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ABSTRACT

Title of Dissertation: THE POLITICS OF VARIATIONS IN U.S. FOREIGN
DIRECT INVESTMENT POLICY TOWARDS LESS

DEVELOPED NATIONS, 1948-1977: FOCUS ON 1973
POLICY REORIENTATION

Ann Temple McDonell, Doctor of Philosophy, 1982

Disser tation directed by: Dr. Don Piper, Professor and Director of Graduate
Studies, Department of Government and Politics.

Previous studies of U. S. policy towards foreign direct investment in less developed
nations by U. S. business corporations fail to fully identify policy content and the
interplay of variables over time. Utilizing a public policy approach, this research is
limited in scope to investment guaranty and expropriation policy.The policies are
conceptualized both as dependent variables which need to be explained and as
independent variables with influence on political and economic outcomes in inter-state
relations. Drawing on Congressional hearings, historical accounts, roll call votes,
nationalization cases, comparative country data, and detailed investment, insurance and
aid statistics, the research found that international environmental conditions
precipitated the formulation of policy content through a particular policy network
concerned with investment issues.

Investment guaranty policy was found to be primarily determined by foreign policy
goals, liberal-conservative ideology, the House Foreign Affairs Committee, and
Congressional specialists. Politicization of investment issues, accompanied by domestic
pressures, caused the breakdown of consensus and policy reorientation in 1973,
Investment policy effects, measured by goal aspirations, were marginal but
implementation by the Overseas Private Investment Corporation provided unexpected

utilities. Adverse effects were created by concentrations of investment, a by-product of

unrestricted capital flows.




Expropriation policy was determined by business corporate interests and Congress.
As nationalizations of U. S. property increased from 1962-1974, counterproductive policy
sanctions were mandated.

To avoid policy decisions as crisis response, the full range of investment policy
issues needs a comprehensive coordinated re-formulation through a restructuring of

priorities in the Executive branch of the U. S. government and within the international

community.
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JUSTIFICATION

Foreign economic policy has been defined as the sum total of actions by a nation

state intended to affect the economic environment beyond the state. Composed of

foreign trade, foreign aid, foreign investment, and monetary policy, its objectives are to
or “anize trade and investment so as to maintain or maximize national income and

national power.1 Two dimensions of the politics of foreign economic policy have engaged

the at' tion of scholars: the political som s of U. S. p ""cy determin s and the

impact of policy on the international political economy.

Investigation of political determinants has sought to specify the conditions under

which international env_ nmental variables or domestic variables dominate the decision

process. Within the context of d =25 _ variables, researchers have attempted to

discern whether given U, S. foreign economic policies are based on the needs of the

collective national economy, the interplay of competing domestic economic ... erests, or

the dominance of major corporate interests. Within the decision process, attention has

also been directed to the role of ideological perceptions in the definition of policy
options.2

Since the 1930's, U. S. foreign economic policy, with its domestic capitalist
economic base, has followed the liberal economic ideology that the free flow of goods

and investment in world markets maximizes not only U. S. national income but that of

1 world at large. Critics of U. S. foreign economic policy maintain that liberal

ideology is the means by which the U. S. ruling class maximizes its own income, exploits
the less developed countries, and manipulates the nation into position as a giant
imperialist power. Even with altruistic intent, the critics claim, the consequence

of U. S. liberal ideology in an international system of unequal states is continued







investigation of investment guaranty and expropriation policy towards U. S. direct
foreign investment, i.e., subsidiaries of Ameri | firms located overseas, located in less
developed countries.

Inves it guaranty policy provides insurance by the U. S. government to U. S.
investors in less developed countries against loss of property from the political risks of
inconvertibility, expropriation, war, and civil strife. Research to date on the
development of U. S. investment guaranty policy is conflicting. The evolution of the
policy has been character: as 46 a | liberali ~“ion,” and substantially
modified under particular administrations.® The most significant variables to explain
both the development and content of investmeﬁt guaranty policy were found to be
foreign policy goals,? corporate preferences,!0 the domestic ideology of free enterprise,
and international events precipitated by Latin American nationalism.!!  Although
scholars to date have assumed the executive branch to be the initiator of policy, one
scholar stipulated that the initiatives of the state were shaped and circumscribed by
corporate preferences.

Expropriation policy is the response of the U. S. government to nationalizations of
U. S. property in less developed countries. Rosen observed a pattern of i and
punishment in five Cases,lz Einhorn's investigation of one case revealed both contending
ideological differences and bureaucratic politics within the Executive branch,13 while
Lipson and Horst, Bergsten, and Moran!# found the determinants of variations in policy
to be changing corporate perceptions of policy efficacy. Analyses undertaken by
international legal scholars!® demonstrate that while stated U. S. policy towards
acceptable compensation standards in expropriation disputes has remained constant since
the 1940's, practical policy has moved towards other standards.

The divergence in identification of policy initiatives and determinants can be
explained by the lack of an explicit policy focus and by certain limitations within the

research perspectives-a relatively brief time period, focus on a particular region, a small







counter vailing power (2) the role of foreign policy goals in investment policy initiatives

and decisions with emphasis on the critical relationship between foreign aid and private

1ial commit , leadership and

foreign investment (3) the key posi® | of Col

ideological coalitions in the formulation and ratification of policy (4) the 1973 re-

authorization decision: a full scale debate of the issues in which divergent ideologies,

interests, data, and interpretations of implementation came into play (5) an extensive
analysis of policy implementation (6) an accurate data base of the amount of U. S.

investment and political risk insurance coverage in all less developed countries from

1955-1977.
The content or substance of investment policy can be * 1ssified into four
The

categories: promotion, selective reallocation, risk reduction, and protection.
categories are distinct but not mutually exclusive since selective reallc _ :on and risk

reduction may function to increase promotion and protection. Each category may take
different forms in accord with pre* red values or ed eff e

The hypothesized relationships to be explored can thus be stated as follows: the
formulation of investment policy content varies over time in relation to the way in which

the international and domestic environment is perceived by policy participants, the

strength of competing interests, the politicization of the issues, Executive-Congressional

politics, and ideological coalitions within Congress. Implementation of investment

guaranty policy varies with the policy content, the structure of the implementing agency,
and environmental constraints. Implementation of expropriation policy varies with the
perceptions of business interests, participants in bureaucratic politics, Congressional
coalitions, and environmental constraints.

Three sets of permanent interests maintain a continuing stake over time in the
content of U. S. investment policy: corporations who invest overseas for profit, national
income interests who are concerned with collective economic performance, and foreign

policy interests who maintain inter-state relationships and guard national security. Their




policy preferences are shaped by international and domestic variables; their perceptions
(or definition of the situation) of the impact of international and domestic conditions on
their in , interpreted thrc :h their ideological predispositions, determine their
preferences. The policy preferences of permanent interests as well as those of other
interests activated by salient environmental conditions (e.g., labor unions) become
demands upon political process decision-makers for specific policy content. The
decision-makers, however, form their own policy preferences based on an independent
analysis of environmental conditions as well as the competing demands of interests. The
permanent interests, occasional interests, policy makers, and implementing agencies

form a policy network or investment policy subsystem.

The relationship can be schematically illust _ .d:

POLI”Y FORMULATION

Independent Intervening Dependent
Variahles Variable Variable

Envu wnmental Policy Network Policy Content
Conditions (Interests and

Political Process)

POLICY IMPLEMENTATION

Independent Intervening Dependent
Var' ''es Veriahla Variable
—ﬁ—o—licy E_ontent Im pu:uucntaﬂon Policy Outputs
Constraints of Process
Environmental
Conditions

POLICY IMPACT
Independent Dependent
Variables Variable
Policy Outputs Outcomes
Constraints of
Environmental

Conditions



Specification of the variables follows:

POLICY ®OF **''LATION

T eEen""'\t X—-_:—.Lln-

Environmental Conditions
1. International Environmental Variables:

a.

b.

C.

Changes in balance of political power:

Newly independent nations

Modified spheres of influence

Counter-vailing power of L. D. C. economic nationalism, manifested by
nationalizations, UNCTAD, investment codes.

Changes in international economic system:

Decline U. S. economic hegemony

Heightened industrial nation competition

Relative changes in L. D. C. economic wealth and resources
Raw material supply - scarcity, commodity cartels.

Growth of multinational corporation direct investment.
Regime changes.

2. Domestic Environmental Variables:
Balance of Payments
Unemployment
Economic Performance (Recession, Inflation, Growth Rates)
Growth of U. S. based multinational firms

Inter vening *'~-*ak’'-
Policy Netwu k

1. Policy preferences of interests.

(Preferences based on perceived interests and ideology)
Foreign policy interests - State Depar tment, A.L.D.
National Income Interests - Treasury Department

Business Cor porations

Activated interests

2. Policy preferences of Political Process Participants

President

Congressional Subsystems
Congressional coalitions
Bureaucratic politics.

SR N PN

Policy Content
Promotion or Restraint

Form of selective reallocation
Form of risk management

Protection rules and mechanisms



POLICY IMPLEMENTATION

Independent Variables

Policy Content
Constraints of Environmental Conditions

Yn+n—--ening Uariak!la

Implementation Process
Guaranty agency
~ ecutive Branch - State Department, Treasury Depar tment, President

De~~~-~nt Variable

Policy Outputs
Quantity and location of insurance
Quantity and location of investment
Dispute settlements
Sanctions

pNLICY IMPACT

Independent Variables

Policy Outputs
Constraints of Environmental Conditions

Dependent Variables

Perceived impact.
More or less economic development
More or less inequality, dependency
More or less development of L. D. C. radicalism or right wing conser vatism
More or less U. S. involvement internal L. D. C. affairs
More or less cooperative, non-conflictual U. S. relations with L. D. C.'s
Better or worse corporate behavior
More or less positive effects U. S. economy
More or less U. S. investment opportunities - closed and open doors,
resources, competition

These perceived outcomes become environmental conditions which influence further
policy changes in a continuous feedback process.

Certain variables function in dual roles. Foreign policy interests, represented by
the State Department, both formulate and implement policy. Environmental conditions
stimulate policy changes but also serve to constrain the effects of policy actions.
Dependent variables of each phase become independent variables in the next phase. The

justification for identifying two collective interests, the national Departments of State
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i al variables
International Envxronment

the palance of political Power.
C-ong RIS Political POWE:
nts of shifting

d i generalized international relations texts and in research
in

power alignments between industrial and less developed
Assessme

un
co_ ries can be fo

23 : X . . )
d UNCTAD and Investment Codes. Latin American nationalism as a bid for
directed to

db 5wansbrough.2 * In an evaluation of relative power in terms of
H y analyze y
power 1S \\ell

+ investment, Bergsten, Horst, and Moran2? found that the L. D. C.'s
U. S. foreign direcC

we from U S. investors but scholars of the dependencia tradition find
. r e
had wrested po r

| investors, through an international system that controls curr
t i ional 1n
hat multination

hold power.26 Barnet found that all nations have lost power; power
inue to
trade, continu

nto 1 i COl i 27
1 Ctly ] p() atio
haS Hloved dlre n

. investment are events in the international /i
H 3 ons of Uo So 1
Nationalizatl

:nt of

+o business, foreign policy, and national income interests since they ..._y
. o
direct concern

in loss of property of disputes. Nationalizations are defined as the forced takeover
resstein® py host government decree, legislation, coerced sales, and cancellation of
¥ prop(.er:: :; contracts owned by U. S. investors,28 Although research has not
concessio
rogressed to a general theory of nationalizations, the literature focusing on the causes
if iaﬁonauzations clearly demonstrates that multiple variables are at work. The
theoretical literature identifies a high degree of foreign ownership and penetration of an
L. D. C. economy as the causal factor inducing nationalizations (dependencia); some
empirical work has sought 1o verify this proposition.29 Socialist or Marxist ideology, by
virtue of its tenets, requires nationalization of key economic sectors;30 socialist regimes
in less developed countries will nationalize U. S. property if it is invested in a sector

slated for general nationalization. Empirical studies attibute nationalizations to the

international system variables of economic nationalism and range of L. D. C. OPtions31,

the obsolescing bargain terms between host governments and investorsBz, and host
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International Economic S$~*2m Changes

Changes within the international economic system creating international economic
interdependence, the decline of U. S. economic dominance, and the rise of heightened
industrial nation economic competition are documented in both general and specific
research.”! Relative changes in L. D. C. economic wealth and resources are documented
in governmental statistical research and analyses undertaken by the World Bank.*2 Raw
material supply changes in relation to dependence of U. S. investors on supplies from the
L. D. C.'s have been studied by governmental agencies“L3 and scholars of differing
perspectives. Neo-Marxist and dependencia scholars who are committed theoretically to

the proposition that U. S. business interests are dependent on a supply of raw materials

are joined by more pragmatic scholars** w  cite contemporary evidence of such
dependence. These researchers are disputed by others*? who anticipate that future
alternative supplies will be adeguate. The limitation of raw material supply by
commodity cartels other than the OPEC oil cartel is assessed by Blake and Walters#® to
be of potential negligble significance. The political and economic implications of the
growth of multinational corporate direct investment has been analyzed extensively.
Alternative models which predict either global welfare or loss of national sovereignty are

posited or analyzed by Gilpin, Barnet, Vernon, Horst, Bergsten, and Moran.*7

Regime Changes

Although the comparative politics literature has investigated military regimes in
L. D. C.s and the relationship of modernization to economic and political
development,l‘8 there is virtually no systematic research analyzing the relation of regime
change to U. S. direct foreign investment in the L. D. C.'s other than the specific case

studies of nationalizations and the five cases studied by Rosen.
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Domestic Environmental Variables

Continual U. S. balance of payments deficits from the 1950's forward, inflation and
unemployment from the 1960's forward, recurring recessions, and the growth of
U. S. multinational firms are domestic conditions summarized in the economics and

multinational corporations literature. 43

Policy Networks

Interests

Interests and ideology are determinants of policy preferences. Drawing on a
definition by Converse, a policy network participant's ideology refers to the attachment
of political meaning to an event consistent with previously held values and beliefs to
economize absorption of new political information.50 The values and beliefs most
relevant to investment policy are private enterprise ideology, anti-Communist shared
images, the dogma of American liberalism, and the persistent progressive, liberal, and
conservative coalitions in Congress.’! Consistent, continuing links between
Congressional policy and liberal-conservative ideologies are based, according to
Schneider, on different core dispositions towards privilege and deprivation at home and
abroad, mediated by theories of the economy.52

Interests refer to a perceived stake in the outcomes of a policy. A discussion of
corporate business and domestic economic interests can be found in the interest group
literature, elitist theory literature, and the multinational corporation literature,>3 The
empirical work of Russett suggests that ideology is more important than perceived
interest to business preferences on foreign policy issues,’% Bauer, Pool, and Dexter's
work?? still provides the best understanding of divisions within the corporate business

community and the relatively weak effect of business attempts to influence foreign
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economic policy legislation. Foreign policy bureaucratic politcs are described by

Halperin; Einhorn and Cohen are sources of information on national income interests

represented by the Treasury Department within the bureaucratic politics framework.”?®

The politicization of issues as a means of activating a widened circle of interests

and redefinir~ | ©  questic %7 is an important conceptual link between interests,

ideology, and variations in investment policy content over time.

Political -E_r_nrncc

The policy preferences of the President in the successive administrations under

Study are outlined by Lipson, Whitman, and Swansbrough, augmented by the memoirs of

Rogers and Levinson.”® The executive-legislative relationship in foreign economic
policy, which he terms interb. _ _ politics, is a '’zed by Pastor.”?? The Congressional
subsystem can be understood by studies undertaken by Robinson, Franklin, Fenno, Holt,

Manley, and o’chers.60 The basis for policy decisions can be reviewed in light of general

decision theory, Congressional decision theory, and interest group theory.61

Implementation

T“- Implementation Process

Variables appropriate to analysis of the implementation process are discussed in the
policy literature.62 Goal priority, mandate ambiguity, agency resources, latitude for
discretion, limitations on authority, and scope of possible action are applicable concepts
for implementation of guaranty policy. The ___porate structure of OPIC was i :If a

factor producing effective dispute settlements, according to the only analysis of

63 Bureaucratic politics is the only approach and a hard-soft

imPlemen’c;:;’cion under taken.
64

line the only concept applied thus far to the implementation of expropriation policy.
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Policy Outputs

Foreign direct investment firm-specific decision theory is incomplete. Factors
found to be influential®? in foreign investment decisions made by firms include market
Opportunities (expansionist or defensive), raw material access, decreased cost of
Production, and escape from domestic restrictions. Deterrents to U. S. foreign direct

investment include lack of knowledge of L. D. C. investment oppor tunities, estimates of

non-profitability, and political risks. Some, but not all, of these factors can be

influenced by public policy and political variables.

A major purpose of U. S. investment guaranty policy is to remove the t____ers of

political risk through insurance. Although there is no literature on political risk

insurance, there is an emerging literature on political risk per se.56 This literature,
potentially useful to both public and private in__ ance underwriters, seeks to identify risk

variables and develop a methodology by whict  ative risk can be predicted.

The policy outputs of investment guaranty policy include complete data on the
volume and location of insurance contracts by country and year, variations in volume and
location over time, and the relationship of insurance to investment over time. It also
includes complete data on U. S. direct foreign investment in the L. D. C.'s by country and
YEaI,67 indicating trends in insured investment and that which is uninsured and not
directly affected by guaranty policy.

Certain other variables have been introduced in conjunction with the investment
and insurance data base. These variables have been hypothesized in earlier research to
be related to investment and insurance patterns. The variables are: (1) GNP. GNP has

been hypothes as the primary determinant of investment patterns.68 Investment as a

Percentage of GNP could be used as a measure of political risk. (2) U. S. foreign aid -

€conomic and military. U. S. aid has been hypothesized as an instrument devised to

Provide the infrastructure needed for U. S. investors, who then protect themselves with
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U. S. government insurance.b? It has also been hypothesized as a means of protecting

U. S. investment already in place, further stimulating new investment in the country,
buttressed by insurance.”’® A third hypothesis suggests that U. S. aid is extended for
political purposes and may or may not co-vary with investment patterns. (3) Trade.
Economists have demonstrated a reciprocal relationship in which U. S. trade patterns
determine investment patterns and investment patterns influence trade patterrxs.72
Trade partner relationships are noted.

The purpose of these additional variables is to analyt’ 'ly separate those policy
variables which may have an independent (trade) or conditional (aid) effect on investment
patterns. These variables are among those that need to be assessed in a measurement of
outcomes. Since investment decisions are made by business firms, they represent a

direct response to environmental conditions mediated by public policy.

Policy Impact

The perceived impact of investment policy is the attribution of an objective
condition or trend to the nature, location, or volume of U. S. foreign direct investment,
Perceived impacts by scholars are discussed in the literature previously cited. Economic

growth rates are a variable utilized to measure economic development impact.

POLICY IMPACT PERCEIVED BY POLICY PARTICIPANTS

As U. S. investment policy evolved from 1945-1977, four perceptions of the
relationship of investment guaranty and expropriation policy to political and economic
outcomes developed into positions advanced by policy makers. Two positions were
consistently held until the 1960's. After 1960, two additional positions widened the

spectrum. These four positions are:
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1. Increased provision for and use of political risk insurance will lead to the
following outcomes: interference with the market which should be the mech sm to
determine the quantity, nature, and location of foreign investment in the L. D. C.'s,
unnecessary regulation of business, increased nationalizations of U. S. business
encouraged by insurance coverage of compensation, increased L. D. C. restrictions on
private enterprise which serve to dampen their investment climates, increased
acceptance by the U. S. of state enterprises and socialism in the L. D. C.'s. Foreign aid
is a give-away; economic development should be stimulated by U. S. ent_ _rises in the
L. D. C.'s. A hard line and sanctions should be the U. S. response to investment
disputes. This position was advanced by large business corporations until the mid-50's but
varied thereafter. It was advanced by conservative Republicans and southern Democrats
until the 1970's.

2. Increased provision for and use of political risk insurance will lead to the
following outcomes: increased business investment, increased U. S. exports, ir ased
access to critical raw materials, ec. .. iic development of the L. D. _.'s,
depoliticized, non-confrontational settlement of investment disputes. Effects on the U.
S. economy will be beneficial or neutral. Private investment and foreign aid are both
needed for economic development. U. S. policy in investment disputes should be decided
on a case by case basis. This is the position taken by most business corporations after
the mid-1950's, by moderate and liberal Republicans, by moderate Democrats, and by
liberal Democrats until the 1970'.

3. Increased provision for and use of political risk insurance will lead to the
following outcomes: increased business investment in the L. D. C.'s, decreased busir s
investment in the U. S., increased subsidy of the multinational corporations, a loss of jobs

for U. S. workers. The effect of investment on economic development in the L. D. C.'s is
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not known and disputes should be settled on a case by case basis. This is the position
taken by U. S. labor unions after 1970. It gained the support of many liberals in both
par ties after 1970.

4. Incrc ed provision for and use of political risk insurance will lead to the
following outcomes: incr¢ ed business investment in the L. D. C.'s in direct equity
form, increased U. S. involvement in the domestic affairs of the L. D. C.'s, increased
U. S. government confrontation in investment disputes, increased U. S. exploitation
of L. D. C. economies with accompanying lack of ¢ nomic « relopment and greater
disparity of income, increased political turmoil within the L. D. C.', increased U. S.
support of right wing L. D. C. governments, increased nationali: :ons of U. S.
property. A soft line should be U. S. governmental response to investment disputes. This

was the position of many liberals in both parties after 1970.73

METHOLD ™ ~GY

Policy Formulation

For each presidential administration time period, the variables which represent
international and domestic conditions are introduced into an introductory context in
which data on current international and domestic conditions, drawn from historical
accounts, are incorporated in a section on Presidential priorities. Specific data on
investment trends, nationalizations, the investment climate overseas, L. D. C. coalitions,
and significant regime changes derived from U. S. Commerce and State Department
sources are also included. For each presidential administration, the domestic political
alignment, based on Congressional Quarterly data, is outlined to indicate the political
party relationship of the President to majorities in both houses of Congress and the

political and ideological composition of Congress.
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An analysis ol (>licy formulation in each Presidential period includes Executive and
Congressional branch formulation; the relationship of foreign aid and foreign policy
interests; the preferences of national income, corporate business, and other domestic
interests; the information on implementation available to policy makers; and the
politicization of investment disputes. Congressional hearings provide the best source of
information, other sources utilized include reports of presidential advisory commissions,
presidential messages, memoirs, the Congressional Quarterly, AFL-CIO platform
proposals and position statements, League of Women Voters legislative files, records of
the Americans for Democratic Action, and accounts in periodicals, newspapers.

Identification of the determinant; of policy is based on the written statements of
the participants on the record, the judgment of experts, staff, and journalists, a
comparison of benefits and costs to the interests of participants from proposed policy
content, and roll __.1 vote analysis. Roll call votes are analyzed on a liberal-
conservative scale derived from the records of the Americans for Democratic Action and
the Congressional Quarterly.

The fullest attention is given to 1973 as a pivotal decision point; politicization of
both foreign policy (U. S. involvement in Vietnam and Chile) and domestic policy (labor
union drive to curtail overseas direct investment by U. S. multinational corporations)
substantially modified investment guaranty policy trends.

Each decision point - 1969, 1973, and 1977 - could be the focal point of a more
intensive and exhaustive policy study of that decision context. Roll call vote analysis of
investment policy issues could be inccrporated into a quantitative analysis of roll call
votes on a number of dimensions; the liberal-conservative dimension is the focus of

interest here.
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policy Implementation, Outputs, and Outcomes

Implementation practices of the Investment Guaranty Program under AID and OPIC
were derived from the published annual reports of both agencies, the testimony ofthe
implementing agencies and business firms in Congressional hearings, commentary in
scholarly journals, and reports of the General Accounting Office and Library of Congress.

Quantitative data was ob d from OPIC, A"~ the World Bank, and the
commerce Department. Commerce Department investment statistics have only been
compiled for the universe of less developed countries since 1966. There are major
problems in working with Commerce Department data. Their statistics understate both
book value and going concern value substantially, obscure some new investment, do not
capture third-party investment sources, and distort the data for 1966 by showing
decreases in investment created by 1966 benchmarking rather than the increases which
actually occurred.

An appropriate methodology for examining the data would be a time-series analysis
to determine variations in both short and long term direction and rate of change over
time in investment flows and insurance coverage. The results could then be correlated
through quantitative techniques with other economic and political variables. Although
multiple regression utilizing operationalized independent variables from the hypothesized
relationships in the schemata would ultimately be useful, immediate insight could be
obtained by finding the strength of the relationship between GNP and percentage or
dollar increases in investment in each country at four year intervals through partial
correlation with controls for (1) left, center, and right regimes (2) the magnitude of
nationalizations within each country (3) region: Latin America, Africa, Middle East, Asia
(4) the percentage increase in insurance. The correlation co-efficients obtained would
indicate the degree to which the correlation between GNP and investment was affected

by regime ideology, by the political risk posed by nationalization incidence, and by
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CHAPTER 2 INVESTMENT POLICY IN THE 50's: THE TRUMAN AND EISENHOWER

ADMINISTR » TIONS, 1948-1960

I. The Truman Admini-*-1tion

M: Presidential Priorities and Domestic Political Alignment

To trace the growth of U. S. direct investment in the L.D.C.'s and the politics of
investment policy, it is necessary to begin with the Truman administration, 1948-1952,
Containment of Soviet Union expansion and rebuilding Europe were the dominant foreign
Policy priorities of the Truman administration. In reaction to the fall of China and to
Soviet threats in Europe, Greece, Turkey, and Korea, Truman countered with the
Marsha) Plan, NATO, aid to Greece and Turkey, Point 4, and intervention in Korea.,

The reconstruction of Europe under the European Recovery Act (Marshall Plan) and

Many instruments of containment policy involved substantial U. S. foreign aid

aPPropriations which had to be approved by Congress. In the area of U. S. foreign

€conomic policy, President Truman utilized the device of appointed special commissions
to develop proposals that could be translated into aid, trade, and investment legislation
backed by prestigous commission members from business and the professions. Although
the House of Representatives in its first term, 1949-1950, contained a sizable
Democratic majority, the Senate Democratic majority consisted of eight votes and a
Combination of Southern Democrats and conservative Republicans could easily prevail.
The by-elections in 1950 reduced the Democratic Senate lead to two votes and reduced
the Hoyse majority by 56 votes. All major leadership and committee posts were held by
Southern Democrats.! since the large financial commitments sought by the Truman

administration had to be guided through a moderate-conservative Congress, it is not
as cast in terms of national security needs and

SUrprising that foreign economic policy W
2

Fequired consultation with the business community for their support.
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due to left wing governments but because of the instability produced by frequent coup
d'etats (Latin-America) and conflicts (Kashmir, Israel). Many less developed nations had
yet to achieve independence. From this background a new U. S. investment policy
instrument emerged in the Truman administration with the introduction of U. S.
government backed foreign direct investment guaranties. The guaranties were designed

to promote U. S. investment in Europe.

INSURED INVESTMENT POLICY FORMULATION

The first U. S. foreign investment guaranty, limited to inconvertibility of foreign
currencies, was included in the Mutual Security Act of 1948 as part of the Marshall
Plan. The guaranty as a policy instrument originated with bankers who were among the
appointed business leaders serving on the President's Committee for Financing Foreign
Trade, known as the Aldrich committee, in 1947. Their rationale was that guaranties
would bridge the lack of confidence in European political stability that prevented the
movement of U. S. capital needed for financing reconstruction.5 U. S. government
officials stressed the need to encourage foreign investment, viewing the public
investment as requisite pump-priming for the recovery of the private sector. U. S.
private foreign investment would supplement and complement direct U. S. grants.
Assistant Secretary of State Dean Acheson in 1944 felt private investment must be
complementary to public foreign aid; the official National Advisory Council to the
President on International Monetary and Finar * ' Problems, created in 1945, maintained
that the greater the extent of private capital investment, the greater would be the
ability of government to withdraw from large scale public lending without sacrificing

foreign policy objec'cives.6
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The provisions pertaining to insurance in the original Economic Cooperation Act of
1948 provided that the money used to back investment guaranties out of the $300 million
authorized for that purpose be subtracted from the total funds appropriated for Marshall
Plan loans. The guaranties, limited strictly to the risk of inconvertibility, were made
conditional upon the negotiation of treaties with each foreign country specifying
guidelines for the drawing up of detailed investment guaranty agreements. Guaranties
applied only to new investment and to direct rather than portfolio investment in order to
create incentives for capital to flow into employment-producing growth-generating
sectors.

The House of Representatives strongly supported the guaranty feature of the
Economic Cooperation Act but the Senate opposed it, a pattern which persisted in the

House and Senate for over 25, rs. A key leader in the drafting of the guaranties was

Representative Jacob Javits of New York. The business community was divided,

ambiguous, and apprehensive about the guaranties. Foreign investment had a particular
business constituency - those firms large enough to establish subsidiaries abroad, firms
related to import-export trade, firms needing foreign natural resource supplies, firms in
the natural resource extraction business, and the banking institutions supplying capital
for overseas ventures. At the outset, the investment guaranty program was supported by
financiers and bankers, the Committee for Economic Development, the National Planning
Association, the Detroit Board of Trade, the American Bar Association, and the U. S.
Chamber of Commerce. Although Lipson7 found that neither industrial groupings nor any
definable classifications of individual firms could predict policy stands on the guaranty
program, disagreement was expressed by the National Foreign Trade Council, composed
of most large foreign investors, the National Association of Manufacturers, and
respondents in a poll conducted by Business Week. While the opposition agreed that
foreign investment should be encouraged, they viewed the obstacle to investment to be

the poor investment climate created by foreign countries; it was, therefore, the
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reSPOnsibility
Of thoge
cou

. Ntries to improve that climate in order to encourage
investment,

The Buaranties, they felt,

would only absolve foreign governments of their
responsibilitieS and might

» In fact, encourage them to block conver tibility since investors
would be comPpensateq by insurance, 1n addition to fears that insurance would provoke
the very acts it sought tqo Prévent, opponents of guaranties agreed with three other
objections Faised by the U- S. Council of the International Chamber of Commerce when it
endorsed the Program for 4 trial period - the screening of desirable from undesirable
investments Would be ap Unwarranted intervention by government into private business
decisions;

encouraging new Investments would discriminate against existing investments;

aymen i
pay t of claimg could result in substantial losses to U. S. revenues.?

Since the Marshalj Plan was directed to European countries, the investment

guaranty Provisions djg not apply to investors in less developed countries. When Latin
American nations fequested a foreign aid progr  of the magnitude of the Marshall Plan
for their continent, Secretary of State George Marshall responded by pointing out that
conditions did not warrant massive U, S. public aid to Latin America - the region was not
devastated by war and atin American circumstances were not comparable to Europe.
U. S. Government officials suggested that development in the less developed countries
could be achieved through Joans from the World Bank and the Export-Import Bank and by

instituting an investment climate attractive to private capital.9 In 1949 President

Truman inaugrated the Point 4 program, a plan to provide U. S. technical assistance to

underdeveloped nations. At the same time, the President, Secretary of State Acheson,
and Secretary of Treasury Snyder all issued an appeal for increased private foreign
investment. President Truman, in addition, asked for expansion of the investment
guaranty program to less developed nations, increased efforts to negotiate investment
treaties, and an intensified program to provide information about investment

opportunities in the L.D.C.'s to U. S. business firms. Secretary of Commerce Averell

Harriman was instructed to seek additional treaties of Friendship, Commerce, and
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Navigation with

' Other Countries in order to secure equal treatment of U. S. private
Investorg With ho

st Country Nationals and other foreign investors.10 Five such treaties
were Negotiateq

. during the Truman Administration but only one, Ethiopia, was concluded
with a Jegs developed country 11

In th ; .
e con51deration of liberalization of the guaranty program in the 1949 Economic

Cooperatiq , .
n Act, however, the State Department arguments supporting expansion of
Coverage to the L.p Cos w

ere contradicted by Treasury Secretary Sn; s ¢ nony
t -

“ore th .
€ House Foreign Affairs Committee questioning the effectiveness of such

cxpansion. By 1949 only 12 applications had been received and only one guaranty had
been written by pcp ECA Administrator Paul Hoffman explained the low volume by the
newness of the Program and uncertain conditions; President Truman claimed low volume
could be attributed to lack of interest by U. S. investors in European oppor tunities; House
Foreign Affairs Spokesmen blamed the lack of response on the program's limitations
written into the legislation itself and on the Senate. The House Foreign Affairs
Committee haq found the major obstacle to expansion of the program in the Senate to be

Senator Walter George (D., GA), Senate Finance Committee Chairman throughout the

Truman Administration, 12 U. S. business did not support expansion of the guaranties to

the L.D.C.', Maintaining that the L.D.C.'s themselves should safeguard foreign

investors. The 1949 amendments, in the end, liberalized slightly the guaranty's maximum
face value and certain eligibility requirements but the desire of the House for
geographical expansion did not I ail over Senate opposition. The amended act also
contained an important provision designed to clarify the U. S. legal position and to
protect both American investment and a potential drain on the U. S. Treasury. This
provision established U. . subrogation rights -~ after the payment of a claim under an
investment guaranty, any currency or credits forthcoming from the investment would

become the property of the United States Government; the "U. S. Government shall be

subrogated to any right, title, or claim in connection with itn13
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In 1950 the Gray Commission, appointed by the President to review foreign
economic policy, issued a report addressing the question of development. The report
termed the investment guaranty program a "worthwhile experiment'. The commission
pointed out, however, that private investment alone could not finance economic
development and recommended tax incentives and treaties covering inconvertibility and
expropriation to assist investment flow to the L.D.C.'s. The record of the debate over
the 1950 economic recovery act reveals the House of Representatives urging expansion
of investment guaranties to the L.D.C.'s but the Senate and ECA . 'ninistration
successfully opposing expansion. However, the House Committee on Foreign Affairs was
able to extend the coverage of the guaranties to war risk and expropriation and extract
from ECA a statement of intent to administer the program vigorously so as to obtain
greater participation on the part of investors. 1%

A new Presidential Commission, The International Development Advisory Board,
was chaired by Nelson Rockefeller in 1951. Rockefeller's group presented a report
entitled "Partners in Progress" which concluded that the less developed countries could
not achieve economic development without combined efforts of national government,
international agencies, and private groups. The study specifically suggested commercial
treaties, certain risk guaranties, tax credits, a private investment arm of the World
Bank, and appointment of a businessman to help administer the foreign aid program.15
The 1950 Korean War outbreak helped to create the climate needed to inspire the one
change in guaranty program coverage included in the 1951 Mutual Security Act, i.e.,
extension of the guaranty program to all areas and countries in which the Mutual
Security Act was authorized. An amendment to the Act, sponsored by Senator Benton,
was also adopted which stated that the Mutual Security Act should be administered so as
"to eliminate the barriers to, and provide the incentives for, a steadily increasing
participation of free private enterprise in developing the resources of foreign countries

consistent with the policies of the Act."16
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The Paley Commission on raw material policy in 1952 repor ted that the investment
guaranty program's effectiveness could not yet be judged but business community opinion
continued to question whether the program encouraged business to invest and encouraged
better investment conditions abroad.!7 The 1952 Mutual Security Act left the guaranty
program unchanged; Congress urged better administration of the program; the program,

along with foreign aid, was lodged in the Mutual Security Agency for administration.18

POLICY TOWARDS UNINSURED INVESTMENT

The U. S. State Department had long been committed to the protection of the lives
and property of U. S. citizens abroad. Precedents for U. S. Government action in
nationalization disputes in which U, S. interests were involved dated back to the 1920's
when cases in Nicaragua, Guatemala, and Bolivia were settled by ad = Fc __gn Claims
Settlement Commissions. Nationalizations in Mexico, culminating in the oil company
takeovers in 1938, set a precedent of competing U. S. policy interests over appropriate
action, the announcement of the American standard of "prompt, adequate, and effective
compensation" but settlement below book value, and U. S. loans to the nationalizing
government to help pay the compensation.19

A significant precedent for U. S. investment policy developed during the Truman
administration. The precedent, U. S. intervention in a nationalization dispute, occurred
when Premier Mossadegh of Iran seized the Anglo-Iranian Oil Company in 1951. The
Iranian action stemmed from the oil company's refusal to allow a review of its books
when the government sought to obtain a greater share of the profits. No U. S. company

held an interest in Anglo-Iranian oil but all U. S. companies participated in an attempted

boycott of Iranian oil after the government seizure.
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U. S. military and economic assistance to non-Communist Asian nations. Eisenhower's
Secretary of State, John Foster Dulles, was critical of Third World neutrality in the Cold
War; L.D.C.'s who lined up as pro-U. S. and anti-Communist were rewarded with aid. The
Secretary of State was also concerned in both administrations with the Cold War in
Europe, adopting a policy of "brinkmanship" with regard to East European Soviet
satellites, but disregarding other continents until events forced action to be taken. In
Latin-America, concern over the administraion of Arbenz led to U. S. intervention in
Guatemala in 1954.

In the second Eisenhower administration, foreign policy attention shifted to the
Middle East in response to the defiance of Egyptian leader Nasser, Egypt's
nationalization of the Suez Canal, and British-French-Israeli invasion of Egypt. The
changing power balance led to an Eisenhower Mideast Doctrine, implemented by the U. S.
landing of Marines in strife-torn Lebanon and to support for King Hussein of Jordan.
Revolutions in Algeria, Morocco, and Tunisia as well as insurrections in Iraq and Yemen
represented de-colonization in North Africa, breakdown of the Baghdad Pact, and
changing political forces in the region. Latin-America, beset by adverse trade balances
and poverty, was ignored until Vice-President Nixon was stoned in 1958 in Venezuela and
Castro assumed power in Cuba in 1959.

During Eisenhower's first term of office, the Republicans held a slight majority in
both houses of the first session and the conservative coalition of southern Democrats and
conservative Republicans was secure. During the second session and the first session of
the second term, the Democrats controlled both houses by slight majorities; the
conservative coalition could win some issues but not others. In the final session of
Eisenhower's second term, 1959-1960, the Democrats wielded a healthy majority in both
houses; liberal and moderate Democrats exercised leadership posts and Eisenhower was

dependent on Democratic votes for policy measures, 22
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The liberal definition of the situation led the liberal coalition to support U. S.
involvement in world affairs, foreign aid, investment guaranties, and foreign trade. The
conser vative definition of the situation led conservatives to restrict foreign policy
commitments, oppose foreign aid and investment guaranties, and support private
enterprise throughout the world.23 The liberal coalition definition prevailed on foreign
policy ° 1es initiated by Eisenhower within the liberal framework. The Liberal coalition
was composed of Northern and California Democrats and Northeastern Liberal
Republicans, seven of whom took a consistently "internationalist" position on foreign
policy. The conservative coalition consisted of Southern Democrats, excluding those
from Alabama, and conservative Republicans from the West and Midwest. Sc¢ =
Republicans from the Midwest and the West Coast joined the liberal coalition, depending
on the issue, while Democrats from the Midwest and Far West on occasion were allied
with the conservatives.2* In 1959-1960, large Democratic majorities were responsible
for U. S. participation in the International Development Authority and continued
subscription to the Development Loan Fund. Development Loan Fund financing in the
Senate was opposed only by Democrats from the South and was supported only by the

seven Liberal internationalist Republicans. 25

Investment and Investment Climate Patterns

U. S. foreign direct investment increased by $2 billion a year from 195] to 1958 and
by $3 billion a year from 1958 to 1960, rising from $13 billion to $33 billion at the end of
Eisenhower's second term of office. Investment in developed regions and underdeveloped
regions was exactly the same, $6.3 billion in 1951, but by 1954, investment in developed
regions, $9.!1 billion, had grown larger in comparison to the $7.8 billion located in
undeveloped regions. The ratio increased in 1959 to $16.5 billion and $12 billion for

developed and undeveloped regions respectively. The Marshall Plan had succeeded in
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stimulating European investment but the greatest increase during the period occurred in
Canada. Among the undeveloped regions, investment grew slowly from 1951-1954 but
doubled in size in both Asia and Africa from 1954-1959. Investment grew substantially in
Latin-America from 1954-1959 (§5.9 to $9 billion) despite an actual decline in 1958.
Investment in the Middle East increased slowly throughout the period ($700 million to
$1.2 billion). Latin-America was the location of the largest volume of U. S. investment
next to Canada; the magnitude of U. S. interest there ($9 t'*ion in 1959) far exceeded
that of any other less developed region. Asia, the Middle East, and Africa each had
investment of about $I billion;26 excluding South Africa, less-dev I Africa was host
to $500 million U. S. direct investment.

The investment climate in the L.D.C.'s during the Eisenhower administration was a
reflection of regional political and economic factors. Investment figures are only
available in Africa for Rhodesia and South Africa. They reveal a __1sistent growth
pattern. Elsewhere in Africa the economic opportunities for raw material investments
were constrained by a European presence and the uncertainty associated with emerging
post-colonial governments. The investment climate in the Middle East was dampened by
the spillover effect of Col. Nasser's Egyptian nationalism and the Arab-Israeli conflict;
since country investment figures are not reported, it is assumed that U. S. investment
was in oil. There were no threats of nationalization in Asia and the region was not
considered a political risk except for the possibility of war. After the Korean armistice,
investment grew in Asia. The climate in India and Pakistan was limited, however, by
economic conditions in those countries and by U. S. criticism of neutralism ¢ _ statism in
India.

The U. S. was critical of statism, or state-owned enterprises, in Latin America as
well. Policy makers and businessmen felt that U. S. investment would flow more freely
if all segments of Latin American economies were open to the competitive market

place. Latin America was the only region in which nationalizations occurred:
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Guatemala, Argentina, Brazil, Mexico, and Cuba. An uncertain climate was also created
by political instability in which Latin American governments tended to move during the
period from democracies to dictatorships to overthrow of the dictatorships. Finally,

anti-Amercianism developed in Latin-America, culminating in the stoning of Vice-

President Nixon early in 1958. A decline in investment followed.  With the

announcement of Castro's Marxism and nationalization of all U. S. property in Cuba at

the end of the Eisenhower administration, the Latin American investment climate

further eroded. 27

INSURED INVESTMENT POLICY FORMULATION

The close relationship of investment policy to foreign aid policy established in the
Truman administration was continued and made more explicit during the Eisenhower
administration. Truman intended aid to Europe to be temporary pump-priming and did
not contemplate development aid programs elsewhere. Since European recovery was well
established during the Eisenhower years, foreign aid was extended elsewhere. But

private investment and private enterprise were the preferred capital transfer vehicle for

development purposes in the L.D.C.'s. In line with this preference, the Eisenhower

administration supported the creation of the International Finance Corporation in 1956 as
the private investment arm of the World Bank.23

President Eisenhower's first State of the Union message in January of 1953 included
a section stressing encouragement for increased foreign investment through private
enterprise. He quickly esablished a U. S. Commission on Foreign Economic Policy, the
Randall Commission, which issued a report in 195427 recommending that foreign aid
grants be terminated except those necessary for national security since U. S. resources
were too limited to replace private investment, the primary vehicle needed to engender

economic development. The Randall report suggested greater use of investment treaties
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and extension of the coverage of the Investment Guaranty Program to cover civil war,
revolution, and insurrection risks. "Underdeveloped areas are claiming a right to
economic aid from the U. S. . . . We recognize no such right,"30 the report stated,
pointing out that such demands were not connected to war recovery needs or U. S.
military security.

Guaranty provisions were essentially unchanged in the Investment Guaranty
program sections of the 1953 and 1954 Mutual Security Acts except for extending the
maximum length of guaranties to 20 years in 1953 and reduction of U. S. stock ownership
requirements in investment from 85% to 51% in 1954, For the two year period the

program was administered by the Foreign Operations Administration which reduced fees

and encouraged increased use of the guaranties; the implementation effort served to

The House of Representatives nonetheless

31

double the number of contracts issued.
expressed dissatisfaction with the program's administration.

The Grace Report on Latin America to the U. S. International Development
Advisory Board in 1954 suggested a better organized administration of the program; in
1955 the Mutual Security Act transferred it to the new International Cooperation
Administration. The 1956 act extended coverage of the guaranties to 90% of the
physical property value of direct war loss and placed future guaranties on a fractional
reserve basis.32 During the second Eisenhower administration, statements by the
administration indicate a shift from exclusive reliance on private investment for
economic development to a consideration of the need to provide public foreign aid for
the infrastructure required to facilitate private enterprise endeavors. A stream of
reports to the President reviewed U. S. foreign economic policy. The Fairless Report of
1957 expressed continued faith in U. S. private capital and a proper investment climate
as the key to economic development but also suggested that guaranties, joint ventures,
and public loans be utilized. The Johnston report, also issued in 1957, pointed out that

Asia and Africa would need foreign aid for infrastructure for a lengthy period; the
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ultimate aim, however, was to make private investment feasible. Congress, after much
debate, created the Development Loan Fund in 1957 for U. S. public soft loan funding.

The Strauss State Department Report of 1959 indicated that the proper use of
foreign aid was to stimulate local private enterprise in the L.D.C.'s; the Strauss report
also suggested tax incentives for L.D.C. investment and expansion of the investment
guaranty program's war coverage to include revolution and civil strife. The
Boeschenstein Report of 1958 on World Economic Practices advocated civil strife
coverage as well as expanded investment treaties, addressing the objections raised in the
L.D.C.'s about investment guaranty treaty language, and restricting all investment
guaranties and government loans for private enterprise to the L.D.C.'s

The Mutual Security Acts of 1957, 1958, 1959, and 1960 left the investment
guaranty program unchanged except that in 1959, the act restricted geographic coverage
of the program to underdeveloped areas on the ground that European r« . had been
accomplished.33 Nine FCN treaties were negotiated; five were with L.D.C.'s - Iran

(1956), Korea (1956), Oman (1958), Nicaragua (1956), and Pakistan (195¢).3%

POLICY TOWARDS UNINSURED INVESTMENT

Nationalization of American property occurred in five countries during the
Eisenhower administration. In Argentina, Brazil, and Mexico, public utility subsidiaries
of American and Foreign Power were nationalized. In case the con any negotiated
and compensation was received. The nationalization of lands owned by the United Fruit
Co. in Guatemala, 1953-1954, eventually was settled when a C.I.LA.  up overthrew the
Guatemalan government; the new regime returned the land to the company. Details of
the intervention indicate that the coup was inspired by the fear that the Guatemalan
leader Arbenz was a Communist. Again, the threat of security may have been overstated

to government officials by the United Fruit Company. During the last two years of the
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During Eisenhower's second term, however, international events in the form of

Latin American nationalism triggered differing perceptions as to whether a redefinition

of the situation was in order. Latin-American nations met in two forums during the

period - the Economic Commission for Latin America, established by the U.N. in 1944,
and the Organization of American States, a regional security organization. Paul Prebish,
Executive Secretary of ECLA, conveyed his declining terms of trade theory as an
explanation for Latin underdevelopment to leaders and thinkers of the hemisphere. Since
the theory depicted the L.D.C.'s as trapped by the workings of the international
economic system, Latin leaders pressed the U. S. at OAS conferences to extend aid for a
form of economic development that would provide an escape from raw material
dependence. U. S. refusal caused resentment.

During the Eisenhower years, other sources of Latin resentment developed: the
alleged exploitation by U. S. business (e.g., sugar in Cuba), oil import quotas affecting
Venezuela and Argentina, the C.I.A. coup in Guatemala, support for right-wing dictators
(Perez Jimenez in Venezuela), and lack of respect for Latin economic system preferences
by insistence on the "ideology of private enterprise." These grievances, exacerbated by
historical memories of gunboats and dollar diplomacy, erupted in open anti-Americanism
directed at Vice-President Nixon at every Latin American capital on his good will trip in

1958. The violence and hostility towards an American official politicized the issue of
U. S. aid and investment policy and moved the L.D.C.'s from the role of passive

recipients to a countervailing force of grieved actors. In the future, their interests

and anticipated reactions would need to be weighed.36 In respor » itin nationalism,

some Eisenhower administration leaders raised questions about the pre' ling| ception

that development should depend on private enterprise. The President other, Milton

Eisenhower, returned from Latin America to suggest - the U. and atin private

sectors were not comparable. Assistant Secretary of 1 Cabot helieved there were

limits to attempts to force the U. S. economic system on Latin America. Under
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Secretary of State Douglas Dillon worked to establish the Inter-American Development
Bank in 1959. But the administration also contained officials who defined the situation
after 1958 as before. Assistant Secretary of State Rubottom stated that the volume of
public financing is directly related to the amount of private financing which countries
are able to attract. Assistant Secretary Holland opposed all government-run business
anywhere. Deputy Under-Secretary Murphy claimed in Congressional testimony that the
demonstrations against Nixon were a Communist plot.37 Secretary of State Dulles
refused to extend aid to Brazil's state oil monopoly or review a regional plan for Latin
American development. The Congress was also divided. Critics of Latin American
policy arose in the Senate; Senators Monroney and Smathers were among those who urged
new policy directions and were instrumental in support of the Development Loan Fund,
the Interr ional Development Bank,38 and the International Development Association.

The Eisenhower administration considered foreign aid to be a tool for national

security purposes in the Cold War. Investment policy was already in place and did not

require changes in the guaranty program. Development of the L.D.C.'s depended on

private investment; private investment depended on the efforts of the L.D.C.'s
themselves to create an investment climate which welcomed foreign capital on its own
terms and kept the state from interference with or ownership of business. The
recommendations of the Fairless, Johnson, Strauss, and Boeschenstein reports for
expanded guaranties and public aid were ignored. New directions suggested within the
bureaucratic politics of the State Department and within Congress were not followed.

The conservative perception prevailed in the administration until events in Latin

America forced a redefinition of the situation. Even then, the administration was slow

to react.3? But the new liberal majority in Congress was ready to support foreign aid for
development purposes. The creation of IDB in 1959 and Eisenhower's trip through Latin
America in 1960, speaking of both private investment and public aid, signaled a degree of

policy change. The creation of IDA, the International Development Authority, a soft
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development. The data also indicates a relationship between political stability and
investment but no clear pattern between aid flows and the location and volume of

investment. The data is best summarized by region.

Latin Am=rica

In 1959, the eight Latin American nations with the hi~hest GNP attracted the
highest volume of U. S. direct foreign investment. The same eight countries were also
the prime locations for U. S. investment in 1950 and 1943. Three interpretations are
possible: (1) U. S. investment was a cause of the high GNP level. (2) The high GNP level
attracted U. S. investment. (3) U. S. firms were attracted by resources and host
government policies before World War II; once established, the firms expanded their
productive capacity and contributed to a rising GNP level. A glance at the size and
resources of the eight countries (Brazil, Mexico, Argentina, Venezuela, Colombia, Chile,
Peru, Cuba) supports the proposition that GNP reflects development and resources;
investment is attracted by GNP size and may then augment it.#0 Cuba is the only high
GNP nation with small size and relatively few extractive natural resources. The rank
order of American investment in the eight countries can be explained by particular
economic concentrations in two cases (high investment in Venezuela and Cuba due to oil
and sugar plantations) and political factors lowering rank in two cases (Peronista policies
in Argentina, political unrest in Colombia.)

The yearly increases and decreases in investment show a sensitivity to changes in
political stability. Political instability and nationalizations tended to slow down
investment, acting either as a conditional or an intervening variable. Investment dropped
in 1959 after Jimenez was overthrown in Venezuela. Investment decreased in Argentina
in 1958, the year American and Foreign Power was national :d. Unexplained is the

decrease in U. S. investment in Brazil since the 1950's was an "open door" period for U. S.
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investment in Brazil,2 Investment declined throughout Latin America in 1958 following
the violence directed against Vice-President Nixon; it recovered only marginally in 1959,

the year of the Cuban nationalizations, except in Guatemala, Panama, and Argentina (the

Frondizi government was favorable to oil companies). Although policy makers

complained about state enterprises in Latin America, U. S. investment flowed into

Mexico and Argentina where the state played a key role in the economy.

U. S. aid to Latin America appears to be development oriented in some countries
but geared to internal security programs in others. It isrelated to high U. S. investment
in some countries but not others. Brazil, Chile, Peru, Colombia, and Mexico (combining
aid from 1949-1961) were all large aid recipients and hosts to substantial U.S.

investment. Military aid comprised more than 33% of U. S. aid allocated to Brazil,

almost 33% allocated to Peru and Colombia, and 25% of the amount to Chile, all nations

U. S. aid served to bolster the governments . . of th

with high rank.
relatively powerful countries in which U. S. investment had a continuing stake. A small
volume of military aid was extended to Jimenez, dictator of Venezuela, where the U. S,
investment stake was more than double that of any other L.D.C. Aid to Argentina (high
GNP) was modest until after Frondizi came to power; Cuba (high U. S. investment)
received little aid. In contrast, Bolivia, Guatemala, Ecuador, and Uruguay, recipients of
substantial aid, had low G.N.P.'s and modest U. S. investment. In these four countries,

aid could be viewed as developmental,

U.S. investment doubled over the period in Latin America; flows over $100 million

moved into Venezuela, Cuba, Panama, Mexico, and Peru. But U.S. Aid flows were a

small proportion of total U. S. aid, creating the tensions in U. S. - Latin American

relations of the late 50's. The insurance program was too new to reveal trends.
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Asia

In Asia, investment statistics are only reported for the Philippines, Indonesia, and
India, representing 56% of U. S. investment in the region. Proportionately more of the
Asian investment was insured, despite the newness of the insurance program. The
insurance policies were for both war risk and expropriation. The investment figures
given can be explained by economic variables: the resources of Indonesia, the high GNP
of India, and the early colonial investments in the Philippi . The governments of these
nations were stable but not necessarily pro-American. From 1948-1959, total investment
was highest and continued to increase in the Philippines.

U. S. aid to the less developed countries in Asia was as large ($16 million) as U. S.
aid to all developed countries in this period. The aid was clearly for security purposes to
support South Korea from the North, South Vietnam from the North, and Taiw_.,
Cambodia, and Thailand from China. Aid to Pakistan, with a 25% military component,

was for both developmental and security purposes. Only India could be interpreted as a

recipient primarily for developmental purposes.

The Middle East

Although there are no Commerce Department investment figures by country for
the Middle East, the insurance is evidence of investment in Iran and Jordan. U. S.
company participation in the oil consortia indicates investment in other oil countries.
After the Iranian attempted natio ion in 1951, Iran by tial
U. S. aid. T aid data suggested that U. S. aid in the Middle East was extended for
security reasons to prop up regimes friendly to the U. S. (Iran, Jor = |, =~ non, Saudi

Arabia) or to influence a stri-——'e for power (Irag, Yemen.) One could conclude, despite
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the limited data that U. S. non-oil and oil investment flowed to Countries made secure by

U. S. aid and that U. S. oil investors elsewhere worked through the consortia to protect

their own interests.

Africa

African investment data is available for only the Union of South Africa and
Rhodesia where 47% of U. S. direct foreign investment was located in 1959. Investment
was attracted to these countries by their resources, high GNP, and political stability.
They were supported by little or no foreign aid. The foreign aid data suggest that aid
was allocated to north African countries to secure the Middle East, to Liberia as a

colonial tie, to Ethiopia to support the Selassie regime, and to countries with bauxite,

copper, and oil for developmental purposes.l‘3

Pending sophisticated economic analysis, there is an apparent relationship in this
period between the degree of U. S. investment and L.D.C. economic growth.
Unrestrained, the investment located where economic resources provided potential and
helped to develop them. Foreign aid may also have assisted the growth of some low GNP
nations in Latin America; the high commitment of military aid contributed to the growth

of Asian nations; aid to support regimes for security purposes protected business

interests at the same time,

Nationalizations

Nationalizations were too infrequent during the decade to establish a U. S.
expropriation policy trend. Sanctions and a "hard line" were ineffective against Cuba;

coups in Iran and Guatemala restored U. S. property but U. S. intervention in the latter

fueled Latin nationalism.
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CHAPTER 3: INVESTMENT POLICY IN THE 60'S: THE KENNEDY AND JOHNSON
ADMINISTRATIONS, 1960-'°79.

I. The Kennedy Administration, 1961-1963

Context: Presidential Priorities and Domestic Political Alignment

The Kennedy administration continued cold war policies; U. S. military strength
was to be tempered by greater flexibility in negotiations. Communist threats were
opposed in Berlin, Vietnam, and Cuba; a nuclear test ban treaty was negotiated with the
Soviet union. An invasion of Cuba failed, Foreign aid for security purposes continued to
be expanded in Asia but a new thrust towards foreign aid for development purposes was
directed to Latin America.

Foreign policy priorities of the Kennedy administration were constrained by
domestic economic pressures. The economy, suffering from recession and deficits, was
plagued by unemployment in a number of industrial sectors. Demands arose from
business and labor in these sectors to curtail overseas expenditures.l

President Kennedy won election in 1960 by a slim margin of popular vote. The
Democrats controlled both houses but the majorities (263-174 in the House; 65-35 in the
Senate) were deceptive. The 22 Southern Democratic votes in the Senate combined with
35 Republicans gave the Republicans an edge of 57-43. Kennedy had to obtain 15
Republican or Southern Democratic votes while holding all Northern Democrats in line to
win acceptance of administration proposals. The same condition prevailed in the House
where a combination of 106 Southern Democrats and 174 Republicans could produce a
majority of 280 against 157 Northern Democrats. The Republicans voted together on
most issues, but moderate-liberal Republicans could be induced to support foreign aid and
investment legislation. Southern Democrats voted with conservative Republicans on

foreign aid and investment issues.?2
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Investment And Investment Climate Patterns

Foreign direct investment increased worldwide by 32% from 1960 to 1963 but the

increase in the L.D.C's was only 20%, a dollar amount of $2.2 billion; less than $1! billion

Per year. At the end of 1963, 67% of all direct investment was located in developed

Countries compared to 33% in the L.D.C.s.
Over the three year period, direct investment in the Middle East increased by 12%,

in the Asian nations by 15%, in Latin America by 19%, and in Africa by the largest
increment-59%. The relative magnitude of U. S. investment by region remained constant

in the Middle East (10%) and Asia (9-10%) between 1960 and 1963 but declined in Latin

. . . 3
America to 74% and increased in Africa to 8%.
Socialist governments committed to nationalization of key foreign and domestic

sectors of the economy came to power in this period in Asia, the Middle East, and in

Guinea in Africa. Socialist governments in Sri Lanka and Burma nationalized American

and European investments.  President Sukarno of Indonesia moved his political
Orientation to the left and began nationalizing European investment. Egypt continued to

omy and the socialist regime in Irag mounted

Nationalize further sectors of the econ
ith Western oil companies. 1e systematic

Pressure for renegotiation of oil contracts w
ly i :ndent socialist

Nationalization of foreign investment inaugurated by the new
Bovernment of Guinea affected the U.S. bauxite industry by 1961. In Latin Amer a
Province of Brazil nationalized a subsidiary of I.T.T. while an increasingly left wing

investment inte ts. ( acts

National government threatened U.S. mining al
controversy in ru id Argentina in In

With U.S. oil companies were a source of
addition, the massive Cuban expropr of investment in 15 1-1960 hui . a pall
4

over the Latin American investment climate.
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€conomic growth in favor of permitting U. S. government support of Latin American

State enterprises. The Berle report signified relatively radical policy change, a new
ideology based on new premises.
President Kennedy's foreign aid message of 1961 outlined the goals of an ambitious

Program, the Alliance for Progress, to spur economic development in Latin-America
through a partnership in which the U. S. would pledge substantial long term development
loans and work with governments in the hemisphere to utilize the aid for social and
€Conomic progress. The U. S. would no longer be guided by the sing -minded purpose of
dete”ing Communism but would forge programs that would stimulate the simultaneous

8rowth of economic development and political democracy. U. S. aid programs were to be

Placed ynder a single agency, AID, and be administered on the basis of individual unified
Country plans which would replace the earlier method of financing specific projects.6

The Investment Guaranty Program was transferred to AID which established in
1967 an Office of Finance and Private Enterprise. President Kennedy's Task Force on
recommended broad changes in the guaranty

Forejgn Economic Assistance, 1961,
ested in the 1958-1959 ; d

Program along with the expanded coverage Sugg
't of $300

Boechenstein reports. The Alliance for progress Charter adopted a
addition to U. S. long term lending; since

Million in U, s. private investment per year in
the Foreign Assistance Act of 1961 had stated that private investment would only
o take hold, the $300 million tai :t amount

NCrease when economic development began t
nt guaranties might step into the gap, however, by restoring

S ..
€emed unrealistic. Investme

investor confidence.”
With the endorsement of the House Foreign Affairs Comm d  rery U. S.
varanty Program was modified to include

business organization, the Investment G
i id of both

insurrection, and civil :
was

COverage of the political risks of revolution,
the scope of the pro

Political and business risks for high priority projects;

jcipation. Along with extended

©Xpanded by a redefinition of qualifications for






60

By 1962, business interests were complaining to the Joint Economic Committee of
Congress that they could not fully contribute to the Alliance for Progress unless they
Were included in the planning. The Alliance Charter made little reference to private
investment and businessmen did not participate in its formulation; coupled with the
Alliance's emphasis on national economic planning, some observers in the private sector
felt that the Alliance Charter contained an anti-business bias. The alleged bias was cited
45 an explanation for the declining flow of private investment to Latin America,!]
Others sim ply attributed declining investment to political instability and nationalizations
in the L.D.C.'s. While investment itself declined, applications for investment guaranties

increased. According to AID testimony before Congress, 570 applications for guaranties

Were pending in 1961.12
The 1962 Foreign Assistance Act authorized a $100 million increase in the

investment guaranty program: Testimony by Richard Goodwin, Assistant Secretary for
I”tef-American Affairs at the 1962 hearings on the act stated that the "aim of our whole

Policy in Latin-America - military, economic, political. . . is to create conditions for
e intend to create also the economic progress which among

INCreased investment. . .and w
demand, the possibilities and

115 other consequences, will increase consuming power,
id elsewhere where there has been

Potential for private investment, as it has in Europe
ony signaled a need to secure the approval of the

eConomiC growth."” This testim
business community by restoring private enterprise to the alliance for progress.
Chairman of the House Appropriations

] Foh
in the 1963 AID

Conservative Democrat
recommended unprecedented

SUbCOmmittee on Foreign Operations,
ed by the depth of Passman's cuts, President Kennedy

f@Quest for appropriations. Alarm
ucius Clay to review the AID

. . ral
appointed a conservative committee under Gene

a bid for conserv: re backing for

fequest and report back immediately. This move,



61

Needed AID and Alliance appropriations, was followed by a public broadcast in which
President Kennedy appealed for support in urging the Congress to restore foreign aid

funds.lq
General Clay's report lacked the wholehearted enthusiasm sought by the

Administration_ Clay Committee members concluded the following: U. S. foreign aid
should net help establish government owned enterprises such as a recent steel plant in

India that Competed with private enterprise; the governments of Latin America should

Make 4 Choice between a free system and a totalitarian, state controlled economy; the
L-D-C.'s should be responsible for creating conditions to attract foreign capital,
Addressing the above comments in the Clay report, Secretary of State Rusk and AID

administra'cor Bell rather defensively testified before Congressional committees 17 that

U. s, Policy was not in favor of government enterprises in the L.D.C.'s but that cultural

differences and unique cases in a few nations should to be taken into account,

The investment guaranty provisions in the 1963 Foreign Assistance Act eased
Ceilings and reserves and added three amendments that reflected the mood of Congress.
An additiona] proposed amendment was defeated. The first amendment, requiring that
AID tae account of the effect of an investment on the balance « payments, was

indeaﬁve of concern over the effect of foreign investment on domestic employment,
Palance of payments deficits, and a lagging domestic economy.  An  nendment to
i through private enterprise participation was

Fequire 509 of foreign aid funds to be u
' fo b ions,

defeated in a close teller vote. The other —nendments were aimed
ection of uninsured investment. An amendment to

1 .
he fore1gn aid program, and the prot
r into an agreement 1 the

Ut off foreign aid to any L.D.C. that failed to
anty program by December 31, Y { by

P .
Fesident to institute the investment g

a
Close teller yote, 16
ints, David minist  r,

d
The administration opposed all of the amen
' rictions, noted tl

OPposeq the balance of payments and investment



62

foreign aid funds were tied to purchases in the U. S. and that profits and purchases from
investment result in capital inflow. With regard to the requirement that nations sign
investment guaranty agreements to qualify for U. S. aid, David Bell stated: "There are
only a few countries which do not sign such guaranties. These are countries where
pressure from us to sign such an agreement would probably lead to internal political
pressures against such agreements on the ground that we were trying to coerce them into
signing."!7 Administration officials were aware that both investment and FCN treaties
reflect a prior consensus and only record, not create, the existence of a favorable
investment climate. Such a consensus was not likely at the time to develop between the
U. S. and Latin American adherents to the "Calvo Doctrine", a doctrine prohibiting
foreign governments from interfering on behalf of investors in those matters which
affect the investor's relationship with the host government.18

Amendments providing sanctions against nations failing to appreciate private
enterprise by either failing to sign investment agreements or to pay proper compensation
after nationalization of American firms were adopted against a backdrop of recent
expropriations, threatened contract renegotiations, socialist and left-wing governments
in power in the L.D.C.'s, and rising anti-foreign aid sentiment in Congress. The anti-
foreign aid sentiment was exacerbated both by the increased number of socialist regimes
and the increased number of military coups that toppled elected democratic
governments. Resentment towards political developments in the L.D.C.'s strengthened

the hand of those who opposed foreign aid as detrimental to the U. S. domestic

economy. 19

President Kennedy's foreign aid message in April, 1963, was a retreat from the
policies of 1961. The 1963 message stated that a new initiative in the foreign aid
program would be to increase the efforts to encourage the investment of private capital
in the L.D.C.'s. He stated that U. S. ambassadors and missions would be vigorous in

urging the full use of the private sector and improvement in the aid recipient's
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investment climate; he stressed the need for joint ventures and fuller use of the
investment guaranty program.20 A Congressional committees prepared the foreign aid
bill, references to "the maximum utilization of private enterprise in AID operations. .
.(were) scattered through almost every section of the law."2! The need for aid recipients
to take positive steps to improve the encouragement of private foreign investment was
another recurrent theme. The Act also provided for an Advisory Committee on Private
Enterprise in Foreign Aid to report by 1964 on the ways in which the private enterprise

provisions of the foreign aid bill could be most effectively implemen’ced.22
IMPLEMENTATION OF THE INVESTMENT GUARANTY PROGRAM

By 1963, demand for guaranty insurance exceeded the capacity of AID to process
applications. A special department was organized and standardized contracts were
developed. Officials attributed the demand to continued apprehension inspired by the
Cuban expropriations.  Columbia and Venezuela, reassured by rewording of the
subjugation rights clause, entered into bilateral investment guaranty treaties. Small
claims under the guaranty program were submitted by investors in two countries, the
Congo and the Philippines.23

The new department within AID, the Office of Development Finance and Private
Enterprise, set up tools with which to implement the Congressional mandate to promote
U. S. investment and improve L.D.C. investment climates. Upon the request of a less
developed country, AID assisted their officials in the drafting of laws and  julations to
encourage private enterprise, to set up industrial development programs and development
banks, and to identify investment opportunities, Four of the 80 countries who e aid
recipients were chosen for a pilot program to experiment with effective mechanisms for
the stimulation of U. S. investment. In those countries, Colombia, Thailand, Pakistan,

and Nigeria, AID joined forces with the Commerce Department to seek out U. S. firms
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Who Might be interested in investment oppor tunities in high priority industries identified

earlier by AID sur vey mission teams, 24

POLICY TOWARDS UNINSURED INVESTMENT

In the early part of the Kennedy administration, the State Department was

Prepared to wajk a soft line in expropriation policy. In a speech to the National Business
Advisory Council describing a newly created Office of International Business in the State
Department, Secretary of State Rusk stated that the U. S. government would intercede
When expropriations were unjustified but that each business firm had the primary
re-°>Ponsibilit)' to avoid political risk through flexibility wi thin the host country ’25a quite
different emphasis from prior demands on the host country to improve its investment
Cﬁ'hate,
The Congress, however, preferred a firm line. The President of I.T.T., angered at
the Nationalization of an I.T.T. subsidiary in a Brazilian province, urged Congressional
ACtion. In 1962 Semator Hickenlooper (R., lowa) proposed an amendment, adopted by

Voice yote to require the U. S. government to invoke retaliatory measures against
’ ¢ .
companies affected by effective

. i Ul Sl
‘ne L ef USed adequate cor llpensa thH to
If appropl ia te S teps tO War dS Co”lpel 1sa tion were

exPropriations or breach of contract. it the otten
id w tomatically be cut off to the offending
Not taken withi . . U. S. aid would au
in a given time,

natiOn.ze
I d + on the House floor- broadened and strengthened the
N 1963 an amendmen

i ffective deterrent
iCken10 A d t on the ground that it had proved to be an e
oper Amendmen |
p ass discriminatory taxes and regulations, the
encomp

to ropriation. Designed 1o nded for repudiation or
; e
roadened amendment provided that foreign aid could be susp

icti 'ith U. S. entities or citizens
Mulliticatiop by a foreign government of existing contracts %
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tionalizing, expropriating, or otherwise
fect Of na
thave the ef

and f i ‘hich
or any actions whic pert)""27 The State Department opposed the

. - . ro
seizing ownership or control of U 5- P
amendment,

MENT POLICY
IMPLEMENTATION OF UNINSURED INVEST

nationalizations of U. S. property occurred jn

During Kennedy's first year in office,
Mining firms were required to sell equity under a

Egypt, Guinea, and Mexico.
government i ions were taken despite complaints

"Mexicanization" policy but no U. S
among businessmen and Congress against the forced sale. The greatest impact of
€Sss

pon European investors; the U, s, Embassy

nationalizations in Egypt and Guinea fell u
Jaims, all of which were compensated. Protection of

assisted U. S. firms in p. -_sing €
U. s. Property through securing compensation was accomplished by company negotiations

and normal diplomatic channels.
After passage of the Hickenlooper Amendment in 1962, the mandatory aid cut-off

sanction was immediately applied to the next nationalization case, that of Sri Lanka, a
small democratic socialist nation. But the application of the amendment did not deter

Goulart, President of Brazil, from threatening nationalization of major U. S. interests.

Burma's socialist military dictatorship nationalized all foreign investment and

virtually withdrew from the world economy. The U. S. Embassy pressed the one small

claim of an American investor there. The abrogation of oil contracts in Argentina and

negotiations to nationalize the International Petroleum Company in Peru, however,

aroused strong U. S. protests. Sanctions could not be applied while negotiations were

under made strong

way but the State Department and the U. S. Ambassador
Fepresentations to the Argentine and Peruvian governments,
Five of the eight nationalizing countries were elected democratic governments;

four were socialist, one was left-wing, and three were centrist libera] regimes. The
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Nationalizations were precipitated by new leaders in six countries.2® The perception of
u. s. political and business leaders that nationalizations were increasing as less
devejoPed countries moved from right to left was correct. The shift, however, in Latin
America and Sri Lanka was not radical but to the democratic center-left, U. S. policy

Teésponse to the nationalizations was forced on the Kennedy administration by the

HiCkenlooper Amendment; the sanctions against Sri Lanka where U. S. stakes were small

Was a showcase action. Accommodation to divestiture of U. S. interests in Mexico had

been reached in the 1940's. U. S. policy response was strongest in Latin America, the

U. s. sphere of influence with a high degree of economic interests. Without

Congressional insistence, nonetheless, the State Department might well have taken a

Softer line in Latin America.

INVESTMENT POLICY DETERMINANTS

The Kennedy administration represented the liberal response to the countervailing
15, Liberals accepted the L.D.C.'s own definition of the

force of nationalism in the L.D.C.
oil and breeds revolution and Marxism; poverty in

Situation: pover ty causes political turm
the L.p.c.: b duced by economic growth and industrialization; economic growth
+D.C.'s can be re

Fequires U, § foreign aid rather than private investment. The liberal position added an
growth require that aid monies be

additionga] proposition: political stability and economic

Used to strengthen democratic political institutions and promote social reform. Liberals
ant v v of state

i tively to
Were frightened by communism and Marxism but took a rela y

nationalizations solv. by

- f
OWnership of business and socialism. The problem o

i . i
Nsurance guaranties.
y administration was forced to I < down from

Within three years, the Kenned
n in Congress, never

Support for the liberal

Public support of the liberal position.
ionalizations fensive regimes in the L.D.C.'s
3 large majority, began to wane. Nationaliz
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of Representatives in 1965 suppor ting the U. S. intervention in the Dominican Republic
Was opposed by 49 Northern Democrats and 3 RepuinCElnS)-31 Allegations were made

that the Johnson administration used covert methods to unseat hostile regimes in

Indonesia and Brazil.
The Vietnam war unleashed protests in the U. S. which coincided with domestic

reform movements. The domestic priorities of the Johnson administration's "Great
Socjety encompassed the poor, the blacks, and the disadvantaged. Rising expectations

by domestic groups led to an insistence that domestic priorities supersede the Vietnam

war,
Lyndon Johnson inherited the composition of Kennedy's Congress in 1963-1964 with

Its strong conservative coalition of Republicans and southern Democrats. His experience

as former Senate Majority Leader, however, resulted in success in obtaining support for
Presidentj - program. In the 1964 Presidential election, Johnson carried Dem s into
Congress, producing the largest Democratic majority since 1937. T -elections of
ntially reduced the Democratic majorities to a level lower than

19¢¢, however, substa
32

that which prevailed in the Kennedy administration.

The major development in political alignment was the emergence of a liberal neo-

Isolationjst group which refused to support the P ident's foreign policy prior » This

group composed of liberal Democrats and some liberal Republicans, combined with
’

s as arly as 1965. As an example, an

COnservative Republicans and Democrat
y assistance that was « sosed by

dMendment by Senator Church to reduce foreign mili
cted, 38-43, in the Senate.

iberals i McGovern, Pell,

Support for the

President Johnson was narrowly reje

i i chl
amendment came from 21 Northern Democrats including su

Clar, Symington, Hart, Fulbright, Kennedy, Douglas, and Bayh. It was suppoi [ by 7

SoUthern Democrats and 10 Republicans. The 10 Republicans included both liberals
emocra

In a similar

ives (Hickenlooper, Hruska).

(Ja"“S, Saltonstall) and conservat
y assistance was enacted despite

mil
3Mendment that excluded Vietnam from reduced
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Statistics were corrected. Part of the explanation for the decreases and the differentijal

Browth in 1967 and 1968 among regions can be accounted for by the nationalizations

Which not only removed existing investment but deterred new investment,

During the Johnson administration, soclalist governments came to power in Asia,

the Middle East, and Africa with stated goals to nationalize foreign firms and key sectors

of their economies. In Indonesia, the Sukarno government developed ties to Asian
Comim-— ¢ regimes and nationalized all foreign properties. The governments of Sri
Lanka, Byr ma, and Cambodia were Socialist, but the U. S. had little i ant in :
and Libya installed new Socialist governments

Countrijes, Iraq, Syria, Yemen, Al
A few U. S. firms were affected by the

that nationalized U. S. oil companies.
Nationalizations conducted by socialist regimes in Tanzania and Tunisia, Nigeria and the

Central African Empire also nationalized U. S. proper ties. Although most of the disputes

Were settled, the increasing number of socialist economies did not appear to offer a
y
climate conducive to investment; U. S. firms not nationali: | in ti countries and

elsewhere felt threatened.
Nationalizations and threatened nationalizations increased in Latin America during

the  Johnson administration. Although most expropriation action concerned oi]
Companies, investment in copper, iron and sulphur was also thre I ' national ce-

socialist governments, only left-wing

Overs. These were not nationalizations by new
Attempts to reach new agreements with the International

regime was Goulart in Brazil.
conducted by

Petroleum Company in Peru and the copper companies in  hi

.35 Nationalism | »wn through Latin

democratic centrist leaders in those count
i the reveal,

ntry.-

America and had "spilled over" from country to cou
id.

investment lagged in this period throughout the underdeveloped v
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INSURED INVESTMENT POLICY FORMULATION

President Johnson's first foreign aid message to Congress in 1964 drew on a
Confidential report to the President prepared by Undersecretary of State George Ball,
head of an Inter-Agency study on the administration of the foreign aid program, The

President accepted Ball's recommendation that the existing administration of AID be

retained, but made more efficient. Johnson's message outlined four directions for
foreign aid: greater realism in the amount requested (Johnson asked for $1 billion less

than Kennedy, a "pre-shrunk bill"), greater international participation, concentration of
funds (two thirds economic development aid to six nations-Chile, Colombia, Pakistan,

India, Nigeria, and Turkey; military and supporting assistance to those nations facing
security emergencies-Jordan, Korea, South Vietnam, Laos, and the 11 nations bordering

the Sino-Soviet bloc), and "increased private sources to be utilized for the development

task, 36 Congress agreed to the President's foreign aid requests with the lowest per cent

This success was attributed to the President's small request,

of reductions in 19 years.
the elevation of Mahon (D. Texas) to chairmanship of the House Appropriations

foreign aid efforts of Subcommittee

Committee where he could negate the anti-
the President's ability to lobby Southern Democrats to prevent

Chairman passman, and
b1l 37

destructive parliamentary maneuvers to defeat the aid
president Johnson's foreign aid proposals designed

Investment policy provisions in
to stimulate greater use of private resources included an increase in funds authorized for

g and extended period for the issuance of al]-

Pre-investment surveys, an increased ceilin
American housing guaranties (a pilot

ri ) - .
Isk guarantees, an increased ceiling on Latin
ecutive Corps to advise L.D.C.'s, and

Program), creation of a Private International Ex

©Xtension of the Advisory Committee on private Enterprise in Foreign Aid to 1965. A
ivate investors in certain

S®parate bjj proposed a special 30% tax credit for pr
Two of the proposals were not enacted. The

c‘e"ebpmental projects in the L.D.C.'s.
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nations with higher GNP's (India). It could be hypothesized that a large U. S. investment
as a per cent of either GNP or GNP per capita could, under certain circumstances,
Create conditions conducive to expropriation. This could occur when political movements

demanding redistribution of wealth focus on the foreign enclave or when a rising middle

class seeks ownership of the foreign sector.

The relationship between investment and insurance in Asia is interesting. The

proportion of new investment insured6J in Asia was the highest of any region and close to
the maximum in India, Pakistan, and South Korea. A high level of insurance was written

Wherever the program was operative in Asia. For Asia, the rate of growth in insurance

and investment were closely parallel in each country, suggesting that the insurance

Served as a pre-condition for the investment. The normal curve of insurance coverage,
operative in Latin America and Africa, the volume of insurance rising and falling in
relation to relative risk between the two poles, of absolute risk and absolute safety, was

as no insurance under the conditions of absolute risk

different in Asia, Although there w
g Kong), there w  high insurance

(Indonesia under Sukarno) and under no risk (Hon
e for all other investment. Although it might be

Coverage rather than variable coverag
such was not the case. The

concluded that all other investment was politically risky,
during the 1960's was the lowest of any region;

Incidence of expropriation in
The explanation may lie in the

insurance claims for all political risks were minimal.

nsion to the region ratl ! risks associated

long-run potential threat of Chinese expa

With particular Asian national regimes.
2id62 and U. S. investment

a time lag, attracting investment in the

h 1 only for Korea,

The relationship between u. S.

ann ' represent

India, and Thailand. Ta
hich aid has no effect on investment

nple of a country in W

In c ‘ast, Hong 3 xd no U, S. aid but

70's.  Pakistan is an ¢

because of the degree of political risk.
of 8.4% and st

lily increasing U. S. inv.  nent.

€Xperienced a growthri
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two countries with little or no insurance -~ Mexico and Panama. In Latin America, the
insurance patterns are related to two types of political risk: (1) the nature and stability
of regimes (2) the concentration of industry - bauxite, copper, oil. In 1960-1969, the
insurance did not function as a pre-condition for investment in Latin America but as a
protection against loss for existing industries undergoing normal expansion.

Brazil is the only country in Latin America to receive substantial amounts of

U. S. aid. The aid was extended before and after the Goulart regime for political

purposes and may have contributed in those periods to increases in investment. Aid to

other Latin American countries was small compared to U. S. aid programs in Asia and the

Middle East. Within Latin America, the other two large aid recipients were Chile and

Colombia. Aid during the early years of the Alliance for Progress rewarded the

democratic systems in Chile, Colombia, Peru, and Venezuela; later aid was used to

support regimes in Chile, the Dominican Republic, and Ar ntina. The aid did not

promote investment sinc investment was th led in most aid recipient countries

throughout the period; it served to protect investment in the late 60's by protecting

regimes. The only nations in which aid could be conceived as infrastructu w future

investment were Colombia, Bolivia, and Ecuador.

Economic Development Ef  :t

Since there is no agreed measure for development, economic growth rates can be

interpreted as providing the potential for development, Those countries with growth

rates of over 3%%2 in which U. S. i ‘ment igh $50 million) include South

Korea, Thailand, Singapore, Mexico, Jamaica, a, ie Middle Eastern oil

ity policy could have ed »investment and

countries. The investment gua
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growth in the three Asian countries and in Jamaica, and Zambia. Low growth rates
characterized most Latin American countries with high levels of U. S. direct investment

in the 1960's.

Nationalizations

The content of expropriation policy in the 1960's was characterized by strong
U. S. government protection, sanctions, and deterrent measures, From 1960-1969,
twenty-one countries nat 1al : U. S. property. In sevel countries (Sri Lanka,
Mexico, Brazil, and Peru), more than one expropriation action w under taken in
different years, The character of the nationalizations can be summarized by
distinguishing between existing regimes and new regimes; political orientation to the
right, center, and left (the left is characterized by socialist regimes, including Marxist
regimes), and the magnitude of tI nationalizations. A high magnitude represented
nationalization of a nation's c industry or a dollar amount over $25 million; moderate
mMmagnitude included a lar; or bhasic industry, a public utility, a variety of smaller
industries, or a dollar amount « . million; low magnitude referred to a few small or
isolated industries and a dollar amount under $1 million,

Only those nationalizations 'd by a host nation's d' re to acquire partial or
total ownership of foreign investment a  included.
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Component of development efforts. It succeeded the Advisory Committee on Private

Enterprise, established in 1963 and extended in 1965, a group also established by

legislation proposed by Senator Javits.”

Panels of businessmen appointed by the International Private Investment Advisory

Council (IPIAC) reviewed the investment guaranty program and issued a report
advocating the creation of an overseas private investment corporation along with

Specific proposals for the agency's organization, powers, goals, and guidelines. IPIAC

Was composed of representatives from six organizations: the U. S. Chamber of

Commerce, Committee for Economic Development, the National Association of
Manu “turers, the National Foreign Trade Council, the National Industrial Conference

Board, and the U. S. Council of the International Chamber of Commerce.®
Although the two scholars who have reviewed the creation of OPIC credit Senator

Javits with the initial presentation of the idea to establish a government corporation,

"literally the brainchild of several business

Lipson maintains that OPIC was

associations",® The documented evidence, however, strongly suggests that OPIC was the
"brainchild" of Senator Javits, with major business associations as suppor ters who refined

his Proposal through recommendations for implementation. Senator Javits was the

"poﬁc)’ entrepreneur” who sponsored the original investment guaranty program while
Serving on the House Foreign Affairs Committee in 1948, proposed a "Peace by

Investment Corporation" in 1967,9 introduced legislation in 1963, 1965, 1966, and 1968 to

M the committees that would justify an investment corporation and outline specific

Proposals for it, and fought for its enactment.
Unless Senator Javits' stewardship of inves ent gua r policy is interpreted as
] behavior of a direct spokesman for the interests of multinational corporations, one
Cannot conclude that corporate interests dominated policy. Two other in  bre tions
are more plausible; Sepator Javits may have manipulated business in - into working

OUt the details to support his own policy preferences or a mutually i1 iICting
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relationsh;
Ip m . -
P may haye been operative with business firms acting as "midwives" to

investment pars . :
policy formulation.10 genator Javits was addressed in congressional hearings

as the "fathern

and the "architect" of OPIC; according to Foreign Affairs Committee

members, Opjc Was his "bapy,n11

e . .
Senator Javits %as not only the sponsor of investment guaranties but one of the key

consiste . . i
nt Congressmnal Suppor ters of foreign aid. He urged private investment and aid

in dey ici
elopment Strategy with equal enthusiasm and was a dominant participant of the

Libe — . . .
ral Coalition on all foreign economic policy issues. Senator Javits allied with
Sen .
ator Hubert Humphrey on the Senate Foreign Relations Committee in the late 1960's

in o L .
PPosition to Senate libera] neo-isolationist critics; they came to form a progressive

id . .
middle  groyng of liberal Democrat/liberal Republican support for continued

developmenta] assistance to the L.D.C.

left. 12 350540

's in the face of attacks from the right and the
dedication to development exceeded immediate business concerns.

The 1PIAC report recommendations were incorporated in President Nixon's formal
proposal for the creation of OPIC in his 1969 Foreign Aid message to Congress. In that
Mmessage he justified the creation of the new government corporation on the basis of the

need to "enlist the energies of private enterprise" and to provide for "businessslike

management" of the Private sector contribution.!3

CONTENT OF PROPOSED LEGISLATION

The purpose of the Overseas Private Investment Corporation, as stated by
President Nixon in 1969 in his annual message to Congress on foreign aid, (5.2347) would
be to mobilize and facilitate the participation of U, S. private capital and skills in the
economic and social progress of less developed friendly countries and areas, thereby
complementing the development assistance objectives of the U. S. OPIC's policy goals,

stated in the Legislation, were as follows:



99

OPIC is to under take
due regard to princi
self-sustaining bas;j
share its insurance

. 'ith
to operate the insurance program wi amona
ples of risk management, and the finance progr

3 t
s. OPIC should include, when appropriate, efforts to
risks.

i ; ies
* OPIC is to support investments in less developed frlendlly CO:::" taking into
which contribute to their economic and social development,

i enterprise,
account the receptivity of L.D.C. governments to private p
encouraging priy

14 iscouraging
ate initiative, and competition and discourag
monopolies,
i i i ivities.
* OPIC is to consider the balance of payments effects of its actl
; . i in OPIC
* OPIC is to utilize and encourage participation of small business
programs.
*

. - . . . . 1 means of
OPIC is to utilize private sources of financing as the principa

: ing its
N ; . icipation by selling 1
encouraging investment and to increasg private par ticipation by

direct investments to private investors.

OPIC was to be governed by a board of 11 Directors; the Chairman of the Board
and four of the Directors were to be appointed from the public and approved b'y the
Senate with the remaining six to be government officials appointed by the Presxdent;
The House Committee amended this proposal to state that the Chairman of the Bo'aré 0)
Directors should be the AID Administrator, serving ex-officio, and that six (the ma;on;y
of the eleven directors should come from private life. The House Committee a:o
required that three of the six directors from the private sector have. SP'L‘C“r :‘:
experience: one in organized labor, one in small business, and one in cooperatives. d
Agency was authorized to exempt 35 of its positions from all Civil Service laws an
regulations; 15 of these positions could be supergrade. o

The rationale of utilizing the corporate form was elucidated:  corpo f
management is preferable where a federal government activity is predommantlylo :
business nature, is revenue producing and potentially self-sustaining, involves a. ::1;’gt
number of business-type transactions with the public, and requires greater flexibili };
than the customary annual appropriation budget ordinarily permits. OPIC managemen

: ic-private Board of
ointed to four significant features of the corporate approach: a public-p
p
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All three forms of investment insurance were subject to the eligibility
requirements and the requirement that insurance be written only on new investment in
either the form of equity or loans and be issued for a maximum of 20 years for equity
investments and the term of the loan for debt investments. In addition to equity and
debt, investment could take the form of a guaranty of a third-party loan to the foreign
enterprise, licensing of patents, processes, or techniques, and agreements for technical

and managerial agreements.

Expronriatian 1 «ce: Expropriation was defined by the Foreign Assistance Act
of 1961 as "Including but is not limited to any abrogation, repudiation, or impairment by
a foreign government of its own contract with an investor with respect to a project,
Where such abrogation, repudiation, or impairment is not caused by the investor's own
fault or misconduct, and materially adversely affects the continued operation of the
project."

War, ..2volution, and Insurrection: This coverage protected the foreign investor

against damage to tangible property arising from these causes. Damage to intangible

property was not covered and insurance did not apply to lesser civil disturbances.

Inconvertibility: This coverage applied when an investor was unable to exchange

local currency for dollars if the central bank of the host country refused to convert his
locally held funds that represented his earnings on the original investment or capital
eligible for repatriation. The insurance did not cover devaluation losses and did not
protect the investor from exchange regulations, restrictions, and fluctuations applicable
at the time the insurance contract was issued. 1’

The differences in statutory powers and obligations between OPIC and the
previously AID-administered program under the A.I.D. Office of Private Resources can

be summarized as follows:

I. OPIC's mandate included the objective of furthering the economic and
social progress of the L.D.C.'s, a broader objective than A.I.D.'s mandate to
further the development of the economic resources and productive
capacities of the L.D.C.'s.

i
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H y t
2. Op idelines which were no
+ OPIC woulg Oberate under certain statutory guideline

chniques in the
insurance Program, self-sustaining operation of the U. S., utilizing t
Siincing  the | 2 ofr Payments objectives ing private participation
skills and reésources of small business, broadening
through the sale of its direct investment.

3. OPIC was auth

3 i ts
i ultinational projec
orized to insure non-U. S. investors in multi
ri . S.
if cer tain spec
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ified proportional criteria were m

: 3 i ent fund or from
OPIC coulq make direct loans from its direct investm

ities
t securitie
) accept deb
excess foreign currency to firms and, in return, P
Convertible to stock.

3. OPIC's pPre-iny
u

‘o t
ivities were not,

estment survey and encouragement activit
nlike AID, J;

mited to 50% financial participation.

. 750 million in
OPIC received $7.5 billion new ipsurance authority and $
New investment guaranty authority.

s . te name.
OPIC was authorized to sue and be sued in its corpora bligations
in U. S. oblig ’
OPIC could invest funds derived from fees and revenue in U
. ceedings.
OPIC could represent itself in all legal and arbitral pro

tiate
i ell, and nego
OPIC was authorized to purchase, discount’}:edliii&];lgdies;.

guarantee notes, participation notes, and other

: i Romania.
I1. OPIC was authorized to operate in Yugoslavia and e
: in five Latin Am
12. OPIC was authorized to establish p}lot_Pl’Ogl’a?ISaLr; loans to foster
. Countries to encourage lending institutions to

: nt projects.
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Creating the
& finance aspect of OPIC's operations stated that OPIC was to: "conduct

financing
Opera mi
Perations on 4 self-sustaining basis, taking into account the economic and

financial o
u .
Ndness of Projects and the availability of financing from other sources on

appropriate terms,n17

The |
nvestment Guaranty Program, carried forward from AID served to guaranty

both ec-
yoim tments ang long term loans against commercial risks. Eligibility

requiremen
q ts were similar to those of the insurance program. Equity investments,

howeve ,
My Were usually guaranteed for only a 10 year period and were insured for 50% of

the loss.
©8s. Loans from v, s, lenders are insured for 75% of the loss. No more than 10% of

all OPIC's guaranties could be extended to a single investor. The 1969 statute authorized
3750 million to be utilized to underwrite the Guaranty program, with 25% of the
outstanding guaranties, to be maintained in reserves., 18

The Direct Loan Program ___jer AID came to be a part of the Direct Investment
Fund under OPIC, launched with $40 million in capital. Under this program .. .. could
participate and thys facilitate the going forward of investments considered to be highly
developmental in nature. Such investments were required to contain a substantial degree
of U. S. small business investment or to give evidence of making a contribution to an
improved investment climate in an L.D.C. The direct investments were restricted to
those in which private lenders would have no interest, such as those with high risk, but
Which were potentially profitable. OPIC could sell the direct investments. The direct
loans, in dollars or foreign currencies, could be made to either private or mixed private-
publicly owned firms. OPIC was permitted to accept convertible debentures as a form of
debt repayment and to accept stock as a result of liens. Any stock accepted had to be
sold.  Convertible debentures could be sold to L.D.C. nationals. Direct Loans were
usually made for a term of 5-15 years with interest based on OPIC's risk assessment; the

loans were not intended to be concessional. Mining and extractive industries were

excluded from both direct loans and direct investment.19

Ed
e
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After hearings by the predominantly liberal House Subcommittee on Foreign

Economic Policy, the full House Foreign Affairs Committee endorsed the creation of

OPIC but recommended changes in specific provisions of the bill, 22

The committee changes were: (1) a cut in the requested capitalization from $100
million to $40 million; (2) a requirement that the OPIC Board Chairman be the
administrator of AID rather than from private life; (3) a provision that three of the six
directors from private life should include one from organized labor, one from small
business, and one from the cooperative movement; (4) the addition of a 10% limitation on
the amount of insurance or guaranties that could be extended to a single im  or; (5)
designation of the Auditor-General of AID as auditor of OPIC's operations; (6) addition of
a three year pilot program of agricultural credit and self-help community development
loan projects to five Latin American nations; (7) a prohibition against Direct Investment
Fund loans to extractive industries, an area which in the past, the committee noted, had
led to political reper sions; (8) a change in wording of the economic development
policy goal from a general guideline to e..__ urage investors to be sensitive and responsive
to the special needs of L.D.C. economies to OPIC encouragement of only those private
investors who were sensitive and responsive.23

The changes in the bill creating OPIC wrought by the Committee were responses to
concerns raised by critics within both the subcommittee and the full committee. Rep.
John Culver's (D., 1A.) desire for a code of investment conduct to induce more
enlightened business practices was met by an amendment to change the policy goal
phrasing. The image of closely tying American foreign policy and the national interest to
the interests of private busiress through OPIC was raised by Representatives Morse,
Tunney, Rosenthal, and Toybal. Other committee members emphasized that the foreign
policy development purpose of OPIC was insured by designating the AID Administrator as

OPIC Chairman; business was de-emphasized by adding board members from cooperatives
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and labor. Concern with economic nationalism in the L.D.C.'s was reflected in the
prohibition of loans to extractive industries and limitations on guaranties to a single
investor.

Critics of highly paid management in OPIC (exempt from Civil Service) to conduct
the same program as AID at a higher cost, (Rep. Gross, Derwinski, Burke, and Zablocki)
ignored the fact that OPIC would be self-sustaining, Rep. Zablocki also objected to
decreased Congressional control and oversight inherent in the corporate form of
organization. One objection, not fully addressed, was the likelihood of increased
association of the U. S. government with investor disputes as a result of the OPIC
instrumentality.zl‘t

The business community testified in favor of the bill at Committee hearings, having
formed an intercommunity group of business representatives to support it. The nucleus
of business supporters was the group of six organizations in IPIAC who drafted the bill.
They formed an alliance with the Agri- 1siness Council, the Council for Latin-America,
and the banking community.25 Every one of these organizations had also been consistent
supporters of liberal trade legislation and often joined in alliances such as ECAT (the
permanent Emergency Committee for Trade) to lobby for reciprocal trade agreements
act extensions. These organizations also, in general, supported foreign aid.26 They
represent predominantly large corporations engaged in trade, finance, and business
activities overseas.

OPIC's most vocal supporters on the House Foreign Affairs Committee came from
moderate Republicans and Democrats. Conservative Republicans, such as Rep. Gross,
objected to the cost and the Iditional :al icy represented by OPIC, an objection
echoed by conservative Democrat Zablocki. Liberal Democrats criticized either the
excessive business orientation of OPIC or insensitivity to the L.D.C.'s. The liberal
Democrats gained concessions by way of amendments.2/ The House Foreign Affairs

Committee recommended the bill.
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Action or Tw~ Hnr~~ Floor

The House floor debate on the bill centered on an amendment by Rep. Gross to

delete OPIC from the Foreign Assistance bill and to reauthorize continuance of the AID

investment guaranty program. Rep. Gross objected to another layer of "py eaucratic

blubber" while Rep. Zablocki reiterated his objections to the supergrades in the agency,
Rep. Frelinghuysen suppor ted the bill by stressing the control over the agency to be
exercised by the AID administrator, the Auditor General, and the GAO. Thomas Mor gan,
chairman of the House Foreign Affairs Committee, explained committee ry _Jning,
objected to arguments about additional bureaucr acy, and urged the House to focus on the
real purpose of OPIC - to relieve the taxpayers of foreign aid outlays by stimulating
private sector involvement. The Gross amendment was defeated 24-48 and the foreign

aid bill, including the OPIC provisions, passed the House 176 to 163.23

DECISION-MAKING: THE SENATE

Gemrtn FPamaiom Molasinae Mammittan Cnneideration

The Senate Foreign Relations Committee also predominantly liberal in composition,
decided not to hold hearings on S.2347, the bill to create OPIC, stating that foreign aid
programs should remain at existing levels to improve the chances for Senate passage of
the Foreign Assistance Act of 1969. The committee believed any new measures
suggested by the House should await a pending report from the Peterson Commission on
revision of the entire foreign aid program.29 A tie vote of 7-7 in the Senate Foreign

Relations Committee specifically excluded OPIC from the Foreign Assistance Act of

1969.30
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The breakdown of votes shows that OPIC was supported by 23 of the Highly Liberal
Senatorg - 16 of the Northern Liberal Democrats and all 7 Liberal Republicans. OPIC
Was also Supported by 11 Moderate Liberals, 8 Moderate Conservatives, and [ highly
Conservative Senators.

Opposition to OPIC came from 10 Highly Liberal Democrats (Ribicoff, Conn.;
Williams, N.J.; Eagleton, Mo.; Proxmire, Wis.; Nelson, Wis.; McCarthy, Minn.; Young,
Ohio; Church, Ida.; Burdick, N. Dak; McGovern, S. Dak. Church and McGovern were
Members of the Senate Foreign Relations Committee.) Slightly more than half of the
Liberal Democratic opponents had voted with the neo-isolationist coalition on Vietnam
War measyres in the Johnson administration. These liberals were = ned in opposition by
% Moderate Liberals, 4 Moderate Conservatives, and 19 Highly Conservative members,

A”"Ong the conservatives, Southern Democrats voted against OPIC by a margin of {1-2,

The OpPiC Senate vote moved in the direction of a classic vote against the middle in

“hich the most Jiberal and most  1servative members joininc,, iti__ to the moderate

Politica] forces in the middle. The highly liberal and conservative members did join on
the opic vote but insufficient highly liberal defections on one end of the scale and
COnservative Republican votes to support the President's position on the other end

Prevented a closer vote. The highly liberal non-neo-isolationist OPIC supporters tipped

the scale,

DETERMINANTS OF POLICY

The policy content of the decision to create OPIC i a £ 1t

departure from mild investment promotional efforts to a major focus on promotion of

Private foreign direct investment in the L.D.C.'s. The content also included, for the first
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tme, the Principle of risk reduction, The fact that OPIC operations must pay their own

way Would -Cessitate devising methods to reduce the risk of claims payments in

Contrast to blanket approval of all guaranty applications.

The Creation of OPIC was the result of careful groundwork and entrepreneurship on

the pary of Senator Javits. The legislation, drawn up by business committees Javits

Persuadeq the Coi ‘ess to appoint, was ready in time for sponsorship by a new

Republican President. A coalition of business groups gave the appearance of united

bUSiness Support; no significant opposition developed from domestic interest groups. No

Conﬂicts Within the executive branch surfaced - State, Treasury, and AID itself

S
UPPorted the legislation,
Both the House and Senate Foreign Affairs committees were predominantly liberal

N 19g9, In the absence of major domestic opposition, the liberal House Foreign Affairs

Committee Members expressed uneasiness about corporate interests and uncertainty over
e Potentia] impact of promoting investment by writing dments designed to

safeguard foreign policy goals into the bill. Once approved by foreign policy specialists,

t . . .
he legm]aﬁOn was sold on the House floor by an appeal to domestic and conservative

lnterests; OPIC would save the taxpayers money by reducing foreign aid funds.
Senator Javits was stymied in the Senate Foreign Relations Committee by Senator

FUIbrighT'S Personal opposition to the creation of OPIC and the revolt of liberal neo-

i . . .
SOIanonjst Senators against foreign aid commitments. He won the amendment fight on
the Senate floor by the device of rounding up 17 bi-partisan co-sponsors, involving
s . .

UPpor ¢ of the President, persuading Republicans to support an administration measure

and Hberals 10 support him as a liberal colleague, and appealing to national self interest

on Yet the opposition in the Senate from both liberals and
e

the Senate floor.
Cong : : oalition on investment policy
*fVatives represented a breakdowr of the liberal ¢ p

iss .
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CHAPTER 5 opic POLITICIZED: POLITICS OF RF A"'THORIZATION UNDER THE
NIXON ADMTNISTRATION, 1970-1974. 1 HE POLICY FORMULATION

PRO™ESS

Sontext: Presidential Priorities and Domestic Political Alignment

After his inauguration in 1969, President Nixon outlined the Nixon Doctrine in
Which the U. S, would seek a less preponderant role in world affars by increasingly
Sharing the responsibility for security with other nations; the U. S. would assist friendly
Nations ynder attack only if those nations provided for their own military defense.! 1n
line With this doctrine and as a means to end the Vietnam War, a policy of
Vietnamization of that war was instituted. At the same time, President Nixon and his
SGCretary of State Henry Kissinger sought to dampen the Cold War by pursuing "detente"
With the Soviet Union, Strategic Arms Limitation talks with the Soviet Union, and the re-
CPening of diplomatic relations with the Peoples' Republic of China. After three years of
negotiations and various military strategies, including the controversial bombing of
Camb‘)dia, President Nixon was able to disengage the U. S. from the Vietnam War in
1973,

In addition to relationships with the Soviet Union, China, and Southeast Asia, the
Nixon administration gave priority to negotiations for peace in the Middle East where

Egypt and Syria Jaunched the Yom Kippur war in 1973. Economic nationalism in Latin
2

Amer; o
Merica was met by attempts to settle outstanding disputes.

Continued balance of payments deficits resulted in the removal of the investment

Controls adopted during the Johnson administration, a dramatic closing of the

conVertibility of the dollar to gold in 1971, and a devaluation of the dollar. The OPEC
Natiopg raised prices and embargoed oil in 1973, threatening U. S. fol 1 policy in the

Midd]e East and the U S. domestic economy at the same time. The U. S. domestic
trade balances,

eCO !
rlomy, suffering from inflation, unemployment, and unfavo

tl'iggered the AFL-CIO to advocate protectionist trade and investment policies while the

Ul » . . I3
S. Political system as a whole was enmired in the Watergate crisis.
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President Nixon's 1968 election resulted in an increase in the number of
RePublicans elected to the Senate to 57 Democrats, 43 Republicans. The House,
however, Maintained its previous division with 243 Democrats and 192 Republicans, an
increase of two Democrats. Nixon was able to draw on conservative Democrats and both
libera and conservative Republicans for coalitions on certain issues. On issues formerly
SUppor ted by Democrats, liberal coalitions could be forged. In the by-elections of 1970,
the Democrats gained |] seats in the House but lost two Senate seats. The Presidential

3Mpaign of 1972 resulted in the exact alignment in both the Senate and the House as

oxi
Xisted after the 1968 elections.>
During Nixon's first term, opposition to U. S. foreign policy steadily grew,

manifesting itself in votes against the foreign aid bill, resolutions directed against
aspects of the Vietnam War, and finally, by 1973, in the War Powers Act, an attempt to

aAssert greater control by Congress over the foreign policy ¢ ision ...aking proc i On

oreign Policy issues, liberals and conservatives in both parties joined forces in defiance

of .
Conventjonal alignments.
In 1971 the bill to authorize foreign aid for 1972 was unexpectedly defeated ... the
Senate, 41-27, by a coalition of 26 Rep.~ "~ s voting against the President's bill joined

% 13 Democrats, Only 20 Republicans and seven Democrats voted for the bill;
Sigmﬁcanﬂ)’, 11 Republicans and 21 Democrats did not vote on the bill. The coalition
Wag “©Mposed of those who rejected the principle of foreign aid _.d/or pi I for
dorr tic Priorities and those who objected to any single provision in the bill, i.e., anti-
e Senators objected to authorization of aid for Cambodia, libe . rs ¢

i for the "repressiver regimes of F ' "itan and Gre¢ conservative Senators objected
position in the UN with regard to

to
[ to support the U. S.

%d to Countr  who :
>eaty il i I co...nitte
Ating the Peoples' Republic of China. Supporters for the bill i e

Members Who had long supported foreign aid such as Javits, Percy, and Case; among

i

LA T

L

Wl
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those who did not vote on the bill were liberals Humphrey, McGovern, Muskie, and

Kennedy, These divergent perceptions and lack of consensus will be compared to the

coalitj
Calitions that emer ged on investment policy. *

In .
Vestment Patterns and Investment Climate

The increase in U. S. foreign direct investment from 1970-1973 in developed
Countrijeg was 39% compared to an increase of 19% in the less developed countries.
Investment increased by slightly more that $1 billion per year in the L.D.C.'s with the
€XCeption of 1973, The increase of $700 million in 1973 was composed of inves _ =nt
increments in Asia and Latin America but decreases in the Middle East and Africa. At
the close of 1973, 71% of all U. S. direct investment was located in developed nations
and 29% in the L.p.C.ts

During this perjod, U. S. direct investment decreased by -5.8% in the Middle East,
reducmg the share of overall U. S. investment to .02 in the Middle East. U. S.
investment also declined in Africa by -.02 but the share of U. S. investment located in
Africa rose to 0%, Although investment over the three year period rose in Latin
America by 27%, the relative share of U. S. investment in Latin America decreased to
72%, The greatest increase in investment, 69%, took place in Asia which increased its
Share of U. S. investment in the L.D.C.'s to 17%.”

DeCreased investment in the Middle East and Africa was caused by the overall

renegotiaﬁon of OPEC oil contracts, the nationalization of oil in Libya and Iraq, and
Although

dran : : i i in Iran.
8ements to contr act for services with oil companies 1
v 2> more than

nati . . , . .
tl""all'catmns caused divestitures in Latin-America, los 2

¢ . » .
Mpensated by the gigantic increase in U. S. investment in Brazil. Increased investment

i . . ) .
N Asia OCcurred in the city states of Hong Kong and Singapore and countries outside the

“‘ar .
Z o . . :
Ones; Indonesia, Malaysia, Taiwan.
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Although opportunities for investment by U. S. firms were available in particular
countries such as Nigeria, South Africa, Brazil, and in Asia as a region, the investment
climate was not propitious n Latin America and the Middle East and varied throughout

Africa, U. S. oil companies relinquished equity in the Middle East regardless of the

nature of the governments involved - by nationalizations of socialist regimes in Iraq and
Syria or by contract negotiations with traditional monarchies. In Africa, a variety of
types of political regimes moved in the same direction: to acquire increasing equity

participation by government or indigenous ownership in foreign-owned and basic

industy s, Although the Marxist-oriented or radical socialist regimes of Guinea,

Somalia, and Libya utilized outright expropriations, the demands for equity were

effective nationalizations in the African soc ist nations of Ghana and the Sudan, the

mixed economies of Kenya, Nigeria, Uganda, and Zambia, and the predominantly

capitalist societies of Morocco and Liberia.

The Nixon administration was greeted by a series of nationalizations in Latin
America which had begun in 1968 in Bolivia, Ecuador, Peru and Guyana. Pressures for
increa 1 equity in oil, bauxite, and copper production had intensified in Venezuela,
Jamaica, and Chile. By the end of 1973, the Jamaican and Ven¢ .elan governments had

not nationalized property, disputes in Bolivia, Ecuador, and Guyana had been settled, and

a special emissary conducted continuing negotiations with Peru over the difficult I.P.C.

dispute. In 1970-1971, however, sweeping nationalizations of U. S. property were carried

out by the Allende government in Chile.6 Details of the nationalizations and uU. S.

policy response to them are appended, ~ zinning on page 441,

The climate for U. S. investment in Latin America was diminshed not only by
nationalization disputes but by the investment provisions of the Andean Pact, formed in
1969 by Colombia, Ecuador, Peru, Bolivia, and Chile to create a common market,

Venezuela joined in 1973. New foreign investment in the Andean region was excluded

from specific sectors such as banking and public utilit i3 existing foreign firms were

ANSRER

Wik
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Thus when a country expropriates a significant United States interest
without making reasonable provision for such compensation to United States
citizens, we will presume that the United States will not extend new bilateral
economic benefits to the ‘expropriating country unless and until it is
determined that the country is taking reasonable steps to provide adequate
cor:npensati.on or that there are major factors affecting Urﬂted States interests
which require continuance of all or part of these benefits.

Nixon's rationale for the above policy was his perception that it was axiomatic that
private investment promoted development. He and key members of his administration
believed that nationalizations interfered with the development process in the L.D.C.'s by
diver ting needed funds to compensation or by freezing further investment capital flows if
no compensation were paid. Either way, the L.D.C. would lose. 12 Although this
rationale was offered for the benefit of the L.D.C.'s, the policy was obviously directed to
Congressional and business critics of U. S. appeasement of L.D.C. nationalism. The
policy has been depicted as the hard line of Treasury that won out over the State
Department.13 A reading of the policy statement itself, however, sug its no difference
from previous U.S. policy., The U. S. would not cut off aid in the pipeline as the
Hickenlooper Amendment required. The fact that no new aid would be extended was still
dependent upon a determination of whether the country was taking adequate steps
towards adequate compensation; almost all factors deemed mandatory were in fact
discretionary. The soft line of the State Department and the hard line of the Treasury
would be resolved in the execution of the policy.

The expropriation policy was immediately strengthened, however, by the
President's statement that it would apply to the withholding of U. S. support from loans
under consideration in the multilateral development banks.!# Further weight was added
to executive statements by an amendment offered by Rep. Gonzalez (D., Tex.) to the
Congressional authorization of funds for international institutions the same month,
January, of 1972, The Gonzalez Amendment required the U. S. representatives to the

World Bank, The International Development Association, the Inter-American

Development Bank, and the Asian Development Bank to vote against loans or financial
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support o nations that had nationalized property unless the President determined that
compensation arrangements had been made, the dispute had been submitted to
arbitration, or that good faith negotiations were underway to provide compensation under
principles of international law,!3

Execution and enforcement of the policy was to be carried out through the creation
of a special Inter-Agency Group on Expropriation, composed of representatives from the
white House and from the State, Treasury, and Commerce Departments.!® OPIC sat in
on the meetings of the group. The Inter-Agency Group was responsible for considering
each individual case of expropriation and recommending sanctions or other appropriate
actions that the U. S. Government should take., The existence of the group made it
impossible for the State Department to make unilateral decisions based solely on foreign
policy considerations. It was the Inter-Agency Group that wrestled with the question of
sanctions against F’eru.17

In 1973 the House Foreign Affairs Committee recommended repeal of the
Hickenlooper Amendment; Congress instead added a provision for a presidential waiver in
the national interest. Since the waiver replaced the mandatory aid-cutoff, the effect
was to repeal the Hickenlooper Amendment. On the floor of the House, Rep. Gonzalez
attached another amendment to require the cut-off of aid to countries that nationalized
U. S. property, repudiated existing contracts or agreements with a U. S. owned business
or imposed discriminatory measures which had the effect of expropriation unless the
President determined that the steps outlined in the Gonzalez amendment pertaining to
multilateral financial institutions were undertaken. Rep. Gonzalez insisted that this
amendment was different from the Hickenlooper Amendment by providing the President
with flexibility. The Gonzalez amendment passed the House floor 278—102.18

Congress also inserted an anti-expropriation clause into the General :d System of
Preferences established in the Trade Act of 1974 to assist less developed countries in the
export of manufactured goods into the U. S. Countries that expropriated U. S. property
without compensation would be denied GSP eligibility. The Inter-Agency Group on

Expropriation was responsible for the review of cases and determiniation of eligibility.l9
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Although President Nixon emphasized the importance of private foreign investment
and recognized the need for it in the face of the foreign aid revolt, he exhibited
sensitivity to its implications. His preference for negotiated settlements rather than
confrontations is revealed by his use of emissaries to Peru rather than invocation of the
Hickenlooper Amendment. The Expropriation Policy of 1972 can be interpreted as a
response to the threat posed by Allende, the need for a deterrent to the type of massive
nationalizations undertaken by Chile, pressures in Congress, and prodding from the
Treasury Department. For President Nixon and Secretary of State Kissinger, the
priorities of 1972 were the presidential election and the war in Vietnam. The
implementation of policy towards ur _ured investment became a struggle on a
departmental level between State and Treasury, with pressure from groups in Congress

opposing or favoring Hickenlooper~type sanctions.
INVESTMENT POLICY, 1971-1973: TAXES

Foreign investment policy was politicized in 1972-1974 in two Congressional
arenas: the Foreign Affairs committees and the tax-writing committees - Senate
Finance and House Ways and Means. In 1972 the Burke-Hartke bill was introduced on
behalf of the AFL-CIO to restrict the tax advantages of foreign investors..

Although tax measures affecting foreign investors had been continually under
consideration by Congress since 1945, the tax committees had supported legislation
which modified tax treatment in specific areas by degree. A - ' stantial change, the
elimination of tax deferrai, recommended by the Kennedy administration in 1962, re-
emerged in 1972 as part of a package of tax and trade proposals ¢ “zned by Burke-
Hartke bill supporters to discourage U. S. foreign investment overseas. The position of

the AFL-CIO was that U. S. firms engaged in overseas manufacture and assembly used

cheap foreign labor, creating unemployment in the U. S.
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The Pearson Commission recommended large increases in both foreign aid and
private investment by donor nations to the L.D.C.'s to stimulate economic development.
The Rockefeller mission to 20 Latin American countries reported a high degree of
economic nationalism and suspicion towards U. S. investment through the region.
Rockefeller urged the suspension of the Hickenlooper Amendment, adoption of new

investment modes, a policy of pragmatism rather than idealism, and non-intervention in

Latin American political affairs.23 The Peterson Commission recommended a new

institutional framework for foreign aid and investment. The Commission was critical of
the emphasis on private investment during the late 40's and 50's and on the excessive
emphasis on government aid under the Alliance for Progress. Their report recommended
more U. S. capital for local development banks and regional private investment
companies with a view to the stimulation of capital and credit markets in the L.D.C.'s.

The Task Force also recommended increased funding to the IFC arm of the World Bank to

encourage joint ventures. 2%

In 1971 President Nixon created a Council on International Economic Policy to
function in the White House under the cooperative chairmanship of the President and the
Secretary of State to achieve consistency between domestic and foreign economic
policy. Members would include the Secretaries of Treasury, Agriculture, Commerce, and
Labor, the OMB Director, the CEA Director, the Special Representative for Trade

Negotiations, the National Security Advisory, and the Executive Director of the

Domestic Council. Peter Peterson, Chairman of Bell and Howell, was chosen to be the

Executive Director.

The Peterson Commission proposals were incorporated in legislation submitted by
the President to Congress in 1971 - the separation and multilateralization of aid and the
creation of two new semi-independent agencies to replace AID. Congress was opposed to
provisions to transfer control over U. S. foreign aid funds from Congress to the President

or to multilateral organizations and did not act on the proposals. Instead, Congress
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about the Structure and purpose of OPIC based on House hearings and support for the
Teation of OPIC in 1969, Some of the original backers of the agency participated in the

1973 deliber ations,

The orf  jza~ 1 of testimony presented at the first hearings in 1973 centered on

ISsues of Particular concern to Chairman Culver - the conflicting nature of OPIC's

Multiple Mandate, the degree to which investment contributed to economic development

i - . "
N the L.D.C.'s, the nature of U. S. government involvement in disputes, the wisdom of

lnsisting on U, S, subro, \ rights, the prospects for the creation of a multilateral

mSuranCe agency, and the appropriate criteria to be utilized for selectivity in the choice

of investmenfs to be insured. Additional issues concerning the role of OPIC in
stimmaﬁhg investment, securing raw materials, and furthering the competitive position
*Tthe y, s, In the world economy were raised.

Representaﬁyes from the business community and the executive branch did not
©xhjbjt basic disagreement on these issues. Two Congressmen who testified, Rep.
Gibbong (D., Fla,) and Senator Jacob Javits (R., N.Y.), often disagreed with each other
ang With Chairman Culver. The sharpest clash, however, emerging on almost every issue
in the Same form, was | ‘ween the divergent perceptions of three professors invited to
testify. The academic witnesses represented classic positions: Dr. Rol tS§ " 1
beueved that OPIC should insure all investment and let the market allocate its
distribution, a conservative position; Dr. Thomas Weisskopf argued that investment
should only pe insured in countries with an equitable distribution of income, the liberal
" isolationst position; and Dr. Dale Wiegel who perceived the issues as dependent on

t _ , ,
® natyre of the variables and the operating conditions, the moderate or public policy

p°Slti0n. These perceptions were premised on the same causal assumptions that under-

Dinn . i 7 ‘o
ed the Congressional voting coalitions on investment policy
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Multiple Mandates

Both Chairman Culver and the ranking Republican subcommittee member Rep.
Whalen (R., Ohio) expressed a need for Congress to choose among the conflicting
mandates in the statute authorizing the creation of OPIC. OPIC was directed to
stimulate economic development in less developed countries while simultaneously
providing benefits for the U. S. economy (employment, raw materials, balance of
payments inflow). In addition, OPIC was required to make enough money to be self-
sustaining while insuring investment in politically risky countries. This ambiguity forced
OPIC to testify on behalf of the economic development mandate to the House Foreign
Affairs Committee and on behalf of U. S. economic benefits to the House Appropriations
Subcommittee.

Despite committee member insist_.._e that OPIC's re-authorization could only be
justified if priorities were established, President Bradford Mills of OPIC, supported by
Charles Robinson, President of Marcona Corporation, vigorously maintained that the
mandates were not mutually exclusive. Reconciliation of the mandates was

accomplished, OPIC officials stated, through the implementation of OPIC's insurance

guidelines.27

T~anomic Development

The question of whether OPIC's primary mandate to contribute to the economic
development of the L.D.C.'s had been met led to a consideration in House subcor....._t
hearings of the role of private investment in economic development. The role of private
investment as a development tool was analyzed by three academics, two of whom held
opposing views while the third put forward a middle position; by two members of

Congress with opposing views; by officials of AID, the State Department, and OPIC who
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Presented the classic justifications for the contribution of investment to development,

and the insertion into the record of extensive scholarly research by Dr. G. L. Reuber,

Umve"SitY of Western Ontario, undertaken on behalf of OECD.

Y

Professor Robert Stobaugh, Harvard Business School expert on foreign investment,
festifieq that his research revealed that U. S. foreign investment is beneficial to host
Country ©Conomies because the increased technology and management skills result in
increaseqy efficiency and output. Dr. Stobaugh, an advocate of market allocation,

believed it was presumptuous for OPIC to decide what investments were good for host

COunmes; OPIC could advise but host countries should determine the investments they

Prefer, oPIC would, by Dr. Stobaugh's reasoning, be fulffilling its economic development
Mandate by insuring host-approved investments; the investments would lead to efficiency
a

"99Utput, his implied definition of development.

Dr. Thomas Weisskopf, University of Mich.,_n Department of Economics, defined

de"ebpment as "social and economic progress", measured by improving the average

Standar g of living, raising the minimum quantity and quality of essential goods and
serviCes avaijlable to aj] citizens, and increasing oppor tunities for everyone to participate

Social ang political Jife. To the extent that economic growth stimulated by foreign
investment results in net benefits over costs, the benefits will not lead to overall
Progress unless the nation's leadership is committed to greater equality in the

dlstribution of wealth and power. Institutional changes in the direction of equality

threaten the concentrated power of the dominant elite groups. U. S. investors,
ConserVatively desiring political stability, may operate to strengthen the elite leac . _hip
and retard Progress. The opinions of host country political leaders, as Dr. Stobaugh

suggested, should not be a criterion for approving investment since their opinion may not

be ; , .
N the best interests of the nation, Dr. Weisskopf maintained.

= mgy
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A middle position taken by Professor Dale Wiegel of the College of Business
Administration, University of Jowa, stressed that the direct benefits of a foreign
investment depend on the nature and circumstances of the investments since the costs
(profits of investors and opportunity costs of labor and materials) must be subtracted
from the benefits (value of additional output from the investment). His research
indicated that: extractive in" “tries yield net benefits in taxes; industries manufacturing
goods for a protected host country market are receiving a tariff subsidy which may
increase costs and negate benefits; direct investment for the domestic market in an
L.D.C. is not beneficial in the chemical and paper industries, is beneficial in metals and
nonelectrical machinery industries, and dependent on local circumstances in the
electrical machinery, transport equipment, and food processing industries. Dr. Wiegel
would oppose OPIC's continuance unless it insures selectively on the basis of estimates of
the impact of a proposed investment on the host country.

William Rogers, Attorney for Arnold and Porter and former AID official, Phillip
Birnbaum, AID Program and Policy Administrator, Willis Armstrong, Assistant Secretary
of State for Economic and Business Affairs, Kenneth Mueller, Vice President of the
Agribusiress Council, and a number of OPIC officials all testified with a conventional list
of economic benefits to the L.D.C.'s of foreign investment: technology, management
skills, marketing, foreign exchange earnings, employment, raw material development, tax
earnings, stimulus to domestic investments, export promotion, import substitution,
stimulus to local suppliers, philanthropy, agricultural productivity.

The OECD research by Dr. Reuber, submitted by Philip Birnbaum of AID, was
comprehensive, classifying investment by whether it was export oriented, market
development oriented, or government initiated in order to seek correlates to all
investment, followed by correlates to each classification. Statistical analysis was
supplemented by a survey of 80 foreign investment projects engaged in by private firms.
Although there are difficulties in selecting key conclusions out of the context of a

sophisticated analysis, Dr. Reuber's study indicated the following relevant findir._.

z

==



The total stock of private foreign direct investment represents
7% of total output in the L.D.C.'s, a higher percentage than in
developed countries. The ratio of the stock of private foreign direct
investment to GNP in 1970 for all L.D.C.'s was .105 compared to .057
for developed countries.

Statistical analysis of the relation between foreign aid receipts
and direct investment shows statistical significance and association
but low ion; it is more t onab to view foreign aid and
private direct investment as complements rather than  » ,

Survey {findi 1 that about 50% of total after-tax
earnings were re-investea; aiter-tax rate of return on ty
32% for export-oriented, 15% for market orientea ana 1% for
government-initiated investment; among the determinants of the level
of foreign investment, the liquidity of the firm, current rate of profit
and output-capacity relationship were not major factors as frequently
suggested-the major factors were long range strategic considerations
related to market size and potential and operating costs, Thus
investors may not be sensitive to short term variations in liquidity,
profits, output, taxes, and subsidies but to political and economic
changes which affect long-term outlook. The most important host
incentive is protect  of lo . market from foreign competition.

Analysis of trade effects, productivity and ¢ 5, t r of
techrology, skills, training, tax benefits, foreign exchange earnings,
stimulus to domestic investment, employment produced by direct
foreign investment for the host economic development are complex-in
general the study found these to be positive effects but the degree of
the effect varied with the type of investment, certain conditions, and

host country policies.

Differences in degree of foreign ownership have little effect on
the performance of affiliates or on business practice. The foreign
enclave image has some applicability to export oriented investment;
market oriented are better integrated into local economy.

Ev' ' nce of two way relationships between direct investment and
level of income and GNP in the L.D.C.'s - investment is attracted by
the size of the market and investment stimulates growth of income.

Since the terms and amount of bilateral and multilateral aid are
determined by donor countries, this form of capital transfer may pose
a greater threat to the ratioral independence and sovereignty of host
countries than any other form of finance except intergovernmental
loans. The local government, rather than local private firms,
constitutes the main countervailing influence encountered by private
foreign investors - the bargaining position of export oriented firms in
relation to the host government is greater than other firms. The
problem for host governments is to design policies which achieve the
result of more net benefit per unit of direct foreign investment and at
the same time not reduce the level of investment to the point where
gains gue to higher returns fail to offset losses from reduced levels per

unit.2
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In response to Representative Culver's question as to whether Professor Reuber
studied the allocation of revenues to the poor people of the L.D.C.'s, AID Administrator
Birnbaum replied that this issue was not addressed in the study. Allocation, Mr.
Birnbaum stated, would depend on the local tax structure, an area in which AID seeks to
influence reform. After Rep. Culver commented that the findings were "trickle-down"
theory in which as the pie grows larger, the rich get richer, he asked Mr. Birnbaum if AID
cut off loans to L.D.C.'s that refused to reform their tax structure or utilized other

leverage affecting allocation. AID subsequently submitted a written statement on

leverage for the committee.2?
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The broadest conceptual concern explored by the subcommittee was the effect of
OPIC as an agent of the U, S. Government on the attitudes of host governments and the
behavior of investors with regard to investment disputes. The subcommittee chairman
and key committee members indicated that specific proposals were unc active
consideration related to the larger question of the proper degree of U. S. Government
involvement in the settlement of disputes. Thus the committee asked almost every
witness to comment on subrogation rights, multilateral insurance, investment codes, and
the Hickenlooper-Gonzalez amendments. The committee also pursued an interest in the
details of OPIC's dispute prevention and settlement procedures and the record of claims
and cases.

The foremost concern of the subcc....nittee was the necessary involvement of the
U. S. Government, represented by OPIC, on behalf of an investor in disputes. The
national interest of the United States could be called into play to support irresponsible
investors and defend "a bad deal". Several witnesses felt that identification of the U. S.

Government with investors, through OPIC, could have adverse effects. Host country
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politicians might find confrontations with the U. S. Government over investments an
attractive prospect; the U. S. Government could not avoid involvement because of OPIC's
subrogation clause. Witnesses reasoned that the greater the economic stake of the U. S.
in foreign countries, the greater the pressure for the U. S. to engage in military action if
the U. S. Government, through OPIC, had a stake in those economic interests.

Otner witnesses challenged the proposition that OPIC is identified with the U. S.
Government and argued that OPIC deters involvement by the U. S. Government in
investor disputes. Contrary to reports by some Foreign Service officers that OPIC is
considered synonomous with the U. S. Embassy in particular countries, these witnesses
maintained that the difference between OPIC and the U. S. Government is not a
subtlety. A domestic government corporation is not the same thing as the State
Department speaking on behalf of the President or the U. S. Ambassador. On the
contrary, OPIC provides a host ~ intry with the political discretion to maintain that
there is a difference between OPIC and the U. S. Government and that the host country
is merely paying off a commercial claim. OPIC plays no role in the "good offices"
relationship of the U. S. Embassy to host country governments. Since U. S. Embassies
have an obligation to protect U. S. citizens and property, the U. S. Embassy on behalf of
the U. S. Government is required to be involved to some degree in all disputes in which
investors are either insured or uninsured. In the case of uninsured disputes, the U. S.
Government has no means by which to evaluate the claim.

When disputes arise between OPIC-insured investors and host governments, OPIC
requires them to engage in direct negotiations. These negotiations prevent the
application of the Hickenlooper and Gonzalez amendments; the application of those
amendments forces U. S. Government involvement in disputes. Witnesses pointed out
that the record shows that disputes with uninsured investors involve the U. S.
Government (I.T.T. in Brazil, I.P.C. in Peru) whereas OPIC, by removing ideology from
disputes (Chilean settlements), can resolve them expeditiously without government

involvement,
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A secondary concern expressed by the subcommittee was the possibility that OPIC

rigidifies negotiations over claims. Companies may enter the negotiations with

unreasonable demands rather than in good faith, aware that the insurance, backed by the
uU. S. Government, will cover their commitments. Based on his experience when Chile
nationalized the Braden Copper Co. subsidiary, the attorney for Kennecott Copper Co.
suggested that this relationship could work either way - OPIC might make parties more

amenable to negotiations or stall them by means of the letter of the contract, 30

QOPI~ At Droer-- N-----gg

The Assistant Secretary of State for Economic and Business Affairs, Willis
Armstrong, outlined OPIC procedures and sample cases for the subcommittee. OPIC
introduces expertise by advising an expropriated investor the legal and administrative
remedies he should seek. The OPIC contract obligates the investor to follow certain

procedures or lose his insurance benefits: he must keep OPIC informed, make every

effort to negotiate in good faith with the host government, and avoid provocative
actions. OPIC audits books to provide an independent valuation of the investment. OPIC
can exercise a moderating influence through practices, contracts, and monitoring which
stimulate sensitivity on the part of the company to the host country. An advantage to
the OPIC process is that the agency becomes involved in the early stages of a dispute
before positions have been made public rather than after the dispute has started. OPIC
also has financial tools at its disposal which makes it possible for settlements, otherwise
impossible, to be negotiated. From the extensive written and oral testimony presented
by OPIC on the history of its claim settlements, Secretary Armstrong cited two examples

of the creative use of financial instruments, e.g., U. S. banks lent Bolivia $8 million,
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Covered by OPIC, to make it feasible for Bolivia to compensate the investor directly for
the 1971 expropriation of the Mina Matilde zinc and lead mir | OPIC insured a portion of

the notes used by Chile to pay for a 20% equity interest purchase in a U. S. owned pulp

mill,

Multilateral Codes, Multilateral Insurance, Subroga*~~ ~~-
Expropriation Amendments

When Chairman Culver expressed his long interest in obtaining a multilateral code
of business conduct and a multilateral insurance agency, OPIC President Mills explained
that the stumbling block to achieving these goals was U. S. policy. The U. S. requirement
of formal assurances of subrogation rights and access to binding international arbitration
not only excludes OPIC from writing insurance in many countries but prevents
multilaterializing codes of conduct and insurance programs,

The problems of reaching agreement are greatest in Latin America, President Mills
explained, where two traditions collide: (1) U. S. traditional insistence on spelling out
how intergovernmental disputes will be settled; (2) Latin-America's various applications

of the Calvo doctrine. Article 51 of the Andean Code specifically prohibits investment

agreements providing for subrogation and international arbitration; OPIC will not vperate
programs without those commitments, severely limiting OPIC activities in Latin America

and some Arab countries. Although there has never been a formal assertion of

subrogation or resort to international arbitration in the insurance program's history, the
policy is one of judgment as to appropriate policy on the part of the State Department
rather than a legal requirement; OPIC's statute refers to "suitable arrangem . :s".
Japanese, German, and Canadian insurarce agencies write insurance in Latin America

without either provision.

Negotiations are underway in OPIC and the foreign affairs bureaucracies, Chairman

Culver reported, to modify U. S. subrogation policy. Most witnesses favored either a
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modification or suspension of subrogation rights since leverage in a dispute flows from
the status of the U. S. and the rights have never been utilized. Chairman Culver felt
that subrogation was not consistent with U. S. respect for the laws and institutions of
sovereign nations. The State Department defended subrogation, however. They
maintained that willingness of a less developed nation to sign a bilateral agreement
containing a subrogation clause may be a "bellwether" of the investment climate;
governments have not repudiated their obligations under the bilateral agreements,
Subrogation was not inconsistent with the sovereignty of nations as it is a normal clause
in domestic insurance. The arbitration clause is used by business in labor disputes.

All witnesses with knowledge of the World Bank proposal to establish multilateral
insurance reported that the proposal had failed to gain acceptance among both developed
and undeveloped nations. A number of organizations, such as the International Chamber
of Commerce and the Pacific Basin Council, had developed codes of business conduct but
found that these were difficult to draft and, in the end, were unenforceable.

Business representatives, OPIC officials, Chairman Culver, Senator Javits, and
most other participants in subcommittee discussions went on record in favor of repeal of
the Hickenlooper and Gonzalez amendments. OPIC inserted into the hearings record a
morning newspaper account of an OPIC-refused investor in Haiti who threatened to

invoke these amendments.z'l

Risk and Selectivity

When the insurance guaranty program was administered by AID, all investors who
applied were insured with virtually no restrictions pertaining either to the investor or to
total exposure in a given country. This policy resulted in high concentrations in t\;'o
countries, Chile and Jamaica, and in the heavy insurance of the extractive industries in

those countries, high risk targets for expropriation.
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Former AID Administrator William Rogers testified that risk analysis should be the
major focus of OPIC's work. Rogers recommended that OPIC develop guidelines as to
the types of industries and countries to which investment should be channeled. He

stated:

"I believe that an insured investor is less likely to get caught in
the vicious circle of a high risk investment requiring that he seek a
very high immediate return, thus triggering increasing pressure from
the host country, thus leading to precisely the kind of investment
dispute that the investor feared in the first place . . . effective
political risk insurance like this tends to break that vicious circle and,
if you will, to make certain kinds of foreign investments in developing
countries more comj)zatible with the development objectives of the

developing country."

In order to reduce risk and to induce development-oriented investment, the
subcommittee explored the type of criteria Congress could devise to guide OPIC in
selecting the investments they would be willing to insure. The following criteria were
considered: economic development impact of the investment, limitation to low income
countries as measured by GNP per capita; limitation to countries with politically
favorable investment climates; restrictions on the nature of the industry insured;
restrictions on investment by multinational corporations; restrictions on equity
investment.

The participants in the discussion, however, were unable to agree on the
appropriate criteria. Lower premium rates for non-equity investments and inducements
to promote agribusiness were suggested. The State Department preferred that OPIC
retain the flexibility to determine the criteria to be utilized in selection of
investments. Professor Stobaugh felt the only legitimate restrictive criterion was
company size since large firms could afford their own insurance. Otherwise, OPIC should

not impose its judgment on the preferences of host countries and business firms. >3
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Stimulati~~ ~f Investment and its Effect on the 'T S, Economy

Whether OPIC stimulates investment in the L.D.C.'s which would not otherwise be
made was briefly discussed.  Government officials cited a survey by Business
International attesting to the value of OPIC assistance; firms testified to their
utilization of the insurance. Professor Stobaugh, outlining models of foreign investment
decisions by firms, reported that OPIC can induce more investment by absorbing some of
the risk and reducing the need for a high return. The actual effect would depend on the
role of risk in a particular business investment decision. Rep. Gibbons and Professor
Weisskopf argued that OPIC was simply a subsidy for U. S. private business investors by
insuring firms whose investment decisions were already made.

Analyses of the effect of U. S. foreign investment on U. S. employment were
inconclusive. Arguments were presented that foreign investment raises the skill level of
U. S. labor at home and increases employment in export industries. The only consensus
was that the effect on U. S. labor varied by industry and the circumstances of the
investment. It was agreed that the U. S. balance of payments was positively affected by
the flow of income currently returning to the U. S. from past foreign investments.

Whether the current outflow of capital would generate future income with a positive or

negative impact on the balance of payments was difficult to determine. 3%

U. € Daur K/la-fnria] Q”nnl\l

Both the President of OPIC and Senator Javits presented a raw material supply
justification of OPIC. Quoting from the U. S. Raw Materials Commission report, tHey
suggested that one of OPIC's foremost missions should be to encourage, via insurance and

financing, investment ventures in the exploration and development of raw materials

projected for future short supply.
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The Vice-President for Exploration of Kennecott Copper reminded the

subcommittee that the U. S. has been forced to import copper since 1939 as domestic

production does not meet demand. Copper is located in Chile where mines have been

confiscated, in Zaire where mines have been nationalized, in Zambia where the

government requires 5]1% for their own part, and in Peru where negotiatins leading to
51% participation were underway. Ore bodies are geological phenonomena which, by
nature, are not always located in alternative sites so that the U. S. must move to obtain

the raw materials or lose them. Insurance is essential to the competitive raw material

access process.
Representative Gibbons took issue with the rationale for OPIC's role in raw

material supply. Research by the Overseas Development Council indicated that the
L.D.C.'s were not likely to allow foreign enterprises to acquire a controlling interest in

raw materials enterprises. The fact that 40% of OPIC's portfolio is in raw materials

should be a cause for concern, Rep. Gibbons argued, since it may lead to massive claims

rather than to the protection of supply.

U. < Pﬁc;f;t\ﬂ in ?-lnn \WYWAarld EranAamar

In reviewing the needs of the U. S. domestic economy, the Subcommittee felt that
foreign investment should be evaluated from the perspective of the future position of
multinational corporations and the U. S. economy in the international economic order.
The U. S. no longer dominates the contemporary world economy; the world economy is

characterized by interdependence and inadequate international institutions.

U. S. investment policy must be formulated, according to Business International, in

light of U. S. continuing trade and balance of payments deficits, two devaluations of the

dollar, and static foreign aid flows. Since research findings reveal that investment

follows exports and then creates more exports, OPIC must encourage investment to

strengthen the U. S. export position.
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U. S. exports will decline and the U. S. economy will be supported in the future by
returns from foreign investment, Professor Stobaugh contended. As the U. S.
increasingly becomes the international headquarters of multinational firms, OPIC should
encourage foreign investment by providing insurance in both developed and undeveloped
countries. In contrast, Professor Wiegel did not believe foreign investment would
continue to grow. He viewed previous investment by multinational corporations as a
response to an overvalued dollar, recently devalued.

Whether foreign investment continues to grow is a function of U, S. government
policy support for its expansion, Professor Weisskopf maintained. The econ ic effect
of supporting expanded overseas investment will be to maximize world GNP and more
efficiently allocate the world labor supply. The economic results will be achieved, Dr.
Weisskopf pointed out, at the political expense of condemning "the people of much of the

rest of the world to second rate citizenship . . . which will lead to revolution and war."36

House Subcommittee Report and Recommendations

The House Subcommittee set out to identify a persuasive justification for the
existence of an agency to insure U. S. foreign investors against political risk in less

developed countries. The intention was to choose one mandate out of the original

conflicting mandates to serve as the priority purpose and overriding rationale for the
continuance of OPIC. The consensus of the subcommittee was that economic
development should function as the overriding mandate. Chairman Culver, however, had
serious reservations as to whether direct foreign investment encouraged widely - shared
developmental effects; these reservations were examined rather carefully from a variety
of viewpoints by participants in the hearings. If OPIC's mandate was to focus on
economic development, the subcommittee needed to seek a means to facilitate it. Thus

the hearings turned to a consideration of criteria for the selection of insured investments

that would move investment into low income countries and into developmental projects.
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Although Chairman Culver also expressed reservations about OPIC's role in the
settlement of disputes, a strong case was made by witnesses before the Committee that
OPIC's most successful achievements had been attained in the settlement of disputes and
claims. The subcommittee then suggested changes in those U. S. policies
counterproductive to the amelioration of investment disputes, such as the Hickenlooper-
Gon: ‘ez An dments.

Finally, in an examination of the effect of OPIC on the U. S. economy, the
subcommittee appeared to be seeking a domestic rationale to persuade those
Congresspersons reluctant to accept the economic development justification. Adverse
domestic effect arguments, taking place in the Congressional tax-writing committees,
had to be countered.

The witnesses invited to testify represented a fair spectrum of divergent views, It
was evident throughout the hearing record that neither Chairman Culver nor minority
leader Whalen were convinced that the testimony of any of the participants represented
a clear direction to follow. The final report of the Subcommittee reveals continued
feelings of ambiguity and uncertainty. The Subcommittee concluded that the greatest
potential value of OPIC's program lay in the selectivity principle.

At the conclusion of the oversight hearings, the House Subcommittee recommended
that OPIC's authority be extended through 1974 in order to complete the original
authorization of a five year trial period, In addition, the Subcommittee recommended an
extensive list of guidelines for the operation of OPIC's program 5.

Key recommendations were: (1) OPIC should seek greater private participation in
the insurance program without sacrificing OPIC's public purpose; (2) OPIC should develop
effective measures to assess the developmental impact of investments; (3) OPIC should
refine its risk management program; (4) OPIC should encourage investment by small
business; (5) OPIC should determine the foreign investment needs of the L.D.C.'s and act

as a broker by finding suitable investors; (6) OPIC should diversify its portfolio by
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encouraging investments in a larger number of L.D.C.'s; (7) OPIC should screen
applications for effect on U. S. employment; (8) OPIC should seek modification of the
subrogation clause in bilateral agreements; (9) OPIC should work towards the adoption of
a code of investment behavior; (10) OPIC should offer its expertise in dispute settlement

to executive branch consideration of uninsured disputes; (11) OPIC should develop

provisions to insure that the investor is kept out front during investment dispute5,37

THE REAUTHORIZATION DEBATE:
SENATE SUBCOMMITTEE ON MULTINATIONAL CORPORATIONS

Since it took two years to effect the guaranty program's transfer from AID, OPIC
began operations in 1971 with only two years in which to function before re-authorization
hearings began in 1973. As it opened for business in 1971, OPIC was immediately faced
with staggering claims from the expropriation insurance written by AID in Chile. The
downfall of Allende in 1973 followed by disclosures of intervention by ITT in Chilean
affairs prompted demands for an official investigation. A wide-ranging investigation was
launched by a specially created Subcommittee on Multinational Corporations of the
Senate Foreign Relations Committee in 1973. This subcommittee published more than 15
volumes of record over a period between 1973-1975, including two volumes of hearings
into the activities of I.T.T. in Chile, an investigation into multinational banks and U. S.
foreign policy, and a volume of hearings on the Overseas Private Investment
Corporation. As a part of the OPIC investigation, the subcommittee requested a report
from GAO on OPIC's management of insurance, guarantees, and claims payments.
Chaired by Sen. Frank Church (D., Da.), the Subcommittee on Multinational Corporatiohs
was composed of Democratic Senators Symington (Mo.) and Muskie (Maine) and
Republican Senators Case (N.J.) and Percy (Ill.). The volumes of Senate hearings,
combined with those of the House Subcommittee on Foreign Economic Policy,

demonstrate that the Senate and House Foreign Affairs Subcommittees were the central
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arenas in which most of the issues concerning foreign investment policy were placed on
the public agenda in the 1970's and in which participants with interests at stake have
engaged in debate.

The 1973-1974 debates over the reauthorization of OPIC were different in scope
and content from the 1969 debate on the original authorization: the range of interests
represented at the hearings increased, the number of views multiplied, and the evidence
submitted was both voluminous and far reaching. The Senate subcommittee on
Multinational Corporations was in essence an investigatory committee, searching in many
directions simultaneously and operating with greater media attention than had been
accorded previous debates concerning any aspect of foreign investment. The Congress,
primarily the Senate, extended foreign investment policy issues to a wider public; in
1973-1974, U. S. investment policy became politicized.

The determinants of the politicization of investment policy were two
developments: foreign policy issues raised by events in Chile involving L.T.T. and the
Allende regime and domestic economy issues raised by the AFL-CIO as a countervailing
interest group to business corporations. The new focus on foreign policy and domestic
effects of investment guaranty policy took place in a political context in which other
foreign and domestic U. S. policies, described earlier, were also politicized.

The method used to analyze the content of the debate on the reauthorization of
OPIC in the Senate Committee on Multinational Corporations will be to summarize the
policy content of the argument in four basic issue areas, to link the policy content to the
interests of the participants and to the final policy formulation. The four basic issue
areas are: foreign policy, corporate investment decisions, the U. S. domestic economy,
and oversight of OPIC implementation. Of the four areas, the hearings reveal that the
most extensive concern in the Senate Subcommittee was paid to the issues bearing on
U. S. foreign policy and OPIC oversight. Foreign policy issues will be discussed in this

chapter; OPIC implementation will be discussed in Chapter Six. Corporate investment
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decisions and U. S. domestic economy considerations will be summarized briefly under

the report of the full committee in Chapter Seven.

The Senate Foreign Relations Committee designated the Subcommittee on
. At i of
Multinational Corporations to conduct hearings on OPIC's reauthorization since 79%

the insurance policies issued by OPIC were provided to the Fortune 500 largest

corporations and 50 largest banks. The Subcommittee held six days of hearings, heard 42

witnesses and reviewed supplemental written material.>® The report of the full

committee summarized majority and minority views of the issues raised in the hearings
and recommended amendments to the Foreign Assistance Act based on the options they
perceived to be available. The bill (52957) was proposed by the Subcommittee on

Multinational Corporations; it incorporated their views and those expressed by others at

the formal hearings.

Foreign Policy Arguments

Foreign policy arguments were selective. Through the nature of his questioning and

the conclusions he drew at the end of each presentation, Senator Church made clear his

opposition to the continuance of OPIC as an agency to guarantee investment. The

individuals and representatives of groups invited to testify were three acaaemics who had
serious reservations about OPIC, seven business representatives who testified in favor of
OPIC's continuance, a labor union spokesman opposed to foreign investment and OPIC,
two private insurance companies called upon to assess the feasibility of turning over
political risk insurance to the private sector, three State Department and one Treasury
Department spokesperson, GAO, OPIC, Senator Javits (original sponsor of the agency
legislation), and a representative of Urban Coalition. Although business representatives
may well have been lined up by OPIC, the opposition to OPIC was orchestrated by

Senator Church and the Subcommittee staff through the choice of academics invited to
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testify, the focus on the testimony of the U. S. ambassador to Jamaica, the dispatch of
the subcommittee staff overseas to investigate, selectively, in the field, the seeking out
of private insurors who might displace OPIC, and the research by staff which underpinned
the line of questioning pursued by Senator Church.

The line of questioning was organized around the question of whether OPIC's
mandate, or some part of its mandate, was valid, followed by the subsequent question as
to whether OPIC as currently constituted was the proper vehicle for achieving the valid
goals in its mandate. Comments and questions posed by Senator Church indicate that he
found OPIC's mandate to contain contradictory goals, that each of the goals was unlikely
to be achieved, that the implementation of the goals led to undesirable consequences for
U. S. policy, and a substantial change in investment guaranty policy was in order.
Senators Percy and Case questioned continuance of the program as well; their questions
did not, however reveal what pre-conceived attitudes they may have held. Senator Case
reacted to the testimony negatively, foretelling opposition to OPIC whereas Sen. Percy
exhibited an openness to the testimony. The Democratic members of the subcommittee,
Symington and Muskie, did not attend most of the hearings and seldom participated.
Three members from the full Foreign Relations Committee occasionally sat in on the
hearings, asked questions, and offered comments - these were Sen. Fulbright, Sen. Javits,
and Sen. McGee (D., Wyo.).

During the course of the testimony relevant to the foreign policy purpose and
effects of OPIC, three separate arguments were advanced which, taken together,
provided the grounds for the conclusion of the majority report that OPIC, instead of

facilitating its economic development purpose, had led the U. S. to become excessively

involved in the domestic affairs of other nations.

These arguments were: (1) ideological support and U. S. business preference for

free enterprise economies in the L.D.C.'s create an ethnocentric blindness to the reality

that the L.D.C.'s are in the process of developing their own socio-economic systems;
p ping
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OPIC's mandate to foster free enterprise along with its operational procedure to insure
direct ownership of property leads to conflict with host governments, increasing the risk
of nationalization. (2) The relationship between foreign extractive industries and host
governments, termed the "obsolescing bargain", in which the balance of bargaining power
shifts from the foreign firm that can dictate terms at the outset of investment to the
host government that desires to re-negotiate terms as the investment progresses, is
exacerbated by long term OPIC insurance based on the original terms; the freezing of
terms generates conflict, increasing the risk of nationalization. (3) The economic
development mandate of OPIC also produces conflict between U. S. firms and host
governments which increases the risk of nationalization by arguments which show either
(a) U. S. private investment does not contribute to economic development in a given
L.D.C. because the host government does not obtain sufficient benefits in taxation, re-
investment of profits, export earnings, or spill-over effects but is e....oited at the
expense of the firms (neo-colonialism) or (b) while U. S. investment may contribute to
economic growth of an L.D.C., it does not contribute to its development if development
is defined to encompass reduction of poverty and mal-distribution of income. Perceived
exploitation or general economic dissatisfaction with poorly distributed gains from
growth leads to the radicalization of politics with U. S. firms as a target for
expropriation,

U. S. foreign investment, then, is subject to nationalization by its very presence but
the risk of nationalization is increased by OPIC's insurance of long term dirc _. equity.
The nationalizations, by virtue of OPIC insurance, create, according to Senator Church
an "identity of interest" between the U. S. Government and the investing firms and a
"financial stake" on the part of the U. S. Government in the dispute. The "financial

stake" will inevitably cause the U. S. Government to become excessively involved in the
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'domestic affairs of other nations. Evidence of such an "identity of interest" and
' .
deePemng involvement" in the internal affairs of L.D.C.'s was brought to the committee
hearings by examination of the cases of Jamaica, Chile, and Taiwan,

Business representatives who testified were representative of U. S. investment

Operations ; , .
S In two regions, Central America and the Far East. The entire focus of the

discussion i Central Amer'- . was on Jamaica; the question of OPIC involvement in
Chile Was raised in the course of separate hearings on the role of L.T.T. in Chile, No
tesﬁmony pertaining to OPIC guaranties in any Central or South American countries
Other than Jamaica and Chile were obtained; questioning of the State Department Acting
Assistant Secretary for Inter-American Affairs was directed to Jamaica. Not only was
OPICss insurance exposure in Jamaica high relative to all other countries but the
AmbaSSador to Jamaica was willing to recount his own involvement in Jamaican politics.

Senator Church stated his position with regard to U. S. equity investment as the
CAuse of radicalized politics in the L.D.C.'s early in the hearings as he questioned the
Chairman of Reynolds Metal Co. as to the firm's experience in bauxite production in
Jamaica- Having ascer tained that Reynolds needed to protect its original investment in
Mines by Promising Jamaijcan officials to build an alumina plant, that financing for the
3lumjng Plant (organized and owned jointly by Reynolds, Kaiser, and Anaconda) was
dependent On obtaining insurance coverage, and that insurance coverage was necessary
becy AUse some political groups within Jamaica agitated for nationalization of the bauxite
md stry, Sen Church suggested that a management contract by Reynolds and other firms
" the U. S, to mine bauxite in Jamaica would be a preferable mode of investment. Re-

Erat
‘N8 that equity investment causes nationalism, Sen. Church stated: "We have two
Cuba and Chile - and

ntrl
®5 in the Western Hemisphere that have gone Communist -

in f

At these were the two countries with the highest incidence of American private
Ca it )
Pita] investment in mines and minerals. It's not just coincidence that the Marxists

aVe
faken oyer in Cuba.3?
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Pri
llvate Enterprise Mandate

. “:ne ﬁrs.t argument presented by witnesses concerned with OPIC's foreign policy
e S the ideology of free enterprise argument advanced by Dr. Peter Gabriel, Dean
Oplcer::o”ege of Business Administration, Boston University. Dr. Gabriel urged that the
a andate to favor systems hospitable to private enterprise be eliminated on the
areu:edn T.hiilt it contradicts another OPIC mandate to encourage those investments which
. Sttive and responsive to the needs of the economies of the L.D.C.'s and which
Nt

. tribute to the social and economic development of their people. Although Dr. Gabriel
mu:fed Out that an environment supportive of free enterprise facilitates __ntrol from a

tinationg] Corporate center of its wholly owned subsidiaries, corporate preference for

this
Provijsj ;
On is negated by the experier._ . of corporate investors in Eastern European

COUnt :
ries whij . tor :
hich lack a private sector. The _.>vision, employing an official American

Valye ;
due Judgement as to a foreign government's conduct of its affairs creates resentment
d
e » IN Latin America, a perception on the part of all segments of society that the U. S
. &ks o Meddle in the internal socio-economic evolution of their countries. Desparate
tconornic Conditions in the Latin American L.D.C.'s mean that to the extent they move
ow
: Vfards Fepresentative government, advocated under the Alliance for Progress, the
eolmCal force of rising popular expectations will frustrate compliance with the private
nterpriSe Mandates both in the Alliance and OPIC's enabling legislation. Dictatorships
)
T the Fight or left would be required to quell popular expectations for material
PrOVements- much of the agitation will be directed against foreign investors as well as
Bainst Taditional L.p.C. social structures. Thus a combination of U. S business

Tlater. .
‘al interests and an ideological belief in free enterprise by the U. S. public and
mandate and OPIC's long term

Olitie .
al officials have led to OPIC's private enterprise

Syura
nCe of direct equity. These policies are self defeating for the U. S. as they result
Dr. Gabriel recommended

1 the
r H i
adicalization of politics and future expropriations.
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fore; , )
€Ign aid funds to investment ventures under tri-partite arrangements between a local

roj . .. . . . .
Project ou ner, multinational contractor, and an international finance agency along with

the j .
he Inauguration of multiple premiums by OPIC, staggered to favor palatable investments

SU . 3 v .
ch as the Mmanagement contracts utilized by the Japanese and to discriminate against

direct equityﬁo

Obsolescing Bargain

The "obsolescing bargain" argument was set forth succinctly in the course of Dr.
Gabrj : . ,
brie['s testimony but was elaborated as the centerpeice of a presentation made by

T ,
he°d°fe Moran of the Brookings Institution. Dr. Moran's research and experience
re 3 -

Vealed Pattern of thoroughly predictable evolution in 1.1t of the character of

th . . L .
€ actors in the relation between host countries and foreign in  tors with regard to

1 cer

¥ge Natural resources concessions. This evolution takes the form of a shift in the

b .

alance of power favoring the investor at the outset of bargaining to the host country

0 H - .
ver time, The investor can insist on highly favorable concession terms because of his

Contrg) over the resources and skills to undertake an uncertain venture in mining or oil.
Once the risk has been undertaken and the venture proves highly profitable, the host
gOVernment will seek a greater share of the profit by breaking the old contracts either
explicitly or implicitly. Empirically, Moran pointed out, successful natural resource

a .
8reements have inevitably been re-negotiated in the host country's favor.

The host country perception of being exploited - like the foreign company
erges almost irrespective of

per .
“®ption of being cheated when contracts are broken - em

*hat the actyg] figures are that divide profits between host government and foreigner.
i i ‘hi tin
The perCeptions of injustice and exploitation lead to high levels of tension which resul
ir i i i . 5. State
‘Monious nationalizations that disrupt economic operations and present U. 5. 5

2Par tmen officials with choosing a position in the ensuing dispute which will offend
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that economic development had been achieved or that it was in the process of taking
place. The problem of whether the definition of economic development being used in a
particular context is a point of self sustaining growth, a function of economic growth
rates, the degree of industrialization, the redistribution of wealth and income, the
elimination of mass poverty, or the meeting of human needs is compounded by some
definitions which imply varying visions of a just society which must be created before
economic development can be said to have occurred. Any argument that is advanced
that OPIC insured private investment does or does not contribute to economic
development rests on the assumptions made in defining development as an end state as
well as appropriate means to obtain that state. Testimony, questioning, and debate in
the OPIC hearings did not transcend this ambiguity.

By connecting sections of his presentation, it appears that Dr. Gabriel sees
economic development to consist of industrialization, the elimination of mass poverty,
and the development of indigenous socio-economic institutions. OPIC exacerbates the
political turmoil accompanying rising expectations that emanate from economic growth
by frustrating the development goal of indigenous socCio-economic evolution through its
direct equity guaranties and the private enterprise mandate that inhibits acceptance and
support of public enterprise.

The testimony of Sean Gervasi, economist and consultant to the United Nations,
was solicited to address directly the question of the impact of private foreign investment
in the developing countries. Gervasi's written testimony is a detailed outline of
dependencia theory. His oral presentation before the committee st the need to
eschew the concept of economic growth as development in favor of defining economic
development as the elimination of mass poverty, the reduction of income inequality, and
the use of modern technology to produce basic necessities for the majority of the
population. In order to assess the degree of presence and therefore the impact of U. S.

multinational corporations in the L.D.C.'s, Gervasi maintained that statistics are needed

ek T el ah e Th
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to establish the percent of assets and sales of U, S. corporations compared to total assets
and sales in each economic sector of the L.D.C.'s. The only statistics available, from the
yU. S. Tariff Commission, are for Mexico and Brazil; these statistics show that U. §.
multinational shares increased from 1966-1970 in manufacturing as a whole, with
dramatic increases in some sectors, (e.g., transportation equipment in Brazil) and a
substantial presence in many sectors (e.g., both non-electrical and electrical machinery
in Mexico). Gervasi was confident that these statistics could be generalized to the whole
of the Third World and that a pattern of increasing U. S. multinational corporate

presence and influence was evident. Since data computed by Adelman and Morris in 1960

revealed gross inequality of income distribution within a ted group of L.D.C.

countries who have experienced economic growth and since 60-80% of the Third World
population live in poverty, Gervasi concluded that the impact of the multinational firms
has not contributed to economic development but has, instead, promoted a pattern of

economic growth which blocks the possibility of development. Investing for their own

interests, multinational firms develop primary products and semifabricated

manufacturing as components to production in the U. S.; the market within the L.D.C.'s
is too narrow for profitable internal investment. What market exists is in the wealthy
urban enclave export sector which imports luxury consumer goods. Thus the dependency
of the L.D.C.'s on trade in a structured international economic system insures that they
will be locked into a dependency upon the industrialized nations which will continue to
enrich the export sector and inhibit the development of the economy as a whole. Foreign

investment, oriented as it is towards trade, contributes to uneven growth, arrested

development, and even greater inequality of income. Gervasi concludes that

development can only occur through a process of autonomous industrialization within the
L.D.C.'s. During questioning, Gervasi indicated that foreign investment has no incentive
to invest precisely where it is most needed, i.e., the agricultural sector. Senator Church

expressed his concern that the inequities within the L.D.C.'s would produce violent
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r 3 . - . .
®Volutiong and OPIC would have to pay massive expropriation claims. Staff Director
Levinson Pointed out that foreign investment is not politically neutral since it becomes
alj . .

ligneq With local interests who are committed to a particular development strategy as

ir
1 Korea and Bragil,

The issye of economic development was raised through the hearings by questions

PErtaining to the number of jobs created, amount of local taxes paid, local supply

Procurement, downstream and side effects, transfer of technology, and manpower

trajn; , e
Mg traceable to U. S. foreign investment in a specific L.D.C.

Richarq Conlon, representing Business International, suggested that the developing
COUntrjes are well aware of the benefits of employment, income, and productivity

brought to  theijr economies by foreign investment and seek it with packages of

iNCenﬁves_ Although the L.D.C.'s may adopt codes to protect national control, the fact

r ®Majney that foreign investment to the L.D.C.'s had doubled over the previous five year

Periog, Herman Barger, Deputy Assistant Secretary of State for East Asian and Pacific
’

t
AffairS, Stated that East Asia is the region with the most successful examples of L.D.C.'s

i i iw nd Korea, or
Whicl, have attained self-sustaining growth, such as Singapore, Taiwan, a ,
Thailand, and the Phillipines;

Shoy- ' .
oV great Promise of moving towards it as In Indonesia,
I "pivotal" to such
forelg” Private investment, much of it underwritten by OPIC, had been fp
b

8 Owth, 42

Deepar:
®Pening y, . Involvement

ign i t has in fact led to
Evidence of the way in which OPIC insured foreign investmen

i i irs of other nations was
deepening involvement of the U. S. government in domestic affairs
In the Jamaican case, the U. S.

Outy; .
lineq In the events surrounding three cases. h) i leader
sition Jamaican lea
Ambassador to Jamaica, Vincent de Roulet, suggested to the opPo |
’ nterfere in the forthcoming election if

Mj .
dlael Manjey, that the United States would not 1

TR AR A A amom qm
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the j o )
1Ssue of €Xpropriation of the bauxite industry was not raised in the campaign; he also

st . . o
ated that OPIC's over-extended insurance ex e influe 1 his tons. The

JamaiCan Case was further complicated by the Reynolds company pressure on the U. S,
Emba55y in Jamaica to agree to additional OPIC insurance to prevent Reynolds from
informing the Jamajcan government of U. S. lack of confidence in its economy and
leadershjp and demanding additional concessions from them. In Ct'*", both the American
Amp; lor and Jomn McCone, L.T.T. Director and former CIA Chief, referred to the
Iiability of the U, s, government to pay hundreds of million dollars incla..  under _..C
insuranCe ifu, s, properties were expropriated under an Allende government. The State

D .
epartment testified that Taiwan interpreted continuance of OPIC's insurance program

4as . :
© S Support for Taiwan's independence. Subcommittee members concluded that

0 . . .
e *ould not be free to terminate insurance coverage €ven if Taiwan no longer
ttee members suggested that OPIC

Qualjf;
Hed a5 4 developing country. Some con..

in : i i nts, such as
"73N%e may increase the likelinood of expropriation since radical governments,
n as the means of striking a direct, rather

those ;. . . .
N Libya and Iraqg, may view expropriatio

than 43 gepator Church summed up this

a indirect, bioy: against the U. S. government. .
nt to become involved in a way

evjd
€nce by, Stating that "OPIC might force the governme
. in connection with its

thay . 5
S differens from the normal involvement of the u.

Felatiy,. . .
onsh‘PS With other countries."“

Relas:
atigpec . ' )
X Iny~~+~-~mt -~ Foreign Aid

Svelo 1
Pment . ; hearings revedl
as closely linked, the f foreign aid and the

he efficacy ©
of Senators expressed concern about 1ne thers continued to
Felay ountries, othe
longh; . nt with other €
0 H - VOIVeme H
P of aid to U, S. over-in This

N nomic development.
"ot 3ld ang investment as critical to U. S suppor't for €co
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was the fundamental case for Senator Javits whose testimony at the hearings attempted
to (1) answer critics of OPIC (b) provide a specific U. S. self interest rationale (secure
supply of raw materials) (c) re-emphasize OPIC's purpose. OPIC's purpose, for Senator
Javits, was to supplement, not supplant, the U. S. foreign aid program as both resource
transters were required to narrow the gap between rich and poor nations. It had been
necessary to turn to private investment because the aid programs had experienced
difficulties in Congress and because private investment has a higher multiplier in
development. Senator Javits rejected the notion that the U. S. could withdraw from the
world economy; instead, the U. S. should selectively encourage investments beneficial
botnh to the U. S. and the L.D.C.'s.

State Department Deputy Assistant Secretary Barger, invoking the authority of
President Nixon, placed OPIC-insured investment in the framework of international
development assistance, through DAC, by quoting the President's 1971 foreign aid
message to Congress to the effect that no public agency has the resources or skills
sufficient to meet the vast needs of developing countries, necessitating the

supplementing of official aid with the flow of private capital to assist in promoting

economic development.“‘j

Senator McGee (D., Wyo.), member of the full Senate Foreign Relations
Committee, sitting in on the hearings as one of the original architects of OPIC, stated
the relationship between support for foreign aid and support for foreign investment
pointedly:

"We have been under continuous assault against the AID program
here in Congress. We were looking to the day when AID would have a
lesser role in economic development, and we were trying to crowd the
private sector into absorbing as much of that as was meaningful. Now
at the same time we find those who were opposing AID on the floor of
the Senate, opposing this program. You cannot have it both ways. If
we are going to get out of the AID program we have to try to |
something in its place. .. Where the private sector goes with its capital
investment is not always coincidental with where the need is. . . I think
that is part of the gap that OPIC was aimed at filling, to try to
encourage the private capital to move into areas that were otherwise
not attractive because they were more marginal and that sort of
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n important part of economic development. If you go

thing. This
. sisa
o &t areas, we are going to get a more

all of the easy or the quick
| pro
IOPSlded world than we hac\'/e now,"

Sen . ;
ate Subcommittee Report and Recommendations

The Subcommittee, following the hearings, proposed Senate Bill S 2957 which
"®quired opyc to assume a reinsurance role within seven years by withdrawing from the
direct Underwriting of political risk insurance.®’ An explanation of the phase-out
formyj, Will be presented in Chapter 7.

The Senate Subcommittee's phase-out formula was designed to kill _..C. Senator
Fulbright’ Chairman of the Senate Foreign Relations Committee and Senator Church,
Subcommittee Chairman, had both been opposed to the creation of OPIC in 1969,
Senator Church conducted the OPIC hearings in the wake of his other sensational
hea”ngs ©n the multinational corporations.

The Chilean hearings had elevated the multinational corporations to the status of a

Doliticized issue. By linking U. S. involvement in Chilean affairs to U. S. involvement in

Vietnam, Senator Church was able to arouse latent fears among the liberal neo-

iSOIationjsts that the presence of U. S. business and U. S. foreign aid in any less
developed country inevitably led to U. S. intervention in their domestic aﬁairs. Senator
urch Stacked the hearings with witnesses who attested to instances of involvement,
USpicions of future involvement were enhanced by Watergate disclosures of secretive
*Ctions op the part of the incumbent President, a Republican.
Senator Chyreh also orchestrated an attack on economic development by only
inviting testimony from experts committed to dependencia theory and an attack on

' ing wi mitted to joint
Squity holdings of multinational corporations by selecting witnesses com e j
1s implementation efforts, blaming OPIC for

ve
Mtures, Senator Church ignored the agency

the Potentig] insolvency caused by A.LD. Chilean underwriting practices.
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CHAPTER 6: OPIC IMPLEMENTATION OF INVESTMENT GUARANTY POLICY:
1970-1973

The implementation of OPIC's policy goals during its two years of operation can be
analyzed in terms of the arguments raised in Congress over the content of investment
policy in the reauthorization hearings. The implementation process is documented in a
GAO report, a Library of Congress study, OPIC annual reports, and OPIC's testimony and
response to oversight questions in the House and the Senate. This documentation has
been supplemented by selected interviews.

Policy actions taken by OPIC as a consequence of implementation are also
documented. The documentation is partially based on information supplied to Congress
for the hearing record by the Library of Congress, GAQO, and OPIC in the form of charts,
tables, graphs, and other data pertaining 1o OPIC insurance and finance programs as well
as comparisons between OPIC and the guaranty programs of other ___ntries. The dollar
amounts supplied by this data for insurante coverage in each country are not, however,
comparable across published sources. Tables presented to the Senate hearings add
together maximum potential coverages for inconvertibility, expropriation, and war risk;
tables published in the House record list equity, loan, royalties, and total investment
protected by insurance, a different set of figures; the GAO uses separate totals for each
type of coverage; the Library of Congress statistics are based on the original "collapsed
maximum" insurance coverage. Internally consistent country insurance statistics, based
on the original maximum coverage for insurance each year were obtained from OPIC's
computer files under a Freedom of Information Act request.l They are presented in the
Appendix. Policy actions can be viewed in the context of the di ee of discretion and
the range of alternative actions available to OPIC; those policy actions can be linked to
possible outcomes.

Implementation of OPIC's policy will be considered in terms of (1) OPIC's

bureaucratic organization and its relation to othr parts of the fer al strucutre (2)
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OPIC!s Buidelines to implement goals: reduction of risk, economic development, and

Protection of the U. S. economy (3) OPIC's claims settlement process and financial

viability (4) the private alternative.

BUREAUCRATIC ORGANIZATION

In 1973 the eleven-member OPIC Board of Directors was composed of the

Chairman, who by statute was ° Administrator of AID, three government executives

(the Assistant Secretary of State for Economic Affairs, the Under Secretary of the
Treasury for Monetary Affairs, the President of OPIC) and five rep  entatives from the
Private sector. Two vacancies existed - one representative from the private sector and

the government post normally filled by a representative from the Department of

Commerce,
Both the President and Executive Vice-President of OPIC are appointed by the

President and approved by the Senate. The first President, Bradford Mills, came to OPIC
from the investment banking business in New York; OPIC was delayed two years, 1969-
1971, in or ganizing its operations as a government corporation because of a disagreement
between Senator Javits and President Nixon over the President's nominee to be OPIC's
first President, 2 The Executive Vice-President, Herbert Salzman, provided continuity as

former director of OPIC's predecessor agency within AID; he had also been a business

€xecutive, When Bradford Mills resigned in 1973, Herbert Salzman moved up to the post

of President of OPIC.
Other senjor management positions appointed by the President of OPIC and the

Boarg of Directors (i.e., the vice-presidents for corporate planning, insurance, finance,
L] "
development, and public affairs, the general counsel, and the treasurer) all had
?
b"iCkSTOunds in investment banking, executive level business management, or the practice

of Jay, There were no former insurance executives. OPIC executives shared strikingly
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similar educational backgrounds - almost all had attended Ivy League undergraduate
institutions and, with only one exception, had attended either business school or law
school at Harvard, Yale, or Columbia. The private sector members of the Board of
Directors of OPIC who were not representing statutory constituencies (i.e., labor,
cooperatives) came from exactly the same business and educational backgrounds as those
of OPIC's executives.3

OPIC was divided into departments for administrative purposes - Development,
Public Affairs, Finance, Insurance, Office of the Treasurer, and Office of the General
Counsel. The Insurance Department was divided into two geographical areas and
included a special officer for the construction industry. The Finance Department
contained three geographic areas, the Investment Guaranty program, the Direct
Inves. 2nt Fund, _ d the Productive Credit Guaranty Program.

The OPIC staff numbered 122 persons in 1973; it had been subjected to
Congressional criticism in 1969 for the large number of highly paid professionals
contemplated. In 1973 the ratio of professionals to other staff was | to 4, compared to a
1-6 ratio in the AID predecessor agency. OPIC explained that this higher ratio was
required to obtain personnel with business background, ability to maintain high level
contacts with business and banking officials, and competence to manage the range of new
programs in OPIC.

OPIC is served by an Advisory Council which, in 1973, was composed of 3| citizens
appointed by the Chairman of the Board. The Council is required by law to meet
"periodically" to review OPIC policies. This requirement had been construed to mean
that meetings were held once a year. During House c-.......ttee questioning, Rep. Wolff
(D., N.Y.) elicited from Dr. Stobaugh, an Advisory Council member, the fact that the
Advisory Council did not thoroughly examine either OPIC's exposure or its insurance
decisions. Of the 31 Advisory Council members, six represented the insurance industry;
the majority of other members were from banking, business corporations, or associations

such as the Chamber of Commerce.*
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OPIC's closest relationships within the Federal structure were with the State
DePartment, under whose policy guidance it fell, and with AID. It also had, on occasion,
Some relationship with the Commerce Department and other agencies. OPIC maintained
Continual communication with relevant congressional committees. In 1972 the Inter-
Agency Coordinating Group on Expropriations, set up under the aegis of the Council on
International Economic Policy to administer President Nixon's 1972 policy towards

€XPropriations, became an additional group to which OPIC was related. Willis

Armstrong, Assistant Secretary of State for Economic and Business Affairs and member

°f the Board of Directors of OPIC, was Chairman of this group.”

The relationship between the State Department and OPIC was managed by the
Office of Investment Affairs within the Department of Economic and Business Affairs,
The Office of Investment Affairs approved all overseas OPIC telegrams and reviewed all
insurance applications for their foreign policy significance. In addition, the Office of
Im“‘—‘S'ﬂ‘nen‘c Affairs conferred with the Office of the Legal Advisor and all relevant

fountry desk officers before the State Department signed off on each insurance or

finance Project or OPIC policy message.
According to AID officials, coordination between AID and OPIC was facilitated at

the Policy level through the dual position of the AID Administrator as Chairman of
OPICrs Board. Coordination was also simplified by the large number of personnel who

Moved over to join OPIC's staff from AID's fromer Office of Private Resources. New

Nvestment insurance and guaranty programs under consideration by OPIC were reviewed

B AID country desks for development impact. In the field, AID might assist OPIC in
Negotiations with the host country with regard to OPIC programs and AID missions might
Teorganize development strategy in a sector in which an OPIC-backed U. S. investment
Could haye an impact. Wherever AID had a field mission (40 countries), OPIC asked the
AlID bureau to assess the impact of a proposed project on the host economy - AID

SUpplied export statistics, information on investment and labor laws, and submitted
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feCommendations on the project to OPIC. The U. S. Embassy provided this service in
Other countries. At oversight hearings, Philip Birnbaum, administrator for Program and
Policy of AID, repeatedly stated that coordination between AID and OPIC worked well
both jn the field and in Washington and that no new mechanisms were needed. OPIC
Officia) Joseph Price, however, reported in House Committee questioning that response
to F€quests for advice from the field were increasingly being supplied by the commercial

SeCtion of yJ, S. Embassies in all countries because many AID missions had been cut back

in personne]. 6
The working relationship between OPIC, AID, and the State Department on a

Specific case, the controversial Jamaican Alpart aluminum investment insurance
Pplication of 1970, was outlined in detail by President Salzman during Senate
H

qUestioning, The regular decision-making process was operative in that case. The

Process called for a developmental assessment on proposed insurance from AID and a
Politica) assessment from the Embassy and the State Department on whether the

inSUrance was likely to be called in the host country. The controlling and final decision

on the Political assessment came from the geographical bureau of the State Department

rather thap the Ambassador in the field. The State Department was empowered to veto

any opic investment insurance or claims settlement on foreign policy grounds.

THE opjc INVESTMENT GUARANTY PROGRAM: IMPLEMENTATION GUIDELINES

Soals

OPICs management, from inauguration of the agency in 1971 through 1973,
instituted selectivity and a variable rate structure to implement OPIC's investment
eatures, incorporated in insurance contracts, finance

INsurance program. These key f
were designed to meet the demands of OPIC's

Programs, ang implementation guidelines,
Multiple Mandates - to reduce risk, to foster economic development in the L.D.C.'s, and
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Th= "solescing Bargain and New Investment Modes

OPIC's implementation of the mandate to reduce risk was severely limited,
according to experts testifying before the Senate, by emphasis on direct equity

i -
Nvestment, Direct equity was not flexible enough to meet the inevitable contract
Fenegotiation demands which would arise over time in the host countries, OPIC

Pres;j
esident Salzman addressed one critic as follows:

"First, with respect to your criticism of OPIC's encouragement of the
Conventional form of investment ownership in developing countries, we share

Your concern. We have actively encouraged joint and multi-par ty ownership
ts. We sometimes propose greater

of large or politi nsitive projec
reliancge on jggrl,ltfljcna;#éisg and lesz e}quity (although many L.D.C.'s for good
€conomic reasons prefer the opposite) or suggest consideration of variable-
return contracts in lieu of U. S. ownership. We have msurgd projects
INvolving complete divestiture to local interests over a fixed period of time
and investment contemplating partial divestiture . . . Loans a.n_d other
;ontractual investment without U. S. equity have always begn ehglble'for
Insurance or guaranties. Scores of such cases can be seen in our project
lists, Under both AID and OPIC management, insurance of loans and other
Contracts has exceeded equity in total amounts of original investments
Covered , , , Here are examples of the adjustment of OPIC policies to new
Political realities in the developing countries:

the OPIC Advisory Council considered whether
de conventional equity ownership or provide

f new modes of non-equity investment, The
y responsive to new investment

lity and political risks before

1. In December, 1971,
?PIC should discourage or exclu
Inancial incentives for adoption o ne
Council recommended that OPIC be positivel
O'rms but learn more about their practica
adop‘cing a rigid policy toward any form of investment,

2. In April, 1972, OPIC developed and put into use new insurance
Cove i including not only construction contracts
but r:ﬁsg f?gncgonire?gEdtézxi?zgen;r’ud management service contracts and

Coproduction arrangements . . .
3. In February, 1972, Congress gave OPIC authority to operat'e
Programs in Yugosjavj.’a and Romania; formal agreements were signed this
Year with the two governments. We have adjusted our policies to the fac;
at conventional subsidiary investment is not possible in these countries. ..
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President Salzman also listed multiple premium rate schedules and refusal to insure
100% €quity in mining projects as steps in OPIC's evolution away from direct equity. He
SUBgested, however, the limitations of such a policy. From a practical standpoint, the
only local partner in many L.D.C.'s would have to be either a local government agency of
limiteqg Capacity or one of a small circle of wealthy elite. The risk of default or
"Squeezeu could be as great in these circumstances as the risk of expropriation in a direct
€Quity arrangement, !0

There were doubts in the House of Representatives about carrying the emphasis on
New investment modes too far. Most policy network participants agreed that OPIC
Should offer Jower premium rates to joint ventures but some voiced concern about bogus

Partnerships and the forcing of unsound ventures. Others questioned how vigorously
11

OPIC actually pursued the implementation of new investment modes.

The Library of Congress criticized OPIC for not stressing investments involving
joint vVéntures, fade-out provisions, and minority ventures. Their report found that OPIC
Projects were acceptable if there was any local capital investment in the project; local
Parﬂcipaﬁon was not required on large and sensitive projects although premium rates
Provided incentives for it; there were no fade-out contractual provisions. Since no
Fecords were kept of joint ventures insured, the Library of Congress concluded that OPIC
Placed a low priority on joint ventures. An OPIC-sponsored Harbridge House study of
twe“'fy insured projects in India, Thailand, Venezuela, and Columbia revealed that 14
Were either wholly owned or majority owned by U. S. interests with only six composed of
U. s. minority interests. The Library of Congress also found that OPIC's finance program

Moved away from joint ventures as indicated by a decline of 72% to 53% from the AID

r
Program to opic management.
however, was ambivalent about new investment

The Library of Congress analysis,
e receptive to suggestions of scholars that foreign investors be

m .
Odes, Their analysts wer -
Feady ¢4 divest equity and entrepreneurship in favor of an agreed contractual relationship
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for management services in the Japanese mode (in the Japanese model, the investor
makes loans, supplies machinery and managerial skills, takes little or no equity, and
contracts to buy the project's output for a long term while the loan is paid off). At the

same time, the Library of Congress recognized that joint ventures with "fade-out"

provisions were sceptically received by U, S. investors because of commercial

consequences and that major expropriations had been directed against joint ventures with
the host government., The validity of the Japanese model seemed to be contradicted by

the data: since 1971, the Japanese increased equity investment to 54% of their total

investment.
Despite the nationalization record, commercial problems, and the Japanese

experience, the Library of Congress suggested that "a case can be made that insurance
and finance incentives for U. S. investors to include local partners, and eventually to sell
majority ownership to those partners, would assist OPIC to better meet both its risk

management mandate (i.e., by reducing the risk of expropriation) and its economic

development mandate". Referring to OPIC's testimony with regard to a Phillippine co-
production non-equity agreement, the Library of Congress concluded that this type of
investment might be accelerated by OPIC and encouraged by Con;_:.;ress.l2

Factors ~~nducive to Expropriation as a Function of Risk

Data and accumulated knowledge point to the following factors conducive to
expropriation that were, theoretically, suceptible to manipulation and control: sensitive

investments in natural resources, concentration levels, and the conduct of investors.

OPIC developed new guidelines for "sensitive investments". These investments were

defined as investments in enterprises that by nature countries wish to own themselves,

e.g., utilities, extractive industries, banking, insurance, telecommunications, and

transportation. Not only were insurance premiums higher for such projects, but policies

were written on a declining coverage basis for a shorter period than non-sensitive




168

projects (10-15 rather than 20 years). Sensitive projects were required, as of 1973, to be
in the form of a 50-50 venture, with OPIC facilitiating the U. S. investor's required
effort to help the local investor obtain financing. (OPIC accepts third country partners

and/or international bank financing as a means of reducing risk on these projects but it

will not insure 100% U. S. direct equity.)

OPIC only issued one-sixth of what the statute ceiling permitted on mining

investment contracts. OPIC contracts were written for a twelve year period with

declining coverage, equivalent to six and one-fourth years for full coverage of the actual

investment, These terms also applied to retain earnings. OPIC issued policy guidelines

governing the exploration of petroleum which in effect, prohibited it:

Unless otherwise specifically authorized by the Board of Directors of

OPIC, the Corporation shall not insure or guaranty any part of an investment
in a petroleum exploration project . . . and shall insure or guaranty only that

part of sucflijinvestment attributable to such projects's tangible and removable
assets ...

By virtue of these policies, OPIC shifted its concentration of insured investment

from the mining/extractive sector to manufacturing,

TABLE 2

INSURANCE COVERAGE BY ECONOMIC SECTOR
Per Cent Insurance Portfolio

ATD, 1948 - 1970 % OPIC, 1971 - mid 1973 %
Manufacuting 62.2 Manufacuring 82.2
Mining 24,7 Other 1.2
Other 5.4 Fin., Insur., Real Estate 4.2
Wholesale, Retail Trade 4.0 Mining 2,2

3.7 Wholesale, Retail Trade 0.2

Fin., Insur., Real Estate

According to OPIC, the number of projects insured in raw mi increased but

the dollar amount and exposure declined. Coverage written on 1 raw material

investment was less. A breakdown of the manufacturii s shows that OPIC

coverage increased in petroleum refining and decreased in chemical products. L4
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A code of conduct for good corporate behavior had been advocated at national ang
international levels as a deterrent to expropriation. The following requirements,
Supplemented by’ behavioral requirements in a dispute situation, were designed by Op]C

to build i1 ntives to good corporate citizenship and disincentives to improper behavior:

developmental impact sCreening,

Contractual requirements for host approval,

conformance to local law's, execution according to original representation, OPIC approval
of changes in the projects, long term rather than short term speculative contracts,

annual reports, C.P.A. certified open records, commercial arms-length relationships,
Contracts subject to U. §. civil/criminal fraud violation, a nent of company . ot
at the time a claim was presented, and strengthened contract provisions pertaining to

Provocation,
OPIC placed limits on the growth of insurance exposure in Countries of heavy

concentration, such as Brazil. 1 ultimate aim, inhibited immediately by long term
AID-written contracts, was to limit OPIC exposure to 10% in a given country, If a given

Project exceeded a certain level of size, the project came before OPIC's Board of

: 15
Directors to decide whether OPIC exposure was too great.
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Since opjc by statute could only assist friendly governments under the guidance of

th . . .
© State DePartment, OPIC could potentially be used as an instrument of foreign policy

to . .
l3015"@’ €Conomic conditions in a country important to U. S. interests. During the

196015 the AID ~ aranty program issued a total of $1.8 billion in political risk insurance

in . .
Chije a5 part of U, S. policy to support the Frei Government when no bilateral

a . I
8reement <isted between the U. S. and Chile. AID issued insurance worth $.9 billion in

Chj . . .
hile during 4 three month period in 1967. LT.T. was insured during this three month

period.
that virtually all of thirteen high

The Library of Congress furtt
¢ Lo
0ncem'rélﬁon countries were at the time considered safe for foreign investment, Only

fi .
Ve of the Countries in which 93% of OPIC insurance was conceni led were on the State

Department list of expropriating countries between [960-1971. The five included

Indonesia and Brazil which had changed to safe governments by 1971; Israel, whose

e . . . . .
xDmPnan‘ons were related to the Arab conflict; Zaire, which nationalized property only

mPHedlately after independence; and India, where insurance companies were nationalized

in197).18

Insy, .
Wm Reduce Risk

Specific risk reduction measures introduced by OPIC included varijable rates, co-

Insy, i tiations, i i
ay . . : Itilateral negotiations, increasin
Ce, a first loss deductible, re-insurance, mu g

Co g .
Untry Coverage, strengthened contracts, and political risk assessment,

OPIC established a varjable fee schedule in late 1972 at the suggestion of its
6 was modified to give OPIC's man:  nent the

Advj
tsory Council. The standard rate of 0.
Power to vary the rates by a differential of 0.4. A rate of 0.8 was assigned to the

i v
nsUrance of large and sensitive equity investment; 0.6 was set as the rate for large
\ 2jf The debt contract fee

Proj .
Jects i high visibility and for small but
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for non-large and non-sensitive projects was reduced to 0.4. Joint ventures and local
par ticipation reduced OPIC's exposure and risk and were thus insured at lower rates.
Additional factors affecting rates were investor-host government agreements to submit
disputes to binding arbitration, multinational as well as local participation, substantial
Pre-existing uninsured investment by the applicant, intercompany debt, and host
government payment guarantees. Factors could add or deduct 2/10 of 1% of the standard
f¢  for a possidle 250% spread between high and low premiums. Insurance could cost as
much as 1.9% of the insured investment annually (maximums of 1% for expropriation, .3
for inconvertibility, and .6 for war risk) for the same insurance coverage that Japanese
or Germen investors purchased at the rate of .05%. Additional variations required
approval by the President of OPIC on a case basis and explanation to the Board of
Directors. OPIC officials stated that there was nothing like money on the table to
illustrate the point to investors that some situations were riskier than oth ., The
variable rates were developed to provide incentives for joint ventures, new investment
modes, arranzements capable of change over the duration of the contract, and
desensitized investments.

OPIC reduced its net liability risks by a general increase in premiums and a first
loss deductible, a form of investor coinsurance. The agency also obtainedlre-insurance of
its contracts. Lloyds of London agreed to reinsure 50% of OPIC's expropriation risks in
80% of the countries in which the program operated and a smaller percentage in the
remaining countries. OPIC negotiated with a group of private insurance companies
proposing a syndicate of private firms to assume at least 25% of OPIC's expropriation
and inconveribility exposures.

Other risk-reducing steps taken by OPIC included tightening the contract wording
and eliminating the standby option provided by AID. The standby option allowed an

insured company to decide from year to year whether to keep the whole policy in force

that year or whether to pay a fraction of the premium to retain the insurance on a
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5t .
andby basis. When Senator Church suggested that such an arrangement allowed the

¢
°Mpany, by deciding whether the degree of risk warranted full or token coverage, too

fa i )
Vorable 5 choice, OPIC reported elimination of standby options on all new investments

b . .
ut retention for future company earnings. A plant under cConstruction could carry

Sta . . .
Ndby Insurance to be converted to full coverage of future earnings once construction

Was Completeq, New OPIC contracts also provided that any insured project must be

Carr; ) .
drried forwarg according to representations made at the time of project approval; OPIC
m .
USt be congy ted before any material change in the project could be made.

To  spread risk, OPIC sought expansion to other countries and the

m“““aferalizatjon of insurance. When the World Bank multilateral insurance

negOtiations collapsed, OPIC sought out the Berne Union as an alternative, The Berne
’

negotiations Were conducted to set up an Association of Investment Insurors to provide
19

in . . i .
ternanonal 8ood offices, conciliation services, and investment appraisals.
In 1975 OPIC was successful in concluding bilateral agreements with Yemen,

YugOSIavja, and Romanja. Negotiations with Mexico, Saudi Arabia, and Bangladesh were

t suCCessfuj, The subrogation issue in Calvo Doctrine Latin American countries

adhering o the Andean Code prevented negotiations with Columbia, Ecuador, Peru, and

Chile,

OPICs expansion to additional countries was further inhibited by restrictive
mVestment Codes adopted by a number of less developed countries and limited

i . .
nVestrnent oppor tunities in some of the lowest income countries.
In addition, Congress prohibited certain countries for OPIC insurance eligibility,

OPIC Could not write insurance in countries that had refused to settle expropriation

Claims, i.e,, Chile and Peru. OPIC could not operate in countries which shipped to North

Vietnam’ i-e., Somalia and Hong Kong. Egypt, the Sudan, and the Peoples' Republic of
ey ()

the Congo Were ineligible because of the lack of U. 5. diplomatic relations. Nigeria
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bec
ame in s,
eligible for further insurance because of a disputed interpretation of bilateral

Understa .
| ndings; North Vietnam was ruled out by specific Congressional request; and
gands y. .
Was designated ineligible due to political turbulence. 20

Th
€ Nneed to solve the problem of subrogation in order to expand the number of

hglble
Countries in Latin America was addressed by OPIC's management in a proposal

n
P, after consu tion with the State Department and U. S. Embassies, for

Present
ation to the OPIC Board of Directors. The proposal would permit OPIC to tailor
its Sre
Quirement for subrogation to the degree of political risk in a country. The Board of

t
ors in 1973 requested OPIC management to present further examples of the way

the r
p OPposal w ould work in pracnce.ﬂ

TABLE 4
NUMBER OF COUNTRIES WITH OPIC OPERATIONS
L 1965 1966 1967 1968 1969 1970 1971 1972
atin a e im S —F

EurOpeAmenca 17 18 16 119 16 14 10 g

. E 2 1 o
Far pq 11 11 14 14 11 11 8 9
¥ 9 6 7 8 8 9 8 6

ssi 0n31 polic

neh ib designated 15 countries which had been eligible for AID programs
eisie for OPIC, 22

After OPIC analyzed economic and political conditions abroad, decisions to suspend
Often OPIC simply

the
Program in particular L.D.C.'s were officially repor ted

Sus
Pendeq operations in line with State Depar tment actions to break diplomatic relations
n December, 1972, OPIC reported

r
Cut .
oft foreign aid to a a particular country. I
and Peru for uncompensated expropriations and

SUspens;
nsji .
N of operations in Bolivia, Chile,
Unidentifieq fourth country for "w idespread political actions adverse to foreign

was reinstated after outstanding claims were settled

htere
Stg.n2 .
5143 Bolivia, however,



o 175

GAO found that OPIC unofficially suspended the program In countries where

these cCountries w
Problems with foreign investment occurred; the names of ere not
Although OPIC accepted applications for these

disclosed to investors or the public.
tment climate improved. OPIC

. . inves
Countries, they were not processed until the inv

identified twelve countries to GAO in 1972 in which political risk insurance was semj-
subrogation rights, legal questions, currency

Operative for one of the following reasons:
easonable divestiture provisions, un-

inconver tibility, foreign investment laws with unr
ratified bilatera] agreements, exceptional OPIC concentration, and Congressional

f€q it.  Although legitimate uncompensated claims provoked suspension, actual or

PO 1fial claims d not affect OPIC country operations.

Senate Subcommittee Chairman Frank Church, in his letter to GAO requesting a

Management-type review of OPIC, specifically asked for an evaluation of the adequacy

of OPIC's analysis of political risk in Brazil, Thailand, and the Dominican Republic. GAO

concluded that OPIC's assessment of Brazil as a stable, favorable climate for investors
Was essentially accurate, Potential problems in Thailand had | :n resolved. GAO felt,
however, that OPIC's high exposure in the Dominican Republic required special

mon ing to forestall potential failure under OPIC's high risk guaranties, Relationships

between OPIC and the Dominican Republic and Thailand 2re ui :ted by the failure

of previous high risk guaranteed projects in those countries,2*

OPIC officials were reluctant to discuss assessment of political risk. Suggestions

Mac by Congressional witnesses vary insurance rates by a generalized assessment of

political risk in a Country or the nature of its government were thought to be harmful to

U. s. foreign policy relationships. Pri’ e insurance companies fied I they would
be rced to make such overt assessments if t| r were to over 's political risk
business. opiC is likely to have developed | in-house politis ment system. Dr.

Gerald West, economic development officer on OPIC's staff, authored a book, "Assessing

Political Risk" which identified variah associated with such risk.25
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Foreign "-lic Economic Development

The major tool utilized by OPIC to implement its economic development mandate

Was a long term insurance contract covering 12-20 years on all but sensitive new

investments; contracts on new non-sensitive investments covered 200% of the
investment, 100% of the original investment and 100% of reinvested earnings. The
Purpose of the contract was to reduce the investor's need for a quick profit and quick
Fecovery of capital, thereby encouraging long term developmental effort. Re-investment
of earnings was encouraged by 100% additional coverage provided in advance of the
earnings, reducing the need to repatriate profits before full investment potential could
be explored and realized. Existing investments were not insured since the mandated
Purpose of OPIC was to stimulate new investment in the L.D.C.'s,

OPIC required approval of an insured project by the host country as a

developmental investment. The Library of Congress reported that 10 of 38 projects
denied insurance by OPIC were investments that failed to win approval by foreign
governments. OPIC also required a developmental impact statement to screen out
Projects not beneficial to the development of the host coun'cry.26 The developmental
impact statement furnished by the U. S. investor was forwarded to the Embassy or AID
Mission in the field and to the country desks in Washington for recommendations on the
project. GAO reported that favorable or unfavorable recommendations from the field
were usually based on a development evaluation of the project.27

The preliminary guidelines for the developmental impact st ‘:ment by OPIC
insurance applicants were implemented in March, 1972, for all projects involving OPIC-
insured investment of more than $1 million and were revised in July, 1972, The

guidelines were as follows:
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A. Foreign exchange: Acceptable projects must produce a positive net foreign
exchange contribution to the host country within the first five years of operation. A
good project was one that produced a sum of its exports and import replacements equal
to 150% or more of repatriations by the investor.

B. Domestic revenue: Acceptable projects must make tax payments to the host
government within the first five years of operation equal to the average payments by
Comparable enterprises in the same industry section of the country. A good project was
one that made annual average tax payments (less duties on replaced imports) that were
€qual to 10% or more of total investment.

C. Tariff protection for product: Acceptable projects were those in which
quantity restrictions on competing imports were less than 100% and preceded the
Project, duties on such imports did not exceed 50%, and protection would be needed less
than eight years. A good project was one in which competing imports were not restricted
in quantity, tariffs were less than 30%, and protection was needed for five years or less.

D. Local capital mobilization: Acceptable projects must have some local capital
investment. A good project was one that included substantial local private investment.

E. Local market price of the product: Acceptable projects must be those in which
the products would be priced no higher than 20% above current local prices and would
have a strong positive effect on the host country's balance of payments. A good project

was one in which the product would be priced lower than current lower prices for

comparable products.
F. Effect on local suppliers and/or downstream industries: Acceptable projects

provide an incremental stimulus for local industries. A good project was one that

substantially increased the local market for production of supplies and components or

provided local fabrication, packaging, or distribution of the end product.
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G. Employment and skill creation: Acceptable projects were those that would
significantly increase employment and include specific plans for local staff training. A
good project was one in which total new investment divided by total employment in the
fifth year would be $10,000 or less.

H. Other significant factors: A project could receive a rating of acceptable, good
or adverse in this category if significant factors, such as technological contributions or
ecological impact not considered in other categories, existed-28

A new type of insurance contract for U. S. investors was developed in June, 1972,
by OPIC for the U. S. construction industry. This contract protected contractors for up
to 90% of net losses resulting from political events such as expropriation, war risk, non-
payment of sums declared due under the disputes procedures of the contract, and refusal
of host government to pursue the contract dispute procedures. The rationale for this
contract was to strengthen the competitive postion of U. S. builders bidding jobs in the
international market and to insure projects which provided developmental infrastructure
for the L.D.C.'s. The construction program, as well as other investment insurance, OPIC
officials maintained, eliminated expensive self insurance on the part of the investor as a
cost of doing business.2?

In response to the need to encourage agricultural productivity in the L.D.C.'s, OPIC
embarked on a cooperative effort with the Agribusiness Council, Inc., a non-profit
membership organization. The Agribusiness Council organized an "Agribusiness
Investment Mission" for a small group of non-competitive agricultural firms. The senior
executives of the companies were introduced to the investment opportunities and
business climate in particular countries and regions, host government officials then
arranged briefing sessions and field trips. Follow-up research to induce a final decision
by a firm to invest in an agricultural project was conducted by the Agribusiness Council,

OPIC, and local L.D.C. officials. 30
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i ’ directed to a
Although oversight questions in the Senate subcommittee were

i g irected to the
NUmber of developmental criteria, the highest degree of interest was dire

- i '. L]
Question of whether L.D.C., tax concessions negate the tax benefits from 1. S

investment. In the case of a five-ten year tax deferral granted by Taiwan to Ford, OPIC

officials indicated that any firm will gladly accept the prevailing standards of incentives

to invest, OPIC, nonetheless, does not always accept prevailing standards and is

Concerned if the viability of an investment depends on a tax holiday. OPIC is also

Concerned with whether excessive concessions will created a situation in which a future

8overnment jn a Particular country might castigate the insured project as an instrument

of "venalityn, opjcrs standard procedure is to ask the host country whether all the facts

of the investment warrant its approval; beyond that, OPIC cannot "big brother" it unless
the investment terms are flagrantly risky or anti-developmental. As a practical matter,
OPIC acceded to typical five year tax concessions because the decision was one for the
host COUntry, not OPIC to make. OPIC officials stated that the U. S. delegation to the

Santiago UNCTAD meeting had advised the L.D.C.'s to reconsider granting concessions

that give away the benefit of the investment.3!

As a response to overall implementation of OPIC's development mandate and in

feply to the testimony of Dr. Sean Gervasi of the United Nations who urged that

development be redefined, Rutherford Poats of OPIC addressed the distinction between

€conomic growth and economic sociopolitical process by stating:

"Economic growth is essential to economic and social development.
OPIC cannot in its Program accomplish social and political change. It can
Contribute to the possibilities of those changes to some modest degree. OPIC
1s by no means a Centerpiece of an effort to alter the social and e «( ic
doctrine, ideology of developing countries. Having said that, there is stil]
some room for OPIC contributions to social as well as economic growth
deVerOPment. - » - But bits and pieces of direct contribution to employment
creation by foreign investment and the indirect contributions which are far
larger in magnitude through services employment ¢ ! and downstream
user and supplier industries add up to significant increments in dealing with
t,he employment problem, Obviously the degree to which a government uses
tne production growth, the economic growth, the revenue generation for what
We would regard as socially rationally purposes . . . is a matter of very
Intimate political decision. [ think this Committee is familiar with the
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) - ... On the
difficulties of trying to influence that kind of decision ::;e;:;léycontribution
margin private investment encouraged by OPIC does m enclave portions
to the increased development of a middle class, as you say, d other foreign
of the host countries, On the margin the U. S. dmtv es§°:nzgstrate by their
investors tend to pay higher wages. They tend to et in standards of
performance certain standards of behavior and Cter tahe rowth of an
accounting practice, and so on. They tend to create 8

ici i ing countries
entrepreneurial tendency and technolog:c::al class in the deviltcz?éz%ion nirles
« « « S0 they make a positive, bu§3adm1ttedly modest co

eénormous problem of social changes.

. the basis
Since the question of economic development was implemented by OPIC on the

i zman is
of selectivity, an  change between Senator Church and OPIC President Salzma

instructive: When Senator Church argued that OPIC capability to influence private firms
to invest for development was limited to promotional efforts, OPIC President Salzman
replied, "I do not think we pretend to direct the flow of private investment. Private
capital has to make its own decisions in its board rooms." Senator Church countered,
"Aren't you really in a position where you have to process applications business makes . .
so that rather than OPIC directing business into certain countries and forms of
investment, it is really the other way around? Business determines where to go and then

applies for insurance?"32 President Salzman's response was that OPIC applies negative

selection, a process of stating where insured investment cannot go.

Domestic Policy: Effects on the U. S, Economy

OPIC's statute required OPIC to consider the U. S. balance of payments effect of
insured investment. QOPIC requested that a statutory guideline be added in 1973 to

require OPIC to consider the effects of U. S. employment as well. OPIC's

implementation of policy affecting the U. S. economy included regulations and

discretionary action pertaining to U. S. exports, the balance of payments, U, S,

employment, and the U, S. supply of raw materials. In addition, OPIC developed
Programs to meet the statutory obligation to promote the investment of small business

firms in the L.D.C.'s.
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e . - .
Nter the fields in which U. S. small businessmen usually invest. OPIC anticipated that

0 .
nly the upper limits of the small business community could be attracted to invest
Overseas, 34
TABLE 5
CONCENTRATION OF INSURANCE ISSUED TO MULTINATIONAL FIRMS
OPIC Contracts

AID Contracts

No. o
No g Companies in Fortune 500 27.3% 39.2%

" 7% Coverages by Forturne 500 54.5% 48.9%

TABLE 6
DOLLAR VOLUME COMPARED TO CONTRACTS
ISSUED TO LARGE CORPORATIONS
AID OPIC
Contracts % Vol. *

Contracts % S Vol. %
312 40 856 61

Lai’ges‘c

Large & 2,213 42 8,415 63

Medi

Smap 863 17 2,042 15 122 15 259 18
2,136 41 2,908 22 355 4s 294 21

by 512203; iigrgr;ega'trl}?ns sf_‘now very lit.tle change in the proportion of insurance coverage
number of Contr.act ere is slight evidence of change by OPIC to»\"ards increasing the
them with the [ar s with small ‘corporations (those not on Fortune lists) and decreasing
There is also a s]i 'Se§t corporations (Fortune's top 150 corporations and top 25 banks),

slight increase in dollar vqun}% with medium size firms (corpoations listed

151-
500 and banks 26-50 on the Fortune list.

A bal ixti .
anced mixture of small and large firms would not, however, meet the demands

of labor int .
erests. Union spokesmen objected to OPIC encouragement of the growth of

any large .
8e global corporations. They were indignant that OPIC insured branches of

multinational .
banks, a multinational investment conglomerate in Latin America

» and multinational corporations whose operations might involve the export of

U.S. jobs and t<=:chnology.36
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Bala,
=18 0f Povements and U, s, Employment

——

OPIC President Mills reported that U. S. foreign direct investment in

Man; .
ufacturmg Industries had a positive impact on the U. S. balance of payments and U.S.

€m ]
Ployment, Thege effects were analyzed by GAOQ, the Library of Congress, the AFL-

Clo
» and Congressional committees.

In March, 1972, OPIC tightened policy procedures initated by AID in 1965 to

Protect dgainst runaway industries and "investments that export significant portions of
their Product to the J, S. market at the expense of U. S. jobs .. 37 and inaugurated new
procedu,.es to examine the end result of an insured U. S. investment on exports to the
us, Utilizing an economics effects analysis. Five applications were rejected for adverse
us. domestic effects in 1972-73.

GAo Outlined OPIC's protective procedures and reviewed the insurance application
fileg to Analyze 1J, s, employment and balance of payment effects. Runaway industries
Were defineq by OPIC as those which completely or partially replaced a going concern in
the yy, S. in order to export the same product to the same market. Such an industry
Woylg only be eligible for insurance if there were counter balancing economic advantages
for the yy, S. such as a partial replacement of a U. S. firm designed to preserve the
.re Whning u, s, employment by maintaining a competitive market position. No OPIC
msurance Was to be issued in the event of an unfair labor practice suit lodged against a
Company for closing down U. S. production.

Beginning with 1972, OPIC required insurance officers to analyze detailed
infyy ation supplied by OPIC applicants whose projects involved 20% export production
o the U. s, or more than $10 million in investment. The analysis was to determine
"Mpact on the (J, s, economy of U. S. trade effects and financial flows. Both a five year

Sho
Mt-term impact of production inputs from the U. S. compared to exports to the U. S.

ind 10”8 ter ; ired
M cumulative analyses were required.
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An applicant Was also required to certify that an investment was not a runaway
jndUS .
Ty in order to be eligible for insurance. OPIC procedures assessed the net effect of
Indygpn: ,
Stries that Served U. S. markets from cheap labor locations such as textiles, shoes,

and . )
electromcs and placed limitations on textiles (ineligible if export more than 5% of

Prody e
“Ctlon 1oy, 5.) and agricultural products (80% food crops and 90% feed crops must

for
host coun try consumption),

In jts review of these guidelines, GAO noted the following problems: (1) oPIC

in\/e .
Stors Cannot pe held liable for changes in plant operations which adversely affect

Us. ,

" Mterest if Certification is based on information available to the applicant at the

time . ) .
+ This May develop through economic changes which later turn an investment into a

"Una . . .
hd iNdustry.  (2) OPIC relies on vague certifications that projects do not have an

aq . .
Verse effect on U, § employment. (3) OPIC files do not include the following: case

deser; .. . o .
Cl'lpnon of the product manufactured overseas and the extent of its competition with

U, .
Whether the plant could have continued U. S. operations at smaller

S. Pl‘OduCﬁon;

prijt . ) R . d
; ; . in both its domestic an
’ 9N anajysis of employment by the investor over time

for H
ej . -
gn OPEratjons; views of host and parent country union officials.

i nic projects revealed a high
GAO'S review of OPIC's insurance contracts for electronic proj

percentage that Primarily exported to the U. 5. Fourteen out of 34 electronic firms
exportEd 100% of their products to the U. S. Eighteen of those with a large percent of
ek o the 1, S. submjtted data indicating a dollar outflow from the U. S. four times
8Feater than Combined procurement from the U. S, plus repatriated earnings. Although
the L.D.C.’s May use some of these dollars for other commodity outflows, GAO

st tl
nrnated that 1 S. balance of payments were adversely affected. GAO found the
« S. balance

nto tracts on U. S,
rmaﬁon Supplied insufficient to estimate the effects of OPIC con
ormation on U. S. employment and the

*Mplo .

. Yment, Despite the absence of relevant inf

o O concluded that OPIC's most recent procedures,
GAO co

ex
POrt of electronics projects. .
able assurance that U. S. interests are

if
Pro .
Per]y Mplemented, "should provide reason

pmtected_n38
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OPIC President Mills testified that U. S, direct foreign investment in
manufacturing in the L.D.C.'s created 120,000 jobs in the U. S. and contributed $800
million to the U, S. balance of payments. According to the Library of Congress, OPIC
insured a major portion of those investments.3? A further study of "mature projects",
originally insured or financed by AID, was conducted by a private consulting firm,
Harbridge Hc for OPIC in 1978. The majority of the 20 projects included in this
study provided positive effects to the U. S. balance of payments.uo The Library of
Congress itself analyzed both balance of payments and employment effects of 10% of the
largest OPIC risk insurance contracts, accounting for 2/3 of all risk insurance, issued in
1972. They concluded that these investments would have a positive balance of payments
effect of $127 million and create 3,100 U. S. jobs over a 5 year period,

Researchers at the Library of Congress did not view OPIC-insured investment as a
problem for the U. S. economy. They maintained that most manufacturing projects were
designed for local markets or could not be effectively produced in the U. S. and were not
competitive with 1J, S. products.“ This was not the view of the AFL-CIO.

In testimony before the House and Senate, representatives from the AFL-CIO and
the International Association of Machinists and Aerospace workers referred to the GAO
report, emphasizing electronics industry findings as an indication of adverse effect on
the U. S. economy. Labor representatives stressed that 83% of OPIC insurance covered
manufacturing industries; many of these industries had suffered job and production losses
in the U. S. Labor representatives pointed out that OPIC's 1973 Annual Report listed
coverage of the following: "auto parts production in Korea, when the U, S. auto industry
is suffering layoffs in the hundred thousands, shoe production in the Dominican Republic,
in spite of the fact that jobs of thousands of shoeworkers in this country have been
expor ted; electronic components in Tais 1 and Singa d ag :| production

in Latin America and the Far East.""‘2
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Labor union spokesmen were also critical of the exploitation of labor by
mult..._tional corporations, g., Gulf in "'ngi - a ' the presson of trade union
freedom in L.D.C.'s where investment was insured, e.g.,, Korea, Singapore, the
Philippines, and Malaysia, The AFL-CIO objected to OPIC insurance in the communist
countries of Yugoslavia and Romania where labor unions do not operate freely.

Labor union criticism was directed to OPIC as an instrument of multinational
corporations, the real target of their opposition. In 1973 the AFL-CIO had sponsored
Burke-Hartke legislation to remove alleged tax advantages enjoyed by multinational
corporations, depicited as global entities wl  : operations had eroded the U. S. industrial
base by exporting U. S. production facilities, jobs, and technology to low wage, anti-union
countries offering tax concessions. Andrew Biemiller of the AFL-CIO stated that his
organization sought close government regulation and controls over any U. S. capital going
abroad to make certain it did not U. S. employment. Questioned by Rep. Steele
(R., Conn.), as to the specif __ of U. S. job losses in p: us . Mr. Riemiller
could only cite the GAO electronics report. He stated that the AFL-CIO could not
obtain OPIC's industry list unit! 1973 and did not have the staff for an exhaustive
study.[‘3 AFL-C™~ platform proposals have opposed the continuance of OPIC every year

since 1973.44

-F vanrtg and PrOCUrement

Procurement, the importing of materials and component parts by U. S. industries
operating overseas from U. S. domestic firms, encouraged U, S. exports, providing a
domestic justification for OPIC in 1969. As a part of revised foreign aid policy in 1970,
President Nixon removed the re« nent tt © n 1 1ts be procured from the 1J. S.
from the guaranty program. In practice, OPIC guidelines permitted OPIC-covered firms

to procure supply from less developed countries but restricted procurement to less than
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30% from such highly developed U. S. competitors ~ ~ rmany and Japan. OPIC on-site

VISits to verify procurement practices and legal remedies for variations in practice were

Insufficient for adequate enforcement of these guidelines.us

Raw Materials

Although OPIC suppor ters claimed that OPIC played an essential role in securing an
€ssential supply of U. S. raw materials, no analysis was offered to support the
Contribution of any U. S. directed investment to securing supply. OPIC had, in fact,

Shifted insured investments from the extractive to the manufacturing sector. OPIC

officials did contend that the shift had not reduced the number of new v mate ™ s

Projects insured but only the dollar amount of OPIC exposure. The agency learned that
NeW mining ventures could be induced to go forward with less insurance coverage. By
de”)’i“g coverage in countries with high risk concentration, e.g., Jamaican bauxite, OPIC
Could influence U. S. firms to re-direct investment to other countries; bauxite production

Was shifted to Costa Rica and Brazil-a6

Finance Program Guidelines

According to the analysis under taken by the Library of Congress, OPIC inherited a

finance porttolio from AID with a high proportion of liabilities in relation to reserves,
of development potential and a

The guaranteed jnvestments contained both a high ¢
OPIC had not as yet experienced loss on its own

high degree of risk. Although
guaranties, it had been forced to pay for $12.7 million in losses from failures of AID

gUaranties, including a loss of $6.7 million on an agricultural project in Thailand. Since
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government notes (Bethlehem Steel, Cerro Corp., and Parsons and Whittemore in Chile);
OPIC guarantee of Bank of America loan (Mina Matilde in Bolivia); OPIC sale of notes to
third parties (I.T.T. and Braden Copper in Chile); outside property evaluation and direct
negotiations with the host government (Reynolds Metal in Guyana).

In the early claims cases, OPIC found that incentives were needed to keep the
investor out front in negotiations rather than rest on the claim with OPIC. From OPIC's
point of view, it was important for the investor to provide detailed technical information
on the investment, to suggest side methods of compensation such as future ntracts, and
to bargain for a larger settlement than the amount of the insurance, insisting on at least
book value. Settlements reached from 1971-1973 were close to or at the level of book
value. Settlements pursued by OPIC as subrogee were larger than the insurance claim;
others either covered the claim or were less than the claim,

The early settlements, located primarily in Chile, led to a perception in the
business community that OPIC contested too many claims and insisted on compromises,
lesser amounts, and discounts from investors before either admitting liability or
guaranteeing notes- 42 Although OPIC had to protect its reserves and financial viability
in the face of Congressional critics, a rigid claims policy would dampen the desirability
of the insurance for investors. The fourteen investors who responded to a GAO
questionnaire, however, indicated satisfaction with OPIC's handling of their claims.”?

As OPIC gained experience in settling expropriation claims, the agency became
sensitive to a number of problems. One problem was the necessity to exercise caution in
the settlement of one case, particularly in Chile, because of its impact on other pending
cases. Another problem was the pressure from other U. S. agencies for OPIC to
disapprove any claims settlement that did not meet "minimum standards under
international law" - OPIC finessed this by not approving the settlement in question but

excluding the lack of approval from determination of the insurance claim. OPIC also
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became alert to the problem of side payments in which investors might obtain the insured

Portion of their investment from OPIC and payment for the uninsured portion in hidden

COmpensation from the host government.5l

Inconvertibility claims from 1970-1973 amounted to $1,069 million, with a net loss

°f 355 million after $1,014 in recovery. Guidelines governing recovery under

iNConver tibility claims include: steps taken by the investor to exchange the currency,
holding the currency for less than 18 months, earnings or return of capital as the basis of
the currency holdings, and procedures to protect against devaluation. The Treasury

DePartment converts the foreign currencies obtained by OPIC through inconvertibility

claims jnto dollars.
War Damage claims, 1970-1973, totaled $14,350 million with a net loss of §12,828

Million after recoveries. Recovery is difficult in war risk claims since the property

INsured is often destroyed~52

FINANCIAL VIABILITY

From 1971-1973, OPIC's total earnings were $180 million; the average net income
Per year from premiums was $30 million. In 1973 OPIC had an expropriation liability of

$2.5 billion, of which $400 million was reinsured by Lloyds of London. Reserves against

these Potential liabilities were $142.6 million. OPIC estimated that reserves should be

increased to $200 million to make the insurance prdgram self-sustaining and asked
At the time OPIC was

Congress 1o appropriate $72.5 million for this purpose.
s that would ordinarily have

established, Congress withdrew $50 million from AID reserve

been broUgh*: forward into OPIC's reserves.
ms arising in the insurance program

OPIC used earnings and reserves to meet clai
on in claims were paid and an additional $28.5 million were

from 1970-1973. $20 miuli
claims amounting to $51.6 million and

Pending. In addition, in April, 1973, "probable”
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"possibjen
million were in arbitration. The total of unpaid claims in the pending, probable, possible,

claims amounting to $42.6 million were under negotiation. Another $246.5
and arbitration categories was $369 million. The largest portion of the claims arose from
XPropriations in Chile - $389 million, OPIC paid §12.7 million of the Chilean claims,
$23.4 of the claims were pending, and $246 million were denied by OPIC and were in
arbitration ($154 million for Anaconda and $92.5 million for L.T.T.) Of the claims paid,
OPIC 8uaranteed $87 million in deferred compensation from the Chilean government.
The Pay-out from Chile was made in installments so that any defaults would be in
installments, thus protecting OPIC's reserves. In August, 1973, OPIC reported that Chile
had missed two payments. |

OPIC's financial viability was dependent on winning the arbitrations, continued

Chilean Payments, and a low volume of future claims. The deferred compensation

Mortgaged OPIC's future income; 60% of future income had to set aside to meet the

contj ;
Ontingencies of non-.paymemf-s3

PRIVATE ALTERNATIVE

The enabling legislation creating OPIC mandated that the agency report to

Congress by 1974 on "the possibilities of transferring all or part of its activities to
CEA implement this

Private yj, s, citizens, corporations, or other associations.
Mandate, a special insurance committee of OPIC's Advisory Council met with private
1972. They agreed to recommend that

Insurance company representatives in October,
the private sector become the direct underwriters of political risk insurance, backed by

U.s. 8overnment re-insurance.
OPIC conducted negotiations with

In accord with the committee's recommendation,
Private insurance representatives to establish a syndicate combining OPIC with private

ins"-"’Ethce companies, witn OPIC retaining a controlling interest during a three year trial
’
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Period. OPIC would administer the program under a management contract. The
syndicate would assume first loss liability for expropriation and convertibility claims.
OPIC would underwrite war risk insurance and assume catastrophic losses. Such losses
would be minimized by annual maximum levels of permissible insurance to be extended as
a whole and in each country.

Insurance company officials expressed interest in participating in the proposed
Syndicate but indicated they would need a trial period of indefinite length in which to
gain experience, need the U. S. Government to act as re-insurer for the forseeable
future, need to spread the risk in a variety of ways (add developed countries to the
portfolio, develop a pool of insurors), need to relate the premiums to risk, and need to set
loss limits. These measures would eliminate public policy considerations from the
insurance program, according to a Chamber of Commerce spokesman. He contended that
Private insurors would not underwrite war risks, could not use blocked local currencies to
absorb inconvertibility claims, would not write expropriation insurance beyond stated loss
limits, and could cause a reduction in investment by charging higher premiums. The
burden of substantial losses would be placed on the U. S. Government as re-insurer and as
the only agency that could guaranty claims payments. Moreover, the U. S. Government's
potential involvement in disputes would not be eliminated as long as the government
continued in the role of re-insurer.””

OPIC's implementation of its private sector mandate took the form of steps to
acquire Lloyds of London as a reinsurer, sound out the insurance industry as to degree of
interest and pre-conditions for par ticipation, and development of a preliminary plan for a
syndicate. These steps stimulated Congressional discussion of the desirability and

feasibility of further negotiations.
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Co
NCLUSIONS: THE EFFECTIVENESS OF OPIC IMPLEMENTATION

The implementation of OPIC's investment guaranty policy can be evaluated through

Ahalyg;j
¥sis of bureaucratic management and the measures undertaken to achieve

Co ;
Ngressionally mandated goals, 1971-1973.
OPIC's management had no alternative but to place priority on the policy goal of

ris . . .
k reduction in order to move towards self-sustaining status. That status was

th
f€atened by the massive Chilean claims underwritten by AID. Although OPIC was able

to Protect financial viability through guarantees for Chilean install nt payn ts and
Measures tq preclude future claims of such magnitude, the agency was vulnerable to
Criticism that insolvency might necessitate public appropriations. If the insurance
Program haq remained with AID, the lack of authority to negotiate flexible claims
Settlements would have required the U. S. Treasury to finance the Chilean claims. OPIC

Proved to pe an effective instrument in protecting the public against the shortcomings of

r i .
Previoys Investment policy.
The most effective devices to reduce both the risk of expropriation and the risk of

i . . .
nsolvency implemented by OPIC were the country concentration limits, higher but
declining terms for sensitive projects, and re-

varij '
1able fees with a first loss deductible,
Immediate results were obtained in reducing risk

ing .
Urance wijth Lloyds of London.
Less effort was directed to the more time-consuming tasks of

Withj ini
hin the mining sector.

encouragjng new investment modes and negotiations to expand the program to other
s to reduce the outstanding

countries. OPIC quite correctly focused on the quickest step

ri ; )
Sks in the inherited AID portfolio.
gh level of competence in the

Although not an explicit goal, OPIC demonstrated a hi
The procedures for handling disputes and the

sett .
lement of expropriation disputes.
Contract Provisions governing corporate behavior established a model of host-investor

Felations jn which precise expectations could replace ambiguity. Refined by experience
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and .
€xtended to increasing numbers of firms, the contracts could produce a salutary
eff . .
€Ct on the foreign policy outcomes of U. S. investment policy. Fears that insurance
mj . :
8Nt be ysed 1o support AID-supported military regimes were not borne out in this

r' 3 .
Period by AlID-investment-insurance data and the scope of alternative insured

iny
€Stments permitted or available, %
The promotion of U. S. direct investment in the L.D.C.'s was not accomplished.

T - o
he volume of insurance written declined by 75% from $2,500 million to $636 million,

l968‘1972- The value of protected investment declined from $900 million to $200

Tmllion; the number of separate insurance coverages declined from 712 to 298.%7

Although OPIC attributed the decline to the limited coverage currently extended to
Mining investments as well as the 1970 recession, the drop in mining coverage left 53%
of the decreased jnsurance volume unexplained. An adverse climate of risk produced by

nationalizations in Latin America combined with the total effect of OPIC's new risk

redyct; .
UCtion methods offer a stronger explanation.
OPIC did little to implement its economic development policy mandate. Latitude

for discretion permitted OPIC to accept company estimates of development effects
sticated impact models, and pursue limited

Wit - . .
hout verification, utilize relatively unsophi
monitorjng in the field. There was no reallocation to countries with lower G.N.P. per

Capita pyy reallocation by region - from high risk Latin America to low risk Asia. With
OPIC could only hope that once the host

the prin.:
Priority to reduce risk the first two years,
some developmental effect would automatically occur,

gov
STMMment accepted a project,
The Same Jatitude for discretion applied to the protection of the U. S. economy.

Although monitoring in the field to protect U. S. job placement was minimal, OPIC did
OPIC was quite unsuccessful in

™m X .
4Nage to turn down the most obvious run-away plants.

redirecting the volume of its operations to small business although conscious effort
If OPIC itself

Produceqd marginal increase in the number of small business projects.
as no alternative but to underwrite investments

Wer
€ 10 remain in business, there W

S0
UMt by the largest corporations.







197

Per'manent end in themselves. AID stood as a symbolic reminder of the foreign policy
PUrpose of the program. Oversight hearings revealed, however, that neither AID nor the
State Department provided extensive input from the field and that an elaborate approval
Process wWas signed off quickly - this prevented bottlenecks but little serious analysis.
Since Mo consensus on a definition of economic development existed among either
€Conomjsts or practicioners in the field, any future serious effort by OPIC to fulfill this

Mandate would require the creation of its own economic development analysis capacity.
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CH
APTER 7, DECISION-MAKING: INVESTMENT POLICY REORIENTATION, 1973

D
ECISION-MAKING: THE SENATE

While the Senate Subcommittee on Multinational Corporations prepared legislation

0 .
determme the fate of the Overseas Private Investment Corporation, Congress

EXtendeq OPIC!s authorization, as a temporary measure, until Dec. 31, 1974, and
PDropriated $25 million for OPIC's insurance reserves. The Senate Subcommittee
completed Work on the legislation in late 1973 and forwarded S. 2957 to the Senate
Oreign Relations Committee. By a vote of 9-7 in February, 1974, the full Senate
Oreign Relations Committee supported S.2957 as drafted by the Subcommittee and

r
€por teq the bill to the Senate floor, accompanied by a report of the majority and

min()r' .
1ty views of Committee members. !
The Senate Subcommittee on Multinational Corporations was composed of five

' 2
Ltberals (2 highly liberal, 3 moderately liberal) and no Conservatives. All five were
PPosed 5 the continuance of OPIC. The full Senate Committee on Foreign Relations
¢ moderately liberal) and & Conservatives (2

Cont .
Uned |5 Liberals (9 highly liberal,
Fulbright, a

" Frate ang 2 highly conservative). The Conser vatives included Chairman
and two Republicans. The phase-

Sout
hern Democrat opposed to the creation of OPIC,

decision to kill OPIC represented a vote by three Liberals and Chairman Fulbright to
-opponents on the subcommitt

Sy
PRort the recommendation of the five Liberal OPIC
The bipar tisan support for OPIC by four Liberals and three Conservatives

Uff1c1ent in the face of the ideological position taken by the Liberals dominating both

ubcommittee and full committee.

i ration for the
Senate bill 2957 reauthorized the Overseas private Investment Corpo
OPIC was required to withdraw from

Urpg

Pose of killing it by phasing out its operations. :
it ven years
i N8 direct insurance and to assume a re-insurance role within seven y y
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m .

Ndating the Withdrawal of direct writing of political risk insurance, transferring that
WUnCnon to private insurance companies and multilateral agencies, When the withdrawal
. as fully effected in 1980, OPIC's direct finance programs would be moved to AID or
t PPropriate International financial institutions. Progress made in the implementation of
r .

) ansferr INg insurance functions was to be reported to Congress on Jan. 1, 1976, During
'€ Phase-oy¢ period, OPIC was permitted to write new policies on the basis of a
Sclining Percentage formula. Beginning in 1975 OPIC was required to obtain 25%

:Utside Participation in order to write expropriation and inconvertibility policies
‘mcreasing to 50% by 1979) and 11.5% outside participation for war risk policies

(m(:reasjng to 40% by 1979). The formula was designed to prevent OPIC from writing

ran ; . crps .
e In countries in which private insurance companies were unwilling to underwrite

As a re-insuror, OPIC was permitted to re-insure private company policies

Only .
hen Private companies agreed to absorb 50% of the loss.?

Senate pj) 2957 contained several other provisions. The administrations's request

for . -
572.5 for oprc reserves was denied and OPIC was limited to seeking appropriations

only , . .
¥ when reserves fell below $25 million, Retained earnings could only be insured if

inve . . .
Sted jp the insured project; a 10% deductible was required on every insured

iny . , .
estment. OPIC's authorization to operate programs in Communist countries
ect finance programs transferred to

(Yy
Boslay; i
layia and Romania) was repealed; future dir
D . : i
Were 1, be limited to countries with a per capita income of $450 or less in 1973

doual’s.tﬁ

The Teport issued by the Senate Foreign Relations Committee summarizing their

de); i ‘
lberatmns listed the options perceived to be available: (1) to OPIC essentially

as i . v Lo .
 was (2) require OPIC to insure only those projects which significantly benefited the
the insurance

de
2va
lopmeny of the host country (3) terminate the program (4) turn
fUn . . .
Ction of OPIC over to private insurance companies. The majority ose the latter
sitions which emerged from he ing

opti()n
*  The Senate report outlined the propo
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testj
Mony
. Y that formed the basis of committee debate. The propositions were whether
IC pr
om ; . .
oted Investment, whether investment promoted economic development, and

Wheth .
er dir I
€€t and indirect economic and political costs to the U. S. were inherent in the

pf'ogra
m. i -
Both majority and minority views of the propositions were presented in the

Th - . .
€ Majority report argued that the testimony of Richard Conlon, Vice-President

of Busi
Sin .
©3s International, Herbert Salzman, Vice-President of OPIC, and officers of

Otoro]
a . . .
and Dow Chemical revealed that the insurance program was not a "decisive

Cons;j
ldera H TR
tion" jp decisions to invest overseas; a conclusion supported by an OPIC-

Feques
ted 197] Business International study in which over half of OPIC's customers

Stated

that political risk insurance was not a necessary condition for future investment
and j .

Y statistics revealing that investment guaranty COVerage in the L.D. C.'s had

decljp
ed from 1968 to 197]. Those who testified that OPIC insurance was important to

eir ; . ; .
INvestment decisions, officials of Reynolds Metal and Kaiser Aluminum, indicated
ould not be able to concentrate on Jamaican bauxite but
:quire

that .
With i

OUt insurance, they w

the relocation might

Woulg
need to g0 where other bauxite was located;
Further, the record demonstrated

diver c;
rS]f' .
'Cation and alternatives to equity investment.

that
OPIC had not proved to be an incentive to investment in a wide spectrum « . D.

Cus
*9an . : H i
d espeCLaIIy not an incentive in the poor countries since 75% of OPIC insurai
hree countries - Korea, Indonesia,

“’as
Co
fCentrated in 7 countries; 50% in only t
jinal influence as an

Braz‘
1l,
The majority concluded that since OPIC had only
to insure against the

invest .
Ment Incentive, it had been used by multinational corporatiol

risks
0 .
f CO’TCEntrating their investments in a few countries.
i testimony by the

The Minority report disputed the interpretation placed on t
ed that OPIC in ance was

Major;

1t .,

Ys Clalmlng that the witnesses repeatedl}’ stat
int

S0met: ‘
Climes 4 crucial factor and sometimes a minor factor but nonetheless an impoi
The minority quoted Company

Cons;
Sider 445
a . . P
tion in many investment decisions.
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Vice. .

€-Pr esident that jf insurance had not been available, Dow probably would not haye
ma i 3 .

de ‘Nvestments jn particular L. D. C.'s. A Business International Survey, according to

”ﬁnority, found that 46% (less than half) of the investing firms considered OPIC

ing ' _ '
Urance "essential" to their decision to invest while 93% stated the insurance was

e. ¢
{ther "necessary" o "desirable", Citing OPIC's high premiums (10-15% of expected
a .
NNyay FEturn) as evidence that firms believe the insurance important enough to pay

d . g . .
Carly for it, the minority concluded that OPIC does provide a significant incentive to

in . C
Vestment' In an oblique reference to the concentration in a few countries issue, the

Mingy; _ ,
nority Pointed out that investment insurance was playing the same ground-breaking

Fole ; ;
In ney: countries that it once played in Korea and Indonesia.

The Majority report made a case that the testimony of economists attested to a

row; ' .
: °“lng SCepticism that direct foreign investment contributes to economic development

in . . ’ '
the L, D. C.rs since the criteria for development is moving away from GNP growth to

the o : .
le dzstribution of wealth and income within those societies. While theories and

eﬁnmons of development are in flux, OPIC-insured investments do not exhibit

d o . .
eve]opmema; impact in the categories that traditionally have been associated with

= i i ings but
“Pital intenswe rather than labor intensive and provided foreign exchange earning
artment and GAO testified that L. D.

: i nt in Jamaica was
Testimony revealed that aluminum company investme

Not 15
"X revenye to Jamaica. Both the Treasury Dep

- ax Concessions usually prevent the L. D. C.'s from receiving the benefit of tax
revenues for 5_qp years. The GAO study investigated a sample of OPIC-insured

. | i i icipation b
rated 0% of them adverse in their impact on equity participa y

i

nvestmem and

lo . ‘nstream industries
C Capital, 27% adverse in effects on local L. D. C. supphers or downs s

an ' -
d 279 adverse to local L. D. C. employment and skill creation
iori ion of the GAO report,
The mino"“)’ report took issued with the majority's version
int; : t criteria; the
po‘“tmg OUt that 17 old projects were subjected to OPIC's ne® developmen i
old proje

¢ ratings on various
iy Projects were ded a total of 64 good or acceptable 8
awar
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dey,
eIoprnent Criteria,

of N OPIC projects require host government approval and assessment
reiected mic IMpact; over the two years OPIC had been in operation, 2! projects were
mine . for lack of developmental effect - 8 by OPIC and 13 by host countries. The

nority argued that they did not encourage replacing foreign aid with private

Invesy
Ment, . . :
5 Nt they dig not believe that investment would aid the poorest sectors in the L.
+ Cg .. ,
* Overcome the problems of subsistence agriculture, or correct administrative
Misajy
)

Cation, Rather, the minority viewed private investment as a useful complement

to oth
e , e
) r forms of aid and OPIC as a vehicle to provide selectivity in the type of
Nvegy .
Ment insyr ed to protect the interests of both the L. D. C.'s and the U. S.

T ; .
he direct and indirect economic and political costs of the investment guaranty
Program

Were divided by the majority into the political effects on foreign policy and the

eCOno .
mj ) -
in € Costs to the U. S. economy. The existence of the U. S. Government-backed
"®stment

" 8uaranty program had led in three instances, the majority stated, to

ce €ni ; . ; t
ng INvolvement" on the part of the U, S. in the internal affairs of the L. D, C.'s,

eferr' . . . ‘
Ing 5 the testimony pertaining to Jamaica, Chile, and Taiw._., the majority

Coney ,
Uded thay the existence of U. S. political risk could easily serve as a reason to

in
ervene in the

affairs of a recipient government. Given OPIC's dwindling reserves and

the T
Fegs,

; Sasuryts ultimate liability, it was inherent in the program that the U. S. had a stake

n ho .
5t countl’y Policies towards investment; political pressures, such as those exerted in
a .

- » Chile, ang Taiwan, would result. F
Private oo,

Pary of ;

i . .
nVesnng firms to the needs of the L. D

Ja
urther, the linkage of the U. S. government

Panies was likely to create complacency and a lack of sensitivity on the

C.'s when a healthy relationship between
h()s ‘
t co ’ .
Nty ang Companies would require such a relationship.

in i X ration
The Committee minority protested that OPIC's record in its two years of ope

“’as .

i i t countr

one of depoliticizing disputes rather than becoming involved in hos y
)OIit. . ’ »

st OPIC Provided a business-like instrument through which negotiations could be

'QndUCted her than insured investment

" : at
“ithout involving government; uninsured
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inVOIVed . )
: dlplomanc representations by the U. S. government on behalf of investors; OPIC
ad pa; .
Paid 20 claims in Chile without confrontation whereas dramatic conflicts had arisen

Over 4
€ expropriation of the uninsured investments of Anaconda and Kennecott in Chile

and of .
IPC jn Peru. Minority members also objected to the conclusions drawn from the

Jamaica Case on the ground that the Ambassador misunderstood the actual terms of a
:.ending OPIC insurance application and that the Ambassador, not a professional
prornat, Made statements to a Jamaican political leader without the backing of OPIC or
the State Department repudiated his statements.

the
State DePartment;
he Majority ang minority members of the committee disagreed on economic Costs

of ¢ .
he OPIC Program to the U, S. with the majority claiming that OPIC contributed to a

Shor ¢ ,
run ©Xacerbation of balance of payments proslems by encouraging the outflow of

Capj .
Pita) and the minority stating that the U. S. derived net benefits from the long term
infloy, _ N
W of Capita] according to analyses undertaken by the Tariff Commission, Harvard

Usinegs 5ch001, the GAO Report, and the Congressional Research Service. Majority
Member Concerns about the loss of U. S.jobs through insufficient OPIC monitoring of
Tun Way Plants were countered by minority claims that the procedures to protect labor
Here Sdequate and that most insured investments were beneficial to U. S. labor. In
response 1o the suggestion that the U. S. taxpayer was adversely affected if insurance

Cla; ’
img OUtweigheq reserves, the minority contended that OPIC reserves were adequate

’
loss borne by taxpayers;

nd 4 ,
3t Uncompensated expropriation resulted in @ 50% tax
m income.5

Claj : .
alms, in contrast, were paid out of premiu

Since OPIC’s original legislation directed the agency to explore the feasibility of
testimony at the

diy
€5tj . .
"8 part o 4 of its insurance functions to the private sector,
ance executives formed the basis of the

he .
arln )
i g from Prudential and Firemans' Fund insur
" iri i a re-insuror
N Senate Foreign Relations Committee bill requiring OPIC to phase into
ol ; i ies by 1980 and
Y "ransterring its direct insurance underwriting to.private companies By
Insurance company

Teli .
NQuish; : institutions.
Qulshmg other activities to various agencies and i
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teS H

Was jj. -
mlted5 €Xpansion w

Nder
deVeloped naﬁons,

private insurance capacity to underwrite political risk insurance
ould depend on the ability to spread risk among developed and

the development of an actuarial base, the rating of risks by

COUn '
¥y and industry type, claims experience, and the demand for the insurance.
X : ' ‘
Pansmn Would need 10 proceed on a trial basis with OPIC serving as the re-insuror and
Operay; . .
St agent under a management contract until such time as a large national or
Yorlqy .

Wide Pool of insurance companies could par ticipate more fully in the total program,

m i Foreign
R € Majority of the Senate subcommittee and full committee on Senate g
Flax ' as a
*Hons dccepted the premise that political risk should and could be managed

Priy

; i i to avoid U. S.
based on commercial risk considerations, in order

g°Ver ; ight become hostile to
Mment Confrontation and involvement with nations that might
U,

. i resented at the
rect ihVestment. The majority also agreed with the argument p.

i ess OPIC were
a“ngs that transfer to private companies would not actually proceed un]

e rtain date,
fate to under taye the negotiations to effect that transfer by a ce

e " for OPIC
mj i . as an "early death" fo
! lnorzty viewed the private insurance mandate
ﬁnce .

i i ance companies were
mSuranCe testimony gave no assurance that private insur

o o insure political risks other than on a trial basis. Private companies were not
.“'Hling fo aCCept More than a fraction of OPIC's present risks, make comm1tme.nts to
”Westors O more than 2-3 years, forego the protection of stop-loss limits, insure
%Raing, A risks, or proceed at any time without U. S. gover nment re-insurance
bﬁckjng' workable in that it attempted to force

6

PriVaﬁzal‘ion, they maintained, was un
p“\/ate .

i nator Javits proposed
“ring debate in the full Foreign Relations Committee, Se

ease writing
Mendments which w

ance

C

ieved by given dates
un :~ipation were achie y 8l
til given percentages of private particip t

were rejected. The
mendments
3nsition from direct insuror to re-insuror. Both a

ri by the subcommittee
© Vote of o 7 to report the bill to the floor as written by
-7 to repor
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without amendments was supported by Democratic members 7-2 and by Republican

members 2.5, Voting for the phasing out of OPIC were Democrats Fulbright, Mansfield,

Church, Symington, Pell, Muskie, and McGovern and Republicans Pearson and Percy.

Opposed to the bill were Democrats McGee and Humphrey and Republicans Aiken, Case,

Javits, Scott, and Griffin, In a separate appended statement of his views, Senator

Clifford Case (R., N. 1.) explained that he felt a gradual shift from OPIC to private
industry was unrealistic and that OPIC should simply be terminated.’

Senator Church led the debate on the Senate floor in support of § 2957 by defining
the argument in terms of whether the U. S. wants to continue public subsidy to private
investment abroad, particularly that investment which has been made by the largest

American corporations that are quite capable of insuring themselves or paying adequate

Premiums. Supporters of OPIC, led by itor Javits, did not oppose the gradual phasing

out of OPIC's insurance guaranty program but opposed the specific provisions in the bill
Pertaining to the transfer timetable.

Although the issues of economic development and raw material supplies were
raised, debate on the floor of the Senate centered on two issues: the phase-out formula
and Senator Church's contention that OPIC was insolvent. Senator Church maintained
that OPIC had been subsidized by $106 million in Congressional appropriations since 1970
and maintained a reserve of only $143 million against outstanding claims and guarantees
of $369 million. Senator Javits challenged the allegation of OPIC insolvency by pointing
out that no insurance company maintains a 100% reserve. He further stated that OPIC
reserves in recent months had risen to $184 million and that the net premium inco . of
$162 million was steadily growing. Senator Javits argued that OPIC had done remarkably
well financially and would become self sustaining.

The phase-out formula was amended. Senator Javits insisted that the formula of
OPIC participation on a declining percentage basis in the writing of new insurance was a

sentence of death on OPIC. Mandatory interim goals would weaken OPIC's bargaining
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- : i ir participation.
POsition With private insurance companies and work against securing their particip
; : mandated
The reason for the requirements, according to committee sponsors, was that

Private Participation would preclude fiscally unsound policies and necessitate inclusion of

. t
More Countries; the specific requirements were the minimum level needed to attrac

Private Participation, An amendment by Senator Javits to delete the mandatory interim
goals by substituting target dates was accepted by the Senate in a 48-46 vote,

Five additional amendments to the bill were accepted; one amendment was
defeated, An amendment by Senator Javits to modify the "unrealistic" 50% mandatory
loss deductible to Permit greater flexibility was defeated by a 45-47 vote. Both of the
Javits! amendments pertaining to private insurance companies were based on the
FeCognition that Private participation could not be achieved on the terms outlined in the
bill. 1t opc could not obtain private participation, the basis for total termination of
OPIC was at hand,

An amendment by Senator Percy redi__d the authorized time in which OPIC could

continue to write insurance from Dec. 31, 1980 to Dec. 31, 1976; the Percy amendment

Was adopted 53-37, A Javits amendment to restore the authority, terminated in the bill,

for OPIC 1o Oberate in Yugoslavia and Romania passed the Senate by a 54-37 vote. Two
dmendments by Senator Kennedy were adopted by voice vote: they required OPIC to
give preferentijal Consideration to underwriting projects involving small business and to
Projects located in the least developed of the L. D. C.'s. An amendment on behalf of

Senator Baker to require OPIC to develop specific critieria to minimize adverse

environmental impact of OpPIC projects was also adopted by voice vote. The Senate

Passed S. 2957 ag amended on February 25, 1974, by a vote of 56-35.8
The Senate vote on the floor was complicated by the fact that the bill emasculated

OPIC and Provided for jts "sudden death". Senator Javits took defeat in the Senate

Foreign Relations Committee to the floor and attempted, by amendment, to provide the

Hlexibility necessary for OPIC's survival. He called on President Ford for assistance; two
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ame;)d
m . - e
®Nts went 1o the floor with the President's official support. The most critical

Ameng
ment, to delete the mandated phase-out formula, succeeded by only two votes, 48-

4g Thi
* Th
Is amendment Provided the margin of OPIC survival. The Senate, composed of 57

Dem
o¢ .
r3ts ang 43 Republicans, voted for the Javits formula-deletion amendment as

foll,,
WS .
¥ RePublicans: 33-7; Democrats: 15-39 with Southern Democrats split 7-7 and

orty
€rn Democrats opposed 8-32,

The id‘mlogical complexion of the Senate, viewed in terms of ADA categories, was
35 foy)
o

“'s:
TABLE 7
IDEOLOGICAL COMPOSITION OF SENATE, 1973
Highy,, . .
Moz)ejryal'lberal: 33 (27 D; 6 R)
M.oderattely Liber g 19 (12D; 7R)
ngm ely COHSEFVaﬁvQ 13 (9D; 4 R)
" Ohservatiye 35 (12 D; 23R)
e . .
combined Liberals held a margin of 4 votes. The analysis of two roll call votes on
P . | .
C s instructjve - the close vote to delete the mandated formula and the final

*Wthey,
Orj .
“ation vote, as amended.

f e out formula was
Tne Vote on the Javits amendment to delete the mandated phas

fouo“_s.
TABLE 8
L4 TE
JAVITS AMENDMENT VOTE: SENA o
i upp
Hi . Opposed Deletion
MO%ZIY Liber 4, For Deletion o Z};f
MOde:aTEJy leeral 87 9 73%
™ nservative 25 8 1y tibera! polar
¢ ; i ibera
Vote Was ideolog; 1 ce between highly conservative and highly
0 _ ogical in essen ) 1ot the
pposxtes The m; ) Ssisted of a draw between moderate liberals;
Sale Middle swing vote co

Uipped by moderate conservatives.
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The final vote to reauthorize OPIC, as amended, represented a realization that the
phase-out was still operative, although ameliorated. It was supported by 14 highly
Liberal Senators who had opposed the Javits amendment, five of whom participated in
drafting the bill as members of the Senate Foreign Relations Committee. The final vote,
56-35, was composed of the Republican vote, 29-10, and the Democratic vote, 27-25
(Northern Democrats, 21-17, Southern Democrats, 6-8). The final vote margin
represented a gain of the 14 high Liberals plus two moderate Liberals, one moderate
Conservative, and two high Conservatives. Votes were also lost by switches in all groups

except the high Liberals.”

DECISION-MAKING: THE HOUSE

Following the extensive oversight hearings on OPIC in 1,,., the House Foreign
Affairs Subcommittee on Foreign Economic Policy held an additional hearing in March,
1974, to draft House legislation for the reauthorization of OPIC in the form of HR
12057. The subcommittee invited testimony from Andrew Biemiller, AFL-CIO, on the
effect of U. S. foreign investment on the domestic economy and from Marshall Mays,
President of OPIC, on the implementation of the committee's 1973 recommended
guidelines,

Andrew Biemiller, AFL-CIO, urged the complete termination of OPIC as a creator
of unemployment in the U. S. OPIC, the AFL-CIO contended, cost American workers
jobs both by insuring investments that generated imports competitive to U. S. industry
and by insuring investments that displaced U. S. export industries. Citing the GAO
report as a factual base, Biemiller asserted that OPIC-insured investments were an
encouragement to the export of jobs overseas in the very industries in which 1, S.
joblessness was already severe. He argued that OPIC insured, and thereby encouraged,

"runaway plants". 10



The testi
€stimony of OPIC President Marshall Mays was initially directed to securing

Modificgyi
Cation ; . . .
N in the pending legislation. The modifications pertained to mandated

a .
o B€s of private participation (OPIC preferred guidelines as a recognition of the
tal nature of the private participation goal), the 50% mandated deductible for

Fe-insy
red : .
Projects (OPIC preferred flexibility), the two year extension (OPIC preferred

thl"ee
) Years to Dec, 31, 1977), and the regulations affecting Small Loan Guaranty
rogram n

Pilot projects, Accomplishments of OPIC between 1973-1974, highlighted by a

tren v

8th . . . .
ened financial position, were also cited in this portion of the testimony.

addressed OPIC's implementation of House

op :

Sub IC  President Mays then
u Compm:

Mittee 1973 guidelines. Implementation discussed included:

. Ry o .
Risk Management. OPIC increased the amount of expropriation reinsurance

Writte
" by Lloyds' of London and adopted a refined system of controlling country

©xpos
Ure by yoa: .
YW eighting risk factors.
and co-operative projects with the Small Business

2.
Ad Small Business. Seminc.
Minjg :
fration ang the Agribusiness Council were under taken.
> Development Impact. Increased and more sophisticated analysis and monitoring

The brokerage function, recommended by the

of

dey
elo .
Pment impact was initiated.
fort to identify investment

intensive ef
frican nations (Kenya, Ivory Coast, Zaire,

fforts of the Agribusiness

Sube
OMm;
op lttee, was implemented by an
POrtyn; o
ni - .
Ues in Central America, five A

Ca
Merg .
°'S; and Botswana), and, with the coordinated e

C \

ouncu, in Jordan and Brazil,
. &, Diversification of Countries and Projects. pilateral negotiations were initiated
Ith Papua, New Guinea, Bangladesh, and Fiji; OPIC sought to reopen programs in
ort for projects was extended in

Niger:

ri .

3, the Sudan, and the Andean Code countries; Supp
caragua, Ethiopia, and Benin. OPIC's country

a._[ay .
Sia )
o ’ Chad' Afghanistan, Botswana, Ni
Nce . , e
tration limits also served to force diversification of raw material investments.
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5, U. S. Labor Impact. OPIC stated that both the GAO Report and AFL-CIO

analyses of OPIC policies were based on predecessor AID guaranties; current OPIC policy

was re ted in quar  ly reports of accepted and rejected applications. OPIC rejected

applications for four projects and numerous preliminary inquiries in the first two quarters
of the year based on potential negative impact on the U. S. domestic economy.

6. pilateral Agreements. During 1974 the Council] on Internatinal Economic Policy
permitted OPIC to experiment with the negotiation of bilateral agreements which would

embody modification of the subrogation and arbitration principles.

7. Private Sector Insurance. OPIC worked out preliminary plans for increased

private par ticipation with an insurance industry working group.

g. Encouragement of Non-Equity Investment. OPIC established a premium

differential for debt investment as opposed to equity investment and encouraged both
new investment modes and multila  al financing for natural resource projects.

9, Code of Investment Behavior. OPIC participated in UN committees and

regional groups; OPIC supported OECD effc. .; .. establish multilateral codes of conduct.

10. OPIC ..ole In Uninsur ~ Disputes. Although OPIC did not participate in ...
Greene mission to Peru (OPIC insures only for inconvertibility, not expropriation, in
Peru), the agency served as a member of the Expropriation Group of the Council on
1nternational Economic Policy which met monthly to review appropriate J. S.
guvernment response 1o expropriations. Within this group, OPIC shared exper tise gained
from claims settlement experience.

11. Investors Out Front. New contracts had been developed to require investors to
seek remedies directly from the host governmen‘c.ll

The Subcommittee for mulated legislation providing for OPIC's reauthorization for
presentation 1o the full House Foreign Affairs Committee. The legislation, later
numbered HR 13973, provided for OPIC's phase-out but was less restrictive than the

Senate legislation.
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together in a supplementary statement that ". . .Congress intends OPIC to continue to
fulfill its purpose of effectively and selectively encouraging U. S. private enterprise to

invest in mutually beneficial projects in the developing countries", a re-affirmation of

developmental goals.“‘

The ideological composition of the twelve-member House Subcommittee on Foreign
Economic Policy comprised 3 High Liberals, 2 Moderate Liberals, 4 Moderate
Conservatives, and 3 High Conservatives. Both highly influential Chairman Culver and
Ranking Minority Member Whalen, cautious supporters of OPIC, were highly liberal,
They picked up support for OPIC from one other liberal and four conservatives. Two
liberals, articulate opponent Rep. Ryan (D., Cal.) and a non-participant in the hearings,
Rep. Harrington (D., Mass.), plus moderate conservative Rep. Zablocki (D., Wis.) opposed
OPIC. Two conservative me _ers, including the only Southern Democrat, were not
present at committee hearings and did not record votes on the final bill.1%  The
bipartisan subcommittee leadership, by a balanced and thoughtful approach in the
conduct of hearings, were able to influence conservative members to approve the
continuance of OPIC on a conditional basis acceptable to liberals. Amendments were
later added to appease labor.

The full House Committee on Foreign Affairs contained 14 liberals (9 Highly
Liberal, 5 Moderately Liberal) and 26 Conservatives (12 Moderately Conservative; 14
Highly Conservative). The subcommittee bill was overwhelmingly supported by full
committee members, 27-6, with seven not voting. The only opposition was expressed by
liberals Harrington and Ryan and four moderate conservatives, including Zablocki, All
nighly conservative members, including southern Democrats, supported the bill. The vote
represented support for the subcommittee, support for the Republican administration,
and conservative approval; opposition in the full committee arose from members with

highly individualized views on the issue. 16
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hen
the 4 HR 13973 reached the House floor, Subcommittee Chairman Culver led off
®bate .
Y suppor ting the bill; he indicated that the Executive Branch did not oppose

the

lity PIC phase-out. A number of committee members also voiced suppor t;
€ debate .
© Was engendered in opposition to the legislation. Only three members argued

ajngs the bij],
U s, '

Rep. Gross (R., Iowa) could find no justification for an agency to protect

iny , .
- estors; Rep. Dent (D., Penna.) opposed the exportation of U. S. jobs and

Nsion .
°f multinational corporations; Rep. Vanik (D., Ohio) offered amendments. One

Vanj
ik 4
m . . :
De ®hdment, rejected by voice vote, barred OPIC guaranties for investments in
tl'ole
Um . .
refinerjes and the petrochemical industry on the ground that these

inyes
tmen .
s Competed with U, S. industry. The other Vanik amendment, rejected by a

Stang;
in
8 vote of 18_33, prohibited OPIC programs in countries that refused to extradite

* S city,
i ot
“eNs within a reasonable time.
y AlthOUgh little opposition to the bill surfaced in floor debate, 152 members of the
OUse
Vi
Oted against jt, On May 16 the bill passed the House by a vote of 225-152

€me, . . .
Crats, 115-94, Republicans: 110-58). The language of the bill was inserted into

Sep
ate n:
e Bij 295717 The Republican vote of 110-58, slightly under 2:1, was strong but the
Among the Democrats, the Northern

emo
Craﬁ
© vote, 115-94, was much closer.
68 but the Southern Democratic vote,

De
Since the House

M .

Q&Z:C::nc Vote was almost evenly divided at 69- |

b o 'sembjed the slightly less than 2:] margin of the Republicans. '

Opje Hed for the phase-out of OPIC on flexible terms, there was nothing else for

SUPPOrterS to vote for. The vote against OPIC was for termination of the agency.
Southern Democratic, and Republican

ive ideology, the

Alth
Clag; ®U8h the Northern Democratic,
Sifieae:
'Catjong Provide a rough approximation of liberal and conser
Coajjy;
1 * .
tong in Congress The ideological component requires further inspection. The 93rd
was composed of a House of

€s .
% electeqd in 1972 along with president NiXODN,

Fese . .
ntQUVeS with 240 Democrats and 192 RepubhcanS.
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The House of Representatives in 1973-1974, on the basis of quartile ADA

categories, divided ideologically as follows:

TABLE 9

IDEOLOGICAL COMPO....ION OF HOUSE, 1973

Highly Liberal 69 (64 D; 5R)
Moderately Liberal 86 (67 D; 18 R)
Moderately Conservative 102 (61 D; 41 R)
Hignly Conservative 177 (55 D; 122 R)

The combined conservatives had a margin of 124 votes. The reauthorization of OPIC,
however, drew substantial support and also sizeable opposition from all ideological
groups, as indicated by an analysis of the Roll Call Vote:

TABLE 10

OPIC REAUTHORIZATION VOTE: HOUSE

For OPIC Opposed OPIC % Support
Highly Liberal 38 26 59%
Moderately Liberal 47 28 63%
Moderately Conservat. 54 30 649
Highly Conservative 86 69 55%

The middle moderate groups were the most supportive; reservations were evident
among High Liberals but greatest among the High Conservatives. Nonetheless, all groups
were supportive, The Northern Democratic cleavage, 69-68, reported by the
Congressional Quarterly, does not coincide with ADA ideological patterns because all

Northern Democrats are not in ADA liberal categories. There were 26 Northern
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Democrats who voted for OPIC in the Moderate Conservative category. The Southern

Democratic vote, more supportive in both committee and on the floor than might be

expected, bears further investigation.

By comparison, the vote in the House on the Gonzalez amendment, adopted 278-

102, was a traditional ideological vote. It was supported by Republicans, 149-10, and

Democrats, 129-92 (the southern Democrats were supportive by 62-11), but the Northern

Democrats opposed the amendment 67-81.18 The ideological split is further delineated

by a roll call analysis based on ADA categories:

TABLE 11

GONZALEZ AMENDMENT VOTE: HOUSE

For Gonzalez Opposed Go~~~lez ® Support
Highly Liberal 13 49 21%
Moderately Liberal 51 26 66%
Moderately Conservat. 72 17 &1%
Highly Conservative 139 8 95%

The most liberal members of the House rejected the Gonzalez amendment with a

certainty of more than 3:1; the Moderate Liberals supported it 2:1 and the Conservatives

tendered overwhelming support.

Corf~-~~ce Report and Fin=! 3ill
Although the Conference Report and final legislation (S.2957) represented a
mit :ion, the Senate's

compromise between the Senate and House on the question of

input to the final version was largely symbolic. The less rigid position of the House

prevailed. The Senate position was confirmed by adoption of mandatory da  in
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1979*1980 for the termination of OPIC's role as direct insuror. Target dates,

i icipation in
FeCommendeq by the House, were set for required percentages of private participation

1975-1976. The House extension of authority until 1977 was accepted; the mandatory

Cut-off desjreqd by the Senate would thus come up for review when re-authorization of
OPIC Was required in 1977, The House also secured from the Conference its version of
Fe-insurer liability rather than the Senate's mandatory deductible.

The Senate amendments incorporated into the House bill that survived in the
Conference report included more precise definitions. Preferential consideration was to

°° 8IVen to small business defined as business with $2.5 million net worth or $7.5 million

total assets. Preferential consideration was also to be extended to investments in less

developed Countries, defined as countries with per capita income below $450, The House
Provision to prohijbit OPIC assistance to "runaway industries" was retained in the final
bill. Aj technical issyes except the percentage of private participation in war risk
insurance were resolved in favor of the House bill. A discussion in the Conference

Committee clarified the conditions under which OPIC could resume operations in

Indochina, 19 Tnere was no oppositior in either House to the conference report,

INVESTM ENT pOLICY DETERMINANTS

The investment guaranty program and the entire concept of political risk insurance,
questioned for the first time since the initial trepidations of the business community in
the 1950's, was reversed in 1973, The 1973 phase-out of the insurance program brought

to a halt a policy that had developed incrementally since 1948. The policy reversal was

Provoked by politicization of the issue, activating a redefinition of the situation by labor

and liberals, Their redefinition arose from both new realities and new perceptions. The
aggregate quantity of U. S. direct foreign investment had grown from minima] to

substantial proportions. The sheer magnitude of the investment led to new perceptions
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ere heightened by events in the international environment and the

¢
ounteryamng for
€e of organized demands by the less developed countries,

The .
Ieade edefinition of the situation influenced roles played by Congressional
Fship,
Pregig Although the Nixon administration opposed the dismantling of OPIC, the
ideny
and Secretar y of State, in disarray over Watergate and Vietnam, exerted little

Infy
UenCe
0 .
ver the emerging legislation. President Ford, however, lent assistance to

reg
Cle the fina] pjj)
The
Congression al leaders who emerged were Senator Javits, the initiator and

deft,
» Senator Church, and Rep. Culver. The volume of investment made it

possibj
e
for Senator Chyreh to lead an attack, for the first time, against the unregulated

tlo
“’ of
- S, Corporate interests. If not regulated, foreign investment should at least not

be
SUP 0
Por teq, Senator Church believed, by government guaranties in the form of OPIC.

, restive Senate, Senator Church drew on

Ope
Tatjn .
Cong S Within the context of a liberal
Srng ) . p
€Xpresseq by the L. D. C.'s and the Congressional foreign policy revolt to win

§
uppor t.
Senator Javits succeeded in

Hay'

i .

N8 lost the fight in substantive committee debates,
Assisted by a

anjz-

in
% Salvage operation around amendments on the Senate floor.
Javits won his key

Str0ng .
OMmpm; ) .
Mittee minority report and the Republican leadership,
Rep. Culver leaned to the

ame
ndme
" through the votes of highly conser vative Senators.
tion that ap appropriate public policy could exert positive influence over the
n the guidelines for OPIC

"mddje pos;
Qut
es _ ,
ray of foreign investment policy; a position reflected i
n . o s
i up by the House. The House, relatively conservative in composition, maintained
S tr . $
ity ' Senate
%p Homal rofe of supporting the investment guaranty program In &
position
In icy in 1973 were
terest 8roup politics pertaining to investment guaranty policy i
Labor testimony led to the inclusion of a

ﬁrke
d b
Y the €merging influence of labor.
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Provision in the final bill, added originally in the House, to prohibit OPIC assistance to
"

funaway plants," Neither labor nor business interests, however, lobbied extensively to
Influence final votes on OPIC. Business interests supported the continuance of OPIC in

the initja) hearings. Lobbying efforts by both business and labor were focused on the

Burke-Hartke tax bill.
The ideological coalitions in Congress on the OPIC 1973 authorization differed in

the House and Senate. In the House, both support and opposition to OPIC cut across
ideological lines, The flexible phase-out formula compromise evoked contradictory
Feasons from ideological opponents for support of the bill. In contrast, the inflexible
ﬁnality of the Senate bill produced a liberal-conservative split which reversed the

historic trend of liberal support and mixed conservative opposition to the guaranty

Program,

INVESTMENT POLICY AS INDEPENDENT VARIABLE: POLICY EFFECTS

THE EMPIRICAL DATA: 1970-1973

1
NVestment Guaranty Policy

The close relationship between G.N.P. and the location of U. S. investment in 1973
Yas a reflection of the cumulation of a previous stock of U. S. investment. Increased
8'oWth in U. S. direct investment, 1970-1973, was no longer as highly related to G.N.P.
3 in Previous years. Increased investment occurred in areas with prime raw material
reSourCes, in nations with industrial opportunities (Brazil, Mexico), in nations with

“OMmercial opportunities and growing G.N.P.'s such as Hong Kong and Singapore, and in
pPanama. Decreased growth in investment

Nations Providing inducements to invest, e.g.,
Yas related to nationalizations, restrictive codes, and political stability in specific

Nstances. Insurance continued to reflect risk in Africa and Latin America but
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aCCompanjed most of the total investment in Asia.zo Many Latin American nations were

€xcluded from insurance coverage, reducing observed relationships between investment

and insyrance,

Latin A merina

The total investment figures for Latin America continued to show a high

l’ela’donship to G.N.P. in Brazil, Mexico, Argentina, Peru, and Venezuela, and Chile.
These totals, representing cumulated past investment, mask the process of change in the
8rowth of investment in key countries. The acceleration of investment in Brazil by 89%
acCcounted for half of the increased investment in the region. Investment increased by
24% jn Mexico despite requirements in 1973 for Mexicanization of investment. Chile, by
Virtue of nationalizations, and Venezuela, through oil renegotiations, lost investment,
Despite protracted nationalization disputes, Peru attracted 5% new investment while
Argentina attracted ]12%. In addition to Brazil and Mexico, growth in the region moved

towards lower G.N.P. Central American and Caribbean nations with either oil refining

€apacity (Trinidad and Tobago, Netherlands Antilles) or banking laws which provided tax

havens (Panama, Bahamas). Although Ecuador had joined the Andean Pact and
’ .
Nationalized U, s property in 1968, the growth in investment of 1.09% can be explained

by the discovery of oil. Two nations with investment levels not predicted by G.N.P.

eded source of bauxite, and Honduras, host to United Fruit

levels were Jamaica, a ne
holdings, Nations with relatively high G.N.P.'s and relatively low investment were

COIUmbia, a country with a restrictive investment code; Guatemala, besieged by
interest.

Terrorism; and Uruguay, a country in which U. S. investors have exhibited lit

The presence of U. S. investment within the host economy, measured as a per cent
small

of G.N.P., was greater in Latin American L.D.C.'s 1an elsewhere, Excluding

oil refining and banking nations that promote U. S. investment, six Latin American
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fations showed U, S. investment representing more than 10% of their G.N.P.; four more
Were in the 8 to 9% range. Elsewhere in the world, U. S. investment was more than 10%
°f the G.N.p, only in Bahrain and Liberia, The Andean Code nations took steps to reduce
the degree of foreign owned equity; Jamaica had begun a Jamaicanization policy;
Hondyr as, with a high level of U. S. presence, had not addressed the issue.

Insurance patterns demonstrated almost no increase in insurance outside of Brazil.
Even 50, only .07 of the phenomenal increase in investment in Brazil was insured. All of
the Andean Pact nations were excluded from OPIC programs; Venezuela, joining the Pact
later in 1973, increased insurance coverage by 12%. Nicaragua exemplified the influence
of risk on both investment and insurance. Between 1972 and 1974 power was shared

be tw

€en pro and anti-Somoza forces, under martial law after the 1972 earthquake.
Insurance increases accompanied investment increases during this period; 1.3% of new

inVes‘cment was insured; both investment and insurance ceased during the year 1972,
Moderate investment increases occurred during the politically uncertain years of 1970-
1972 in Argentina but slowed down to 1% in 1973 when the Perionistas resumed power,
OPIC insurance programs were inoperative in Argentina from 1971-1972.

The U. S, aid program revealed no clear patterns. Aid was extended to Andean
Pact nations; the largest aid transfer was to Colombia, a democratic nation with
relatively small U. S. investment and a restrictive code. Brazil, with a right wing
8overnment and high investment, received substantial aid. Aid to Bolivia (Col. Banzer

replaced Jef t-wing Torres in 1970) as well as to the Dominican Republic, Guatemala, and

Nicaragua might be construed as regime support. Aid continued, to some degree, to

Expr Opriating left-wing governments in Peru and Chile,
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Total investment continued to be high in the Philippines, India, South Korea, and

Thélﬂand, nations with relatively high G.N.P. levels for the region, building on past

Investment. Increases occurred in Indonesia, a high G.N.P. nation, with the advent of the

Suhar to regime and in Taiwan and Malaysia, with moderate range G.N.P.'s. Large
Investment increases took place in Hong Kong and Singapore, city states with low

G-N.P.'s,

The 10% of the G.N.P. produced by U. S. investment in Hong Kong would not
POse a problem to an economy based on foreign transactions. But the level of U. S.

Presence in the Philippines and Indonesia was relatively high and increasing in Indonesia.
The large increase in South Korea's insurance coverage with only a modest
irWestment increase may be related to political developments in which opposition to
President Park led to the imposition of martial law in 1972. The other large increase in
inSUfance accompanied the investment flow into Indonesia. Only 24% of that investment
Was insured, however. The highest degree of new investment insured was in Thailand, the
Philippines, South Korea, and Taiwan. Moderate insurance coverage was extended to
Indonesia, India, Pakistan, and Singapore. Insurance coverage in Asia was high relative to

Other regions; in this period, however, the degree of coverage was not as directly related

to the amount of investment as in previous years.
Yearly statistics for Pakistan, Thailand, India, and Indonesia as recipients of U. S.

3d reveal that India and Pakistan received high levels of aid with moderate U. S.

in"eStment. Indonesia received both substantial aid and substantial investment.

Africa

Past investment is reflected in the high total investment located in South Africa,

Libya, and Egypt. U. S. investment was minimal in the relatively high G.N.P. nations of
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Algeria, Mozambique, and Angola because it was not welcomed. Nationalizations
decreased the stock of U. S. direct investment in Libya. Despite nationalizations and
insistence on a higher local government share of the equity, U. S. investment increased in
Nigeria, Egypt, Zaire, and Ghana. Liberia and Zambia had high U. S. investment relative

fo their G. N. P.'s; there was no increase in the U. S. direct investment position in
f

Zambja during this period, however.

With the exception of South Africa and Nigeria, investment increases in Africa
Were Modest. The increase in insurance coverage was also modest. No insurance
Covered the investment increase in Nigeria, Of the new investment in Africa, the largest

Insurance coverage was written in Liberia and Zambia. Increases in insurance coverage

did occyr in Ghana, Botswai.., and Zaire, all raw material producers. Ghana and Zaire
had a nationalization history; Botswana was the site of new mineral discoveries.

AID yearly statistics were not obtained for Africa. They will be summarized at the

end of 1977,

The Middte East

The few statistics available show that as investment decreased in Iran during this
Period, insurance coverage increased. lJ. S. investment increased only in the United Arab
Emirates of the small number of nations reported. Bahrain, a Mideast financial center,
had a GNp composed of 54% of U. S investment. AID figures were not obtained by
Country for the Middle East.

The content of investment guaranty policy in 1973 focused on the reduction of risk
OPIC's portfolio reduced risk against loss from

and the promotion of investment.
i : : i i ing a5 a
claims, 1t promoted investment by protecting firms against future risk and serving

. . i high U. S,
Precondition for investment only in Asian war zone, raw material resource, and hig

. . . G n
Presence less developed countries. (the latter include Indonesia, Zambia, Liberia, Iran,
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ph“iPPimES). Elsewhere, particularly in Latin America, guaranty policy had little effect

on investment promotion. Investment, sluggish but continuing to build to some degree on
Previous cumulated equity, increasingly responded to the most profitable new
Oppor tunities. The role of guaranties in facilitating these new opportunities varied by

region, sector, and concentration.

F{"nn-..ni - )‘"‘L

The contribution of investment guaranty policy to economic development,
Measured by growth rates, was potentially limited to three countries. Less developed
Countries with an increase in U. S. investment over $50 million and an economic growth
rate of more than 3% were Brazil, Jamaica, Panama, South Korea, Taiwan, Malaysia,
Singapore, Nigeria, Liberia, Mexico, and Hong Kong. The latter two countries did not
Participate in OPIC programs. The nature of U. S. investment in growing commerical
Centers, war zones supported by U. S. military aid, an oil produc_._,  tion, and a colonial
tie reflected special conditions. Only Brazil, Jamaica, and Malaysia represent traditional
L. D. C. economies in which the possibility of U. S. foreign-investment-induced growth
might profitably be investigated. Economic growth unaccompanied by U. S. investment
Was spurred by European investment, multilateral lending, and host country policies.
Three emerging economies with oil resources or refineries attracted high U. S.
investment but low growth (Ecuador, Trinidad and Tobago, Netherland Antilles). In four
Countries either the increased U. S. investment itself, host country policies, oil import

indebtedness, or other variables produced low growth rates (Argentina, Peru, Indonesia,

South Korea),
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Nationalizations

The content of expropriation policy, 1970-1073, consisted of increased protection
through a Presidential statement of policy, decreased protection through Congressional
Mandates, increased protection through administration implementation committees, but
decreased protection through U. S. intervention, sanctions, and diplomatic pressure. The
Combination of these policy tools did not deter nationalizations but facilitated the
rapidity of compensation settlements between companies and host governments,

Nationalizations of U. S. property took place in 36 countries from 1970-1973.21
Thirty-three involved nationalizations or the acquisition of additional equity in key
industries and industrial sectors; three involved particularized disputes. ...e thirty-three

Nationalizations directed to greater national control can be broken down as follows:
TABLE 12

NATIONALIZATIONS BY NEW REGIMES 1970-1973

Nay: Pacimes Qil Other Sectors
Nationalizations: 17 b 13

Left Regimes 10

High Magnitude 3

Moderate Magnitude 4

Low Magnitude 3

Center Regimes 3

High Magnitude 0

Moderate Magnitude )

Low Magnitude 2

Right Regimes 4

High Magnitude 2

Moderate Magnitude ;

Low Magnitude
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Two right-wing regimes in the Middle East were responsible for the two high

Magnitude oil nationalizations. The other three high magnitude nationalizations were

Under taken by new left-wing regimes in Latin America and Africa. The majority of new

regimes were left-wing in orientation but most nationalizations by new regimes were of

Moderate or low magnitude.

TABLE 13

NATIONALIZATIONS BY EXISTING REGIMES 1970-1973

Qil Other Sectors

| = . .
. imes
8

L O TR
n ons:

Left Regimes

High Magnitude
Moderate Magnitude
Low Magnitude

gon+n— Regimes

Vg wagnitude
Moderate Magnitude
Low Magnitude

Right Regimes
High Magnitude
Moderate Magnitude
Low Magnitude
. : ; - in th
All three right-wing nationalizations were high magnitude oil take-overs in the

ations were undertaken by Iraq, Libya,

= =W 0o O iy

QOO ww

Middle East. Three high magnitude oil nationaliz
and one by Venezuela, a centrist regime.

and Peru, existing left-wing governments,
magnitude. One-half of all nationalizations

Syria’s oil nationalization was of modera

by existing regimes were in the oil sector.
y existing regimes were of high magnitude;

Eleven of the 16 nationalizations (69%) b
Other high

elg]]t of tl 1 l. ] . [ . l. . (7295) . .1

Magnitude nationalizations  involved  copper
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manufacturing/ser vice sector (Morocco). Peru nationalized mining sectors as well as oj],

United States response to the nationalizations took the following form:

U. S. sanctions: 2

U. S. threatened sanctions: |
Multilateral sanctions: 0

S| cial U. s. Emissary; |

U. S. diplomatic representations: 4
Firms apply sanctions: 0

Insurance claims: 4

General OPEC negotiations with firms: &
Companies negotiate directly: 18

Companies submit to L. D. C. national courts: 3

Companies protest: |

Companies submit to international arbitration: 1

Settlement patterns were as follows:

Compensation within 1 year: 15
Compensation within [-4 years: 7
Compensation within 5-6 years: 4
Compensation unsettled by 1977: 8

(Total includes unsettled disputes carried over from 1950-70)
Insurance claims paid: 4
Company sold out: |

Returned to owners: 2
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Two of the three sanctions or threatened sanctions involved denial of preferential
trea
tment under the 1974 Trade Act; the Trade Act also induced two of the

Sett .
1 _ents. Although the Hickenlooper Amendment was not invoked, a series of

financi : . .
ncial sanctions were applied to Chile. In this period, sanctions and dipl = atic
repr :
Presentation by the U. S. government diminit _d in favor of direct company

Preside~* Nixon's Expropriation Policy statement of 1972 did not deter

nego"
e in e

natj 1o 2] :
tionalizations.  But behavioral change was exhibited by the ir

negotiati - .
gotiations and the rapidity of dispute settlement. U. S. government pressure was

€xerted on Chile and Peru where major U. S. interests were at stake.

More detailed Commerce Department and World Bank statistics available for 1970-
1973 permit a comparison of the degree of change in U. S. investment flows to
nationalizing and non-nationalizing less developed countries and the relationship between
the level of GNP and the incidence of nationalization,

A chart follows which relates U. S. investment flows to the presence or absence of

Nationalizations. The chart includes nations with over 15% increased U. S. investment

and those with a decrease in U. S. investment or an increase of less than 1%. It excludes

those with U. S, increased investment between 1-15%,
TABLE 14
RELATION OF INVESTMENT FLOWS TO NATIONALIZATIONS

Increased U. S. Direct Foreign Investment: 1970-1973. (15% increase)
Mid-East Africa

Taant Latin Amer.  Asia

Nationalizations 17 4 4 1 8
Insurance 11 1 4 - 6

No Nationalizations 27 6 6 0 15
Insurance 12 3 > - 4

Decreased U. S. Direct Foreign Investmant: 1970-1973. (1% or less).

Nationalizations 13 5 3 1 4
Insurance 6 I 3 ! 1

No Nationalizations 16 4 2 2 8
9 3 2 - 4

Insurance
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U. S. investment increased 57% in nations where U, S. property had been
nati 2 and 63% where no nationalizations occurred. Declining U, S. investment
took place in 43% and 37% respectively in nationalizing and non-nationalizing
L. D. C.'s. The small 6% difference suggests that nationalizations do not substantially
dampen investment flows. This appears to hold true for Latin America and Asia but not
for Africa where 65% of those nations with a large inflow of U, S. investment had not

undertaken nationalizations. Insurance coverage follows traditional patterns of low

volume in Latin America (Andean Code) and high volume throughout Asia. The high level
of insurance in African nationalizing nations that continue to attract U. S. investment

suggests that the insurance covers nations in which U. S. int :sts have significant

stake.

TABLE 15
LEVEL OF GNP AND INCIDENCE OF NATIONALIZATION: 1970-1973

6 L. D. C.'s with Very High G. N, P. above $20 million: 50% r?ationalized U. S.
property 1970-1073. 83% had nationalized property since 1259. O_nly one of six
(South Africa) had never undertaken a nationalization. Propensity: High.

10 L. D. C.'s with High G. N. P. above $10 million: 40% nationalized 1. S.
property 1970-1973; 50% since 1950. Seven of the ten nations are conservative
Asian or Middle Eastern countries. Propensity: Moderate but eschewed by country
characteristics.

10 L. D. C.'s with Moderate G. N. P. above $5 million: 60% nationalized U. S.
property 1970-1973; 80% since 1950, The only two nations that had never
nationalized U. S. property were in Asia. Propensity: High.

37 L. D. C.'s with Low G. N. P. above $1 million: 32% had nationalized U. S.
property 1970-1973; 40% since 1950. Propensity: Moderate.

30 L. D. C.'s with Very Low G. N. P. below $1 million: 17% nationalized U. S.
property 1970-1973; 26% since 1950. Propensity: Low.

If the second high G. N. P, category, with an unrepresentative sample of traditional
non-expropriating L. D. C.'s is excluded, the propensity to nationalize in 1970-1973 as

l | iod, 1950-1973, ascended in rank order from very low to very

P 1 _.N. it

~
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CONCLUSIONS: 1970-1973

International environmental variables were the key determinants to the location

and volume of U. S. direct foreign investment, 1970-1973. U. S. investment declined

with the demise of U. S. international economic hegemony in 1971, the deterioration of
U. S. power in 1973, the rise of oil shortages induced by OPEC, and the increased
incidence of nationalizations. Investment guaranty policy was helpless in the promotion
of overall investment but became innovative in the reduction of risk and the settlement
of disputes.

International events in Chile, articulated demands by the L. D. C.'s, and domestic
economic pressures politicized U. S. direct foreign investment and reversed the U. S.
consensus for its unlimited encouragement,

Expropriation policy was marked by heavy-handed U. S. interference in Chile,

strong Presidential rhetoric, and the development of more subtle devices to induce

compensation settlements. Adaptive r }_._sms by OPIC, the State Department, and

business were evolving to cope with nationalizations as standard rather than unusual

practice.
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NOTES CHAPTER 7

Congressional Quarterly, Almanac, Vol. XXIX,, (1973), p. 521,

The 93rd Congress, 2nd Session, Voting Record. Americans for Democratic
Action, 1974.

The re-insured party was required to absorb in any one year a loss equal to at least

50% of the value of all insurance it had outstanding in the country in which it had
the most insurance subject to OPIC re-insurance.

Congressional Quarterly, Almanac, Vol. XXIX., (1973), pp. 519-525.

U. S. Congress, Senate, Committee on Foreign Relations. Hearings before the
Senate Subcommittee on Multinational Corporations on the Overseas Private

Investment Corporation, part 3. 93rd Congress, st Session, 1973. See testimony
of Stanford G. Ross, Former Assistant Tax Legislative Counsel, U, S, Treasury
Department, p. 1-32. Since the corporate rate for corporations was 48% in 1973,
an ordinary loss created by expropriation could produce tax benefits of up to 48%
of the loss. Variations depended on the status of the corporation - a branch of a
U. S. incorporated firm, a foreign incorporated subsidiary, or such special
categories as less developed country corporations and Western Hempishere Trading
Corporations. Mr. Ross reported the following: tax reform to close tax haven
loopholes was underway in House Ways and Means; the current U, S, tax code was
favorable towards establishment of direct foreign investment by U. S. firms; the
foreign tax credit is equitable but tax deferral is a more complicated issue;
corporations may need insurance for many reasons including inability to
effectively utilize tax losses; political risk insurance saves the taxpayer money
since insurance payments must be deducted from tax losses; economic

development of particular countries cannot be fostered by a generalized tax code
which must be neutral rather than selective.

U. S. Congress, Senate, Committee on Foreign Relations. Report on S. 2957. 93rd
Congress, 1st Session, 1973, p. 52.

Ibid., p. 69.

Congressional Quarterly, Almanac, Vol. XXX., (1974), p. 85.

Ibid., Voting Records, Americans for Democratic Action, 1974,

U. S. Congress, House, Committee on Foreign Affairs, Subcommittee Hearing on

Overseas Private Investment Corporation. 93rd Congress, 2nd Session. (March 20,
1974), p. 2. A number of Biemiller's specific arguments on behalf of the AFL-CIO
are summarized in Chapter 6, Implementation.

Ibid., pp. 20-60.

Congressional Quarterly, Almanac, Vol. XXX., (1974), pp. 523-4.
Ibid., p. 524.

Ibid.

Derived from A.D.A. Voting Records, 1974,
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Ibid.
Congressional Quarterly, Almanac, Vol. XXX., (1974), p. 58.

Cong onal Vs Vol. XXIX., (1973), p. 90H. Ideological
groupings deri A.u.A. voung Records, 1974,

Congressional Quarterly, Almanac, Vol. XXX., (1974), pp. 524-525.
See G.N.P., Investment, and Insurance and U. S. Aid statistics in the Appendix.

. :Nationa  tion and country data sources in note 4, chapter 3; also Appendix.

All computations based on data in the Appendix. See James C. Davies, "Towards a
Theory of Revolution," American Sociological Review 27 (1962), p. 7 for a version

of rising ex; :tations theory.
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Investment and Investment Climate Patterns

U. S. direct investment increased from $20 billion to $34 billion in the less
developed countries from 1974-1977, an increase of 70%. A dip in investment flows
occurred in 1976: investment increased $6.4 billion (30%) in 1975, $2.6 billion (10%) in
1976, and $5.8 billion in 1977 (16%). U. S. direct investment world-wide rose 35% and in
developed countries by 30%. At the end of 1977, 72% of all U. S. direct investment was
located in developed countries compared to 28% in the L. D. C.'s, a ratio similar to the
1973 allocation.

U. S. direct investment increased over this period by 20% in Africa, 38% in Asia,
and 4]1% in Latin Amer’'~~, The incr¢ ~-e within most of Latin and Central America was,
however, only 26%. The highest investment increase in the region (80%) took place in
the Western Hemisphere group which includes Jamaica, Guyana, Surinam, and Caribbean
island nations. Of this group, oil attracted investment in Trinidad and Tobago and tax
havens accounted for a huge inflow of U, S. investment into Bermuda and the Bahamas.

In the Middle East, U. S. disinvestment of-$6.4 billion declined to-$3.1 billion by 1977.2

The investment climate in the L. D. C.'s was only moderately favorable from 1974-
1977. High magnitude nationalizations abated but attitudes towards foreign investment
expressed in the North-South dialogue were not hospitable. Investment codes restricted
new investment opportunities in key economic sectors in many L. D. C.'s. In addition,
business prospects were adversely affected in those L. D. C. economies weakened by oil

import indebtedness to the OPEC nations.>

POLICY TOWARDS UNINSURED INVESTMENT

No new policies towards the nationalization of uninsured U. S. direct investment

were developed by the Executive branch or the Congress in 1974-1977. Sanctions against
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nations failing to negotiate compensation for nationalized U. S. property were on the
books to be applied, at Presidential discretion, to U. S. aid, U. S. trade, and multilateral
lending. Trade sanctions were implemented on only one occasion. Diplomatic pressure,
at a lower level than in the previous administration, was applied to Peru through the
dispatch of Treasury and State Department officials to assist in the negotiation of
outstanding disputes. In all other reported cases, the State Department took no action
and uninsured companies fended for themselves,

The United States made policy statements on two occasions, however, to reaffirm
traditional U. S. attitudes towards compensation. During the Ford adminstration, the
Secretary of State explicitly denied the removal of nationalization issues from the realm
of international law, a position advanced by the L. D. C.'s in UNCTAD and international
fora. After U. S. companies settled for less than book value in 1976 in Venezuela, the
State Department issued a statement to reinforce U. S, % adherence to fair market value
standards for compensation.

The new human rights policy direction of the Carter administration indirectly
affected the degree of protection provided to firms investing overseas. Nations with
human rights violations became ineligible for U. S. political risk insurance and by

implication, for U. S. government assistance in the settlement of investment disputes.

INSURED INVESTMENT POLICY FORMULATION

Investment guaranty policy was not modified from 1974-1976 as it was scheduled
for review in 1977 at the time of expiration of OPIC's authority. Foreign aid policy, was,
however, revised by the liberal majorities that dominated Congress from 1974-1977. In
response to demands from and problems within the L. D. C.'s, the foreign aid program
was given "new Directions." The new foreign aid policy represented a commitment to

the poor within the L. D. C.'s; U. S. foreign aid monies were earmarked for rural
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for the "nefarious" oil companies who were making windfall proﬁts.6 Unexpected
opposition to OPIC arose in the House. The House Foreign Affairs Committee was
chaired by Rep. Zablocki (D., Wis.), a long - time opponent of OPIC. The House
Subcommittee on International Economic Policy was headed by Rep. Bingham (D., N.Y.)
instead of Rep. Culver, who had moved to the Senate. Although Rep. Bingham suppor ted
OPIC, he did not possess by 1977 the depth of knowledge of his predecessor; the
composition of Bingham's committee had also changed and included several Congressmen
totally unfamiliar with previous investment policy.

While the House, historically the initiator and supporter of investment insurance,
began to oppose the adminstration's policies for OPIC, the Senate reversed its historic
opposition and acquiesced in the administration proposals. The actual composition of the
Senate had not drastically changed. Senator Sparkman (D., Ala.), a moderate low-keyed
Southern Democrat, was chairman of the Senate Foreign Relations Committee. The Sub-
Committee on Multinational Corporations headed by Sen, Church (D., 1daho) had gone out
of business. Investment policy fell under the aegis of the Subcommittee on Foreign
Assistance, chaired by Sen. Humphrey (D., Minn.), an influential advocate of both foreign
aid and OPIC as development tools. Republican Senators Javits and Percy on the
committee supported Humphrey and, although minority members, pushed for acceptance
of the Bergsten proposals. Sen. Church, also a member of the committee, stated his
opposition to the administration bill.” The recommendations of the committee prevailed
on the Senate floor. The issue was defined in the Senate as export promotion. In
contrast, the issue was defined in the House, at the last minute, as loss of U. S. jobs.

Hearings on adminstration investment insurance policy differed in the House and
the Senate., Neither committee engaged in extensive substantive exploration of the
issues. The House hearings were the more thorough of the two, concentrating on
implementation. The Senate hearings were desultory, composed of a re-stating of

positions previously held by individual Senators and a discussion of the North-South
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dialogue; minimal interest was shown in implementation. The privatization mandate
failure was reviewed in detail in both committees but served to edify and educate; it was
a dead issue. The House was consumed by an anti-bribery amendment side '1ssue;8 the
issue struck at the heart of the inability to regulate U. S. corporations once they were
located overseas but legal complexities made it difficult to fully resolve the issue.

The approach of the Carter administration to foreign investment policy was
outlined by Richard Cooper, Under-Secretary for Economic Affairs, Department of
State, in a speech before the Council of Americas. Cooper stated that adminstration
policy was to: (1) Advocate the free flow of investment under a liberal international
economic system as the best means of international economic growth; hence the U. S.
should be neutral, neither supporting nor inhibiting investment. (2) Respect the Third
World desire for control over investment as non-threatening. The Third World need not
opt for autarchy in order to maintain sovereignty since they are increasingly
sophisticated in channeling investment, bargaining with firms, and sharing policy
information with other L. D. C.'s. L. D. C.'s should regulate
M. N. C.'s by increasing domestic competition through lower tariffs and through non-
equity natural resource investment modes. (3) Support new anti-bribery laws and their
enforcement. (4) Inaugurate a new human rights policy. As Under-Secretary Cooper
phrased it: "In the short run, it might appear opportune to support or tolerate a
repressive government that is willing to give favorable consideration to U. S. political
and economic interests. But we believe that over the longer term a regime that relies
upon force for its authority can be neither popular nor stable."?

With these broad policy goals in mind, the Administration proceeded to formulate
an investment guaranty policy. The legislation to reauthorize OPIC in 1977, set forth in
administration bill #H. R. 7854, was the product of a Carter administration policy review
conducted by a Cabinet level Economic Policy Group and the Board of Directors of

OPIC. Support for the adminstration's decision to extend the authority of OPIC through
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1981 was provided by a team of executive officials, led by C. Fred Bergsten, who
testified before the House Subcommittee on International Economic Policy and the
Senate Subcommittee on Foreign Assistance. The policy was billed as OPIC's three "New
Directions": mining, petroleum, and agribusiness.

Bergsten, author of a study of U. S. foreign direct investment policy, expressed the
need to "fuse together" the variety of policies that pertain to investment to be certain
that they promote U. S. national policy objectives and are consistent with each other.
The coordinating mechanism devised by the Cabinet level Economic Policy Group was to
form a deputies' level working group, co-chaired by the Treasury and State Departments,
of all relevant government agencies to serve as a forum to discuss policy issues relating
to investment. The administration proposals to guide the future of OPIC emerged from
the discussions of this group of deputies.

The Administration policy review concluded that OPIC should be continued as an
agent to promote U. S foreign economic development policy but should be modified to
increase its effectiveness. The modifications recommended were to: (1) increase OPIC's
focus on the poorer L. D. C.'s (2) develop innovative risk reducing coverage in the field of
energy and raw materials (3) eliminate the 1974 mandate for OPIC to transfer its
insurance portfolio to the private sector. The emphasis on lower income countries and
energy-related coverage were to be new policy guidelines along with continuing policy
guidelines to monitor against adverse U. S. employment effects and to achieve self
sustaining status. Actual provisions of the bill extended OPIC authority to Sept. 30,
1981, encouraged OPIC to seek private and multilateral markets for insurance free from
compulsory deadlines, granted OPIC authority to use the Direct Investment fund for
mineral projects, and provided for inflation adjustment in war risk insurance policies.10
Hearings on the bill took place in the House Subcommittee on International Economic

Policy in June and July, 1977.
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HOUSE SUBCOMMITTEE HEARINGS

Low Income Countries

In key testimony as chief administration spokesman, Secretary Bergsten
emphasized administration policy to place highest priority on the development goals of
low income countries. One-fourth of the 151% expansion in U. S. investment in the L. D.
C.'s over the previous decade had concentrated in Brazil and Mexico. The executive
branch felt that such advanced or upper middle income count * ; should be excluded from
OPIC's programs since they were capable of attracting investment on their own. By
concentrating on the poorer countries, OPIC would assist those nations which had
received a small proportion of the increased flow of U. S. private direct investment,
Exceptions to this policy could be granted by OPIC's Board of Directors for mineral and
fuel projects and by the Secretary of State for national interest considerations.,

Justification for emphasis on the poorer L. D. C.'s was outlined by Secretary
Bergsten and OPIC officials, supported by testimony from key executives in the State
Depar tment, Commerce Department, and AID. OPIC officials stressed the heightened
need of poorer L. D. C.'s for capital as an outgrowth of radical increases in oil prices and
the world-wide recession of 1973-1974. The need to finance oil imports had increased L.
D. C. total debt by 93% from 1973-1976, nearly half of it borrowed from private capital
markets. The high debt servicing obligations deflected capital from internal investment,
depressing L. D. C. economic growth rates. Increased private investment, particularly in
agriculture and raw materials, was needed to re-stimulate economic growth.

In response to a question by Rep. Whalen, (R., Ohio), ranking subcommittee
minority member, as to whether the financial risk to OPIC might be greater in low
income L. D. C.'s, Sec. Bergsten drew attention to a substantial change in emphasis in
administration policy. Although the requirement that OPIC be financially self-sustaining

remained an operable guideline, it would not be a requirement equal to the central
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income even with exceptions for energy projects. OPIC executives pointed out that 60%
of all projects covered by OPIC in 1976 were already located in countries with less than
$450 per capita income; 47% of the dollar amount were so located. The new focus on
lower income countries would mean that OPIC normally would not offer guaranties or
financing to such high income countries as Saudi Arabia, Venezuela, Argentina, and
Singapore. Acting President Poats stressed that a balanced portfolio was essential to
avoid conflict between the development and self-sustaining objectives; OPIC must be
flexible enough to underwrite safe investments in countries which may have a $550
rather than a $450 per capita income. He suggested that national policy would continue
to be served by investment in middle income countries as they are still poor and in need
of development assistance.

The Board of Directors of OPIC, in search of a guide to a divid _ line between
countries for inclusion in programs, agreed that one criterion should bew her anL. D.
C. was developing at a dynamic pace that attracted investment or whether it was
stagnant and needed a spur to accelerate growth. The tentative guideline chosen was to
define upper income countries in which OPIC programs would be restricted to energy and
raw materials as those with $1,000 per capita income and approximately five years of 5%
G.N.P. per capita growth rates. This guideline would eliminate at least 12 countries
from OPIC's country list.

AID Administrator Alexander Shakow suggested that OPIC might be guided by the
definition of an L. D. C. applicable to the foreign aid program contained in the Foreign
Assistance Act. Joseph Griffin of the American Bar Association indicated that
restrictions on the program in middle-high income countries would place U. S. firms at a
competitive disadvantage. He went on record as supporting an emphasis on low income

countries but not to the exclusion of others,
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Energy and Raw Material Coverage

The second new policy direction recommended by the Administration was to
encourage the expansion of OPIC's progr _...s to promote U. S. investment in raw material
projects through new, innovative methods to reduce risk. The enabling legislation did not
prohibit OPIC from issuing insurance and loan guaranties for mineral surveys,
exploration, and extraction but did prohibit the promotion and financing of such
projects. The administration sought to remove this prohibition. OPIC's perception of the
need to address this issue was influenced by the GAO Report of January, 1977, "On U. S.
Dependence On Imports of Five Critical Minerals," which advised Congress to investigate
ways in which OPIC could help assure raw ..._:erial supplies for the U. S. One new area

would be in the field of oil exploration,

Diversification of su,. .y and development of energy to meet internal
L. D. C. needs would also be enhanced by the new policy emphasis. Those
L. D. C.'s most seriously affected by oil price increases could begin to develop relatively
small hydro-carbon reservoirs which were not previously justified commercially. These
projects would yield domestic savings and foreign exchange earnings for the L. D. C.'s
and contribute to a diversification of world petroleum supply. Since large international
companies were not interested in small oil and gas reserves, OPIC officials believed that
OPIC insurance could be the critical element in decisions of small and medium sized

companies to under take oil extraction projects in the

L. D. C.'s.

Secretary Bergsten presented the view of the administration that a new emphasis
on raw materials would serve three U. S. national objectives: redress of global
misallocation of resources, diversification of resource supply to reduce "vulnerability to
collusive price arrangements" and supply interruption, and the development of capability

within the L. D. C.'s to supply their own energy needs.
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Citing a recent World Bank survey, Bergsten warned that continued global
misallocation could lead to substantially higher raw material prices in the future.
Pointing out that 80% of all expenditures for exploration in 1970-1973 took place in the
U. S. , Canada, Australia, and South Africa, Bergsten stated that many L. D. C.'s have
undeveloped ore deposits which are not only twice as rich as those in industrial countries
but bring double the rate of return. Global misallocation results when these potentially
more productive resources remain idle. They remain idle, according to Bergsten, because
of political risk factors in the L. D. C.'s.

The administration recommended that OPIC take the innovative step of working
out a coordinating mechanism with the sixteen insurance guaranty agencies operative in
other countries to encourage exploration and development of oil and other mineral
resources. A coordinated effort would create a pool of capital for raw material projects
that OPIC could not afford to guaranty or finance alone, would minimize the fears of
other industrialized countries that the 1J. S, was attempting to monopolize raw material
supply, and would both spread and reduce the risk of L. D. C. nationalizations and
contract revocations by increasing the number of countries adversely affected. OPIC
would also work in coordination with the World Bank and regional banks.

Since coordinating mechanisms take time to negotiate, members of the
Subcommittee were uneasy with an increased focus on the natural resource sector with
its history of nationalizations. OPIC officials and AID Administrator Shakow reassured
the committee. OPIC executives suggested that the L. D. C.'s were no longer burdened
with historical perceptions of exploitation but were able to launch new ventures under
"modern rules of the game", including production sharing. Further, OPIC was in a
position to submit concession agreements to sophisticated analysis, assuring mutual
benefits to all participants. The Administrator of AID noted that many
L. D. C.'s, such as Bolivia, Egypt, Mali, Peru, and the Sudan, had reversed earlier

antagonisms towards foreign investment and were seeking to attract it. Confronted with
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higher oil prices, these nations realized that public sources of financing would be

inadequate to meet their needs for development funds.

The 1974 amendments mandating OPIC's phased withdrawal from expropriation and
inconvertibility insurance by 1979-...), pr | on the belief that private industry
would take over this { 1, v ineffective. The experience in seeking private
participation resulted in only a few U. S. insurance company participants in expropriation
and inconvertibility coverage, no participants in war risk insurance, unwillingness of
private companies to insure for a longer © m than three years, and insistence by private
insurors that OPIC continue direct underwriting, retain a large share of first-loss
liabilities, and re-insure "catastrophic losses."

The results obtained from the attempted tr_ _fer of OPIC's insurance guaranties to
private insurors led the administration policy review group to conclude they were not
willing to take over the business in the foreseeable future and might never do so without
extensive U. S. Government support. The volume of insurance and commitment periods
needed to induce significant amounts of investment for development purposes could not
be made if OPIC were to withdraw by 1980. Since the 1980 deadline set up an unequal
bargaining position between OPIC and the companies and diverted OPIC staff energies,
the deadlines were counterproductive. Therefore the administration proposed that OPIC
continue to experiment with private participation forms, retain the educational benefits
from those joint undertakings already forged, and encourage the development of private
markets for political risk insurance.

Testimony in support of the administration's position was presented by Joseph
Griffin of the American Bar Association; the House of Delegates of ABA had voted to

support H. R. 7854. The Bar Association opposed the privatization of political risk
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insurance on a number of grounds. Since the 1974 amendments did not embody an intent
to achieve privatization at the expense of OPIC's developmental functions, the
experience with private participation indicated that just such an emasculation of
development purposes would occur unless OPIC remained as primary insuror. Private
insurors, interested in high profits and low risk, would be required to narrow and limit the
scope of insured projects. In addition, OPIC's withdrawal could lead L. D. C.'s to
abrogate the existing 85 bilateral investment guaranty agreements, place U. S. firms at a
disadvantage with government-insured firms of other developed countries, cause firms to
lose the expertise of OPIC in claims settlements, and create hardship for small and
medium sized firms through loss of available coverage they could not afford to self-

insure. 11

SoNATE SUBCOMMITTEE HEARINGS

The Senate Subcommittee on Foreign Assistance held hearings on the
Administration's bill to extend OPIC's authorization in July and August, 1977. Senator
Humphrey (D., Minn.), Subcommittee Chairman, presided over the opening session in
which testimony was presented by Assistant Secretary of the Treasury Fred Bergsten,
AID Administrator John Gilligan, OPIC executives, GAO officials, and several witnesses
who appeared before the House subcommittee. The testimony was exacﬂy the same as
that presented to the House but oral presentations by administration spokesman
concentrated on the failure of privatization efforts. State and Commerce Department
representatives did not appear; Assistant Secretary Bergsten was not questioned. A
Subcommittee staff briefing paper provided an independent factual review of the issues
raised by the proposed legislation. Two subsequent hearing sessions, devoted to questions
and testimony by former Secretary of State Henry Kissinger, were attended by

Subcommittee members Church (D., Idaho), Case (R., N.J.), and Javits (R., N.Y.).
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Senators Percy (R., ILL.), Clark (D., lowa), and Biden (D., Dela.), the remaining
subcommittee members, did not attend any of the three hearing sessions.

Following presentation of the administration proposals to re-focus OPIC programs
and summaries of OPIC implementation and policy actions, Senators Church, Case and
Javits reaffirmed their perceptions of the issues. Senator Church argued that OPIC
should be terminated because it insures company preferences instead of providing
incentives, creates a loss of 105,000 U. S. jobs overseas, and does not benefit
development. To illustrate the latter point, Senator Church described the case of Puerto
Rico where sugar interests originally moved in but out when wage rates rose. Senator
Case, who had voted to terminate OPIC in 1973, perceived the agency as a means of
stimulating investment abroad in order to provide a place for Americans to "put their
money, make a quick buck", and rely on insurance to cover problems created by their own
insensitivity. Troubled by OPIC's multiple mandates and the effect of foreign investment
on the U. S. economy, Senator Case felt that only possible justification for OPIC's
continuance would be in terms of the foreign aid program.

Senator Javits defended OPIC as indispensable to the foreign aid program, a boon
to U. S. exports, and a stimulus to U. S employment. By selected questions to Acting
President Poats of OPIC, he elicited confirmation of beneficial effects of OPIC
operations on small business participation, U. S. job creation, and raw material supply.
President Poats listed OPIC achievements in transferring technology and fostering
economic development but cautioned against exaggerated expectations as to what
private enterprise could accomplish in a short time., Senator Javits introduced additional
national interest justification by stating that the industrial world needed markets in the
L. D. C.s in order to sustain its standard of living and needed multinational corporations
to hurdle what he termed the stupidities and parochialisms of the nationalisms of the
world. He was critical of the U. N. Committee of Eminent Persons on Multinational

Corporations on which he had recently served.
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In response to an invitation to address the Subcommittee on OPIC's role in the
Nor th-South dialogue, Dr. Kissinger, former Secretary of State, stated that all of the
multiple concerns represented by OPIC were valid; he urged that priorities not be
chosen. Dr. Kissinger maintained that middle income nations should not be excluded
from OPIC programs for three reasons: successful middle-tier nations provide a
demonstration role-model effect, form a middle class of nations in North-South dialogue
conferences, and are in a position to help construct ground rules for the international
economic system.

Political risk in the L. D. C.'s was fostered by their rhetoric. The dity, Dr.
Kissinger pointed out, was the L. D. C. need for investment-stimulated export earnings
and the world's need for resources. Progress over the past decade had been greatest in
Latin America where capital had shifted from Alliance funding to 80% financing from
the private sector. The solution to the perceptions expressed in rhetoric and the reality
of needs would not be found only in the relationship between private investors and host
countries, Dr. Kissinger indicated. The industrial nations should bear major responsibility
for devising new international institutions, such as the International Resources Bank
proposed by the U. S. at UNCTAD's Nairobi meeting. OPIC must join with other
industrial nations to undertake large mineral projects.

Explicitly rejecting laissez-faire economics to address the issues raised by
development problems in Puerto Rico, Dr. Kissinger stated: "I am not saying that private
industry, left to its own decisions, simply by the operation of the free market, is going to
bring about the economic development of the least developed countries. . .(private
industry) may pursue policies that are not in every respect compatible with the long term
interests of the countries concerned."12 Ground rules must be devised, he concluded, to
assure both private firms and host countries that investment would be mutually
beneficial. The lack of ground rules deterred investment; OPIC could play a useful role

in providing mutual assurances.
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The Senate Subcommittee staff report also assessed OPIC's role in the North-South
dialogue favorably. Their report stated that the empirical work on the development
effect of private investment was positive in the aggregate. Negative effects were being
countered by the L. D. C.'s themselves through such mechanisms as the Andan Pact and
performance requiréments. The L. D. C.'s were greatly concerned, however, with
achieving a mandatory transfer of technology. Within the context of the issues still in
conflict between the North and the South, the Staff determined that OPIC, by rejecting
non-developmental projects and encouraging new investment modes, was instrumental in

creating conditions which dampen the atmosphere of conflict and confrontation.!3

OPIC IMPLEMENTATION OF INVESTMENT GUARANTY POLICY

Members of OPIC's Board of Directors who were appointed by virtue of positions in
the Departments of State, Commerce, and Treasury changed over this period as sub-
Cabinet officials occupying those positions left for other government posts or the private
sector. Charles Robinson, Under Secretary of State for Economic Affairs and former
President of the Marcona Corporation, appointed in 1975, and William Rogers, Under-
Secretary of State for Economic Affairs, appointed in 1976,“‘ brought extensive
backgrounds in investment and development policy to the OPIC Board. Members of the
Board of Directors of OPIC and members of the OPIC executive staff under the Ford
administration, as in previous Republican administrations, had received degrees from
elite academic institutions and had been associated with prestigious law firms, business
corporations, and banking institutions. There was high turnover on the OPIC executive
staff with posts held for an average of approximately three years. A revolving door

operated in which each departing executive was replaced by an executive with similar

private sector background.
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The election of President Carter brought a Democratic team of appointed sub-
cabinet officials to serve on the Board of Directors of OPIC and John Gilligan, former
Governor of Michigan and newly appointed AID Adminstrator, to Chairmanship of the
Board. The new Democratic Board members were Julius Katz, Assistant Secretary of
State, C. Fred Bergsten, Assistant Secretary of the Treasury, and Frank Weil, Assistant
Secretary of Commerce. The executives who served as OPIC's management tendered
their resignations. Rutherford Poats, a career Federal executive on OPIC's staff, was
named Acting President of OPIC in 1977. Former Ambassador to the Ivory Coast, Robert
Smith, was appointed Vice-President for Development. Other key executives of OPIC
had not been chosen by the Carter adminstration by late 1977. In 1978 President Carter
chose J. Bruce Llewellyn, a black New York business executive, to be President of
OPIC. Three private sector appointments to the OPIC Board were awarded to attorneys
from Ohio, Connecticut, and Florida.!? Details of their backgrounds and details of staff

changes were not provided in either the 1978 or 1979 OPIC Annual Repor ts.

Prc—~tion

OPIC implemented its mandate to encourage investment by providing counseling
and assistance to interested firms, through utilization of its finance program as seed
capital, and by promotion and brokering efforts to match new firms with new
oppor tunities.

Essential counseling and assistance rendered by OPIC was described to the House
Subcommittee by Englehard Minerals, Seaboard Allied Milling, and the Filon Exploration
Corporation. The concept of "additionality", instances in which investment would not
have gone forward without the availability of insurance, was attested to by a list of 25
firms in which insurance was the decisive factor in their investment decisions. The

investment decision theories of Dr. Franklin Root, Wharton School Professor of
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International Business, and the theoretical models of Dr. Gerald West, OPIC economic
development specialist, specifying hurdle rates of return and length of payback period
needed by firms to recoup investment were affirmed by the anecdotal reports of
companies indicating that insurance, by reducing the need to recover their money within
three years through high rates of return, had, in fact, provided additionality. Acting
OPIC President Rutherford Poats stated that field office managers of U. S. firms often
contend that insurance is unnecessary in a particular country but are overruled by U, S.
home office executives who need protection against stockholders' suits.!6  President
Poats thus provided a different meaning to the term "additionality".

OPIC implemented investment promotion efforts by developing expertise on the
structure of selected L. D. C. economies, conducting pre-investment studies, identifying
potential investors through the World Bank, regional Banks, and U. S. government
agencies (Chamber of Commerce, Small Business Administration), conducting group visits
of U. S. business executives on OPIC missions to Central America, the Andean countries,
West Africa, and the Middle East, and hosting seminars for U. S. business leaders in six
American cities. A ten day mission to Haiti in conjunction with the Agribusiness
Council for corporate executives in the food production industry was also undertaken.
Promotion missions stimulated 8 new projects in Arab nations and Central America and
100 potential investments.17

OPIC Annual Reports were themselves used for promotion of investment. Four teen
L. D. C.'s advertised opportunities and described their policies towards investment in the
1974 Annual Report. Thirteen different nations announced in the 1976 Annual Report
that they welcomed U. S. investment and had enacted legislation to provide a favorable
investment climate and guarantee fair treatment to investors. Each country provided a
profile designed to attract the attention of investors. The countries seeking investment
were Afghanistan, Cameroons, Dominican Republic, Ghana, Malaysia, Tunisia, Korea,

Costa Rica, Indonesia, Iran, Kenya, Pakistan, Philippines and Botswana, Ecuador, Egypt,
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Greece, Haiti, Israel, Ivory Coast, Jordan, Liberia, Nicaragua, and the Sudan. In 1977
OPIC set up a system for a nationwide regional bank calling program in which 50 U. S.
banks with potential foreign investor clients were contacted by the agency.

The Finance Department of OPIC concentrated its project brokering efforts in
Africa and Central America. Opportunities developed through requests from
L. D. C. entrepreneurs and government agencies for U. S. investors to under take specific
projects or from OPIC officers on promotion teams or country "residence programs*"
who identified investment opportunities.18 After Finance Department evaluation and
selection of an opportunity, U. S. companies in the relevant industry were alerted. OPIC
worked with each company that responded to the alert through a series of steps (meeting
local partners, conducting feasibility studies) leading to a joint venture. In 1974-1975
seven members of OPIC's staff spent two weeks in seven West African countries locating
100 potential projects; the Finance Department selected 27 of these to pursue. Investors
were sought by contacting 350 U. S. companies, resulting in 10  itches between
companies and opportunities. By 1977 five of the brokered projects continued to move
forward but had not yet culminated in an investment decision.

In 1976-1977 OPIC revised its brokering approach in order to use staff time more
effectively. Finance officers were assigned to spend enough time in a few targeted
countries to develop relationships with local industry and government officials. The
results from this approach were more successful: 11 matches developed from 14 selected
projects, two investment decisions were made, and an overall success rate of 79% was
obtained compared to the 39% success rate in the earlier 1974-1975 period. Indirect
effects of OPIC brokering efforts were the identification of projects later financed by
commercial banks, the accrual by the agency of a wealth of knowledge of business

conditions in increasing numbers of countries, and the widening of contacts to serve as a
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The insurance coverage rose and fell, however, with the rise and fall of U. S. investment

reported by the Commerce Departmen‘c.22

Risk Red:~*i~~

After reauthorization in 1974, OPIC attempted to implement the recommendations
of the Culver subcommittee to reduce expropriation risk through stimulation of new
investment modes, increased sensitivity to the natural resource sector, and the reduction
of concentration in a few countries. By late 1977 OPIC planned to install a new system
of rating risks based on the recommendations of private insurance companies and
consulting firms. Risks would be rated by ecoromic sector and by country, e.g., the
probability of war risk in Korea rather than Morocco. OPIC did not indicate, however,
how the ratings mignht translate into premium differentials.

OPIC encouraged firms applying for insurance to seek local partners, production-~
sharing agreements, and other risk-reducing investment modes. OPIC encouragement
proved successful in terms of the number of brojects: those with 50% or more local
ownership increased from 21% to 44% in 1974-1976; two-thirds of the 1976 OPIC projects
involved local partners.

Restrictions on large and sensitive projects were applied to OPIC insured
investments greater than $25 million and those requiring extraordinary host-country
concessions. The metal mining share of the OPIC protfolio declined from 32% in 1970 to
8% in 1976. OPIC reduced expropriation coverage of metal mining projects to $152
million compared to the $1,137 million underwritten by AID. GAO concluded that OPIC
restrictions combined with host country policies had created "an international extractive

industry structure more acceptable to the national interests of the host countries and,

consequently, less susceptible to expropria‘cion."23



257

As a response to the need to locate new sources of energy supply, OPIC modified
its policies in 1976 to offer limited insurance coverage for investments and concessions
in oil exploration and production in non-OPIC less developed countries; insurance of bank
loans for oil production was also under consideration. The limitations of the new policies
applied to both total exposure and the coverage risks in any one project. The first
contract under the new coverage insured Filon Exploration Corporation for up to $20
million of their unrecovered costs in oil exploration undertaken in a production sharing
agreement with Jordan.

The sensitivity of oil and natural resource sectors, given the historical record and
contemporary political realities, led OPIC to develop elaborate procedures in addition to
contract provisions to protect against risk. OPIC President Poat outlined the procedures
by describing a concession to develop offshore oil resources obtained by U. S. agricultural
co-operatives in a joint venture with a less developed country in Africa. Complying with
host country laws, the concession provided for royalties, taxes, and an economic split
dependent on the outcome of production. The process by which OPIC reviewed the
concession included (a) consultation with the UJ. S. Embassy on the likelihood of changes
in host country laws affecting the investment agreement (b) consultation with a private
firm to discover whether the agreement was consonant with current trends in concessions
or whether it might be found unfair by future governments (c) consultation with a private
firm on standard L.D.C. practices with regard to renegotiating terms at early stages of
oil resource development (d) a request for special host government cabinet-level approval

of the concession.zl‘

Although the 1974 re-authorization required OPIC to give preferential treatment to
countries with less than $450 G.N.P. per capita and to seek reduction of concentration of
coverage in a few countries, 66% of all new OPIC coverage was extended to seven
countries (Brazil, Taiwan, Dominican Republic, Indonesia, Korea, Philippines, Trinidad

and Tobago). OPIC, using eight countries as a yardstick and increasing the base, repor ted
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that the concentration in eight countries had decreased from 61% to 53% in dollar
amount but to 40% in the number of projects insured or financed. Given the
constrictions of an inherited portfolio from AID with 50% coverage located in seven
countries, the concentration trend under OPIC after 1972 accelerated to 60% in a limited
group of countries (these statistics depend on how many countries are included in the
limited group). Insurance continued to grow in Brazil and Korea; Indonesia, the
Philippines, and Taiwan replaced Chile and Jamai