the public. We recently joined with other governments in the OECD
in recommending to multinational corporations observance of a voluntary set of
guidelines which suggests that:

“Enterprises should, having due regard to their nature and relative size in the
economic context of their operations and to requirements of business confidenti-
ality and to cost, publish in a form suited to improve public understanding a
sufficient body of factual information on the structure, activities and policies
of the enterprise as a whole, as a supplement, insofar as is necessary for this
purpose, to information to be disclosed under the national law of the individual
countries in which they operate.”

These guidelines suggest that information be disclosed for the enterprise as
a whole relating to the structure of the enterprise, the principal activities, oper-
ating results and sales, significant new capital investments, sources and uses of
funds, average number of employees, and individual expenditures and prices, and
accounting policies,

We are also cooperating with the United Nations Commission on Transnational

€orporations and the related Information and Research Center which is working
to develop a comprehensive information system. Because so much information is
already being collected, the Center will initially concentrate on the development
of a classification system of information relevant to concerns of governments,
and the collection of information in several priority areas which is already pub-
liely available.
. Whil‘e we support the general concept of information disclosure, we have also
msw!:_ed’ @hat information requirements should be levied equally on national and
mu}tmatfonal‘ enterprises and thus not be discriminatory and should give due
Wel_ght to the requirements of business confidentiality. We would also have reser-
vations about requirements unilaterlly imposed on U.S. firms, that they disclose
data over and above what they are already required to publish.

It is the longstanding and continuing position of the USG that international
lavsf requires payment of fair market value for expropriated property, calculated
as if tl‘me expropriatory act had not occurred or were not threatened. Since market
value is often not directly ascertainable, and since there usually are no recent
sales 01.’ comparabl.e properties to which to refer, market value generally must be
approximated by indirect methods of valuation. No single method of valuation
is valid unde}- all circumstances. The method or combination of methods most
likely to provide just compensation for expropriated property varies, and depends
upon the attendant ecircumstances of the particular case. In addition, non-mone-
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tary aspects of settlements may in certain instances constitute elements of
compensation.

Indirect methods of valuation include: (a) The going-concern approach, whicl:
attempts to measure earning power and which, in the view of the USG, generally
best approximates market value. There may be circumstances, however, in which
application of this method is impracticable or where it might operate unfairly.
(b) The replacement cost of the property at the time of expropriation less actual’
depreciation, a standard which is likely to yield an amount substantially greater
than book value, but which does not take into account earning capacity, is of
limited use in valuing intangibles, and in view of the USG, is generally less ac-
ceptable in most circumstances than the going-concern approach. (¢) Book value,
or some variation of it, which (unlike the replacement cost approach) values:
assets at acquisition cost less depreciation—a figure which in most cases bears
little relationship to their actual value. The USG believes this to be generally the
least acceptable method for valuation of expropriated property.

Question 2. One of the key economic concerns of the future is likely to be avail-
ability of vital natural resources. Is Latin American production likely to increase:
as a proportion of production of world resources? Is Latin America a more reli--
able source of supply than other parts of the Third World ?

Answer. Latin America’s share of global vital natural resource production is
expected to remain roughly the same. This conclusion is based on both economic-
and political factors. There are large reserves of about a dozen vital resources in
the area. Since the early 1960’s Latin America’s percentage share of the globhal
production of these raw materials has increased significantly. The resources in-
volved include iron ore, nickel, manganese, zing, tin, tungsten, columbium, vana-
dium and flourspar. At the same time, Latin American production shares of"
bauxite, petroleum, copper and lead have tapered off because of rapid expansion
of production in other parts of the world.

There are still significant untapped Latin American resources—hauxite in Bra-
zil, unknown amounts of oil in Ecuador and Mexico, to mention two in which the-
Latin American production share has been declining recently. Resources now-
too remote from delivery points to be cost efficient for production await highway
construction and port outlets. Latin America’s future production in natural re-
sources therefore seems bright from the standpoint of recent production trends.
and known reserves.

Latin America of course is not the only region with great potential for re-
source production. The resource wealth of the Pacific Ocean island areas, China,.
and the USSR has hardly been touched. We expect that these resources will be:
developed so that they balance out the expected Latin American increases in
production. This assessment is based on the assumption that adequate capital for
organizing exploration, development and marketing of the resources will he:
available and that the political environment throughout the world will be suf-

- ficiently stable to attract that capital. Changes in the degree of political risk in:
various areas could obviously result in unpredicted gains or losses in resource:
production for any area including Latin America and in their share of world
production.

The U.S. has consistently considered Latin America a more reliable source of’
supply than other parts of the Third World especially because of its physical
proximity.

As the Secrefary pointed out recently in Santiago. there is mutual awareness
that our destinies are linked, a recognition that we are bound by not only geog-
raphy and common ‘historical experience but mutual economic interests. Latin
America has traditionally looked to the U.S. for a market for its raw materials
just as Africa has traditionally looked to Europe. Despite numerous nationaliza-
tions. U.S. companies still fill important roles in the discovery, extraction and .
marketing of much of the raw material production. We expect this special inter- |
dependence fo continue.

Question 3. How has Cuba fared economically in the last ten years compared
with the rest of Latin America?

Answer. With respect to Cuba’s recent economic performance, growth of the
economy between 1959-1972 lagged behind the annual population growth of the
country of two percent so that the per capita GNP of Cuba dropped from among
the highest in Latin America to about the middle. The main reasons for this
poor performance were poor management with the excessive centralization of
decision making, poor planning with exaggerated targets, (e.g., the 1970 ten:
million ton sugar harvest), abrupt changes in direction causing distortions, the



121

drought years of 1962-63 and 1971-72 that seriously affected agriculture, and the-
U.S. and OAS economic sanctions restricting external trade and credits. Food-
stuffs were and remain rationed. On the other hand, notable improvements were
made in the redistribution of income, access to medical care and education.

Cubd’s economy improved somewhat beginning in 1973. The growth rate has
averaged 4-5 percent per annum, about double the average in the earlier Castro
years. This improved performance resulted principally from increased average
world sugar prices in both the Communist and free world markets, a more-
balanced development strategy since 1970 with closer economic links to the
Soviet Union and Eastern Europe, better management and greater decentraliza-
tion of economic decisionmaking, the reintroduction of material incentives to
spur increased labor productivity and increased economic assistance from non-
Communist countries. The high point obviously was 1974 when the sugar boom
carried Cuba to new export earnings.

Nevertheless, Cuba’s growth rates have remained well below the average for
Latin America of about 5.8 percent since 1961. Latin America as a whole enjoyed
an average growth rate in the gross domestic product in real terms for the
years 1961-1970 of 5.6 percent. In 1971, it was 6 percent in 1972 6.8 percent, in
1973 7.4 percent.

Cuba’s outlook for growth during the term of the first Five-Year Plan remains
modest. The unofficial goal for the Plan was 6-9 percent growth rate, but the
lower world sugar prices currentlv affecting Cuba’s earnings have led to revi-
sions in the Plan even before it is implemented. Cuba will likely remain tied to
the USSR for the foreseeable future, in light of the need for Soviet assistance
in the wake of these lessened economic prospects resulting from lower world
sugar prices.

Question 4. The debt burden of Brazil and Mexico—countries which borrowed
enormous sums from commercial banks in the last two years—is seen as man-
ageable if the OECD economies recover from the recent recession. Will the U.S.
Le faced with a choice in the future of taking more exports (manufactures and
semi-manufactures) from these countries at the cost of severe adjustment pains
to U.S. industry and labor or, of risking default on huge private loans that could
strain our domestic banking system? What policy is the U.S. government pur-
sumg to avoid this dilemma? What mechanism does the State Department have
to insure that private banks’ “overexposure” does not limit its leverage for our
national interest as a whole?

Answer. It is true that Mexico and Brazil have borrowed large sums from:
commercial banks in recent years; however, both countries have used the hulk
of these funds to finance projects designed to develop the vast, untapped natural
resources which they possess. Completion of these projects will increase the
availabilities of petroleum and mineral products both for their domestic use
and for export to world markets. Thus the proceeds generated by these produc-
tive investments should enable these two countries to manage adequately their
debt burden.

The majority of bank credits are extended to government and quasi-govern-
ment agencies. As long as governments utilize their sovereign power to levy
taxes, debts can be serviced and retired.

According to a survey conducted by the Federal Reserve, the six largest U.S.
banks had nearly $12 billion in loans outstanding to 15 LDCs at the end of 1975.
This total accounted for about 5 percent of the combined bank assets and no
single LDC had loans that constituted more than 1.5 percent of combined assets.
This indicates that the portfolio of U.S. banks are sufficiently diversified to
withstand even a massive rescheduling of LDC debt, which is unlikely to occur.

This massive rescheduling is unlikely because the governments of countries
like Brazil and Mexico, whose favorable growth rates and whose monetary and
fiscal policies qualify them for private bank credit, are by definition those most
determined to protect their credit ratings and avoid even the threat of debt
rescheduling.

Question 5. Which of the proposals that Secretary Kissinger put forward at -
the recent OAS meeting in Santiago would the Latin Americans give the highest
priority to speedy U.S. action?

Answer. Latin American officials have consistently indicated to us that at
the present time they place high priority on improvement of the trade expansion
opportunities offered by the United States Generalized System of Preferences
(GSP). Their most pressing area of concern, they have indicated, is for removal
of the exclusion of Venezuela and Ecuador from GSP benefits under Section:
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.502(e) of the Trade Act. In addition, they have requested liberalization of the
competitive need and rules of origin requirements contained in Sections 502(a)
(3) and 504 (c) of the Act.

Over a slightly longer time frame, they would place perhaps even greater
priority on revision of countervailing duty and safeguard laws by the U.S. and
other developed countries. New safeguards and subsidy-countervailing duty
codes are presently being negotiated in the Multilateral Trade Negotiations
(MTN) pursuant to Section 121 of the Trade Act. The Latin American countries
understand that any revision of U.S. countervail or safeguard law would only
be considered following termination of the MTN, and that the new codes would
-require Congressional approval.

RESPONSE OF JOSE DE CUBAS TO ADDIITIONAL WRITTEN QUESTIONS POSED BY
CHAIRMAN LoONG

Question 1. There has been a tremendous outery in Latin America against the
‘provision of the Trade Act of 1974 whereby Ecuador and Venezuela were ex-
.cluded from benefits of the Generalized System of Preferences because of their
membership in OPEC. In your view, should this exclusion be removed?

Answer. There is no doubt in my mind that the Trade Act of 1974 should be
.eliminated to remove the exclusion of Ecuador and Venezuela from benefiting
from the Generalized System of Preferences.

Although the above mentioned exclusion has had scant economic consequences,
it has proved to be a serious political irritant and has little justification, as
neither Ecuador nor Venezuela restricted shipments of oil to the U.S. under the
Arab embargo.

Question 2. In his recent speech to the OAS in Santiago, Secretary of State
Kissinger made a number of proposals for U.S. government action to benefit
Latin American countries. Which of ‘these proposals do you think should be given
-priority for U.S. government action?

Answer:

PRIORITY NUMBER ONE

Insure that flows of funds for development projects are neither reduced nor
diverted by short-term economic problems. In addition, long-term financing must
be increased and its quality enhanced (Secretary Kissinger’s speech at the
UNCTAD in Nairobi).

PRIORITY NUMBER TWO

Efforts to accommodate the export interests of Latin America.

PRIORITY NUMBER THREE

Establish a reginal consultative mechanism on commodities.

PRIORITY NUMBER FOUR

Assist the OAS in establishing a regional center on technology.

PRIORITY NUMBER FIVE

Amend the U.S. Trade Act to eliminate the automatic exclusion of Ecuador
and Venezuela from the Generalized System of Preferences.

Question 3. While the resumption of normal relations with Cuba—even trade
relations—now seems pretty far off because of Angola, Castro’s attitude toward
Puerto Rico and other questions, what would be the economic stake in terms of
claims, trade and other benefits of reestablishing relations with Cuba in the event
the situation would become more manageable?

Answer. I do not believe that important trade or other economic advantages
would result from the reestablishment of diplomatic or other relations with Cuba.
I doubt that a claims settlement would be anything but a symbolic gesture. Thus,
the problem, in essence, is a political one and should be treated as such.

I am fully in accord with the recent pragmatic approach by the U.S. govern-
ment regarding the restriction of exports to Cuba by U.S. foreign-based subsidi-
aries when the host govermments sponsor such activities.
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RESPONSE OF ALBERT FISHLOW TO ADDITIONAL WRITTEN QUESTIONS POSED BY
CHAIRMAN LoNG

Question 1. There has been a tremendous outery in Latin America against the
provision of the Trade Act of 1974 whereby Ecuador and Venezuela were excluded
from benefits of the Generalized System of Preferences because of their member-
ship in OPEC. In your view, should this exclusion be removed?

Answer. The exclusion of Ecuador and Venezuela from access to trade pref-
erences under the Trade Act of 1974 is an unfortunate error. The generalized
system of preferences was explicitly intended to be non-reciprocal and non-dis-
criminatory among developing countries. Our exclusion negates both characteris-
tics and applies them to countries that actually increased their exports of petro-
leum to the United States during the embargo. More generally, trade retaliation
is an inefficient policy instrument that leads to everyone being worse off. It is not
even a useful bargaining device in this instance because its effects are more sym-
bolic than real. . .

The OPEC cartel does require defensive U.S. response. But what is needed is
an effective national energy policy that would exploit the opportunities to lessen
the effectiveness of the present oil producer’s monopoly.

Removal of the exclusion should be coupled with efforts to secure international
consensus on the importance of continuous access to markets as well as supply.
The negotiations in Geneva provide an opportunity for significant advance that
should not be lost.

Question 2. Throughout your written statement you seem to be arguing for
ending special restrictive legislative measures—like the Hickenlooper amend-
ment ete.—as inefficient in achieving our policy goals. Would you also recom-
mend repeal of the Harkin amendment which will require the U.S. Govern-
ment to oppose loans in the Inter-American Development Bank to countries that
violate human rights? :

Answer. Restrictive measures imposing sanctions, like the Hickenhooper and
Harkin Amendments, are third-best solutions. They punish for violations of inter-
national law and obligations, but do nothing to create an international consensus
in favor of the sanction; they thus typically isolate the United States and are
widely resented as arbitrary exercises of U.S. power.

Simple repeal is not optimal either, although better than the present situation.
The problems the Amendments address—expropriation without compensation and
violations of human rights, are real enough and show no prospect of vanishing.
International opinion and market forces work only imperfectly to encourage be-
havior more in aceord with international norms.

Better policy requires a more active and constructive U.S. posture to deal with
the root problems. That is the reason I suggested a major effort to reach inter-
national consensus on the standard of valuation to be applied in the event of
nationalization; and that is the reason why we must more openly commit our-
selves to support of such instruments as the Inter-American Human Rights Com-
mission. When there is wider international consensus on the violation of inter-
national law, and assured equitable mechanisms to secure redress, there will be
greater support for sanctions if they ultimately must be applied. And such U.S.
sanctions will also have to be less hypocritical : mandated negative rates in multi-
lateral institutions while sustaining bilateral financial flows do not qualify.

The history of Congressional sanctions contrary to the desire of the Executive
is symptomatic of the dissatisfaction with the effectiveness of U.S. policy. Mere
repeal by itself will not alter that effectiveness. The issue must be confronted
directly.

Question 3. While, the resumption of normal relations with Cuba—even trade
relations—now seems pretty far off because of Angola, Castro’s attitude toward
Puerto Rico and other questions, what would be the economic stake in terms of
claims, trade and other benefits of reestablishing relations with Cuba in the event
the situation would become more manageable?

Answer. The economic advantages to the United States of resumed trade with
Cuba are not likely to be very substantial. Socialist Cuba will not likely cut its
ties to the U.8.8.R. and Eastern Burope, nor will it provide significant investment
opportunities. Despite proximity to the United States, the small size of the island
and unlikely rapid expansion of the external sector do not make it a major
market. Estimates by the Commerce Department of potential U.S. exports of some
$300 to $350 million are possibly optimistic; yet even so they would represent

82-891—77——9
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only .3 percent of curren. u.S. shipments abroad. Individual firms and suppliers
will gain from reestablishment of normal trade relations, but for the U.S. as a
whole, the economic consequences will be minimal. For Cuba, on the other hand,
they might be more important in providing access to needed spare parts, tech-
nology, and lower cost supply.

One economic attraction of more normal relations would presumably be resolu-
tion of outstanding claims for assets nationalized without compensation. Yet it
would be naive to expect that the realized value of such assets would be more
than a fraction of the claimed total in excess of $1 billion. Not only historical ex-
perience, but also the Cuban capacity to pay, must dampen expectations. And once
more, while the total involved represents the largest single expropriation of U.S.
assets without compensation, its magnitude is small relative even to our total
foreign investment in Latin America.

In short, the resumption of normal relations with Cuba would bring some eco-
nomic advantage, but of a limited scale. The issue is more a political than an
economie one.

Question 4. What is your assessment of the Andean Pact and its particular in-
vestment code? Can countries like Venezuela and Peru succeed in some modified
form of their objective of promoting indigenous industries and a regional market?
Are American companies more reluctant than those of other mationalities to con-
sider minority participation and to live with the divestment provisions?

Answer. The Andean Pact, and its Article 24, is an effort to coordinate develop-
ment policy at a sub-regional level and to assure consistency in investment plans,
not merely foreign but also domestic. To date its results have been modest. That
is not surprising in view of the difficulties of harmonization of policy among coun-
tries diverse in political forms and internal resources. And many U:S. companies
have been quite critical of its intent in expending the state role, as well as re-
quiring divestment of foreign particiption.

Yet the Pact is deserving of a positive response. It explicitly recognizes the need
to avoid the errors of past efforts at excessive import substitution as well as seeks
to establish a viable framework for continued—even if diminished—foreign
participation. American enterprises that fail to adapt to new forms of participa-
tion will find their natural advantages ended by Western European and Japanese
competitors, Many U.S. firms have shown such flexibility elsewhere, and one can
anticipate more generous acceptance of the Andean Pact provided it succeeds in
becoming a growing market.

Question 5. In his recent speech to the OAS in Santiago, Secretary of State
Kissinger made a number of proposals for U.S. Government action to benefit Latin
American countries. Which of these proposals do you think should be given
priority for U.S. Government action?

Answer. Secretary Kissinger’s speech at the June OAS General Assembly
offered a commitment to cooperate for development within the hemisphere as our
first priority. In fact, however, much of what was said consisted of temporizing.
He proposed a hemisphere consultative group on commodities, another on trade
cooperation, and yet another on transfer of technology. Each of the problems is
important, but a proliferation of new inter-American mechanisms is a poor sub-
stitute for constructive, substantive policies. Nor is there much in recent experi-
ence to suggest that such consultative groups will become a ecatalyst for such
policies. By placing a regional cast on what are supra-regional problems, more-
over, we may hold out false hopes dashed so many times before.

The priority rather perhaps should be on forging a U.S. governmental con-
sensus—legislative and executive—in favor of more responsive, universal policies
in the commodity trade, investment and technology spheres. Latin America will
benefit more than proporationally from any improvement in the global economic
environment because of its relatively advanced economic circumstances.

Only if the hemispheric consultative groups can move on to evaluation of spe-
cific, but typically universal proposals will their creation prove constructive rather
than demoralizing. The United States must now take the lead in placing on the
hemisphere table that has been set a coherent platter of joint actions rather than
mechanisms. My testimony suggested some concrete measures that I believe to be
both feasible and to take priority. Others may have different opinions ; Secretary
Kissinger’s implication that regional integration could be enhanced should be

c.;}refully examined. The basic issue is less the exact list than the preparation
of one. - .
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Chairman Loxe. Our final two hearings will be held in New Orleans,
which, as you all know, is a major trading city, a major port city partic-
ularly with respect to its relations with Latin America. We will hold
these hearings on July 7 and 8 to look again on some of these ques-
tions of trade and investment.

The subcommittee now stands in recess until that date.

[Whereupon, at 12:15 p.m., the subcommittee recessed, to reconvene
at 10 a.m. on Wednesday, July 7,1976.]



U.S. ECONOMIC RELATIONS WITH LATIN AMERICA

WEDNESDAY, JULY 7, 1976

Coxcress oF THE UNITED STATES,
SUBCOMMITTEE ON INTER-A MERICAN
Ecoxoyic RELATIONSHIPS
or THE Jornt Ecoxomic CoMMITTEE,
Washington, D.C.

The subcommittee met, pursuant to recess, at 10 a.m., in the execu-
tive conference room, International Trade Mart, New Orleans, La.,
Hon. Gillis W. Long (chairman of the subcommittee) presiding.

Present : Representatives Long, Boggs, Treen. and Fascell.

Also present: Sarah Jackson, professional staff member, and
Charles H. Bradford, minority professional staff member.

Chairman Loxg. This hearing will come to order.

We are pleased to see so many of you here today. I am also pleased
to see my colleagues from Congress are here today. I think that all of
us know that Congresswoman Boggs is the permanent chairperson of
the Democratic Committee and chairperson of the Bicentennial Ac-
tivities Committee. She has had a busy year, but she did come by.
If it would be all right with you, Mr. D1 Rosa, I would like Lindy
to say a word.

Mr. Dr Rosa. I always like to have her say a word, also.

STATEMENT OF HON. CORINNE C. (LINDY) BOGGS, A U.S. REPRE-
SENTATIVE IN CONGRESS FROM THE SECOND CONGRESSIONAL
DISTRICT OF THE STATE OF LOUISIANA

Representative Boces. Thank you, Mr. Chairman. I am especially
pleased to have this meeting here physically in my congressional
district, one of such importance to the entire area, to the United States
and to the rest of the world.

I am, of course, very pleased to be the chairperson of the Demo-
cratic Convention, and I am sorry these duties and my bicentennial
duties do not permit me to remain here for the entire hearing. However
I know you will be extended much hospitality by everyone else. I
did want to say that from the point of trade and our bicentennial
year and from our Spanish-American connections, this is, of course,
the most important meeting that can be hosted in our city at this time
because New Orleans is the gateway of the “New South.” It is an
international gateway for the exchange of not only goods but ideas.
Certainly trade and exchange of ideas are vital in shaping the image
of a nation in the international community. I feel that New Orleans
and the New Orleans area has served this country well.

(127)
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We know that Bernado DeGalvez, who was the Spanish governor
of New Orleans, Cuba, and Mexico, dur]ng the time of the American
Revolution, really secured the river and the Gulf of Mexico for the
trade and commerce and transportation of munitions and goods to
the struggling Continental Army. And historically the victory of
the Spanish over the British forces at Pensacola was vital to the
eventual triumph of Washington over Cornwallis at Yorktown.

So we have great Spamsh links here and links to our sister na-
tions of the hemisphere. We are also very proud of the Latin Ameri-
can community we have in this area. They are a remarkable part of
our area and as conscientious, hard working citizens and rarely do
you find them on the police blotter or the welfare rolls. In addition,
they have contributed so much to the culture and industry and pro-
fessional excellence of our area. We are extremely proud of our Latin
American association.

Of course, all of you know about our port. It’s the third largest
in the world and second only in the United States to New York. Tast
year we outdistanced New York 6 to 1 in waterborne traffic. And in
addition to that, as a member of the Banking and Currency Com-
mittee, I remind you that we have a finance and banking community
that backs up the type of trade that is so prevalent to this port and
lthe kind of economy that can support the trade that goes through
here.

You may be interested in the fact that the New Orleans area fi-
nancial community is composed of 32 banks with assets exceeding
$5.1 billion dollars and 40 savings and loan associations wtih total
assets of almost $2 billion.

There is a branch of the Sixth Federal Reserve District Bank and
a Federal land bank. And last year when there was so much difficulty
in the banking community, the demand deposit accounts in our com-
mercial banks were showing a steady increase of 14.6 percent for
the first 9 months. Contrar y to the activity of banks elsewhere,
they lowered their loan portfolios by 7.8 percent. Mortgage loans in-
creased 18.2 percent, with a net savings increase flow at these insti-
tutions of a possible 93 percent. So these economic indicators which
are slightly better than the national scene, together with the other
reserves here in our community, point to a very encouraging picture
that merits increasing attention to our city and it’s p01t

Very recently, in December, the Congress passed a new Inter-Amer-
ican bank bill which increases the part1c1pat]on of the United States
by $214 billion. As all of you know, $60 million of this was for on-
cessionary loan funds for special operations and $124 million for ordi-

nary capital and an interregional stock subscription. -

The U.S. Government will be able to vote for replenishment of the
resources and increases in which have been up to $614 m1111on with
the United States having a 37 percent share.

+ As you know too, we included the Bahamas and Guyanas, and nonre-
Ofronal members for the first time including ten European countries
and Tsrael and J apan. And we are now allowed to paltmlpate m the
@aribbean Bank.

"All these indicators pomt to increased trade 'lnd 1ncreased cultmal
e\chancre and increased. economnic- happiness for the 'people:of- all
of our nations.
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So I would like all of you who are here, including my colleagues
from the House, to know that we have wonderful institutions in this
area, such as International House, International Trade Mart, where
we are being hosted, the Board of Trade, our port authority, with
plans for the year 2000; the Metropolitan Chamber of Commaeree,
the Foreign Relations Association, and the Consuls Association, which
are all working so diligently to make this, indeed, the international
gateway for the exchange of goods and ideas, as you will hear from
the testimony of their officials gathered here.

I am extremely pleased to have all of you in this very appropri-
ate city for this conference and thank you for allowing me to par-
ticipate. Thank you.

Chairman Loxe. Thank you very much, Lindy.

We are glad you could come and I know that you do have a busy
schedule. We will be happy for you to stay as long as you can, but
when you feel you must leave, do so.

OPENING STATEMENT oF CHATRMAN LoNg

Today marks the beginning of the second set of hearings by the
Joint Economic Committee’s Subcommittee on Inter-American Eco-
nomic Relationships. Our topic is the changing economic relationships
between the United States and Latin America. Our aim is to define
exactly what U.S. interests in Latin America are and to explore some
proposals for new policies. By way of explanation, when I use the
term Latin America, I mean Central and South America, as well
as the Caribbean.

Last week in Washington, the subcommittee began with 2 days
of hearings to look at the changes that have taken place in Latin Amer-
ica over the past 5 years and heard from the State Department as
to what U.S. policy presently is. What we heard last week confirmed
my suspicions that such a reassessment is long overdue.

Over the past decade, relations between the United States and Latin
America have suffered from what borders on a policy of benign ne-
glect. For example, over the past 8 years the United States has used
slogans to try and create the illusion that we had a Latin American
%)olicy. The “low profile,” the “mature partnership,” and the “new dia-
ogue” came and went along with a variety of other similar catch
phrases, but an effective policy cannot be based upon catch words
and a passing pat on the head.

Secretary of State Kissinger, hardly a specialist in the region,
has responded piecemeal to the many complaints of Latin America,
particularly to trade questions. The long list of initiatives which the
administration has offered in various forums does not add up to a
policy, and our approach is one of reacting to complaints.

What this says to me is that we have not yet determined what we
want from our relationship with Latin America, and as a resulf we
have not set our priorities. This is why our policy really has no vo-
hesive or consistent structure—it is merely a long list of proposals
and initiatives designed to address individual problems with no over-
all framewoik holding the policy together. P

Today, I will mention one particular item that I believe ought.to be
placed at the top of any list of priorities on the United States-Latin
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American agenda—and that is the exclusion of Venezuela and Ecuador
from GSP,—the generalized system of preferences established in the
Trade Act of 1974. Without question, there are more basic issues
pending on that agenda, but none has caused more bitterness in Latin
America than this exclusion. ‘

At the time of the passage of the Trade Act, the exclusion of all
members of OPEC, the Organization of Petroleum Exporting Coun-
tries, from GSP had a certain emotional appeal because of the crip-
pling oil embargo and the devastating quadrupling of oil prices. But
the exclusion hit countries which were faithfully sending oil to the
United States when the Arabs were refusing to do so; Venezuela and
Ecuador were particular cases in point.

I believe that we have made our point about our dissatisfaction with
OPEC and its actions. Now the time has come to remove this barrier
so that we can get on with the serious business we have with Latin
America. I want to take this occasion to commit myself to fighting for
the repeal of the exclusion as it applies to those nations which did not
participate in the embargo. I am hopeful that we can get the necessary
legislation to achieve that aim during this session of Congress. If we
can accomplish this, we will have taken a giant step forward in build-
ing adpolicy from the decay that our neglect of the past decade has
caused.

Because of the proximity of Latin America to the United States, and
because of our historical relationship with it Latin America in my
view is the most important part of the developing world to the United
States in the long run. From an economic standpoint, Latin America
is one of the most promising regions of the developing world. Most of
the countries there have economies that are fairly well on their way to
development. This is evidenced by a burgeoning industrial base, an
extensive infrastructure already 1n place, and growing numbers of
manufactured exports. From a learning standpoint, if we are able to
find some successful formulas for promoting cooperation for develop-
ment in our own hemisphere, perhaps that would serve as a blueprint
for other areas as well.

But there are other compelling reasons. Latin America continues to
be a major trading partner, and it accounts for 70 percent of all U.S.
direct investment in the developing world. Latin America will continue
to be a prime source for raw materials needed here in the United States.

No city should be more aware of this than New Orleans, and no
State more aware of it than Louisiana. As the second largest port in
the United States, and with substantial trade with Latin America,
New Orleans is rightfully the gateway to Latin America. What is
more, the Latin influence is pervasive in New Orleans. Historically,
Latin culture has left its imprint on New Orleans and the sizeable
Latin community here indicates that this harmonious tradition is still
alive. As a result, New Orleans and the South in general have a great
stake in United States-Latin American economic relations.

These hearings will focus particularly on the role of trade and
investment in our economic relations with Latin America and the
Caribbean. Our hope is to obtain a non-Washington point of view,
with an eve for pragmatic approaches in dealing with these problems.
That is why we are meeting in a major trading center and port city
occunying a key location in the United States-Latin American con-
nection.
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This morning, we will be taking a general look at the importance of
economic relations with Latin America from the New Orleans point of
view. We want to focus in on what the relationship between Latin
America and the United States should be using New Orleans as a case
in point. We want to talk about what U.S. interests in Latin America
are and about what we should be doing to promote those interests.

This morning and this afternoon in particular, we will also be seek-
ing answers to a number of trade-related questions. What is the outlook
for United States-Latin American trade? We know, for example, that
trade is probably the single most important aspect of our relations
with our southern neighbors.

We will be looking at the exclusion of Venezuela and Ecuador from
GSP as I mentioned earlier—not just from the point of view of trade
but also from a perspective of how important this exclusion 18 sym-
bolically to the Latin Americans. )

Finally, we will be asking whether or not we should have a regional
policy specifically for Latin America or whether we should pursue a
single global policy for all developing nations. For example, Secretary
Kissinger still speaks of a “special relationship” with Latin America.
There is undoubtedly a “special relationship” in the sense that we share
the same hemisphere and many common political, economic, cultural
and historic ties. But one question we must explore is whether our
policy toward the developing countries should be global—the same
policy for all—or whether there should be special benefits for just
Latin America.

We have with us today a number of outstanding witnesses who, I
am sure, will have many valuable insights into our relations with Latin
‘America which will be helpful to those of us in Washington as we try
to fashion a better policy toward the hemisphere. 1 might also add
that T am very pleased to have several distinguished Members of Con-
gress here with us today. I think this is indicative of the interest that
ought to be placed on our relations within our own hemisphere.

TWe have with us today Congressman Fascell, on my right, who rep-
resents Florida’s 15th U.S. Congressional District in Miami. He 18
probably the leading Latin-Americanist in the House of Representa-
tives. It is important that he is with us because he serves on the House
International Relations Committee as chairman of the Subcommittee
on Political and Military Affairs. And before we reorganize our com-
mittees at the beginning of last year, he was the chairman of the Sub-
committes on Latin America.

T am also particularly pleased to have with us my colleague, Con-
gressman Dave Treen. David was the first U.S. Representative in this
century representing the Third U.S. Congressional District of Louisi-
ana—which makes up a great part of the New Orleans area—to be a
Republican. He is a member of the House Armed Services Committee
where he has served as the ranking Republican member on Military
Personnel. Particularly important in regard to these hearings, he 1s
also a member of the House Merchant Marine and Kisheries
Committee.

Do either of my colleagues have any statement to make ¢ Congress-
man David Treen.

Representative Treex. Thank you, Mr. Chairman, for inviting me
and I commeénd you for holding this hearing.
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I just want to say, since you mentioned I am a Republican, that I
hope that international trade is indeed a bi-partisan goal in the Con-
gress of the United States. And, of course, it’s particularly important
to this Representative, representing the Third U.S. Congressional Dis-
trict where these hearings are being held. And T commend you for it.
I will be working with you in the next Congress, hopefully if we are
both elected and we both get there to extend the trade opportunities
we have with our Latin American neighbors.

Thank you.

Chairman Loxc. Thank you, Congressman.

Representative Fascerr. Mr. Chairman, let me establish my appreci-
ation for your inviting me here. It’s a great privilege to follow you in
vour leadership in the Latin American matters. I join you in calling
for changes in the exclusions of Venezuela and Ecuador and we cer-
tainly ought to do that.

I am also delighted to bring greetings from that other gateway and
T am anxious to learn how you people do it all.

Chairman Lowg. T was wondering when T was saying that, Danny,
whether or not I was going to be able to get away with that phrase
without your commenting on it. I see that I was not.

We are pleased that you come over and take part of the Fourth of
July recess to visit with us for a while. We are pleased to have with us
the councilman-at-large from the city of New Orleans who has been
a long-time personal friend of mine since college days, Councilman
Joe Di Rosa. He will talk with us about the importance of United
States-Latin American trade to the city of New Orleans. We are glad
to have you come down and be with us.

STATEMENT OF HON. JOSEPH Di ROSA, COUNCILMAN, CITY OF
: NEW ORLEANS

Mr. D1 Rosa. Thank vou very much, Mr. Chairman.

Gentlemen, I am here this morning pinch-hitting for the mayor. He
was called to Baton Rouge and was therefore not able to make this
appearance himself. But I would reallv want to extend to you the
wholehearted support of the city of New Orleans.

In looking at our relations with South and Central America, let. me
say that T am the secretarv for the United States to the Infer-Americap
Municipal Association. We used to have the headquarters here, but it
was moved to Bogota, Colombia and then to Spain. I bring that out
to you because it’s an organization composed of the mayors and council-
men from all the cities of the United States and the South and Central
America from the Caribbean and also from Spain. _

The meetings have previonsly been held in Spain. The last meeting
was held about 6 or 8 months ago in Santiago, Chile and the mayor
and I were there.

I give you this type of background because I wonder why, to some
extent, the country has not gone more thoroughly into the problems
of why the cities themselves are not taken into the South and Central
America and of course all that deals with trade, because we like to
believe, of course, that we are the gateway, although there may be
another. maybe a back door you may call it, but seriously though, we
think that it redounds to the benefit of the whole United States.



133

Frankly, I think we should change our relationship to some extent
with South and Central America because I don’t think it is in the
light it should be. '

It seems to me it ought to be a lot more friendly than it is. We, who
deal on the local level with these people, get to see first hand the mayors
and their cities and the councilmen. I really believe we get to the basis
of the problems that are involved, not only with trade, but with the
operation of the city.

To give you an example, you have the exclusion of Venezuela and
Ecuador from GSP. The mayor of Teco, Ecuador was practically
raised in the United States. He met his wife in New Orleans and was
educated in the United States. He considers New Orleans almost his
hometown outside of Teco, Ecuador. He is probably one of the greatest
mayors that Teco has ever had, judging from the improvements he has
made and the whole general atmosphere there. For example, in Vene-
zuela, July 6 was the day they celebrated the 156th anniversary of
independence. That’s a long time.

These people all have consul generals down here and they work well.
We have a statue of Simon Bolivar. If you go around our city, any-
place you go you will find something dealing with South and Central
America and Spain. In fact, just outside that window you can see the
Spanish Plaza donated to the city by Spain.

In fact, in New Orleans, it’s getting so that we have so many people
from South and Central America that it is becoming necessary to have
a second language of Spanish. Of course, we think, that’s good for our
country and our community, because it is a stable community. This
community actually helps us considerably. They do a lot for our trade
and they do a lot for our people and they really get along well together.

In fact we used to have the headquarters for this organization. Then
it moved to Bogota, Colombia and now to Spain because we couldn’t
give it the financial support it needed to maintain it. With the good
graces of Captain Clark and International Trade Mart here, we have
offered free rent to them but the association needs financial backing in
the neighborhood of $75,000 which is 2 mere pittance when you stop to
think of the benefits to our relationship with South and Central Amer-
ican people that would be engendered for having the headquarters here
for all the mayors to come into this area as they did previously. In fact,
the offices were right down the hall here until they moved. And, of
course, those offices would be available again for the revitalizing of
that organization.

But as a sort of a gesture—in Santiago, Chile, where we had the last
meeting—Spain agreed to take it over until we made some financial ar-
rangements to bring it back. That’s only one of the small areas that T
think we are absolutely missing the boat completely.

It’s probably one thing to say that you want to deal with people or
don’t want to talk with them, but I think you should always be ready
to talk with anybody at any time on any subject. And it seems, cer-
tainly, if they had the headquarters here; in fact, it was started here,
it began in this area. We saw the benefits, but we didn’t have the finan-
cial support to keep it going. And if the city could continue to make
the financial contributions it had made we would still have it in this
area. We hope to get it back if we can raise enough of the moneys to
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bring the headquarters back to New Orleans. We think it’s extremely
important to have it here, because, as I said, it’s for the benefit of every-
body because all of these people came here. We had met them. They
came into these meetings. They have a very good attendance at the
meetings, but like us, their budgets are limited. :

When Colombia took it, the Government was sponsoring it and the
‘Government paid the moneys to keep the organization running. But
they have had a change in government, of course, and change in financ-
ing and arrangements have been different. They found they could no
longer maintain it and that’s the reason it was moved to Spain.

We are hoping now to get it back. We have a meeting in August, if
T remember correctly, to attempt to bring it back to some permanent
headquarters preferably in the United States and more preferably in
New Orleans. And we are looking to that.

We have got the space, as I tell you. It’s just a question of trying to
Taise the necessary funds in order to do that. Now it seems to be that
would do enough to get a relationship going in addition to the consul
generals. Now it’s great to have consul generals here. We have been for-
tunate that the government has sent so many of their better men in
New Orleans to be consul generals. They have worked well with us.
They have worked well with the administration. We have all been a
source of consolation and source of strength to us when we needed it
for any support of Latin or South American things, anything we had
to do that dealt with Latin and South American countries.

We are attempting now to try to do something to revitalize this
spirit in our area here so that we can again lead where we seem to now
be following others doing other things. It seemed to me that the sub-
committee looking into the Inter-American relationship could do well
not only to look into the relationship of economy for the countries con-
cerned but actually the economy conditions of the communities them-
selves. It’s a funny thing how the problems in other parts of the world
are always the same as ours. You will find that the same problems that
the mayors or councilmen have in the city and really that’s basic back-
ground of any community or country for that matter, you find that
the basic backgrounds, the basic problems that we have as councilmen
and mavor are exactly the same as they have in the foreign countries.
The only difference is they speak in Spanish and here we speak in
Enelish. And I don’t know if that’s any difference.

We have the same troubles with money and the same troubles with
people and the same pressures from the same groups. So. if it’s at all
possible to assist you in any way we can, we will do anything we can
do from the citv’s standpoint.

And T would like to incorporate what Congresswoman Boggs said
about the statistics she gave relative to our banking facilities in the
area. We think that we are Inter-American in nature. We have the
Trade Mart and other things that are necessary to keep this
relationship going.

And I want to let you know that on behalf of the city and I am
sure I have the cooperation of the council and the mayor in this respect,
that we are ready and willing and able to do anvthing that is necessarv
to get these things working again as long as it does not cost too much
money from our revenue sharing.
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Maybe what you can do from that revenue sharing is at least let us
contribute our portion to bring the Inter-American Municipal Asso-
ciation back to New Orleans and do other things that are necessary
to bring the trade relationship back. )

There is one thing that always confused me to some extent is that
fact that we have a free trade zone in our area in New Orleans and it
is not utilized for any South or Central American trade. Now I
don’t know the reason for that, I am just hoping maybe this country
in this study and their deliberations can find out why 1t 1s not being
used for that purpose and why it does not have availability and
doesn’t seem to be used to the extent it was originally intended.

I remember that when the Free Trade Zone was announced, it was
almost a cure all to everything. Now we find it hasn’t been used. Is it
our fault or someone else’s and if it is, could you please let us know
and see if we can do something to straighten that out.

So, gentlemen, with that, I will conclude my remarks and ask if
there are any questions. If there is anything you would like to ask, I
would be happy to answer it.

Chairman Loxe. Does anyone have a question ?

Representative Fascerr. Mr. Chairman, I think that what you
pointed out, Mr. Di Rosa, is very important. I think the political aspect
of the Municipal Association is an excellent one.

The question I have is whether the city or the State or other
municipalities are involved in any people-to-people programs or sister
city programs in Latin America, and if they are, how you view that?

Mr. D1 Rosa. I view it very well, sir. In fact, I think it’s something
that ought to be done. These are people-to-people programs. In fact,
In most instances, I think you would be surprised at the number of
mayors from South and Central America we have met in this associa-
tion that have sent people to us to ask us to discuss things with them
or to show them what to do and to show them around and to lead them
wherever they want to go.

And we attempt to help them. For example, in San Salvador we had
them come down here and meet with some of the people. In fact they
used a private foundation to some extent. In that Tespect they needed
some help. They are not feeling well and we do everything we can to
straighten them out. And, of course, Oschner is just one the best, we
think, in the world anywhere.

And when you do that you get a relationship that’s even closer
than people to people. You get them in the time of need. You are not
going over there looking for any benefits. You are only looking to help.
And that’s really what we do in this association.

The whole purpose is a question of helping them and not really
from the standpoint of looking at what we can get out of it because
we get a lot out of it just from the relationship that we had with these
people, because we bring back some of the solutions that they have
made to their problems. And I can tell you some of them are there, T
know, and they are very innovated and very good.

Representative Fascerr. Thank you. '

Chairman Loxea. Congressman David Treen.

Representative Treex. Joe, are you suggesting that the U.S. Con-
gress should provide the funds for headquarters of the Inter-American
Municipal Association ?
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Mr. D1 Rosa. I would think it would be a good spending of funds to
be frank with you. I know of others who have spent in not as beneficial
a way as this one would be.

Representative Treex. Is it $75,000 a year?
~ Mr. D1 Rosa. X think that would be more than adequate.

Representative Treen. You would be willing to take the Federal
interference along with the funds, whatever that might be?

Mr. D1 Rosa. We take it along with everything else. We are getting
used to it as a way of life.

Representative TreeN. I just want that on the record.

Mr. Dr Rosa. It’s a question of whether South and Central Ameri-
can people are used to as many strings as we are. But I don’t think it
would amount to such a hinderance because I guess that amount
wouldn’t be that much and would be that small so that they wouldn’t
see it.

; Re]gresentative TreEN. Would some of the other cities put up money
orit?

Mr. D1 Rosa. We did.

Representative Treen. No; if it came here?

Mr. D1 Rosa. We would put up whatever is necessary. We would
give the rent through Mr. Clark. I don’t mean to speak for him. I
talked to him several times. We do have the rent paid and some secre-
tarial help. The rest of it is organizational.

Representative Treen. What I mean is, would some other cities put
up some of the money in South America ¢

Mr. D1 Rosa. Yes; they do. They pay dues. ,

As you can readily understand, it costs much more than $75,000 to
operate an organization of this type. And we all contribute dues. All
of the cities in the country contributed prorata shares.

Representative Treex. Thank you.

Chairman Lo~e. I might say that I will ask the General Accounting
Office to look into this Foreign Trade Zone question and get back to
you on that as to whether or not there are any deterrents to the use of it.

T recall that I was in Congress when it was established. I wondered
why it hadn’t been used to the full extent that most expected it to be
at the time that it was created. I will look into it and get back to you.

Mr. D1 Rosa. I do wish you would because I thought it would be a
tremendous boom to the city. It should be. It has a tremendous poten-
tial. T understand quite a few have been attempted in Florida.

Chairman Loxg. Thank you, Councilman Di Rosa.

We are most appreciative of your remarks.

One announcement, maybe two. If anyone in the audience who is
not scheduled to appear as a witness, has a statement he would like to
make, we would be pleased to have it. The record will stay open on

" these hearings until August 15.

" Also in that regard, Mr. Quay W. Parrott, Jr., vice president and
general manager of the Citizens Bank of the South at Atlanta asked
to be allowed to present a prepared statement in the form of a letter,
and without objection it will be made a part of the record.

[The letter follows:]
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CITIZENS & SOUTHERN INTERNATIONAL BANE oF NEW ORLEANS,
New Orleans, La., July 2, 1976.
Hon. Giruis Lowg,
Chairman, Subcommittee on Inter-America Bconomic Relationships, Congress
of the United States, Washington, D.C.

DEAR CoNGRESSMAN LoNG: Thank you for the opportunity of addressing your
subcommittee concerning some of the problems and opportunities facing Latin
America and in particular the Central American—Caribbean area, to which New
Orleans has such long standing ties. I regret that I will be unable to make a
presentation in person as originally committed, however it was impossible to re-
schedule my trip of next week to Kl Salvador, Guatemala, and Honduras. Should
you, members of your committee or your staff have any questions, please call me.

Citizens and Southern International Bank of New Orleans is a wholly owned
international banking subsidiary of the Citizens and Southern National Bank,
Atlanta, Georgia, locally chartered as an Edge Act corporation under section 25a
of the Federal Reserve Act. Although our local activities and travel are principal-
Iy related to Central America, the C & S system—including Atlanta, New Orleans,
and Miami—is totally involved in Latin America with representatives in Colom-
bia, Brazil, Peru, Costa Rica, and Jamaica., We also have joint venture invest-
ments in Costa Rica, Colombia, and J amaica, however our policy is primarily that
of working in co-operation with local banks, companies, individuals and govern-
ments as opposed to taking direct, majority owned investments. We are currently
lending in practically every Latin American and Caribbean country with a few
minor exceptions.

As noted our prinecipal involvement through the New Orleans office has been in
Central America and therefore the views expressed herein are basically based on
my personal observations and opinions of this portion of Latin America.

Before making a few comments on the economie questions raised in your letter,
I would like to first emphasize the necessity for United States foreign policy to
make a firm commitment to Latin America. Through an almost planned policy of
neglect, we have continuously relegated this area of the world to the role of a
third cousin on your wife's side, i.e., a member of the family that can be called on
for support or at least non-opposition when feuds arise but one who is best ignored
the remainder of the time. A policy that has vacillated between intervention and
neglect has fostered the growth of increasingly powerful nations with sub-
stantial oil production surrounded by countries dired in poverty, all of which
share an increasing feeling of indifference to the United States.

We must face the fact that Latin America, while generally wanting to main-
tain close, friendly relationships with this country, also wants to pursue those
objectives which are best for Guatemala, Ecuador, Brazil, Argentina, or Vene-
zuela. Feelings of “anti-americanism” are often less “anti” than they are a re-
luctance to be labeled “pro-american” puppet. It was not, however, my intuition
to dwell on the political.

The impact of the petroleum increases on Latin America has been tremendous.
Tor Venezuela (and now Ecuador), it has propelled the former to a position of
power and wealth totally unexpected. Under the burden of increased oil bills,
depressed export prices and increasing balance of trade and balance of payments
deficits, the remainder of the area is finding it has had money for intfrastructure
and socal projects needed to upgrade the well-being of the country. Just when
these matters were becoming increasingly worse, the United States took the “posi-
tive” steps of enforcing its OPEC sanctions against Venezuela and Ecuador.
neither of which were participating in the boycott of the United States and then
passed the Trade Act, which affectively increased restrictions on many Latin
American products being exported to the United States, especially those in-
dustries where low labor costs are a major factor in the price competitiveness of
a product.

I%Ve have long faced the Trade on AID arguments, however we need to give
special consideration to buying from Latin American nations not only as to raw
materials but also to the purchases of finished and semi-finished industrial and
manufactured goods from Latin America. In reply to one of your questions, I
believe that our first priority in assisting the developing world should be the
Western Hemigphere,
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The approach should be a combination of AID type programs providing long-
term funds for meeded infrastructure and industrial agre-business development
and through special trade arrangements to encourage their export industries and
give them access to the U.S. markets. We especially need to avoid future Trade
Acts, which burdens these developing countries even further by restricting sales

to this country.
Such action will assist these areas but it must be realized that the combination

of inflation, oil prices, and erratic commodity prices will continue to adversely
affect these nations. Since most of these countries will continue to depend on
commodities for the bulk of their foreign exchange, it is necessary for this coun-
try to lead the way in establishing a base-price for many items of this production.
The purpose here would be to shift much of the burden of commodity price
fluctuations from the developing to the developed world. Set floors will enable
these countries to better plan their economic development and growth. Obviously
such a program will require certain safeguards and in light of world food short-
ages, the emphasis must also be on increased production of foodstuffs.

In conclusion, Latin America has long been the step child of U.S. foreign policy,
however this area can no longer be relegated to a back seat. The area is a major
source of petroleum, basic minerals, and foodstuffs. The needs of these countries
have become the top priority for each country’s politicians and the period of the
“banana type” republics are becoming less prevalent. With social pressures and
the demand for a share of the “good life”, these countries will become more na-
tionalistic and motivated by self interest. We will find ourselves increasingly at
odds with these nations unless we take positive action to cement our relations
with Latin America. A major step would be a guarantee of market accessibility
plus assistance in stabilizing the prices for the commodities they buy and sell.

Hope that we'll see a new positive approach for this area of the world and

thank you for your time.

Yours truly,
Quay W. PARROTT, Jr.,

Vice President and General Manager.

Chajrman Loxc. We thought that we would proceed in a more or less
informal way. If our four distinguished panelists would come up, we
would be most appreciative.

Mr. Antonio Casas-Gonzalez is president of Centro de Almacenes
Gongelados, C.A., in Caracas, Venezuela. We are pleased to have you
here. Before Mr. Casas-Gonzalez went into private industry, he was
the director of the Coordination and Planning Office for the Vene-
zuelan Government. He is particularly well versed in that field.

Mr. J. W. Clark is a prominent business leader in New Orleans and
also is president of the International Trade Mart and Delta Steamship
Lines. Mr. Paul Fabry is director of the International House in New
Orleans. We are pleased to have you here. Mr. Denis Grace is the
deputy director of trade development, Board of Commissioners of
Port of New Orleans., and he is a first-class expert on the economic
trends and economic development in the Port of New Orleans.

Subject to everyone’s approval, we will go through the statements
of the four panelists and then have an open forum for discussion so
that we can have questions and answers and comments on points made
by the others. I have found from previous hearings that this works
most effectively. Mr. Casas-Gonzalez, why don’t you begin.

STATEMENT OF ANTONIO CASAS-GONZALEZ, PRESIDENT, CENTRO
DE ALMACENES GONGELADOS, C.A., CARACAS, VENEZUELA

Mr. Casas-Gonzarez. Thank you, Mr. Chairman, Representative
Treen and Congressman Fascell. Councilman Di Rosa, and members

of the Latin-American consuls in New Orleans. Ladies and gentlemen,
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first of all, T would like to express my very good feeling of being here
with you today. I am very appreciative of having been invited to make
a statement at this meeting and have given me an opportunity to come
back to one of the most interesting and most beautiful cities in the
United States. I was mentioning to our consul general last night when
he met me at the airport that it had been almost 15 years since I first
came here. I hate to recognize that. I was beginning my college studies
in the city of Washington and I came here to spend what turned out to
be a very nice vacation. I find that the city, although I haven’t seen
much of it yet, has had a change but it is able to maintain its, what we
call in Latin America, its encanto.

The very attractive personality of the city—I was very interested to
hear Councilman Di Rosa’s words before coming to this table. I would
like to thank him for his very kind opinions of the nature of the city
and the mayor of the city of Keto, who was my colleague at the Inter-
American Development Bank for 7 years. We worked together there.
He is my very good friend and I think that ideologically we have a lot
in common also.

The mayor of the city of Caracas is also an ex-member of the Inter-
American Bank so as you can see the Inter-American Bank produces
loans and mayors. With the Governor, as we call him, of the city of
Caracas, I had a very close and very friendly relationship for years.
At the moment we are members of opposite groups. I am a member of
the opposition. He is a member of the Government.

My present position is not voluntary as you can well understand.
But fortunately we are in a country where these things are part of life
now and what we don’t have to worry about being members of the
opposition.

Representative Fascell is a man that T have admired for years. He is
aware of the process that our country has gone through in the last few
years. He is one of the men who has always had a very clear stand with
regard to Venezuela. And I remember when we had the black days of
our dictatorship, he was always a very friendly hand here in the United
States.

With this, T would like to begin my statement that I have prepared
for the committee.

Tt is a rare and a very interesting opportunity for a Latin American
to be able to participate in a series of hearings of the U.S. Congress
and to be able to express his ideas, in a sincere and uncommitted
fashion, before a group of distinguished representatives of the people
of this Nation. It is particularly stimulating to find oneself in this
position at a moment when this country is celebrating 200 vears of
continued democracy, the only system to which I adhere, with all of
its faults and limitations.

Democracy permits open reflection and rectification. It is a moral
obligation for those of us who believe in this way of life. to participate
actively in the defense and the reinforcement of the basic ideals which
are fundamental for the survival of the system. I am proud to be able
to speak to vou today as a citizen of a country that has had to ficht and
work very hard through a hectic historic evolution, in order to live
without fear. Because of this, I feel that I can speak to you at ease.
Because of this I have accepted your very kind invitation.

82-891—77——10
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One of the main and most important characteristics of Latin
America during the last 30 years have been the increasingly dynamic
process of social mobility. No matter what kind of political system may
have existed or exists in a particular country, a new kind of leadership
has arisen in each one of our nations. The men that today participate
in the policymaking process are no longer tied to traditional values or
institutions. They do not come from an aristocratic class and they are
not, for the most, committed to defend the economic interests of estab-
lished national or multinational firms. Some of them may come from
the old or the new enterpreneurial groups, but their mentality is a
different one and their sincerely felt obligation is to contribute in some
way to the economic development of their countries and to the social
and human betterment of their people. Perhaps there may be many
exceptions, but, in general, these are the type of men that are and will
be leading Latin America 1n the future and it is a good sign that U.S.
political leaders are trying to establish a dialog with these men and
are making an effort to find out what they think about the relations
between our countries.

For those of us that believe in democracy there can be nothing more
important than the defense of human dignity and social justice. At
different times in history, all States, in one way or another, have
violated the fundamental rights of man. But if we really believe that
basic objective of development is the welfare of the human being, we
must accept that his liberties and his rights are of primary importance.

It is not logical, therefore, that those governments that systemically
take abuse of human dignity should be given preference by those that
systematically have defended the rights of man. This point was very
clearly presented at a recent meeting of the Council of Hemisphere
Affairs, which is a coalition of civic forces established in the United
States. It is completely unrealistic and impractical not to accept politi-
cal pluralism in our Hemisphere, but it is suicidal to forget that all of
our people desire to reach a situation of individual human dignity
which is, as Secretary Henry Kissinger pointed out at the recent OAS
meeting in Santiago, “the ideal which all our governments have an
obligation to strive” and also added, “a government that tramples the
rights of its citizens denies the purpose of its existence.” If we want
permanent friendship based on mutual respect, to continue to be a
main characteristic of our relationship, we must maintain a strong
united position to uphold the basic principles of our existence as in-
denendent nations.

In order to consolidate our relations we must make a permanent
effort to better understand each other, particularly in those aspects
which are part of onr nature and our way of life. We are fortunate to
be able to live in a hemisnhere with great cultural and social fluidity,
with diversified and still greatly unexplored natural resources and
with a tremendous human potential. .

In understanding each other, there are certain constants Whl(_}h
are of crucial importance. Perhaps one of the most obvious in Latin
America is political and economic nationalism. A phenomena which
has different degrees of intensity and very varied ways of expression
in each country but which is common to all.

A good part of Latin American nationalism has been oriented to-
ward the seeking of a common destiny. In this sense, during the last
few years there has been a move from words to deeds. There have
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been obstacles and setbacks and the tendency toward economic inte-
gration and greater political coordination cannot be ignored.

The U.S. position has been to make supporting statements regarding
this growing identification among the countries of Latin America, but
in practice there have been very few initiatives to back this movement
and at times we have felt instead that certain silent or invisible ob-
stacles have been setup.

It seems to many that regional cooperation results in regional na-
tionalism and that regional nationalism means confrontation with the
United States. This concept of confrontation is something which
profoundly worries many of us in Latin America. What is confronta-
tion with the United States? Is confrontation the defense and better-
ment of our own interests? Are we confronting the U.S. Government
when we affect the pecuniary interests of certain North American
multinational firms? Is it confrontation to trade with the Soviet Union
or with China, as many U.S. companies are doing? These and many
other questions must be answered before the goals for a U.S. economic
policy with Latin America can be defined by the United States and
accepted by Latin America.

Nationalism can be a constructive force. It can help to motivate a
group of people toward higher goals and ideals. A more developed
Latin America is in no way a threat to the United States. On the
contrary, it is the best way to insure peace and stability in this hemi-
sphere. It is a mistake to try to divide Latin Americans. It is danger-
ous to back hegemonic positions. It is an error to move away from
multilateralism. Problems can be solved through the parallel channels
of bilateralism and multilateralism but without weakened this strat-
egy in favor of the other. The recently established SELA, the Latin
American Secretariat is an instrument for greater coordination and
joint effort in Latin America. SELA is not an instrument for con-
trontation with the United States or with any other country or groups
of countries.

For the future, SELA and other regional or international agencies
will be facing some very crucial tasks. An understanding attitude and
the enthusiastic collaboration of the United States will be of funda-
mental importance.

Perhaps one of the most important of these tasks will be in rapidly
improving the food consumption and production levels of Latin
Americans. There is no greater threat than hunger to social stability
and coexistence.

A major effort must be made to improve productivity and diversify
food production. As underlined by the United States at the last FAQO
meeting, a systematic worldwide approach is required to solve food
shortages. But, within this approach, an immediate well-coordinated
hemispheric effort must be made.

In the last few months there has been growing interest in the possi-
bility of using U.S. foodpower as a weapon in world politics. This
issue must be handled with care and a great sense of responsibility.
Food and commodity wars must be avoided for the sake of mankind.

Another important aspect with respect to the immediate future in
Tatin America will be a continued tendency toward greater public
control over natural resources and toward their transformation into
final products within our own frontiers.
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Social goals will become a more important element both in the ex-
traction of natural resources and in the manufacturing process.

It must be understood that industrialization in our countries is not
a deterrent to trade with the United States. This can be easily con-
firmed by examining the trends in trade between the United States
and Latin America, since the effort to industrialize began in our
countries.

A third element of primary importance will be a continued and
growing joint effort for the improvement of the trade potential of our
basic products, both on a regional and on an international basis. We
should not be surprised at the appearance of many other “OPECS,”
particularly as the industrialized countries revitalize their economic
growth process. In this sense, the U.S. proposal at UNCTAD for the
establishment of the IRB, an International Resources Bank, and the
Paris north-south dialog can be of enormous significance.

A joint effort for resource development through an institution such:
as IRB could be a very important element for the future well-being-
of humanity. But in setting up such an institution the major consum-
ing countries must not ignore the rights and privileges which the
developing nations must maintain and strengthen with regard to their:
natural resources.

The Paris meetings, on the other hand, have created great expecta--
tion on the part of the developing countries. Let us hope that, as has:
happened so many times, these expectations will not become profound
frustrations. A dialog on the issue of commodity prices was suggested
many times in the past. In the case of oil, for example. former Presi-
dent Rafael Caldera of Venezuela proposed this possibility during his:
official visit to the United States in the early 1970°s. At that time the-
price of oil was one-fifth of what it is today, and Venezuela’s sugges--
tion was not taken seriously by anyone, even in the U.S. Congress.
Then, most United States leaders considered that the price of oil was
a matter to be handled by the major oil companies.

Today it is difficult for us to understand why the United States:
opposed a price indexation system as proposed by the developing:
countries in Paris. It is not logical to find some kind of a mechanisnr
by which prices between industrial and primary products can be re-
lated ? In a recent article published in the American Economic Review,.
C. Fred Bergsten and William K. Cline suggested the need for much
greater concern and research on the effects of foreign economic policy-
instruments and specifically mentioned the importance of the possi-
bility of commodity price indexation and the need to investigate its
incidence upon “supply and demand income distribution and world-
wide inflation.”

The authors, furthermore, recognize that nonrenewable resource
pricing is a special aspect of commodity pricing. This is something the
oil-producing countries have been insisting upon for years.

The trade issue is, of course, an important one and will continue
to be so in the future. Although a few Latin American countries seem
to want to return to positions which favor a system of vertical pref-
erences with the United States, the majority are still very much for
general preferences. In this sense, the approval of the U.S. Trade Act
at the end of 1974 has shown a desire to support liberalization of world
trade on the part of the U.S. Congress. The problems here concerning
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Latin America are more of a global character, with the exception of
the clearly discriminating measure to exclude Ecuador and Venezuela
from the advantages involved. The decision to place these two coun-
tries in the same position as those that had participated in the oil em-
bargo is a clear manifestation of a lack of understanding of Latin
America’s role as a key supplier of petroleum to this country and its
noninvolvement in the Middle East conflict. Efforts to divide the petro-
leum and nonpetroleum exports in Latin America have been of no use,
for all of our countries have maintained a united front in this matter.

We were very happy to see that two distinguished members of this
committee, Senators Lloyd Bentsen and Edward Kennedy, presented
amendments to correct this mistake, and we sincerely hope that Con-
gress will back the initiatives of the executive branch of the U.S. Gov-
ernment to end the exclusive of these two countries from the benefits
of the Trade Act.

Within this legislation there are many initiatives that can be taken
to improve the export possibilities of developing countries, and there
are, on the other hand, many instruments such as that of the counter-
vailing duties which could be at moments applied to the detriment of
our nations. We sincerely expect that a sense of international justice
will prevail at all times. A great deal can also be accomplished for the
good of the developing countries through the MTN, the multilateral
trade negotiations. The avoidance of trade wars between industrialized
nations or between them and developing countries will be of benefits
to all.

There is in Latin America a great deal of confusion concerning the
U.S. position with respect to economic integration in the region. There
have been many favorable statements, but these, in most instances,
have not been followed by concrete measures. There has been a mixture
of partial support and partial opposition. Just recently, in Santiago,
Secretary Kissinger said, “We are ready to support responsible efforts
to further integration.”

‘What 1s responsible in the opinion of the United States?

Do you consider that internal problems or transitory drawbacks due
to disagreement on certain issues are a sign of irresponsibility ? Is it a
lack oi; responsibility to establish certain controls over foreign invest-
ments?

Since its establishment, the Andean Group Secretariat, for example,
has received three donations from the Canadian Government. The first
for $200,000; the second for $400,000; and a very recent one for $2.8
million. These amounts can be freely utilized without any ties. During
the same period, the United States has donated $8,000 to that agency.
to be used for the acquisition of specialized publications on petro-
chemicals.

“Decision 24” on foreign investment was not planned as a weapon
against any particular country. It was conceived as a tool to further a
more autonomous development process in the Andean countries. I, for
one, feel that it contains errors and that it could be simplified for the
benefit of the member countries. But I sincerely think that its possible
negative effects have been exaggerated in some capital-exporting
nations. There is now a clear desire to make “Decision 24” more flexi-
ble, to readjust some of its more inconvenient aspects. In this process
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a certain amount of understanding on the part of the United States
would be of mutual interest.

Regarding U.S. investment in Latin America much can be said in
opposition and in favor. However, there is one aspect that T would like
to bring out, because I have been insisting upon it for a long time. I
refer to the way most major U.S. companies establish their operations
in our countries. Instead of seeking formulas to share capital partici-
pation with local interests, they have traditionally insisted upon full
control. This is not only a contradiction with the schemes for broad
participation which are typical in their U.S. mother companies, but it
15 also a lack of foresight. The greater the number of medium and
small stockholders, the better the possibilities for stability. In fact,
in many countries of Latin America it has been demonstrated that
companies which offer participation to their workers are usually
immune or less propense to face labor problems.

Finally, an aspect which is also of great importance and which has
drawn the attention and even a negative attitude on the part of U.S.
taxpayers. In this country it is often referred to as aid. I prefer to call
it economic cooperation.

In the last few years there has been a permanent tendency for the
United States to pull away from this activity, or at least to cut down
certain programs. I believe this to be an equivocal attitude.

An analysis of the situation in the past will prove that U.S. support
of lending and technical assistance mechanisms have not been bad
business. Many very useful institutions have been established, new
industries have appeared and communications and general infra-
structure have improved, just to mention a few positive results. There
may have been failures, but their significance has been minor com-
pared to the transformation and advancement in certain key fields.
Debt service commitments have been in general fulfilled. Further-
more, many countries that have improved their economic situation
have readily agreed to renounce to be eligible for soft loans and some,
such as Argentina, Brazil, Mexico, and Venezuela have established
their own cooperation programs with other Latin American countries.
In the case of Venezuela, the funds appropriated to these programs
during the last 2 years have been proportionately higher than in the
United States, both in relation to their budget and to their GNP.

When the Inter-American Development Bank was established many
people in the United States believed that a financial institution man-
aged mostly by Latin Americans, for loans to Latin Americans, would
soon end in chaos and failure. Performance has proven the contrary.

I have tried to cover only some of the many elements which are im-
portant in our mutual relations. It is impossible to consider all of
them,

I have always believed that united effort is fundamental for the
future well-being of our countries. This effort requires a more pro-
found and broader understanding of our needs and possibilities. We
must find ways to communicate with an open heart and with an open
mind. I sincerely hope that my statement today has contributed to
this goal.

Thank you.

Chairman Lone. It certainly has helped wus. Thank you,
Mr. Casas-Gonzalez. We are appreciative to the amount of work you
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put into preparing this statement, because it is one of those which
really took sitting down and thinking out to express your views as you
did. ’m sorry for the interruption, because I am most interested and
impressed by the major part of your statement I did hear and I will
read the portion I missed. )

Mr. Clark, as I said earlier, we are most pleased to have you with us
and if you would proceed.

STATEMENT OF J. W. CLARK, PRESIDENT, INTERNATIONAL TRADE
MART AND DELTA STEAMSHIP LINES, NEW ORLEANS

Mr. Crarg. Mr. Chairman, members of this distinguished com-
mittee, it’s certainly a privilege and pleasure to be here and appear
before you. .

I am particularly pleased that Congresswoman Lindy Boggs and
Congressman Dave Treen could be present. Congressman Fascell, I
don’t know if you recall me, but you and I corresponded quite a bit in
years gone by. I was writing a brief on economic regionalism in the
Americas and I solicited your views and they were very helpful and
certainly you are one of the most outstanding authorities on
Inter-American relations. .

Just a few months ago, I had the privilege of meeting with Con-
gressman Long down in South America. At that time he was making
certain preparations for these hearings, I believe, and we had some
good discussions on that at the time. I know that Lindy Boggs and
Dave Treen will certainly use their good efforts to assist in this
program.

I think it is great that we have so many representatives of the Con-
sular Corp. of New Orleans here present. And I might mention that
here in the International Trade Mart that we have 26 of those
consulates located.

Mr. Chairman. I have a prepared statement which, with your
permission, I will follow to avoid rambling. Then, I would like to add
a few remarks as we go along.

Chairman Loxg. Feel free to proceed in your own way, Mr. Clark,
your prepared statement will be made a part of the record.

Mr. Crarg. Thank you.

First of all, T would like to mention that I am delighted that a
representative of Venezuela is here in the person of Mr. Casas-
Gonzalez. T have, on many occasions, visited in Venezuela. As a matter
of fact, I expect to be back there in about 2 weeks. As to his remarks,
I think they are very well taken.

I don’t necessarily agree with them. I think he and T could have a
lengthv debate on some of the issues, but I do recognize them as stat-
ing with great clarity the general position of our Latin American
friends. And I think a lot of the differences between our people in the
T.S. Congress, and the people at large. and our counterparts in Latin
America. has been basically communication. And the type of com-
munication that Mr. Casas-Gonzalez has brought forward here, I
thinkis verv helpful in your deliberations. ,

There was a_question about the free trade zone of New Orleans
functions and T am sure Dennis Grace will be responding to that
question.
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Asto the Inter-American Municipal Association, you may have some
questions about that. But that office was located here in the Inter-
national Trade Mart—the offices are available. It was moved to Colom-
bia Bogota, to make it more centrally located in Latin America. We
would be happy to have it back. There is a ‘financial problem other
than the rent, of course, which the Trade Mart would make avialable.

Now I will proceed with my statement. As president of the Inter-
national Trade Mart of New Orleans, I can assure you that our mem-
bers are vitally concerned about U.S. relations with our friends in
Latin America. The International Trade Mart, and I would like to
add our sister organization, International House, are designed to
develop trade commerce and cultural relations between the people of
the United States of America and the people of the world, particularly
the other American republics. That is in the charter of both of these
organizations,

In addition, the International Trade Mart is an associate trustee of
the Council of the Americas. Incidentally, this is a people-to-people,
businessman-to-businessman, type of organization which works di-
rectly with the CICYP group, our basic counterpart in Latin America
in trying to coordinate the problems of businessmen. And the Inter-
national Trade Mart is the southern branch of the Council. T have the
privilege of being the national vice chairman of that organization.
This is a nonprofit organization whose approximate 200 corporate
members account for some 90 percent of the U.S. private investments
in Latin America.

Now, on June 16, to give you an example of some of our acts, we met
with Secretary of Treasury Simon, and Assistant Secretary of State
Schlaudman. I presume he’s been confirmed now, Mr. Chairman?

Chairman Lo~c. He has.

Mr. CLARk. For a review of the current economic events in Latin
America. Today T would like to begin by aquoting from an address
given by President Woodrow Wilson in Mobile, Ala., October 27, 1913,
wherein he spoke of the future policy of the United States toward the
.atin American countries. He stated :

We must prove ourselves their friends and champions upon terms of equality
and honor. You cannot be friends upon any other terms than upon the terms of
equality. You cannot be friends at all except upon the terms of honor. We must
show ourselves friends by comprehending their interest whether it squares with
our own interest or not. It is a very perilous thing to determine the foreign policy
of a nation in the terms of material interest. It not only is unfair to those with

whom you are dealing, but it is degrading as regards your own actions.

Often referred to as the “Father of the good neighbor policy,” Cor-
dell Hull voiced a similar philosophy when he stated :

I think we ought to build upon the solid and broad foundations of justice,
equality, and friendship. I think, too, that the more we visualize those broader
relationships, both political and economic, that should be restored, keeping at
all times within the limitations of our traditions and our Constitution, the
areater service we will render to ourselves and to other peoples.

The words of Cordell Hull and Woodrow Wilson are just as appro-
priate now as when first uttered.

Their words were echoed just 3 weeks ago when Mr. Miseal Pastrana
Borrero, former President of Colombia, held a press conference prior
to a speech given before the Rotary International Convention here in
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New Orleans. He stated: “The fundamental policy should be rela-
tions within a framework of equality.”

As Mr. Kissinger noted at the recent signing of the memorandum
of understanding between Brazil and the United States, in the rela-
tions between the United States and Latin America, there have often
been high-sounding declarations. Unfortunately, rhetoric rather than
action has symbolized our past attitudes toward our Latin neighbors.

We are keenly interested in the policy decisions of administrative
and congressional leaders, and review the results of their meetings
with Latin American leaders, as well as the multinational trade
negotiations now underway in Geneva.

It was my privilege last year to present testimony before the U.S.
Special Representative for Trade Negotiations, concerning the Trade
Act of 1974.

New Orleans is strategically located as a natural center of trade
between Latin America and the United States. There is an abundance
of frequent and reliable steamship services available to service import-
ers and exporters doing business with Latin America. Qur movements
in effect serve as a barometer indicating the rise and fall of inter-
American trade. Trade development is affected by many factors, some
of which may be improved through multilateral negotiations in
Geneva, while others may best be resolved through bilateral agree-
ments. Policy decisions obviously should be based on the particular
political and economic conditions existing in each country. In our
trade balance, the United States is a net exporter to Latin America,
with the United States having a large edge in the balance of payments.
A majority of the U.S. exports are semiprocessed or manufactured
oods, whereas U.S. imports are substantially raw materials.

This is not to say that the United States has a captive market for its
exports or its investments. According to the Interamerican Develop-
ment Bank, United States exports to Latin America in 1975 amounted
to $16.3 billion, a figure far higher than United States exports to other
developing regions. This represents a significant share of total Latin
American imports. Closely related to this trade, however, is the invest-
ment by United States firms in Latin America. OPIC, the Overseas
Private Investment Corporation, should be extended by the Congress
to safeguard and thus encourage U.S. investment in these developing
countries, particularly in the case of small business ventures. This is
mutually beneficial. However, as OPIC directly affects the U.S. bal-
ance of payments, it should be required that plant equipment, mate-
rials, et cetera, be of U.S. origin and further, that Public Resclution 17
apply as is the case with Eximbank shipments. Services such as ship-
ping, insurance, et cetera, are also U.S. exports. Direct trade assures a
friendly U.S. presence.

As an example, the United States is the single largest foreign in-
vestor in Brazil, currently holding 32.3 percent of the total, but invest-
ment by other countries is threatening U.S. leadership. West Germany
and Japan are serious contenders, followed by others. A recent Journal
of Commerce article originating in Brazil indicated that from the
period from December 1971 to June of 1975, Japanese investment in-
creased by 495 percent, Swiss investment by 231 percent and the U.S.
by only 97 percent. As many of these investments require modern tech-

o
o
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nology, U.S. suppliers are finding export markets declining due to
nontraditional competition. h

Of course, we cannot overlook three major events which took place
during this period. The first concerned the devaluation of the U.S.
dollar in 1973, which made U.S. products more attractive in the world
market place. Next we had the oil embargo, which affected the entire
world market. A worldwide recession, combined with rapid inflation,
followed as the third major event of the period. A retrenchment of
world trade ensued during 197475, from which the United States is
only now beginning to recover.

Many nations have been forced to near bankruptcy by price rises on
imports caused by oil pricing schemes imposed by the OPEC groups.
The cost of financing otlier imports has itself been affected by higher
Interest rates which were caused by inflation and dislocations in the
international monetary markets.

Nations such as Brazil which have experienced rapid economic ex-
pansion in the early 1970’s are rrow confronted with a contraction in
growth which was both required and forced upon them. Changes in
gross domestic product, which in Latin America ranged from near
stagnancy in Uruguay, and to nearly 1020 percent in Ecuador, Do-
minican Republic and Brazil during the 1968-1974 period, have sud-
denly experienced declines in 1975. Exports of goods and services have
played a significant role in the rapid rates of growth for the Latin
American countries. These exports have helped fund the purchase of
essential imports required to sustain rapid internal development. How-
ever, acceleration of most of the region’s economic growth has been
accompanied by a still more rapid expansion of imports.

Over the past 7 years, regional imports, valued at constant prices,
rose by an average annual rate of more than 10 percent, while the
gross domestic product increased by only 7 percent. The resultant nega-
tive balance of payments and rapid inflation influenced Latin economic
policymakers toward protectionism of developing industries. Trade
barriers were rapidly imposed to restriet imports, while at the same
time export incentives flourished.

The United States of America is today confronted with the prospect
of increasingly difficult trade relations with the rest of the world, and
possibly partial or total economie isolation by reason of the develop-
ment of protectionist policies among established and projected trading
blocs—including LAFTA and CACM. Tt is therefore only prudent
that interested observers should concern themselves with the possible
trade diminishing effects which might result from the accelerated
changes in traditional world trade patterns. .

There exists a tendency to maintain strong external trade barriers
for the protection of bloc industries, thus minimizing trade potential
with “outside” countries. t

The sinister intrusion of the Communists in the traditional trading
patterns of the free nations of the Western Hemisphere, motivat"ed by
political considerations, and coupled with the tremendous expa’r}slon of
Communist-flag shipping with the ultimate goal of dominating the
world’s ‘sealanes, offers to the nations of the Western Hemisphere a
disturbing threat to their collective security. Communist objectivés ar

well served through restrictive bilateral barter transactions. - - %! .
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The independent countries of the Western Hemisphere now have
common cause to give serious consideration to broadening their present
degree of economic cooperation. Only through unity can there be ex-
erted the necessary “leverage” to obtain desired concessions from other
trade blocs. The elimination of international trade barriers in the fu-
ture can be expedited by such means. A basic consideration must be a
practicable approach to the current disparities existing between de-
veloped, developing and underdeveloped countries with the objective
of achieving competitive production and marketing potential.

We notice with concern the activity occurring between the Latin
Americans and the Eastern bloc countries. This is particularly evident
in the Latin exports of raw materials to the Eastern bloc. With the
Comecon group competing in Latin America for the same raw mate-
rials as the United States, there is a great possibility that the United
States will be irreparably harmed. The barter aspect provides displace-
ment of U.S. manufactures by Comecon products. Again, the matter
of presence is of great importance. This potential danger is real, as we
watch the ever-increasing Russian merchant fleet appear in Latin
ports, as the Latins are persuaded to seek expansion away from their
traditional trading partner—the United States of America.

While overall the Latins are skeptical of Russian influence, which
has suffered setbacks in Chile, Bolivia, Brazil, and Argentina, Come-
con will endeavor to maintain a presence in the Western Hemisphere,
anticipating a decline in U.S. influence in Latin American affairs.

With the emphasis focused on trade expansion in the early 1970s,
particularly in the United States, it was to be expected that the United
States assume the initiative in seeking removal of trade inhibiting re-
strictions. A new and realistic U.S. trade policy was achieved with the
passage of the Trade Act of 1974. One result now is that nearly 75 per-
cent of Latin America’s imports into the United States enter duty free,
compared with 67 percent previously. Unfortunately, it has opened
large segments of adverse publicity with our hemispheric neighbors.
In reality, its effect seems to be often immeasurable. The International
Trade Commission has come under attack for being less than well or-
ganized, with numerous vacancies going unfilled in its structure. The
zeneralized system of preference was not well received by many recipi-
ents due to both a lack of understanding on their part and a few errors
on our part regarding the exclusion of such countries as Venezuela and
LEeuador from the GSP—mainly due to their membership in OPEGC,
although not joining the OPEC oil boycott. Venezuela has been one of
our most vocal critics, which can be largely traced to exclusion from the
GSP. This is more a matter of pride than substance, as Venezuelan
dutiable exports to the [nited States are for all practical purposes non-
existent. The Bentsen bill, to provide GSP for such countries which
did not join in the oil boycott, should be promptly and favorably con-
sidered by Congress. : -

As a result of the Trade Act of 1974, service industries such 4s ship-
ping, insurance, and banking, are directly benefiting from: the Trade
Act under title IIT, which encourages mutual respect.
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Leaving the recent past and looking to the future, U.S. policy can
have a positive impact on hemispheric relations. First of all, our pol-
icymakers should get on the same wavelength. Secretary Kissinger is
reported to have stated on his first trip through Latin America this
year that Government-run multilateral lending institutions were fa-
vored in the long run for providing necessary financial and technical
support for aiding the development of countries. Secretary Simon, on
his followup trip, noted that such things be best left to private institu-
tions. An obvious problem has occurred recently with Secretary Kis-
singer’s approach, when the UNCTAD IV Conference held in Nairobi
rejected the U.S. concept of establishing an International Resource
Bank. We are opposed to this sort of multilateral approach for financ-
ing development projects because, while the United States is most often
the largest subscriber to institutions such as the World Bank, regional
banks, et cetera, seldom is there any guarantee that U.S. firms will
reap the benefits in the international bidding process used. All too often
we find projects funded by multilateral banks, such as the TADB and
World Bank, lost to foreign firms during the bidding process. We pre-
fer to see greater expansion of such bilateral institutions as the Ex-
port-Import Bank, where U.S. manufacturers and service indistries
have an opportunity to participate with consequent benefit to U.S.
economy and trade balance—and presence.

In summary, T would like to offer the following suggestions regard- *
ing future U.S. policy toward Latin America.

First and foremost, we must support Western Hemisphere co-
operation through providing financial support to such institutions as
the Export-Import Bank, with liberal credit policies.

Second, we must negotiate bilateral preferential trade agreements
with LAFTA and CACM.

Third, we must recognize that our collective security from further
intrusion by the Communists in traditional trading patterns of the
free nations of this hemisphere depends heavily on the broadening of
economic cooperation between the independent countries of this
hemisphere.

Finally, we must recognize that both multilateral and bilateral
negotiations have a place in foreign policy determinations, but such
determinations must take place upon terms of equality and honor.
Mutual respect and reciprocity of treatment is imperative. It’s a two-
way street.

Mr. Chairman and subcommittee members, I would like to thank
you for permitting me to present this statement to you today. Should
you have any questions, I will be pleased to attempt to answer them at
this time.

Thank you.

Chairman Lone. Thank you very much, Mr. Clark.

‘We are appreciative of your taking the time that you obviously took
in preparation of your statement.

Mr. Fabry, we are pleased to have you, sir.

If you would proceed.
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STATEMENT OF PAUL FABRY, DIRECTOR, INTERNATIONAL
HOUSE, NEW ORLEANS

Mr. FaBry. Mr. Chairman, one of our cherished rituals of the elec-
tion year is the complaint that the outgoing administration has not
developed a policy toward Latin America.

This is true, in fact, and has proved to be true for all administra-
tions. Could it be the reason for this, indeed, is that no standard policy
can be developed for a region so varied in both political and economic
terms? Now how can a policy for underdeveloped nations, as you,
Mr. Chairman, mentioned in your introduction in a broader sense, be
exter;ded and valid for Asia, for Africa and Latin America at the same
time?

Those of you sitting on the various committees, particularly,
Congressman Treen, working on the international relations aspect of
our policy. We know that when it comes to policy on Latin America,
it will be impossible to expect that any policy towards underdeveloped
continents, in general could automatically be validated. Or how could
you develop a policy in Asia that would be valid for both Mao Tse
Tung for example and Mr. Tonaka in Japan. Or how can you develop
a regional policy for Africa that would be equally good for an idiotic
person like Idi Amin of Uganda and Mr. Vorster of South Africa;
and the same can be translated in Latin America if I can refer to
Mr. Casas-Gonzalez and what he said.

How can a policy be valid in an all inclusive fashion, if you please,
for a communist regime like Castro’s and the seven or eight juntas that
operate in some countries, and for a democracy in Venezuela.

So it would be my feeling that a regional policy as such would never
be possible. Starting from this I will address myself to the economic
reality in a random fashion and, with the Chairman’s permission, call
for a pragmatic approach. Among the illusions and myths that come
up frequently here are just a few:

That the United States has a sort of monopoly as a business partner
south of the Rio Grande.

That closeness by geography determines economic dependence.

That the U.S. businessman will consider it more patriotic to do
business with the South American countries than with, let’s say, an
Asian country.

That the many difficulties in doing business with Latin countries are
due to our lack of knowledge, and not to bureaucratic impediments
and inefficiencies in the other countries.

That policies generally dedicated 