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Preface

I don’t see why we need to stand by
and watch a country go Communist
due to the irresponsibility

of its own people.

—Henry Kissinger!

The role of the state in imperialist expansion has not been
adequately analyzed in the growing body of literature that
has emerged in the recent period. Studies focusing on the
multinational corporations, their growth and behavior, have
relegated the state to a peripheral position. When the state
has been discussed at all, it has been viewed as a passive
instrument or mere reflection of “economic interests” which
in some undisclosed manner influence and direct policies.
[mperial state involvement has been mentioned only at
particular conjunctural “crises” moments, when it becomes
ipparent through dramatic action—i.e., military interven-
iion, a coup engineered by the CIA, etc.

There has been little effort to understand the ongoing
ictivities of the imperial state, the decision-making structure
ind ideology that inform specific policy decisions. Despite
he far-flung and diffuse interests that the multinationals
yossess, and despite the enormous economic resources at

Vil
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their disposal, they do not possess the military, financial,
ideological, and administrative apparatuses that define the
imperial state. The growth, expansion, and survival of the
multinationals is in large part dependent on the action of
the imperial state. Without the military power or the
administrative and ideological infrastructure developed by
‘the imperial state, it is impossible to conceive of the
multinational corporations establishing roots throughout the
world. Moreover, the expansion of -the multinationals re-
quires constant injections of “aid” to subsidize accommodat-
ing national states, and develop their infrastructure.

The imperial state’s elaboration and control of interna-
tional financial institutions allows for the mobilization of
large sums of capital; through loans it reshapes class struc-
tures as well as directs the “internal” development policies of
the “recipient” countries. The products of this externally
induced and directed expansion lead to sharply polarized
class structures which at times threaten to “foreclose” the
ongoing operations of the multinationals. The imperial state
in its repressive role has acted to reverse policies, overthrow
regimes—in a word, create the conditions for the contin-
uance of multinational corporate activities. At every crucial
phase in the development of multinational activity—its
origin, expansion, and survival—the state has played a pivotal
role. Without a committed and active state apparatus, the
corporate elite would hardly have “risked” venturing out in
the world of national and social upheavals subsequent to
World War II. Without the international financial support,
it is likely that expansion would have been much more
restricted and localized. Without the impernial state organiza-
tion and support of military and police apparatuses, it is
highly unlikely that the multinationals could have withstood
the pressures to nationalize their property. In today’s world,
without the imperial state the multinationals stand as

impotent giants.
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Our study of Chile 1llustrates and describes the multlphc—
1ty of operations that the imperial state engages in to sustain
and nurture the multinationals. But our study also empha-
sizes that the state is not merely the helpmate of a series of
“corporate interests,” but acts largely out of a concern for
the collective interests of the capitalist class, embodied in a
mode of production. The analysis of the strategies and
policies of the imperial state suggests that no single political
agency or economic interest is decisive, but rather that
imperial strategy is largely the product of an integrated body
of aggregate interests of the corporate world as a whole.
While U.S. corporate interests have primacy in the shaping
of U.S. policy, it is the imperial state which fashions and
executes that policy according to its own conceptions and
time schedule. This relative “autonomy” of the imperial
state accounts .for the disparities between the policies
proposed by I'TT and the state regarding the most effective
means for overthrowing Allende. While the imperial state
operates in the interests of the multinational corporation,
those interests are not identical; furthermore, given what we
have described above, the imperial state has reserved to itself
the obligation of creating or recreating the conditions for
capital expansion: in that sense, state activity is frequently
brior to and anticipates the involvement of the multina-
tionals. This disparity between state and corporate involve-
ment 1s evident in post-coup Chile. Heavy imperial state
nvolvement is not matched by the multinationals: for the
mmediate foreseeable future, the imperial state and its
inancial network is the major political-economic prop for
‘he junta. Only after a substantial and prolonged commit-
nent by the state can we expect the insertion of private
sapital, despite the junta’s policies of “opening” the country
0 unrestrained foreign exploitation. ,

CIA Director William Colby’s revelations of U.S. subver-
ive efforts in Chile and the contemptuous attitude of
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President Ford and Kissinger toward democratic norms
illustrate the fragility of bourgeois-democratic institutions
when imperial structures are threatened. In secret testimony
before the House Foreign Affairs Committee regarding
clandestine CIA activities in Chile prior to and during the
period of the Allende government, Colby admitted that the
agency had initially attempted to prevent Allende from
coming to power and had subsequently engaged in a
continuous effort to effect his overthrow. According to
Colby, CIA activities in Chile were undertaken with the
express authorization of the White House at all times, and
included: strenuous efforts to influence the outcome of the
1970 presidential election; attempts to bribe members of the
Chilean Congress in order to prevent Allende’s inauguration
as president; penetration. of all the major Chilean political
parties; and continuous “destabilization” efforts, which took
the form of financing anti-Allende mass media, opposition
political parties, and opposition candidates in the 1973
congressional elections, and, most importantly, of supplying
funds to organize and sustain every major anti-government
strike, demonstration, and boycott between October 1971
and the military coup that overthrew Allende in September
1973. The Kissinger-chaired “Committee of Forty” author-
ized the allocation of the millions of dollars used by the CIA
to carry out these activities.

Colby’s revelations concerning covert U.S. activities cdn-
trast sharply with the public statements of highest-ranking
policy-makers, according to whom U.S. policy was essen-
tially one of noninvolvement and nonintervention in the
internal politics of Chile up to and including the military
coup:

We deal with governments as they are. Our relations
depend not on their internal structures or social systems, but
on actions which affect us and the inter-American system. The
new government in Chile is a clear case in point . . . we ar
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‘prepared to have ‘the kind of relationship with the Chllean
government that it is prepared to have with us.

—President Nixon
February 19712

The United States did not get involved in the so-called
Alessandri formula. The United States did not seek to
pressure, subvert, influence, a single member of the Chilean
Congress at any time in my entire four years.

v | —Edward Korry
U.S. Ambassador to Chile (1967-1971)

X1

March 19733

[The U.S. government] financed no candidates, no political
parties before or after the September 8 or September 4
[elections in 1970]. . . .

Charles Meyer

Assistant Secretary of State
for Inter-American Affairs,
1969-March 1973 ¢

The CIA was heavily involved in 1964 in the election,_wasr

‘in a very minor way involved in.the 1970 election and since

then we have absolutely stayed away from any coups. Our

efforts in Chile were to strengthen the democratic political

parties and give them a basis for winning the election in 1976,

which we expressed our hope that Allende could be defeated
‘in a free democratic election.

—Henry Kissinger

Secretary of State-designate

September 1973 °

The CIA had nothing to do with the coup, to the best of
my knowledge and belief. .

—Henry Kissinger

Secretary of State-designate

September 1973 6
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[ wish to state as flatly and as categorically as I possibly can
that we did not have advance knowledge of the coup that
took place on September 11 . . . either explicitly orimplicitly,
the U.S. government has been charged with involvement or

- complicity in the coup. This is absolutely false. As official
spokesmen of the U.S. government have stated repeatedly, we
were not involved in the coup in any way. |

—Jack Kubisch
Assistant Secretary of State -

"~ for Inter-American Affairs
September 1973 7

. we are talking about the charges that have. been
leveled against the U.S. government around the world that
were responsible for the fall of the Allende government, that
we financed these activities which brought him down. I can
say quite flatly that we did not . . . we had nothing to do with
the political destabilization in Chile, the U.S. government
had nothing to do with it.

—Harry Shlaudeman

Deputy Chief of Mission,

U.S. Embassy in Chile, 1969-1973
' June 1974 8

Let me take the opportunity at the outset to restate that
the United States government, the Central Intelligence
Agency, had no role in the overthrow of the regime in Chile.

—]James Schlesinger

Secretary of Defense
June 1974°

. . . there’s no doubt in my mind, our government had no
involvement in any way whatsoever in the coup itself.

—President Ford
September 1974 10
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[n brief, an imperial policy based on subversion and decep- -
rion is. cloaked in democratic rhetoric to satisfy two poten-
tially conflicting constituencies: the imperial policies are
lesigned for the corporation, the rhetoric for the masses.
Colby’s testimony on CIA involvement in Chile has
‘urther destroyed the myth perpetrated by liberals that the
CIA somehow acts as an “invisible government” behind the
acks of “responsible” elected and nonelected representa-
ives. As Colby and others point out, the CIA was carrying
yut orders fashioned by the Committee of 40 and the White
Jouse. In the words of one U.S. official with intimate
mnowledge of CIA subversive activities in Allende’s Chile:
“The agency didn’t do anything without the knowledge and
consent of the 40 Committee. . . .” 1! The CIA’s activities
omplemented the policies of other top agencies: the White
Jouse devised the economic squeeze that created disloca-
ion and middle-class discontent and the CIA financed its
nobilization and organization. The effort by New York
[imes correspondent Jonathan Kandell to minimize the
IA’s role revolves around its specific functions. It is partially
rue, as Kandell claims, that the CIA did not “create”
liscontent (though El Mercurio, which it financed, added its
it); but it is more to the point to emphasize the CIA’s
ftorts to organize and politically direct that discontent.
With a few exceptions, Congress played an ignoble role
hroughout the period during which this policy was put into
ractice. No serious challenges were in evidence, and when
JIA activities were brought to light before a congressional
versight subcommittee, it refused to publicize or criticize
he CIA role. Only because of a leak to the press did the facts
ome out, and no effort has been made since then to make
he congressional leadership follow this up. Senator Ful-
right, who has consistently refused to inquire into Kissin-
er’s public lies and covert dealings, conceded that CIA
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subversion “has been going on in places other than Chile fo
many years” and then went on to point out that “the Senat:
at least has been unwilling to exercise serious control of the
CIA and apparently approves of the activities to which yot
refer in Chile and which I believe to be a procedure whicl
the CIA has followed in other countries.” 12 No statemen
stands as a greater indictment of Congress’s indifference tc
democracy and a democratic foreign policy than the above
Obviously, any effort to transform' U.S. foreign policy wil
_have to seek other political vehicles and other politica
parties. ,

President Ford has since responded to the Colby dlsclo
sures with a vigorous defense of CIA “dirty tricks” against :
democratically elected government in Chile and has publicl
endorsed the covert subversive action aimed at destroying
the Allende government. He justified covert U.S. interven
tion by citing alleged Soviet/Cuban intervention, but pre
sented no evidence to support this ¢ontention; he attackec
“communism in Chile” as leading to the gradual eliminatior
of open electoral politics in Chile, while deliberately ignorin;
the fact that the whole Allende period witnessed ever
conceivable type of election—school, trade union, anc
municipal and congressional elections; and he declared tha
U.S. intervention in Chile was in the “national interest,’
even though the only major U.S. interests demanding anc
supporting such a policy were U.S. corporate interests. Botl
President Ford and Secretary of State Kissinger maintair
that CIA financing of opposition media interests, politica
partles and other groups was designed to defend democrac
in Chile,3 but these opposition elements, for whom the U. S
government evinced so much concern, were not engaged i1
preserving democracy but in destroying it, and the CI/
reported not on stabilizing a democracy but on “destabiliz
ing” a democracy. The Ford administration has insisted o1
providing aid and support to one of the bloodiest militar
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dictatorships in Latin American history—in the name of
democracy. |

- Active U.S. public and private involvement in Chilean
lnternal politics before Allende was ever elected—between
1964 and 1970, in support of anti-socialist candidates and
U.S. economic and political interests, and against the
possibility of an Allende presidency—makes a mockery of
the major U.S. government justification for intervention
after 1970, the claim of defending democracy in response to
specific measures taken by the Allende government. Fol-
lowing the electoral victory of Allende in September 1970,
President Nixon’s national security adviser and chief foreign
policy specialist, Henry Kissinger, organized .and chaired a
series of weekly interagency meetings attended by high-level
ofhicials from State, Treasury, and Defense for the specific
purpose of designing a policy of economic sanctions or
“retaliation” against Chile. “The whole purpose of the
meetings in the first couple of months after the election,”
according to one U.S. official, “was to insure that the various
aid agencies and lending agencies were rejiggered to make
sure that [Allende] wasn’t to get a penny.” * A formal
National Security Council Decision Memorandum was is-
sued prohibiting economic aid to Chile. An ofhcial close to
these activities recalled Kissinger’s role at that time: “Kissin-
zer, in effect, became a Chilean desk officer . . . He made
jure that policy was made in the way he and the President
vanted it.” 15 For a country as dependent as Chile on
nternational financial resources to sustain short-term com-
nercial operations and long-term development projects, the
slaboration and implementation of a policy of multiple
:conomic pressures created severe economic dislocation.

In October 1971, the U.S. government authorized an
ncrease in CIA activity in Chile in order to complement the
:conomic squeeze policy. According to Ray S. Cline, the
lighest ranking State Department intelligence official at
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* the time, the decision to step up CIA subversive activities
came from the White House: “The key role in this whole
thing was in the White House . . . the orders came through
Kissinger and the 40 Committee.” 1¢ As an instrument of
U.S. foreign policy, the CIA’s activities in Chile were carried
out under the authority and supervision of the U.S. Ambassa-
dor, Nathaniel Davis. The directive sent to Davis at this time
advised him “to get a little rougher” with the Allende regime.
Another U.S. official paraphrased it as saying “from now on
you may aid the opposition by any means possible.” 7 The
'CIA moved immediately to finance and mobilize those social
forces adversely affected by the internal economic disloca
tion created by U.S. economic pressures and to direct thei
political energies against the Allende government. -
Earlier efforts by the CIA to prevent Allende’s election
and subsequent inauguration gave way to a more thought-out
and integrated strategy. U.S. government authorizations foi
CIA “destabilization” activities amounted to at least $4(
million (based on the black market exchange rate) and
enabled the CIA to organize the upper- and middle-class
housewives’ “march of the pots,” to subsidize the devastating
. truckers’ strike in late 1972 which served as a basis.of massive
losses in the agro-industrial area, and to subsidize a majoi
strike by copper-workers in mid-1973.18 These actions had
serious consequences for the Chilean economy and polity.
The upheaval in October and November 1972 resulted in a
loss in production of $300 million that negatively affected
. growth figures, created shortages, and promoted the military
presence in the Cabinet. The 1973 lock-out resulted in $20(
million damages in production, and the copper strike during
the same period resulted in a loss in foreign exchange
earnings of $80 million which, in turn, cut down on Chile’s
capacity to import and further depleted foreign reserves. Al
these factors combined with the external economic embargc
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to create societal tension and set the stage for the military
coup.’ , : -
~ _The U.S. government’s enthusiastic support of the military
dictatorship has been accompanied by a callous disregard for
its brutal and continuing repression, despite the fact that the
Human Rights Commission of the Organization of American
States, Amnesty International, U.S. congressional delega-
‘tions, and the leaders of Chile’s four largest religious
congregations—among others—have documented and/or
'dendun-ced the widespread torture practiced by the mil-
itary, which gives every indication of being prolonged at a
significant level for some time to come. In support of the
junta policies, Secretary of State Kissinger angrily advised the
curtent U.S. Ambassador-to Chile, David H. Popper, “to cut
out the political science lectures” after Popper had raised the
-issues of torture and human rights at a meeting with Chilean
officials to discuss U.S. military aid to the junta.l Popper was
only following a congressional resolution attached to the
foreign aid bill, which Kissinger felt he should disregard. It is
interesting to note the high esteem the junta has for its pa-
tron: Kissinger and Pinochet were named “men of the year”
by the pro-junta “La Tercera de la Hora” on January 2, 1974.
Public lies; covert subversion, the destruction of democ-
racy, and the support for a military dictatorship all have their
roots in imperial capitalism’s need for a regime that opens
the country to exploitation. U.S. policy-makers devised a
strategy designed to destroy the democratic-socialist govern-
ment of Chile and return the country to its former client-
state position within the U.S. sphere of influence. The major
lesson to be learned by the Third World from the Chilean
experience is that societies intent on revolution must follow
the Cuban example—close all channels to external subver-
sion and extend democracy only to those who abide by the
process.



Methods and Data Collection

The data for this study came from a two-year search of all
available documents from the following sources: U.S. De-
partment of State, U.S. Department of the Treasury, U.S.
Department of Defense, U.S. Congress (hearings, statements,
etc.), World Bank, Inter-American Development Bank,
Washington Post, New York Times, Journal of Commerce,
Business Week, Quarterly Economic Review of Chile (UK),
and numerous other journals, magazines, newspapers, and
books. The interviews were conducted .with as many of the
relevant policy-makers as possible, and included interviews
with officials of the U.S. Department of State, U.S. Depart-
ment of the Treasury, U.S. Department of Defense, U.S.
Council on International Economic Policy, U.S. Congress,
World Bank, and the Inter-American Development Bank.
Interviews were also conducted in Chile in the summer of
1973 with officials of the State Bank, the Ministry of Foreign
Relations, and the major political parties. In all, close to
seventy-five policy-makers and advisors were interviewed or

_ consulted.

We would like to thank Nancy Hall and Pat Dolaway;
who typed drafts of this manuscript amidst all their other
duties. ‘
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Introduction

A number of publications have appeared which discuss the
relationship between U.S. policy toward the Allende govern-
ment and its subsequent overthrow by a military junta in
September 1973. A substantial number of these accounts
have tended to dismiss or minimize the impact of U.S.
policies on Chile’s internal political situation during this
three year period, and to argue that the country’s internal
economic problems were essentially a product of the Allende
government’s incompetence and ineptness. This position has
been repeatedly advanced by U.S. policy-makers and echoed
in semiofficial publications of the government, as well as in
academic circles. A sampling of this genre of argument is
summarized in the following paragraphs:

. . . the fault lies principally with an effort to redistribute
income, an effort to bring about the fundamental structural
changes to which the chairman referred in his opening
statement. . . . the basic reasons for the deterioration of the
economy lie in the policies of the Government.!

. . . the economic policies themselves that were pursued by
the Allende government resulted in the steadily deteriorating
economic situation. The unwillingness of the government to
modify its policies made it inevitable that international

3
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lending agencies would curtail their programs for Chile. . . .
‘The Paris Club, consisting of various creditor nations, con-
cluded there was little that could be done for Chile unless the
government adopted policies they could support. I repeat,
however, that it was not the United States, but the institu-
tions themselves, which made their decisions. In sum- it is
untrue to say that the U.S. Government was responsible—
either directly or indirectly—for the overthrow of Allende.?

. it was the policies of the Allende government, its
insistence on forcing the pace beyond what the traffic would
bear much more than our policies that contributed to their
economic chaos.}?

The argument that an American invisible ‘blockade was -
- responsible for or a major contributing factor to the over-
throw of Allende is . . . not persuasive. . . . the economic
and p011t1ca1 policies of the Allende government were a
failure, in and of themselves 4

It seems quite likely, however, that by the latter part of
1972, the credit squeeze was a drop in the bucket as far as the
causes of Chile’s economic difficulties were concerned. The
real causes were the internal matters. . . . If any group can be
said to be responsible, however, it was the extreme left which
ultimately did bring down the Allende government . . . they
never gave a chance to the constitutional road to socialism.

. In sum: the total credit picture of Chile may not have
been anything like as bad as is sometimes made out: certainly
not by the latter part of 1972. The real problem was lagging
exports due to copper production losses; and soaring imports
of food because of the failure of agriculture and Dr. Allende’s
desire to more than compensate for this—despite the lack of

means.’

Economically, Allende was pressing a policy that was bound
to drive it over a cliff.6
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Salvador Allende died not bécause he was a socialist, but

because he was an incompetent. . . . the program of the
- Allende Government was not well worked out. . . . By August
1973, Mr. Allende’s power was gone. . . . The people almost

wished for.a military coup.’

Essentially, these accounts, by commission and omission,
in effect absolve the U.S. government and private enterprise
of having had any significant impact on the course of events
n Chile. By arguing that it was the Allende government
vhich created the conditions for the military coup, the
mplication is that the coup was “inevitable” and (among
iome writers) justified. In more general terms the arguments
mply that efforts to redistribute income and promote rapid
ind effective changes such ‘as those envisioned by the
lemocratic socialist government are doomed to failure
vecause of their intrinsic impracticality.

It is not our purpose here to consider the totally inade-
juate discussion in the above-mentioned accounts of the
.conomic and political behavior of the internal opposition
political formations, social classes, and military officials),
nd their impact on the economy. What we are interested in
locumenting is the fact that Chile was heavily in debt prior
o Allende’s coming to power; that these debts did not
ignificantly stimulate economic development; that most of
hese debts were contracted with public, private, and interna-
lonal banks subject to U.S. influence; that payments on
hese unproductive debts incurred by earlier regimes came
ue during the Allende period; that the U.S. demand for
ebt payments became one instrument of U.S. economic
ressure; that the cut-off of credits and loans was part of an
verall U.S. policy to undermine the Allende government;
1at U.S. policy was neither haphazard nor improvised but
llowed directly from the highest policy-making circles
hich incorporated the political-economic interests of the
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United States in the region as a whole as their primary
consideration; that U.S. officials chose to reject the Chilean
experience, promote the Brazilian, and negotiate the Peru
vian for essentially political as well as economic reasons; that
changes in U.S. policy to Chile subsequent to the coug
reflected the change in the political and economic orienta:
tion of the regime; that U.S. military programs and personne]
complemented the activities of political and economic
~ ofhcials and contributed toward the same policy goal; and
that U.S. policy contributed substantially and directly to the
overthrow of the Allende government.

The major thrust of this study is highly cutlcal of the
accounts minimizing the role of the United States. The
socialist government of Chile represented the focal point of
the new nationalist challenge to the United States in Latin
America. Chile’s tentative efforts to move out of the
capitalist orbit and its support of ideological pluralism
weakened the ties between the Northern and Southern
Hemispheres. It directly challenged U.S. political hegemony
and the ability of U.S. policy-makers to secure the continent
economically for U.S. interests. Democratic socialism repre-
sented a systemic challenge, a conflict between two different
modes of production.® U.S. policy-makers refused to counte-
nance nationalization of U.S. economic assets in a country
where nationalization was linked to a socialist, anticapitalist
development strategy. The overall ‘U.S. response to the
- Allende government in Chile was twofold: a combination of
severe economic pressures whose cumulative impact would
result in internal economic chaos and a policy of disaggregat-
ing the Chilean state through creating ties with “specific
critical sectors (the military), and supporting their efforts at
 weakening the capacity of the state to realize a nationalist
development project. This sustained policy of direct and
indirect intervention culminated in a general societal crisis, a
~ coup, and a military government.
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Entering the 1970s, the United States was faced with a
iew nationalist challenge in Latin America." Nationalist or
egionalist fronts emerging at the end of the 1960s could be
livided into three distinct but interrelated groups: national-
st regimes (Bolivia, Peru, and Chile); burgeoning nationalist
novements (Uruguay and Argentina); and follower nations
Ecuador, Colombia, Venezuela, and Panama). Within the
toup of “leader” nationalist countries Chile, with its
ombined political and economic challenge to the United
itates based on mass popular participation, emerged as the
ore nation. To a lesser extent, the Bolivian government of
>eneral Torres represented a potential similar challenge.
“he Peruvian military junta, on the other hand, combined a
olicy of marginating large sectors of the population from
ffective participation in the political arena with an eco-
omic strategy designed to control and limit the access of
oreign capital within a mixed economy. Nationalizations of
areign properties were interspersed with new concessions to
oreign capital as the junta began to move, politically, to the
ight.

In Uruguay, a military-controlled civilian government
10ved decisively to weaken the electoral threat represented
y the Frente Amplio and nationalist sectors of the political
pposition. In Argentina, the anti-Marxism of Per6on and the
ick of significant foreign investment controls have been ac-
ompanied by a policy designed to crush the power of the
ationalist Left. The U.S. strategy of eliminating the nation-
list threat in Chile, Bolivia, and Uruguay, and increasing the
ressures on .Peru and Argentina has proved extremely
1ccessful. In order of vulnerability, the challenges in Bolivia
nd Uruguay were eliminated prior to the overthrow of the
llende government. In order of importance, however, Chile
ad priority status.

To understand the role played by the Unlted States in the
verthrow of the government of President Allende, it is
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important to consider the way in which the Chilean economs
was dependent on the United States and its political systen
open to U.S. influence. Chilean society, perhaps more thar
any other in Latin America (on a per capita basis), wa:
vegetating on borrowed time or, more specifically, borrowec
money. The standard of living of the heavily consumer
oriented upper and middle classes was not based on ar
expanding productive system but on foreign loans, credits
and delayed payments. Throughout the sixties the foreigr
debt soared and new loans chased after old debts in ¢
spiraling sequence that left little investment for industria
expansion or agricultural growth. A historical analysis o
Chile’s increasing financial dependence during the decade
preceding the Allende government is essential for measuring
the impact of U.S. policies adopted after 1970. The dimen
sions of the problem of dependence include in general form

1. The absolute size of the external debt, the payments
schedule, and the sources of refinancing;

2. the impact of the previous decades’ loans in developing the
productive capacity of the country to determine whether it
generated new sources of capital for repayments; -

3. the sources of short-term credits and their impact on
consumption and production; and

4. the impact of previous trade patterns on the problems of
replacement parts in strategic industrial-mineral-transport
sectors.

Chilean economic dependence -on the United States
remained a significant factor during the period of the
Allende government. U.S. direct private investment in Chile
in 1970 stood at $1.1 billion, out of a total estimated foreigr
investment of $1.672 billion.? Despite the diversification of
investment in the 1960s, away from extractive industries anc
“related service industries and toward manufacturing, trade
and banking, the bulk of U.S. private investment in Chile



Introduction | 9

emained in the mining and smelting sector (over 50
ercent). The balance was directed primarily into consumer-
ype activities and manufacturing.!® However, U.S. and
yreign corporations controlled almost all of the most
ynamic and critical areas of the economy by the end of
970: machinery and equipment (50 percent); iron, steel, and
retal products (60 percent); petroleum products and distri-
ution (over 50 percent); industrial and other chemicals (60
ercent); rubber products (45 percent); automotive assembly
00 percent); radio and television (nearly 100 percent);
harmaceuticals (nearly 100 percent); office equipment
1early. 100 percent); copper fabricating (100 percent); to-
acco (100 percent); and advertising (90 percent).!! Further-
1ore,-U.S. corporations controlled 80 percent of the produc-
on of Chile’s only important foreign exchange earner:
spper. Hence, the Allende government was confronted with
situation of external control over copper production,
:chnology and spare parts, and manufacturing, making the
onomy extremely vulnerable to financial and commercial
ressures. ,

Although the level of Chile’s imports from the United
-ates declined from approximately 40 percent of total
aports during the Frei period to approximately 13 percent
1972, this quantitative decline in trade with the United
-ates i1s deceptive because Chile continued to depend on
ie importation of essential replacement parts from North
merican firms. In addition, the precipitous decline in
ort-term U.S. commercial credits (from 78.4 percent of the
tal in 1970 to approxiinately 6.6 percent in 1972) seriously
fected the Allende government’s ability to purchase re-
acement parts and machinery for the most critical sectors
- the economy: copper, steel, electricity, petroleum, and
ansportation. By late 1972, for example, it was estimated
at almost one-third of the diesel trucks at Chuquicamata
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copper mine, 30 percent of privately owned microbuses, .
percent of all taxi buses, and 33 percent of state-owned bus
in Chile (where the majority of buses and trucks origina
from U.S. General Motors or U.S. Ford models), we
unable to operate because of the lack of spare parts or tir
Over 90 percent of spare parts in the copper industry we
imported from the United States. In overall terms, the vals
of U.S. machinery and ‘transport equipment exported -
Chile by U.S. firms declined from $152.6 million in 1970
$110.0 million in 1971.12 '

Chile, probably more than most underdevelop¢
countries, was dependent on external financial sources f
maintain month to month commercial operations as well .
to finance so-called long-term development projects.

The export sector of the Chilean economy (mostly coppe
was controlled, in part, by U.S. corporations; thus the mai
source of foreign exchange earnings was also controlled t
U.S. firms. Production planning, marketing, and sales we!
also under U.S. corporate control. About 95 percent of tt
replacement parts for machinery in the copper industry we:
imported from the United States. Given the high degree «
integration that existed between the Chilean export sectc
and the U.S. economy, and given the Chilean economy
inordinate dependence on the export of copper for foreig
exchange earnings to import crucial foodstuff, raw material
parts, etc., externally induced abrupt and severe shocks ¢
- dislocations in the mining sector would have significar
ramifications throughout the economy. The externally linke
enclave in effect was a “hostage” of the metropolita
countries: its high-level technology and “reach” into foreig
markets made it highly vulnerable to actions and reactions i
the metropolitan countries. The crucial theoretical point 1
that when countries evolve a pattern of development largel
induced by external sources of finance, technology, an
machinery, and when they fail to develop out of th
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iccumulated debts the productive capacity to satisfy debt
obligations and new investment needs, a condition of
/ulnerability is engendered which makes the economy rela-
ively easy to disrupt and highly susceptible to crisis. The
oints of foreign contact or entry, the transactions and
-xchanges that take place, become during the ensuing
>onflict points of access through which external groups can
idversely affect the internal performance of the economy.

The first section of this study is a discussion of debt
iccumulation in the period prior to the election of Salvador
Allende. This discussion serves to highlight the nondevelop-
nental or political basis of loans and grants. In other words,
he external debt not only becomes a political weapon once
onsummated, but from its very inception, during the
yrocess of debt accumulation, political ties between the
Jnited States and Chilean sociopolitical forces were primary
onsiderations. The debt basis of U.S.-Chilean relationships
»ecame the cause and consequence of the “porous” nature of
_hilean economic, social, and military institutions. The
rrants and loans resulted from commonly decided programs
vased on intense interaction and mutual consultation be-
ween Chilean and U.S. officials. The externally linked
‘hannels of communication (as much as the networks
hemselves), devised to facilitate the transfer of funds,
recame the points of access to Chilean decision-making and
lecision-makers.

The sudden and abrupt termination of external funds
eriously disrupted the institutionally accepted mode of
)peration, leaving a huge gap in the day to day operations of
he economic system.

The combined impact of internal and external pressures
regan to seriously affect Chilean production after mid-1972
nd increasingly thereafter.

"he downward trend in industrial productlon as Table 1
nakes abundantly clear, begins with the mobilization of the
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Table 1
Industrial Production in 1972
"(percent change on 1971)

January o 21.7
February 159
March 13.0
April 17.1
May 14.4.
June - - 53
July , 5.3
- August o . 3.6
September —-87
October - ~7.8
November -8.1
December —11.1

opposition and reaches a high point during the period of th
intensification of opposition activity (September—Decem
ber), designed to undermine the government’s position.
Chile can be compared to a drug addict: daily injections o
new foreign loans were necessary to nourish the “habit’
cultivated by previous regimes. The economy had lost th
capacity to sustain itself by its own efforts. The “rehabilita
tion” of the Chilean economy, given the extreme form o
financial dependence on which it was founded, would hav
needed a painful shift of priorities that would have requirec
at least a decade, time and circumstances which were no
available to the Allende government. Short of a complet«
rupture in relations, a government which attempts to recon
struct society, and meet past financial obligations withou
continuing sources of funding, as well as operate through the
established channels and networks, will ultimately suffer dire
economic and political consequences: :the economic con
straints will create " severe internal bottlenecks and the
‘political channels will serve to undermine the regime.
The second section of this study deals with the decision
making structure that formulates U.S. policy. Contrary to the



. Introduction . 13

assertion of some commentators, the proliferation -of policy
statements and action proposals is not evidence of bureau-
cratic anarchy or the lack of any fixed policy-making center.
When the stakes at hand appeared to involve major chal-
lenges to the fundamental tenets of U.S. political economy
(as was perceived to be the case in Chile), a centralized policy
command was established, a “general line” was elaborated,
and a variety of policy-making agencies were delegated. to
implement a variety of complementary tasks derived from
the general policy. The National Security Council formu-
lated general policy which was transmitted to several govern-
mental agencies (Treasury, CIA, State, Defense), which in
turn elaborated concrete measures which were then put into
oractice in the field, through Treasury appointees in the
nternational banks, CIA operatives infiltrating Chilean
.arties, or military advisors attached to the Chilean military
>ommand. The multiple dimensions of dependency and the
sorous nature of Chilean political, economic, and social
nstitutions facilitated successful implementation of many of
‘he negative measures which the U.S. agencies formulated.
. Private sector activity served to pressure government
iction and in turn responded to government policy measures. -
[he initiative taken by affected enterprises crystalized action
»y high policy-makers: once it became government policy to
solate the Allende government, the private sector as a whole
commercial banks, firms, etc.) was mobilized and fell into
ine. The state was instrumental in converting the action of a
raction of the ruling class into the position of the class as a
vhole.
The specific U.S. policy responses to the Chilean effort at
ocialist transformation took several interrelated forms:

1. Diplomatic and political pressure aimed at maximizing
international isolation of Chile;

2. economic squeeze to provoke economic dlslocatlon and
social conflict;
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3. military aid to disaggregate the Chilean state, strengthen
bonds between U.S. and Chilean military, and lay the basis

for a coup; and

4. maintenance of political and diplomatic relatlons to col-
lect information, maintain ties with political opposition,
and facilitate the flow of financial resources to allies.

The negotiating posture simulated-by U.S. officials in thei
dealings with their Chilean counterparts served to encourag
the illusory - hope among the Chileans that a long-term
settlement was possible which would lead to a reopening o
lines of credit, loans, etc. In light of the evidence, whicl
suggests that no such settlement was envisioned by U.S
policy-makers, we can conclude that the negotlatlons merels
served as an information-gathering service: a means o
measuring the relative strength of the regime, its capacity tc
resist pressure, and its willingness to abandon positions, a:
well as to identify divisions within the government and tc
exploit them. -

U.S. policy was not determined by any particular -eco
nomic decision in Chile, Latin America, or the Unitec
States. The overall policy of aggressive economic interven
tion articulated by the National Security Council and put
into practice by U.S. agencies was derived from a commit
ment to oppose structural ideological developments in Chile
the transformation of Chile into a democratic socialis!
society. The changes envisioned by the Allende governmeni
not only restricted the capacity of U.S. capital to expand ir
Chile but threatened to disarticulate the economic and trade
patterns within the region. Changes in Chile potentially laic
the basis for modifying and redefining Latin America’
external economic relations. Under Allende Chile was still ir
transition, both in and out of the U.S. orbit, and thi:
accounts for its vulnerability to U.S. pressures.

U.S. policy to socialist countries or societies in transitior
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to socialism varies according to the porosity of the state, the
possibilities-of reversing institutional changes, and the timing
Or consummation of transformation. Accordingly we can
“lassify three different types of imperial strategies with three
lifferent types of socialist societies: A |

1. Permeable State .(Chile): A state in which changes are
eversible, sectors of state apparatus are linked to old class
tructure, and, externally, political channels are open
partles pressure groups, press, etc.).

Imperial Strategy: Maintain relations, dlsaggregate the
tate, avoid precipitous action that would lead to a prema-
ure rupture in relations, coalesce internal forces, contest
xternal sources of funding. In the short run the notion is to
naintain relations as a conduit for nourishing internal
ources feeding into the disarticulated state and to avoid
dverse polarization (nation vs. U.S.). The middle-range
trategy is to prepare for a “historic confrontation,” mobi-
zing social forces willing to reverse the institutional changes
‘hich have been brought into being, to dismantle and totally
isaggregate the state. The strategic goal is to reconstitute
1e state in the image and the service of 1mperla] foreign
conomic and diplomatic interests.

2. Nonpermeable State (“Recent”—Cuba) In the 1mper1al
xicon, a “totalitarian” state. A state in which irreversible
hanges have occurred, there is no possibility of disaggregat-
1g the state (for example, a popular militia has replaced the
revious standing army), and political channels are closed
»arties and opposition pressure groups are dlsartlculated)

Imperial Strategy: Rupture relations, mount international
impaign to isolate target country, develop propaganda war
wcusing on closed nature of society (which amounts to
-otest over loss of points of entry).

3. Nonpermeable State (Long-term—Soviet Union): Inter-
1l characteristics are similar to type two: nonreversible
1anges, durable institutions, no points of access, etc.
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Imperial Strategy: Possible accommodation (coexistence)
reopen relations on basis of recognition of imperial sphere
of influence, attempt long-term penetration of markets anc
obtain access to raw materials through loans and technologi
cal sales, short-term propaganda wars contmue to explor
internal differentiation. '

Considering the situation of both the country in transitio:
to socialism and the imperial country attempting to maintai
its network, the possible choices open are quite limited. Fo
the former the problem becomes one of rupturing relation
at the historic moment when a maximum of internal force
can be polarized against the external enemy and thei
principal internal allies. The efforts by the Chilean govern
ment to substitute tactical gains through negotiations wer:
based on the mistaken and premature assumption of th
possibility of coexistence between a permeable state and a
imperial country. For the latter, the maintenance of relation
with Allende’s Chile was an opportunity to reverse ai
increasingly socialized economy. By taking advantage of th
multiple points of opposition permitted by the government
the United States channeled funds selectively to specifi
institutions (army, Catholic university) which would serve a
spearheads or points of support for the counterrevolution
Recipient institutions of external funding were sufhcientl
homogeneous in political composition to assure the donor
that the funds would only strengthen the opposition. Cover
subsidies promoted the mass activity tolerated by the govern
ment; these subsidies contributed in rapid succession t
politicizing, activating, and mobilizing substantial socia
forces leading to the creation of organizational focos whicl
in turn captured the leadership of voluntary associations anc
disciplined the membership through a process of selectivi
rewards and punishments. The subsidized and organizec
forces then focused their activities on the nerve centers o
the economic infrastructure, transport and distribution. Th
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rmed forces entered the government to protect the social
10bilization of the opposition and increase the porosity of
1e government. The military’s penetration of government
pened further channels for covert subsidies and subsequent
ctivities become more audacious, causing government au-
jority to crumble. The government was paralyzed from
ithin by subversive members of the state apparatus and
ndermined from the outside by the attacks on the nerves of
1€ economy. ~
Imperial policy is premised on the short -Tun need to
isaggregate the state; disassemble critical institutions of the
ate apparatus, and create commitments and loyalties to the
iterests of the external power. These sociopolitical bonds
icilitate the channeling back into the country, through the
isarticulated state apparatus, the policies which will best
rve them. This “alienated” apparatus (serving external
eeds) subsequently dismantled or reshaped the institutions
f the Allende government to serve their central political
roject: the reconstruction of a state apparatus as an
istrument of private economic accumulation and expansion
irough mass repression. The whole of the state apparatus
as remade in the image of the alienated fragment. Hence
1e new state can only be an alien state: the reconstructed
ate apparatus assumes the orientation of the disaggregated
gment bound to the external power. From disaggregating
e nation-state, the imperial country contributes to recon-
ructing and strengthening the state apparatus: homogene-
1s, centralized bodies linked at the top and extended
itward to the metropolis emerge. In the language of
1perial social science, the country has now reached the
riod of “institution building.”

Overall foreign economic relations are not only condi-
oned by political considerations, they frequently influence
1d shape them. In the context of considering the evolving
.S. foreign economic policies toward Chile, the crucial
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consideration for U.S. policy-makers was the elaboration of
economic measures to consolidate or change (depending on
the government), the class basis of state power and only
secondarily to promote economic development -or specific
U.S. economic interests. The U.S. credit and trade squeeze
was designed for a political purpose (not designed to serve
specific economic interests): to promote the political demise
of a democratic socialist government. Economic pressures
led to economic dislocation (scarcities), which generated the
social basis (discontent among the lower middle class), that
created the political context for a military coup. In a porous
dependent society U.S. economic policy was a formidable
instrument in shifting the internal balance of power against
the change-oriented government. The inequalities in eco-
nomic and military power between imperial and dependent
countries once transferred into the sphere of internal strug
gles will tend to turn the balance against the anti-imperial
forces. The Chilean experience suggests that only in the
process of rupturing external relations and the concomitant
closure of internal access points could the transition tc
socialism continue. |

The separation of external pressure from internal social
struggles is inadequate for understanding the events in Chile
or any other dependent country. Imperial-induced shortage:
that adversely affected specific types of economic activities
and/or social classes provoking social unrest and leading tc
political confrontations are indistinguishable from simila
shortages caused by domestic wholesalers, distributors, etc
The external forces were very much involved, even if thei
presence was not always physically visible. The yet unknown
extent to which active agents of the United States penetrated
political and social organizations is secondary to the fact that
such activity complemented the larger economic pressures
generated by activists based in the United States.
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The U.S. Role in Chile,
1964 -1970 |

There were several important events and experiences in
hilean political history during the six years prior to
llende’s election which are critical to understanding the
1ibsequent development of U.S.-Chilean relations: the role
f the United States in the presidential elections of 1964; the
<tent and purpose of U.S. “development” financing in
hile; and the impact of these efforts on Chilean develop-
ient. The main conclusion is that U.S. political-economic
wolvement in Chile was successful in influencing short-run
olitical events (electing Frei in 1964), but was a failure in its
ibsequent efforts to promote socioeconomic development,
wus setting the stage for.a major political defeat, the
ection of Allende in 1970. The costs of U.S. economic
wolvement in Chilean politics, in' the form of a huge
reign debt, were shifted to the shoulders of the Chilean
cople after Allende was elected. Hence we have the
aradoxical result of the United States paying and winning,
1d then losing and collecting: external financing of develop-
ient had more than one hidden advantage for the donor
»untry. ' '

Toward the end of the conservative Alessandri presidency
958-1964), the U.S. government and U.S. corporations
ith large economic investments in Chile became increas-

19
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‘ingly concerned over a possible move to the Left in the 1964
national elections. These fears were reinforced by the
outcome of a special congressional election in the tradition
ally conservative rural province of Curicé in March 1964
where the vote for the Left coalition (FRAP) candidate rosc
by over 10 percent as compared to the 1963 results, while the
Radical-Liberal-Conservative candidate’s share of the vote
declined by 17 percent.! U.S. policy-makers were initially
divided over whether to support the presidential candidate of
the right-wing Democratic Front, Julio Duran, or the leader
of the Christian Democratic Party, Eduardo Frei. The CIA
high-level echelons of the State Department, and the U.S
Ambassador to Chile, Charles Cole, favored Duran, while
most other influential policy-makers within the Kennedy
administration were oriented Yoward Frei. However, the
Curicé debacle had significant consequences for the upcom-
ing presidential election. The Democratic Front disbanded.
Duran withdrew his candidacy, and the Chilean Right moved
to support Frei. Within the U.S. government, a simila
coalescence of support behind the candidacy of Eduardc
Frei occurred. Frei’s major opponent in the 1964 presidential
election was the candidate of the FRAP coalition, Salvados
Allende. ' -
U.S. government and corporate intervention on behalf of
Frei in the 1964 election took a number. of forms. Approxi
mately $20 million in U.S. funds was channeled into the Fre
campaign, while at least 100 U.S. “special personnel” were
posted to Chile from Washington and other Latin American
countries to engage in complementary activities.2 “U.S
government intervention in Chile in 1964 was blatant and
almost obscene,” a key U.S. intelligence officer at the time
recalled. “We were shipping people off right and left, mainly
State Department but also CIA with all sorts of covers.”*
CIA operations took the form of subsidizing, via conduits
such as the International Development Foundation, peasant
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rganizations, or financing pro-Frei media operations. Philip
.. F. Agee, a former CIA intelligence officer with responsibil--
y for Latin America, has stated that he personally acted as a
onduit for the channeling of $200,000 in Chilean currency
-om a major New York City bank into covert electoral
ctivities in support of Frei. “Agee handled the cashing of
he check in Montevideo, where he was then assigned to the
.IA station, and conversion into Chilean currency which was
hen sent on by diplomatic pouch into Santiago, he re-
ited.” * The State Department role was no less pervasive. An
nportant policy-maker on Latin America at the time of the
“hilean election distinguished between its public position
nd its contribution to an interventionist policy:

The State Department maintained a facade of neutrality
and proclaimed it from time to time. . . . Individual officers
—and economic counselors—would look for opportunities.
And where it was a question of passing money, forming a
newspaper or community development program, the opera-
tional people would do the work. AID [Agency for Interna-
tional Development] found itself suddenly overstaffed, look-
.ing around for peasant groups or projects for slum dwellers.
. . . Once you established a policy of building support among
peasant groups, government workers and trade unions, the
strategies fell into place.’

Executives of the U.S. copper companies in Chile also
layed an active role in the pre-election period. Indirectly,
hey bolstered Frei’s position by -accepting his program of
‘Chileanization” of the copper industry as the only viable
Iternative to nationalization. Moreover, “Privately, top
Nashington officials admit Frei’s election was greatly helped
vy the ‘serious efforts’ of U.S. copper interests and the U.S.
nformation Agency.” 6

An unusual influx of U.S. military personnel into Chile was
Iso a characteristic of the period prior to the election.
Juring 1963, an extra forty-five U.S. military officers (over
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and above the sixteen military attachés assigned to the U.S
embassy), were posted to Chile and sent to various U.S
military missions around the country. A further delegation o:
thirty-five U.S. armed services officers arrived in the country
approximately two to three months before the election
Coincidently, at the time of the election, the Chilean armec
forces were engaged in “antisubversion exercises” and joint
army-navy exercises were projected during the period wher
the Chilean congress would be forced to vote for a new
president if no candidate received an absolute majority ol
the total electoral vote.’ ‘
Between 1961 and 1970, Chile was the largest recipient of
any country in Latin America, on a per capita basis, of U.S
Alliance for Progress loans, approximately $1.3 to $1.4
billion.# During the early years of the Alliance, the U.S
Agency for International Development (AID) justified sub
stantial economic assistance to Chile on the basis of the
country’s ten year development plan, even though the p]ar
“did not set forth clear pnontles or definite projects. .
AID efforts to reorganize those sectors of the Chilear
‘bureaucracy involved in the development process were
“Ineffectual,” and_by the mid-1960s the attempt had “virtu
ally collapsed.” The structural problems of the Chilean
government agencies were paralleled by the incapacity of
AID to develop its own strategies for rational economic
development. AID evaluations of various Chilean govern
ment programs and specific projects were “inadequate” and
“provided little foundation for decisions in the way of
" objective research and analysis.”  Nevertheless, AID funds
to Chile continued to increase, from $41.3 million in 1963 tc
$78.8 million in 1964.10
"By 1963, U.S. policy-makers decided to change their
‘strategy from making development assistance dependent
upon structural administrative changes in the Chilean bu-
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ucracy, to one of making it dependent “upon Chile’s
somplishing several narrowly defined fiscal and monetary
ils aimed at stabilizing domestic prices and effecting
‘hange reform.” 1! The aid disbursements for 1963, 1964,
11965 were all essentially based on Chilean acceptance of
:al and “monetary stabilization policies rooted in the
1erence to yearly IMF “standby” agreements. Yet the
ult was neither stabilization nor development. The annual
e of inflation during 1963 and 1964 was 40 percent (an
rease over the two previous years), the trade deficit
reased, and the economic growth rate declined. A congres-
nal study was severely critical of the U.S. government
xision to attach the same conditions for the 1963 and 1964
D disbursements, given the performance of the Chilean
momy in 1963 as well as the unlikely event of structural
nomic reforms being implemented during an election
1. The study concluded that the major rationale behind
. program was political: to bolster the position of the
1leftist forces in the 1964 presidential election.

Clearly, the 1964 assistance package ($55 million program
oan; $15 million Export-Import Bank line of credit; $15
nillion Treasury exchange agreement) must have been based .
olely on political considerations—to maintain Chile’s current
avels of economic activity and investment and to support the
ialance of payments so that financial deterioration and
memployment would not occur in an election year.12

[otal assistance to Chile from the U.S. government was
nally far in excess of the above figures. In this respect, it is
sresting to note the expenditure levels over the three year
iod 1963 to 1965. Overall aid increased dramatically from
.7 million in 1963 to $260.4 million in 1964, and then
reased just as rapidly to $92.5 million in 1965.13 The 1964
ication included a $40 million general economic develop-
nt grant to alleviate the unemployment situation. “We
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did not want to have a condition of vast unemployment as
Chile was going into the election,” recalled a former AIC
official.'* Another example of the political nature of the aid
allocation in 1964 was a $15 million loan in May fo
commodity imports because of a U.S. “desire to dampen the
inflation in the pre-election period by ﬁnancmg additional
imports. . . .15

AID contmued to push for increased and disproportionate
economic assistance to Chile throughout the 1960s. As a
predecessor to the Overseas Private Investment Corporation
(OPIC), AID also issued $1.8 billion in political risk insur-
ance in Chile during the 1965-1970 period. A study prepared
for the House Foreign Affairs Committee concluded that
this insurance was “part of U.S. policy to help support the
government of Eduardo Frei’s Christian Democratic Party,
although no ratified bilateral agreement existed between the
two governments.” 16 One AID official involved in this
activity recounted that in the last three months of 1967
“everyone was pushing us to issue as much insurance in Chile
as we could.” 17

The AID presentation to Congress for increased financial
appropriations for Chile in fiscal 1971, made just prior to the
1970 election, was accompanied by a recognition on the
agency’s part “that the Alliance had failed dismally in its
objectives in this country. . . .” 18 The inflation rate in 1969
was the highest since Frei took office; government policies in
the agricultural sector (land reform, per capita production,
etc.) had failed visibly; and the growth rate -of the Gross
National Product for the period 1965-1969 compared unfa-
vorably to the period 1961-1965.1°

The Frei government was also the recipient of substantial
amounts of development assistance in the form of loans and
grants from U.S. government banks and U.S.-influenced
‘international financial institutions. The U.S. Export-Import
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Bank made loans totaling $254.4 million to Chile between
1967 and 1969. The World Bank and the Inter-American
Development Bank were also active. Between 1965 and 1970,
the loans to Chile by each institution amounted to $98
million and $192.1 million, respectively.?0 By December 1970
~Chile had accumulated a public and private debt of $3.83
billion, most of it owed to U.S. government agencies and
private lenders.! '

As the evidence of congressional hearings and testimony,.
interviews, and news accounts indicates, U.S. economic
policy was politically motivated: directed at promoting an
antisocialist candidate, government, and policies and pre-
venting a socialist from succeeding. The heavy direct and
indirect financial subsidies of the Frei candidacy and later
presidency against Allende and the Left by the U.S. govern-
ment and corporations, and the joint military activities were
early indications of the policies that the United States would
adopt during the Allende presidency. Only then the process
was reversed: loans to the government were cut off, aid was
channeled to the military, and covert funding was directed to
opposition groups. The combined efforts of private and
public ofhicials in favor of Frei and against Allende in 1964
continued (with some modifications) with the election of
Allende. The continuity of U.S. policy, and its opposition to
the Left before Allende came to power, makes untenable the
argument that Allende’s specific policy measures were re-
sponsible for U.S. policy. Both during the 1960s and 1970s
there i1s a consisterit pattern in U.S. policy of active
involvement in support of U.S. economic and political
interests, utilizing loans, credits, subsidies, and military
programs. U.S. economic involvement contributed to the
election of Eduardo Frei in 1964 (though it was insufficient .
to prevent Allende’s victory in 1970), and to the downfall of
Allende in September 1973. The United States is an active
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partisan participant in the major internal political struggles
in Chile, utilizing its economic resources in an effort to
buttress its political and class allies through electoral contests
when possible and through military means when necessary.

v
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U.S. Policy and the Election
of Allende,
September-November 1970

Having failed in their efforts to influence the elections
through financial subsidies to the nonsocialist candidates,
U.S. policy-makers and CIA and private corporate officials
were thrown into disarray with the victory of Allende.
Kissinger and his foreign policy advisors were forced to
improvise policy within very limited time constraints and
with few immediate prospects. The initial response was one
of defining the political situation resulting from the election.
Kissinger’s definition of political reality included three
elements: (1) maximum priority was assigned to Chilean
political developments; (2) Chile was specified as a maximum
danger area within the region; and (3) political developments
in the region were linked to the evolution of events in Chile.

Hence for U.S. policy-makers the political situation in
Chile was of strategic importance to the possible relations
which would develop between the United States and Latin
America. _ |

The confusion which reigned among ‘U.S. private and
public officials resulted in the absence, initially, of a coordi-
nated and combined effort. The State Department sought to
influence Christian Democrats and parliamentarians to vote
1gainst the confirmation of Allende. The ambassador, while
supporting those efforts, also maintained contact with ITT

27
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and took other initiatives. I'T'T" proposed more aggressive
direct intervention by the U.S. government, offered subsidie:
to .the CIA, pressured the ambassador, and favored effort:
directed toward an immediate overthrow. The CIA estab
Tlished contacts with the banking and corporate world hoping
to precipitate an economic crisis which would force the
Christian Democrats to deny Allende the presidency. This
multiprong economic strategy did not prevent the CIA fromr
developing contacts with the Chilean military which, how
ever, was not politically and organizationally prepared for 3
coup. The precipitous efforts of ITT, predicated on the
possibility of an immediate coup, came into conflict with the
efforts of the CIA, which apparently favored a policy ol
creating more propitious political conditions for a military
coup. The element of miscalculation and surprise and the
improvisation of policy measures failed to prevent Allende
from taking office.

The U.S. government and various U.S. corporatlons with
extensive economic interests in Chile expressed considerable
interest in influencing the outcome of the Chilean presiden-
tial election prior to September. In anticipation of a possible
victory by Salvador Allende and the Unidad Popular, a series
of meetings took place in May and June 1970 between I'TT
Director and former head of the CIA, John A. McCone, and
the then CIA Director, Richard Helms. Their discussions
centered around the question of how the U.S. government
could actively support the candidacy of either of Allende’s
opponents, Conservative Jorge Alessandri or Christian Dem-
ocrat Radomiro Tomic. On June 4, this topic was discussed
at a specially convened meeting of the U.S. government’s
interdepartmental “Committee of Forty” which is responsi-
- ble for approving covert CIA global operations. The meeting
‘was chaired by the president’s national security advisor,
Henry Kissinger.! Although a full account of the proceedings
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is not yet available, the committee authorized.a CIA plan to

use $400,000 in support of anti-Allende media activities
during the election campaign. It is conceivable that other
activities were ruled out until after the election because the
U.S. embassy in Chile, on the basis of a series of polls carried

out by the CIA, was predicting an Alessandri plurahty of |

approximately 40 percent of the popular vote.?

The initial U.S. government resppnse to Allende’s success
was one of shock and hostility. The Nixon administration
immediately began to make efforts to block his confirmation
by voicing fears that Allende’s presidency would eventually
culminate in a communist government in Chile, and raising
the specter of similar developments occurring in Argentina,

Peri1, and Bolivia. The Committee of Forty held an urgent’
meeting to discuss the implications of the Chilean results for

U.S. policy and to plan countermoves. In Chile, U.S.

Ambassador Edward Korry drafted a memorandum to the

State Department containing a negative assessment of the
Allende victory and its long-term consequence: “I said that
over the course of six years there would be an irreversible
political structure [in Chile]. . . .73~

Henry Kissinger, the president’s national security advisor,
played a key role in formulating the general contours of U.S.

policy toward a socialist Chile. In a White House briefing on
September 16, he described Allende as “probably a Commu-
nist” who represented ‘“a non-democratic party, which tends
to make his election pretty irreversible.” Kissinger suggested
that an Allende presidency would signal the end of open
electoral politics in Chile and argued that a communist Chile
would have a direct impact on the future direction of
Argentina (“which is already deeply divided”), Peru (“which
has already been heading in directions that have been
difficult to deal with”), and Bolivia (“which has also gone in a
more leftist, anti-U.S. direction”). The problem was global

. ,&é ; K
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and hemispheric, but the transformation of policy goals intc
concrete policy actions would require a more favorabl
conjuncture of events than existed. '

. I don’t think we should delude ourselves that an
Allende takeover in Chile would not present massive prob-
- lems for us, and for democratic forces and for pro-U.S. forces
‘in Latin America, and 'indeed to the whole Western Hemi-
sphere. What would happen to the Western Hemisphere
Defense Board, or to the Organization of American States,
and so forth, is extremely problematical. So we are taking a
close look at the situation. It is not one in which our capacity
for influence is very great at this particular moment now that
matters have reached this particular point.#

A congressional study was led to observe that “it is
- accordingly, clear that both the U.S. embassy in Santiago anc
high levels of the U.S. government in Washington viewec
with hostility the prospects of an Allende government.”"
This hostility was the basis of U.S. policy efforts to overthrow
the Allende government.

The U.S. business community responded similarly, speak-
ing of “the serious implications of Allende’s ascension tc
power for the United States and United States business.” !
One multinational corporation with substantial economic
assets in Chile, International Telephone and Telegraph,
decided on a concerted policy aimed at preventing Allende’s
inauguration as president. With the active support of the
U.S. government, they hoped to reinstate a government
supportive of the status quo and U.S. investor interests in
Chile. Beginning in mid-1970, ITT officials proceeded to
establish contacts within the National Security Council,.the
State Department (“We maintained daily and almost hourly
communication with State as regards Chile,” wrote ITT
Senior Vice-President Edward Gerrity), the United States
Information Agency, the Overseas Private Investment Cor-
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poration, the Central Intelligence Agency, the Inter-Ameri-
can Development Bank, the Senate Foreign Relations Com-
mittee, and the House Foreign Affairs Committee.
Furthermore, their relationships with U.S. embassy personnel
in Chile were close and long-standing: “During Ambassador
Korry’s visits to Washington we always conferred with him.
We have close relationships with various officers of the
Santiago Embassy and we have conferred with them both in
Washington and in Santiago.” 7

Immediately after the September election, an ITT official
contacted Kissinger’s senior advisor on Latin America, Viron
Vaky, to inform him that ITT was prepared to financially
support any U.S. government plan to prevent Allende’s
inauguration as president by the Chilean congress.

I told Mr. Vaky to tell Mr. Kissinger Mr. Geneen [ITT
Chairman] is willing to come to Washington to discuss I'TT’s
interest and that we are prepared to assist financially in sums
up to seven figures. I said Mr. Geneen’s concern is not one of
“after the barn door has been locked,” but that all along we
have feared the Allende victory and have been trying unsuc-
cessfully to get other American companies aroused over the

fate of their investments and join us in pre-election efforts.?

Meanwhile, U.S. Ambassador Korry (according to an I'T'T
memorandum), was actively engaged in the effort to thwart
an Allende pre51dency

Late Tuesday night (September 15) Ambassador Edward
Korry finally received a message from State Department
giving him the green light to move in the name of President
Nixon. The message gave him maximum authority to do all
possible—short of a Dominican Republic-type action—to
keep Allende from taking power. . . .

Ambassador Korry, before getting a go—31gnal from Foggy
Bottom, clearly put his head on the block with his extremely
strong message to State. He also, to give him due credit,
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started to maneuver with the Christian Democratic, the
Radical and National parties and other Chileans—without
State authorization—immediately after the election results
were known. He has never let up on Frei to the point of
telling him to “put his pants on.” ° '

On September 29, CIA Director Richard Helms instructec
the head of the Clandestine Services Western Hemisphere
Division of the CIA, William V. Broe, to arrange a meetmg
with I'T'T Vice-President Edward Gerrity.

SENATOR cHURCH. Did you discuss with Mr. Gerrity the
feasibility of possible actions by U.S. companies designed to
create or accelerate economic instability in Chile?

MR. BROE. | explored with Mr. Gerrity the feasibiiity of
possible actions to apply some economic pressure on Chile;
yes, Sir.

SENATOR CHURCH. What did you understand the purpose of
applying economic pressure to be?

MR. BROE. Well, at that time, September 29, the Christian
Democratic Members of Congress were showing indications
of 'swinging their full support to Allende in the belief that
they could make a political bargain with him. . . . At the
same time, the economic situation had worsened because of
the reaction to the Allende election, and there were indica-
tions that this was worrying the Christian Democratic Con-
gressmen. There was a thesis that additional deterioration in
the economic situation could influence a number of Christian
Democratic Congressmen who were planning to vote for
Allende. This is what was the thesis.

SENATOR CHURCH. This was the purpose then. Did you discuss

with Mr. Gerrity the feasibility of banks not renewing credits
_ or delaying in doing so?

MR. BROE. Yes, Sir.

SENATOR CHURCH. Did you discuss with Mr. Gerrity the
feasibility of companies dragging their feet in spending money
and making deliveries and in shipping spare parts?
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MR. BROE. Yes, I did.

SENATOR CHURCH. Did you discuss with Mr. Gerrity the
feasibility of creating pressure on savings and loan institutions
‘in Chile so that they would have to shut thelr doors thereby
creating stronger pressure?

~ MR. BROE. Yes.
SENATOR CHURCH. Did you discuss with Mr. (Jerrlty the

fe351b111ty of withdrawing all technical help and not promising
any technical assistance in the future?

MR. BROE. Yes, sir.10

The decision of a significant number of Christian Demo-
cratic congressmen to support Allende’s confirmation - as
president, and thus virtually guarantee his election, necessi-
tated prolonging the application of these economic meas-
ares. The goals of the CIA and ITT shifted: economic
sressures no longer were directed at convincing recalcitrant
Christian Democratic congressmen but at activating the
nilitary to intervene in political life.

An ITT memorandum from field operatives in Chile,
10ting the strength of Allende’s congressional support,
lescribed the more pragmatlc option:

A more realistic hope among those who want to block
Allende is that a swiftly deteriorating economy (bank runs,
plant bankruptcies, etc.) will touch off a wave of violence
resulting in a military coup. . Chances of thwarting
Allende’s assumption of power now are pegged mainly to an
economic collapse which is being encouraged by some sectors
of the business community and by President Frei himself.!!

\fter Allende was assured of congressional confirmation,
CIA activities were directed toward encouraging a military
akeover by the Chilean armed forces as the remaining viable
iption. William Merriam, I'TT Executive Representative for
nternational Trade, summarized a meeting at CIA head-
juarters with William Broe: “Approaches continue to be
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made to select members of the Armed Forces in an attempt
to have them lead some sort of uprising—no success tc
date.” 12 A subsequent I'T'T memorandum raised the issue of
direct U.S. government involvement in a coordmated coug
attempt, at the propitious moment:

It is a fact that word was passed to Viaux from Washington
to hold back last week. It was felt that he was not adequately
prepared, his timing was off, and he should “cool it” for a
later, unspecified date. Emissaries pointed out to him that if
he moved prematurely and lost, his defeat would be tanta-

- mount to a “Bay of Pigs in Chile.” As part of the persuasion
to delay, Viaux was given oral assurance he would receive
material assistance and support from the U.S. and others for a
later maneuver.!?

- Realizing that the presidency in Chile would pass to
socialist in November, I'TT officials began to elaborate :
strategy of external economic coercion designed to lead tc
internal economic chaos and the ultimate demise of the nev
government. I'TT Chairman Geneen now emphasized tha
company ofhicials in contact with U.S. government represent
atives “should demand that U.S. representatives of interna
. tional banks take a strong stand against any loan to countrie
expropriating American companies or discriminating agains
foreign private capital.” 1 This strategy was outlined in mor
detail in an ITT analysis of U.S. policy toward Lati
America submitted to Henry Kissinger in late October.

Inform Président Allende that, if his policy requires expro-
‘priation of American property, the United States expects
speedy compensation in U.S. dollars or convertible foreign
currency as required by international law.

Inform him that in the event speedy compensation is not
forthcoming, there will be immediate repercussions in official
and private circles. This could mean a stoppage of all loans by
international banks and U.S. private banks. '
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" Continue the foregoing trend with every possible pressure
which might keep Dr. Allende within bounds. . . .

Without informing President Allende, all U.S. aid funds
already committed to Chile should be placed in the “under
review” status in order ‘that entry of money into Chile is
temporarily stopped with a view to a permanent cut-off.if
necessary. This includes “funds in the pipeline”—“letters of
credit.” . . .P |

This strategy was ultimately incorporated into U.S. govern-
ment policy and became central to the attainment of U.S.
policy goals in Chile.1¢ |

After a period in which U.S. corporations and government
officials appeared to be working at cross-purposes and
without a clear political perspective (except their desire to
undermine the election of Allende), a consensus emerged
between Kissinger, the CIA, and I'TT. The convergence of
views was reached shortly after Allende was confirmed in the
presidency: by common consent the strategy consisted of
maximizing external economic pressures on the vulnerable
points of the Chilean economy, creating political conditions
for a coup within a time span longer than that originally
envisioned by the early opponents of Allende.
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The National Security Council
and the Initial U.S. Response
to Allende

The election of Salvador Allende and the apparen’
inability of the United States to prevent that outcome was :
signal to the Nixon administration of the inadequacy of the
foreign-policy-making apparatus. The 1].S. executive viewec
events in Chile as inextricably bound to development:
throughout the region and a direct challenge to U.S
hegemony, already eroded in countries adjoining Chile
Nixon’s first response was a statement which outlined hi
concern with “coherence” and “rationality” in formulating
policy toward the region: the multitude of U.S. private
economic and political interests had to be brought intc
order. To correct the organizational deficiencies and tc
provide the coherence in policy which he sought, severa
‘organizational changes were instituted, leading to the forma
tion of a centralized policy-making body capable of coordi
nating the various threads of U.S. policy. The Nationa
Security Council emerged as the crucial policy-making body
It assumed responsibility for devising Chilean policy, and i
 quickly became apparent that a policy of political confronta
tion had been chosen. The particular issues raised, including
nationalization and compensation, were symptomatic of :
larger issue: the effort by Chile to break its ties with the
United States and seek an alternative to capitalist develop

36
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ment. It was that decision and the U.S. opposition which
defined the operational meaning of the “political” problem,
frequently referred to by high NSC offcials, mcludmg
Kissinger.

In his 1970 foreign policy report to the U.S. Congress, ’
President Nixon dwelled on the need for a special decision-
making instrument to deal with critical foreign policy issues
and to integrate them into the larger context of long-term
U.S. global interests.

American foreign policy must not be merely the result of a
series of piecemeal tactical decisions forced by the pressure of
events. If our policy is to embody a coherent vision of the
world and a rational conception of America’s interests, our
specific actions must be the products of rational and deliber-
ate choice. We need a system which forces consideration of
problems before they become emergencies, which enables us
to make our basic determinations of purpose before being
pressed by events, and to mesh policies.!

Such an instrument had been in the making since the
>eginning of the administration, when the decision was made
‘o revive the power of the National Security Council in order
‘hat it might “set forth the major foreign policy problems
acing the President, discuss the options -available to him,
ind recommend courses of action.” 2 A presidential aide
lescribed the broad purpose of the Council as one of
‘anticipat[ing] crises and organiz[ing] options in advance of
rises.” 3 As a result the “responsibility for coordinating
oreign policy planning” passed from  Secretary of State
William Rogers to the president’s advisor on national
ecurity affairs and head of the National Security Council,
denry Kissinger.* :

A series of executive department changes enhanced the
tature of the National Security Council in the area of
oreign policy and consolidated Kissinger's position as the
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president’s most influential foreign policy advisor. In lat
1969, Kissinger was appointed chairman of the newly createc
Defense Programs Review Committee “whose purpose is t¢
keep the annual defense budget in line with foreign polic
objectives.” 5 This decision led to a serious weakening of thq
Secretary of Defense’s previously dominant influence ove
interdepartmental discussions regarding the defense budget
According to a senior Pentagon planner, “the consultatior
process [was| being formalized and broadened . . , witl
Henry Kissinger placed in the key post of deciding whicl
issues must be resolved by the President himself.” ¢ Kissinge
was also appointed chairman of two key interdepartmenta
committees: the Committee of Forty which supervises cover
U.S. intelligence operations around the world; and the
Senior Review Group which “usually gives final approval tc
the NSC study memoranda. . . .”7 In addition, Kissinge
chaired the NSC “Washington Special Actions Group’
which is “the top level operations center for sudden crise:
and emergencies. . . .”8 In 1971, a special intelligence
committee under National Security Council leadership wa:
established by President Nixon to review and evaluate globa
- intelligence reports.® Hence, Kissinger and the Nationa
Security Council were assigned a central role in the shaping
~of military and intelligence policy as it impinges on overal
foreign. policy objectives.

Klssmgers immediate response to the Allende électora
victory in September 1970 was to estimate its impact on the
hemisphere and to view it as a direct challenge to U.S
economic and political interests in Latin America. He
assigned Chile priority status and implied that a short-terr
or prolonged confrontation between the U.S. and a socialisf
government in Chile was inevitable. An NSC official de
scribed the fundamental difference between the U.S. govern
ment assessment of Chile and Peru: |
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The pattern was not that different with regard to national-
ization. . . . The important difference is that in the Peruvian
context you had a different political context. U.S. policy
toward Chile was considered entirely within a much larger

~political context and was more important in a political sense,
and was determined to a large extent by political factors.

~ In the case of Pery, there was a non-constitutional govern-
ment and policy was largely determined by the IPC [Interna-
tional Petroleum Company] dispute. The copper expropria-
tions were a major factor in Chile, but our relations were still

~ determined by political factors. When Nixon and Kissinger
assessed Chile after the 1970 election, they were not looking
at it pr1mar1ly in terms of the exproprlatlon of U.S. copper
companies.!?

‘On November 4, 1970 Salvador Allende was inaugurated
is the new president of Chlle The Popular Unity govern-
nent described Chile as “a dependency of imperialism” and
roposed replacing “the present economic structure, putting
in end to the power of monopolistic capital, both Chilean
ind foreign, and also to big landowners, so as to begm the -
:onstruction of socialism.” 11

The U.S. reaction was “brusque and fr1g1d 12 barely
concealing an open hostility. President Nixon outlined the
vasis of future U.S.-Chilean relations in his foreign policy
eport to Congress in February 1971:

We deal with governments as they are. Our relations
depend not on their internal structures or social systems, but
on actions which affect us and the inter-American system.

The new government in Chile is a clear case in point. The
1970 election of a socialist president may have profound
‘implications not only for its people but for the inter-American
system as well. The government’s legitimacy is not in ques-
tion, but its ideology is likely to influence its actions. Chile’s
decision to establish ties with Communist Cuba, contrary to
the collective policy of the OAS was a challenge to the
inter-American system. . .

Our bilateral policy is to keep open the lines of communica-
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tion. We will not be the ones to upset traditional relations.

. In short, we are prepared to have the kind of relationship
with the Chilean government that it is prepared to have with
us.B>

Disquiet was expressed in some U.S. congressional quarters
over possible “outright discrimination” by the Chilean
government against U.S. corporate holdings in Chile.!

U.S. policy-makers envisaged a definite erosion of U.S.
Chilean relations in the immediate future. A senior U.S
policy advisor on Latin America recalled the atmosphere
within U.S. government circles at the time, and the early
application of direct and indirect economic pressures againsi
the Allende government.

The election of Allende came as something of a surprise.
People didn’t really believe it would happen. I think there was
a fairly strong reaction to that election in the White House.
The concept of a Marxist freely elected. . . . The approach
taken was essentially to try and keep hands off as much as
possible, but we certainly weren’t interested in being terribly
helpful to the success of the Allende government. . . .
Correct but cool. But the expectation was that there would be
problems because of the kinds of people in the coalition, the
program of the coalition, the kinds of statements made, and
the clear intention of nationalizing the copper industry.

Our policy was [characterized] increasingly by a growing
resentment of economic nationalism, and a feeling that we
couldn’t ignore this. But even with Chile, an attempt was
made to keep the lines open. Feeling that it was at least
probable that economic pressures building up because of our
economic policies and limited access to international agencies
would either force Allende to compromise or, alternately,

- bring about some change in Chile.!

U.S. corporations with investment 1nterests in. Chile in
creased their activity during this initial period: Under the
~aegis of I'TT, an Ad Hoc Committee on Chile was formed tc
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apply pressure on the U.S. government “wherever possible to
make it clear that a Chilean takeover [of their 1nvestments]
would not be tolerated without serious repercussions fol-
lowing.” 16 The major focus of their efforts was with Henry
Kissinger and the National Security Council, and secondar- -
ily, within the U.S. Congress. ITT officials were in direct
contact with Kissinger’s office during January and February
1971 through NSC official Arnold Nachmanoff. According to
[TT documents, Nachmanoff, a senior Latin American
advisor to Kissinger, told ITT officials that “the best way to
zet at Chile is through her economy” and “indicated that the
US will apply quiet pressure along economic lines and
=ncourage other countries not to invest in Chile.” 17 At the
mitial Ad Hoc Committee meeting in January 1971, it was®
also argued that “pressure should be brought upon the
nternational lending agencies to cease activity in countries
that .threaten or actually expropriate private investments
vhether it is overtly or by ‘creeping nationalization.” ” 18 ITT
-epresentatives at the meeting suggested that the “threat of
zconomic chaos” would have a positive impact on Allende’s
ittitude toward the problems of U.S. corporations in Chile.!?

The future course of relations between the United States
ind Chile was clear as early as February 1971. A group of
Chilean government officials, headed by the Minister of the
Economy, Pedro Vuskovic, visited Washington to argue
Chile’s case for continued public and private U.S. invest-
nent. In the course of discussions, senior U.S. government
>fficials underlined the importance of adequate compensa-
ion for expropriated foreign properties. This reflected “the
itrong pressure on the Administration by United States
nining and other private interests whose total investment in
Chile [is] estimated at more than $1 billion. . . .” 20 At
ipproximately the same time, President Nixon, with State
Jepartment support and at the urging of national security
idvisor Kissinger, canceled a proposed visit of the U.S.
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aircraft carrier Enterprise to Chile. Kissinger supposedl
argued that the visit would be viewed as a gesture o
friendship by the United States toward a Marxist president.2

In Chile this decision was criticized by the right-win;
opposition who saw the necessity of maintaining close anc
friendly ties between U.S. military forces and their Chilear
counterparts as an essential ingredient in the formula tc
topple the Allende government. Subsequently the U.S
government ‘“rectified” this tactical error and encouragec
military aid, joint exercises, and a substantial U.S. militan
mission in Chile. v

Summary

The National Security Council in consultation and coop
eration with an association of large U.S. corporations collab
orated in the coordination of a medium-range politica
strategy to undermine the Allende government. Througl
their combined efforts they determined the closure of vita
financial and economic resources necessary to sustain Chile’:
dependent economy. The U.S. policy-makers’ associatior
with the corporate community and their ability to fashion ¢
common policy was not a fortuitous coincidence but largely
reflects the common interests that both share in maintaining
Chile within the U.S. sphere of influence. The effort tc
centralize and rationalize the decision-making structure coin
cided with the crisés in Chilean-U.S. relations and the
inadequacy of piecemeal improvised policy responses. By
organizational rationalization an effort was made to get on
top of events, and to anticipate and shape their direction
The constraints and options that U.S. policy-makers faced in
devising a policy for Chile were not only dictated by
developments in Chile but by the course of events in the
region and especially in Peru and Brazil which in different
ways influenced the policy choices of U.S. decision-makers.
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U.S. Policy Toward Chile
“in the Context of the Brazilian
and Peruvian Models

The Brazilian Alternative

In contrast to the generally hostile response which the
election of Allende evoked among U.S. policy-makers, Wash-
ington has been exuberant over the behavior and perform-
ance of the Brazilian dictatorship: financial resources have
been lavished almost without limit. The existence of a
pro-U.S. government in Brazil willing to open its markets,
resources, and labor to U.S. economic interests and to
support U.S. political mitiatives was sufficient reason for
large, long-term U.S. government financial subsidies to
promote U.S. economic exploitation of Brazil. A senior
official within the executive branch of the U.S. government
recently observed: :

Our relations with Brazil are probably better than with any
other Latin American country. From the U.S. point of view,
the basis of affinity is the emphasis on our free market
forces—an open economy which is a success comparatively
speaking and serves as an excellent demonstration of the way -
we think the world should be run.!

Two basic premises underlie U.S. policy toward Brazil: (1)
a country the size of a subcontinent with a strong afhinity for
U.S. capital and dependent on external financing could be a
useful strategic ally in maintaining U.S. influence in Latin

43
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America or at the very least maintaining the area within the
free market zone; and (2) the political conditions and
dimensions of the Brazilian economy and population were
such that a meaningful effort could be mounted by the
multinationals to promote rapid capital accumulation and
expansion based on intensified exploitation of the working
class. No other country in Latin America offered the
“package” of opportunities available in Brazil and, with the
exception of Argentina, none seems capable of providing it.
‘Taking the short view, the United States pursued a policy of
promoting its major ally (Brazil), and neutralizing.a possible
adversary (Peru), as the best way to contain Chile. In other
words, the political conjuncture in Latin America at the time
of the election of Allende offered opportunities to pursue a
relentless policy of encirclement but only when this perspec-
tive was tempered by a realistic assessment of the limits
imposed by different nonsocialist development efforts emerg-
ing in the region.

The U.S. and the 1964 -Military Coup

During the early 1960s, Brazil experienced a period of
populist government with increasingly nationalist overtones.
The administration of Jodo Goulart (1962-1964), moved to
expand national control over the country’s resources, pro-
posed an income redistribution policy in favor of the lower
classes, and attempted to mobilize the latter for organized
political action. In the context of a decline in expected rates
- of profits and a reduction in the rate of total public and
private investments (net inflow of private foreign capital
dropped from $277 million in 1961 to $70 million in 1963),2
the Goulart government tried to stimulate the economy by
increasing wages while controlling public expenditures and
imposing restrictions on foreign capital investment. As a
result, the society entered a period of stagnation due to a
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lack of new investments in the most dynamic sectors of the
economy and to the inability of the national alternative,
large-scale state investment, to provide a substitute for the
drying up of external capital. And, in the midst of severe
inflationary pressures, Goulart refused to institute an eco-
nomic “stabilization” program that would have fallen prima-
rily on wage and salaried workers, although pressured to-do
so by the U.S. government as a precondition for economic
aid. Nevertheless, the Goulart government was not engaged
in an effort at profound socioeconomic transformation of
Brazilian society. Octavio Ianni has described its reformist
and indecisive nature:

Actually the nationalist model never was an over-all project,

since it never came to be formulated in a systematic manner.

- As a political model for development, distinguished by the

rule of the masses, it was structured randomly of occurrences,

victories, and obstacles. Some groups and leaders perceived its

potentialities but they did not succeed in formulating an
over-all project.’

The political and economic policies of Goulart had a
polarizing effect on the society. Conservative groups drawn
from the upper and middle classes organized social and
political forces to actively oppose the nationalist leadership.
The Brazilian bourgeoisie and petite bourgeoisie felt particu-
larly threatened by the rising political and economic chal-
lenge of the lower classes. Within the economic sphere, the
petite bourgeoisie were dismayed by the progressive decrease
in wage and salary differentials between them and the
workers. Under the leadership of the bourgeoisie and U.S.
imperialism, the petite bourgeoisie began to move increas-
ingly in the direction of support for a military solution as the
only alternative to thwarted ambitions.

In large part these [the petite bourgeoisie| are the masses
that were given opportunities to grow under the administra-
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tions of Adhemar de Barros, Janio Quadros, and Carlos
Lacerda. They are ambitious to rise socially at any price.
Their cultural and mental universe is impregnated with
dominant class values and patterns which are spread by
television programs, movies, magazines, and newspapers. For
this reason they see proletarian struggles and claims as a threat
to their ambitions. Consequently they more easily become
attached to ‘the authoritarian solutions presented by some
sectors of the dominant class.*

This growing societal conflict was also reflected in the
activities and orientation of the military forces. On the level
of social origins, most of the officer corps were from the
petite bourgeoisie, and gradually the pull of class interests
began to take precedence over any deeply felt adherence to
the norms of constitutional democracy. »_

Against this backdrop of social conflict and political
instability, the actions of the U.S. government began to
assume a considerable significance. U.S. policy-makers were
concerned with what they perceived to be the increasingly
anticapitalist and procommunist policies of the Goulart
government. They feared the social and political implica-
tions of the closure of the Brazilian economy to foreign
_investment. Their concern over the possible consequences of
a Goulart administration on U.S. interests in the country was
evident as early as the 1962 nationwide elections. U.S.
sources channeled approximately $20 million into the cam-
paign in support of several hundred anti-Goulart candidates
running for political office (gubernatorial, congressional,
state, and municipal).’ Beginning in 1963, the U.S. govern-
ment elaborated a conscious and thought-out strategy which
was designed to bolster the anti-Goulart forces in Brazil,
exacerbate the economic problems of the central govern-
ment, and, ultimately, bring about the ouster of Goulart. In
a situation where the Brazilian state had ceased to be a
coherent body in which agencies and groups complemented
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one another, the U.S. policy became one of dlsaggregatmg
the state, that is, disaggregating those antagonistic national
units (military, middle sector groups, etc.) from a national
pro;ect reorienting their allegiances externally, and then
moving in concert with these disaffected groups to take over
the state and remake it in the interests of the United States
and its internal allies. ‘The new state would then serve a new:
development project.

In pursuit of this strategy, the U S government drastlcally
-ut back its foreign aid program to Brazil vis-a-vis the central
jovernment and successfully sought to influence the interna-
tlonal financial institutions in the same direction. During the
sresidencies of Goulart and his populist predecessor, Janio -
Quadros (1960-1962), over $600 million in U.S. Agency for
[nternational Development loans were approved for Brazil,
>ut over three-quarters of it was not disbursed until after the
1964 military coup.® The World Bank supplied no loans or
sredits to Brazil in 1962, 1963, or 1964, while those provided
oy the Inter-American Development Bank for the same
»eriod totaled only $66 million.”

At the same time, the U.S. government adopted a pohcy
f offering economic assistance to selected anti-Goulart
rroups and.individuals, thus increasing the internal pressures
n the central government which now lacked the necessary
mancing for immediate and short-term economic needs.
\ID was delegated to implement this “islands of sanity”
trategy whereby funds were made available and projects
indertaken in cooperation with particular state governmerits,
utonomous public agencies, and groups in the private
ector. It was “part of a deliberate strategy, to support State
overnors or regional institutions which were ready to
ooperate with the United States in the development of their
tates or institutions under the Alliance for Progress, and
/hich we thought might be personalities or states (de-
cted).” 8 Thomas Mann, Assistant Secretary of State for
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Inter-American Affairs, outlined the U.S. position in detai
before a congressional committee in May 1964.

We were aware in January by the time I got there—I do not
know how much earlier—that the erosion toward communism
in Brazil was very rapid. We had, even before I got there,
devised a policy to help certain state governments. We did
not give any money in balance of payments support, budget-
-ary support, things of that kind, which benefit directly the
Central Government of Brazil. This was cut back under
Goulart. In my opinion, sir, and I think this is the opinion of
many who are informed about Brazil, the fact that we did put
our limited amount of aid in the last year of the Goulart
administration into states which were headed by good gover-
nors we think strengthened democracy.’

In assessing U.S. foreign aid policy toward Brazil during
the last year of the Goulart government, the U.S. Genera
Accounting Office (GAO) was highly critical of "AID for
. failing “to make dependable technical and economic analy
ses before making loans,” and for “a significant lack o
effective administration” in the implementation of numerout
capital projects authorized by the agency.!® AID respondec
to the GAO report by maintaining that in a situation of
political unrest and severe inflation caused by the erratic
~economic policies of Goulart “realistic financial planning
[was] completely unpredictable. . . .” 11 GAQ, in turn, dis
missed these arguments and criticized the agency’s lack of
contingency planning even though they were aware of the
~ country’s deepening inflation problem at the time the loans
were signed.

We believe that the instances of inadequate planning and
project implementation difficulties noted in our review dem-
onstrated that the effectiveness of AID’s capital activities in
Brazil could have been substantially improved, especially since
the potential problems were predictable, to a large degree, at
the time the projects were planned or approved.!?
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n the final analysis, AID admitted that loan prolects -

wuthorized and disbursed before April 1964 were done so on
he basis of essentially political and diplomatic, rather than
levelopmental, considerations. To quote the words of the"
igency itself:

. . for overriding U.S. policy considerations, AID under-
took a project lending effort. . . . No mention is made of this
political and economic setting as the background for AID
lending in thls perlod by the GAO.?

By January 1964, the U.S. Ambassador to Brazil, Lincoln
>ordon, was openly denouncing communist “infiltration” of

he Goulart government, and the U.S. embassy in Rio de -

aneiro was making itself increasingly accessible to the
nti-Goulart forces. The complementarity between U.S.
overnment policy and the interests of U.S. private investors
n Brazil appeared, in part, to account for this now open and
ggressive collaboration. In December 1963, Goulart de-
lared his intention of engaging in a thorough review of all
overnment concessions held in the mining sector, with a
iew to canceling all those not in operation during the
revious two decades. The U.S. Hanna Mining Corpora-
ion’s concession in Sao Joao del Rei was in this category. A
10re fundamental conflict erupted in the following month
/hen the profit remittance law passed by the Brazilian
ongress in 1962 was transformed into actual government
olicy. “[This government] decree settled unequivocably the
uestion, which the law had not made completely clear, of
1e definition of the capital base on which remittances could
e computed. Reinvested profits were to be counted as
1ational capital,” not foreign capital, therefore running
irectly contrary to the oft-stated views of foreign investors
nd the United States government.” 14

Between ]anuary and Aprnl 1964, the US. government
icreased its efforts to impose an international financial-
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credit blockade on the central government of Brazil, in the
knowledge that the opposition golpista elements—those
supporting military coups—were expanding and consolidat
ing their position inside the country. To this end, the Unitec
States refused to agree to any major renegotiation of Brazil’:
foreign debt. The Brazilian government had been pressing
for a rescheduling, but the United States, “which held the
key to the debt refinancing . . . preferred-to follow a waiting
game, conceding small short-term renegotiations, but giving
no encouragement to Brazilian overtures for large-scalc
refinancing.” > The United States refused to enter intc
" negotiations with Brazil until the latter had come to term:
with its European creditors who collectively held more of the
country’s indebtedness than the United States. These nego
tiations were begun immediately prior to the military coup
U.S. encouragement to the Brazilian military to move
against Goulart came indirectly in the form of a specia
closed meeting of all U.S. ambassadors, chargés d’affair anc
chiefs of AID missions in Latin America called by President
Johnson in March 1964, less than two weeks before the coup
The meeting was addressed by Thomas Mann, Assistan
Secretary of State for Inter-American Affairs and the presi
dent’s senior advisor on Latin America, who signaled a new
more realistic U.S. approach to nonelected Latin govern
ments, particularly those that displaced democraticalls
elected regimes. Mann was quoted as saying that the Unitec
States should modify its opposition to conservative and/o:
military regimes, and that there would no longer be “good o:
bad guys” criteria as far as future policy was concerned.!6
The U.S. labor movement in collaboration with the CIA
also played an active role in support of the 1964 militar;
coup, through the AFL-CIO-sponsored American Institute
of Free Labor Development (AIFLD), in part a CIA
financed group. On a number of occasions since 1961
AIFLD has infiltrated and used labor movements in Latir
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America in the pursuit of overall U.S. policy goals. The most
éttiking-in’stance of U.S. labor involvement in the overthrow
of ‘an elected-government in Latin America prior ‘to the
Brazilian coup was the case of British Guyana in 1963.!7 In
the case of Brazil, a substantial number of anti-Goulart trade
union leaders were brought to the United States for training
and indoctrination. In January 1963, for example, an AIFLD
training program for “a special all-Brazilian class of thirty-
three participants” began in Washington, in the hope that
the participants would return to Brazil and begin to organize
the anti-Goulart forces.!® This they did, and Mr. W. Do-
herty, Jr., director of the social projects department of the
AIFLD at the time of the coup and subsequently administra-
tor of the entire AIFLD operation, has since commented on
thelr key role in the events leading up to Goulart’s ouster.

. . very frankly, within the limits placed upon them by
the administration of Joio Goulart, when they returned to
their respective countries, they were active in organizing

~ workers, and helping unions introduce systems of collective
bargaining, and modern concepts of labor-management rela-
tions. As a matter of fact, some of them were so active that
they became intimately involved in some of the clandestine
operations of the revolution before it took place on April 1.
What happened in Brazil on April 1 did not just happen—it

- was planned—and planned months in advance. Many of the

~ trade union leaders—some of whom were actually trained in
our institute—were involved in the revolutlon and in the
overthrow of the Goulart regime.!?

AIFLD officials were also active in the northeast of Brazil in
‘he precoup period attempting to utilize their resources to
iccelerate golpista tendencies in the rural areas.?

The overall U.S. policy toward the Goulart regime was,
rom the beginning, aggressively hostile. Within a short
seriod of time this hostility had translated itself into a
leliberate policy designed to hasten the nationalist govern-
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ment’s overthrow. A general policy of disaggregating the
Brazilian state was tied to a series of more specific undertak
ings: the “islands of sanity” strategy; the external economic
“squeeze”’; financial support and training of internal opposi
tion groups; and the enunciation of a new U.S. policy
regarding illegal seizures of political power in Latin Americ:
and the installation of military and nonmilitary dictatorships
As the situation deteriorated inside Brazil, these aspects were
paralleled by increasingly close and intimate relations be
tween the military and civilian conspirators against Goular
and the U.S. embassy in Rio de Janeiro. U.S. Ambassado:
Lincoln Gordon was not only a vocal critic of the Goular
regime but apparently actively encouraged the golpistc
elements. Prior to the coup, a representative of the anti-Gou
lart’ civilian leadership (made up primarily of busines:
executives and professionals from the state of Sao Paulo) me
with Ambassador Gordon to enquire what the U.S. positior
would be in the event of a protracted civil war. The emissar
“reported back that Gordon was cautious and diplomatic
but he left the impression that if the Paulistas could hold ou
for forty-eight hours they could get U.S. recognition anc
help.” 2! O Estado de Sao Paulo described one of the fina
contacts between the Brazilian military opponents of Gou
lart and the U.S. embassy before the coup:

A high official was asked about the possibility of meeting
with one of the members of the military section of the
Embassy of the United States. He agreed to hold a conversa-
tion at the office of the latter. The meeting took place, and on
that occasion he received, couched in diplomatic language, an
offer of war materials in the case of necessity.? ‘

The military coup began on March 31, in the wake of the
~ anti-Goulart “Family’s March with God for Freedom” in Sac
Paulo, designed to convince high-ranking military officers o
the existence of large-scale opposition to the Goulart govern
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. One source has suggested that the military leader,
.ral Humberto Castelo Branco, was finally moved to act
he U.S. military attaché in Rio de Janeiro, General
on A. Walters. Walters had strong links with the
zilian' military going back to World War II, when he
7 ed. as liaison officer with the Brazilian expeditionary
ses in Italy. “A week before the coup, Walters wired full
ils of its organization to Washington, and the day after
stelo Branco was inaugurated as President, lunched with
privately in the Presidential Palace.” 2 F urther evidence
of a direct involvement between U.S. officials in Brazil and
‘the military golpistas during the coup itself is presented by
-the then U.S. Consul General in Sao Paulo, Niles Bond, who
‘has since observed that “our information about what was
going on was very good.” # Bond himself spent March 31
and April 1 “in the office of Adhemar de Barros as the
Governor of Sao Paulo was fretting over the indecision of
General Amaury Kruel and tracking the progress of his
co-conspirators in Minas Gerias and Guanabara.” %

The U.S. government responded to the success of the
military coup with a mixture of ecstasy and relief. It was in
the words of one U.S. official “a big change for the better.” 26
President Johnson conveyed his own unqualified support for
the coup in a message sent to the new provisional president
of Brazil, Ranieri Mazzilli, within twelve hours of the latter’s
installation:

Please accept my.warmest good wishes on your installation

as President of the United States of Brazil. The American

- people have watched with anxiety the political and economic

difficulties through which your great nation has been passing,

and have admired the resolute will of the Brazilian commu-

nity to resolve these difficulties within a framework of
constitutional democracy and without civil strife.?’

The chairman of the Senate Subcommittee on Latin Amer-
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ica, Wayne Morse, called Johnson’s message “a beautiful
statement . . .” and declared his complete support for the
“constitutional " (1) transfer of power in Brazil.

. . the developments in Brazil did not result from action
by a military junta or from a coup by a military junta. Instead,
the overthrow of the presidency of Brazil resulted from
developments in which the Congress of Brazil, acting under
Constitution of Brazil, was the guiding force, and was

- reinforced by a military group which backed up the preserva-
tlon of the Brazilian constitutional system.?®

Nothing illustrates the bankruptcy of U.S. llberallsm better
than Morse’s response. Congressmen were arrested, unions
outlawed, strikers arrested, political opponents by the thou-
sands were interred, tortured, and killed, yet we are informed
that the coup was accomplished to preserve “the constitu-
tional system.” In a speech to the Brazilian National War
College, U.S. Ambassador Gordon saw the coup taking its
place “alongside the initiation of the Marshall Plan, the
ending of the Berlin blockade, the defeat of Communist
aggression in Korea, and the solution of the Cuban missile
crisis as one of the critical points of inflection in mid-twenti-
eth-century world history.”” 2 He later told a congressional
committee that the change in government “had to come
about if there were any chances of preserving democracy in
Brazil.” 3® The rhetoric about preserving democracy” was
later dropped as world public oplmon gained knowledge%f
the repressive nature of the regime; U.S. apologists then
turned toward the economic side of the junta’s activities to
justify the dlctatorshlp

The U.S. role in the events leading up to the coup was a
critical factor in its ultimate success. Nonetheless, U.S.
policy-makers have subsequently propounded the view that
the Goulart government “fell largely from the weight of its
own ineptitude.” 3! This position was echoed by the U.S.
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ess community whose combined economic investment
Brazil at the time of the coup was estimated at $1.5
flion. They explained the internal economic deterioration
imarily in terms of “the irresponsible .policies of the
itary government’s incompetent- predecessor” and were,
according to Business Week, “tremendously relieved” at
Goulart’s demise.3? -

. The parallel between the methods, arguments, and goals in
,.'t:.b\the U.S. effort to overthrow Goulart and the military coup
- that overturned the Allende government are striking.

The United States and the Military
Dictatorship '

The Castelo Branco government quickly moved to restore
foreign business confidence in Brazil, so much so that by the
".end of 1965 Business International could declare that “the
present Brazilian Government has taken just about every
necessary step to allure new foreign investment. . . .” 33 The
profit remittance law was amended in a number of important
respects: the registration of foreign investment capital could
now be made in the country of origin; restrictions on profit
remittances were eliminated, except in the event of a major
-balance of payments crisis; reinvested profits reverted to
- being “foreign capital”’; and the period of tax benefits and
assistance was extended. The military dictatorship agreed to
‘compensate the American Light and Foreign Company for
properties nationalized by the Goulart regime and sought to

- encourage private capital to exp101t the countrys iron-ore
reserves and to play a vital role in the expansion of the
petrochemical industry. Various foreign companies, includ-
ing the Hanna Mining Corporation, gained new concessions.
It was also proposed that the National Motor Industry be
sold to private interests and that a policy of cooperation
between Petrobas and the foreign oil companies be imple-
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mented. Two further government decisions were also de-
signed to weaken the role of the state in the industrial sector
of the economy. First, it issued a decree canceling the
- proposed expropriation of Brazil’s six private oil refineries
announced (but not carried out), by Goulart in March 1964.
Second, it reactivated that section of the Capital Market
Law “permitting the sale to private investors of part, or in
some cases all, of the state-owned investment in federal
mixed-capital companies.” 3% The military also granted ex-
tremely favorable terms to U.S. imports financed under AID
loans, in the form of a minimum guarantee deposit of only
25 percent (compared with a normal deposit of 50 percent),
and no requirement for prior import deposit or exchange
surcharge. “These concessions [to U.S. imports] have now
been granted in respect of all imports financed by foreign
loans at a term of 20 years or more, but this would appear to
be a valueless concession to virtually all exporters outside the
USA.” 35 In addition, the Castelo Branco administration
signed an investment guarantee treaty with the U.S. govern-
ment. .

The new Brazilian regime, in effect, began to broaden the
basis for Brazilian dependence. On the one hand, they
continued to cut back on public expenditures, thus making
increasingly precarious the position of many national firms
dependent on government financing. This, in turn, facili-
tated the foreign capital takeover of “inefhicient” national
enterprises. On the other hand, the government embarked
on a deliberate policy of attracting foreign capital and
integrating it with state capital. The state would provide the -
infrastructural assistance, guarantee the security of foreign -
capital and the existence of a cheap-labor force. Instead of a
development strategy based on the redistribution of income
to the lower classes, the new policies were rooted, in part, in
depressing and strictly controlling wages and reconcentrating
income in favor of the upper and middle groups in society, -
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d in the formatlon of mternal markets based on these
OupSs-

The U.S. government and the international ﬁnancml
titutions were ready and willing to provide large-scale
onomic¢ assistance to the anticommunist military junta.
Wlthm days of the coup, the Inter-American Development
Bank approved a number of loans to Brazil “which the
_ United States’ director had earlier been prepared to veto or
“delay.” ?¢ In June, the UsS. government made an emergency
50 million loan to the junta “at the unusually low interest
" of two percent. . . .” 37 This loan was instrumental in giving
" the new government-an aura of respectability for upcoming
" pegotiations on rescheduling of the country’s foreign debt.
"~ On July 2, the United States, Japan, and Brazil's Western
~European creditors agreed to reschedule 70 percent of the
- medium-term commitments due for repayment in 1964 and
.1965. This decision involved more than half of Brazil’s
‘approximately $3 billion foreign debt (of which $1.3 billion
was owed to the United States), and was an important factor
- in allowing the generals more breathing space to deal with
the most immediate and pressing economic problems.3® In
December, the U.S. government signed a $375 million aid
_agTeement with Brazil as part of an estimated $1 billion

program in support of the country’s economic development
activities in the following year. Approximately $450 million

- of the total amount was to be provided by the International
Monetary Fund, the World Bank, the U.S. Export-Import
Bank, other private banks, and private Brazilian creditors in
the United States and Europe.? Such assistance played a
major role in creating the infrastructure for future capitalist
development and growth in Brazil.

Confidence in the capacities of the military junta was also
expressed within the U.S. business community now that
“pro-Western leaders with pro-Western ideas are in
power,” ¥ even though the initial response by foreign
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investors in general was somewhat cautious and reserved. We
have already noted their enthusiasm over the coup and the
pro-foreign-investment orientation of the new government.
Nonetheless, they were anxious to see just how the junta’s
policies would be applied in practice. This early reticence
also reflected another important concern: the restoration of
economic stability and growth potentialities which the initial
influx of large-scale economic assistance from the United
States and the multilateral agencies was designed to bring
about.

Throughout the administrations of Castelo Branco (1964-
1967), and Costa e Silva (1967-1969), Brazil was the recipient
of more external economic aid than any other country in
Latin America. The massive commitments announced at the
end of 1964, which included two $125 million standby credits .
from the IMF, culminated in a World Bank decision in 1968
to make available up to $1 billion in loans to the military
. dictatorship for projects to be undertaken in the transport,
power, industrial, mining, and educational sectors of the
economy.*! Paralleling these developments was a pronounced
increase in the- flow of foreign private capital into the
country, following the wait-and-see attitude of the first year
of the new government. Between 1966 and 1968, total
foreign investments (including reinvested earnings)
amounted to $1.25 billion.#? U.S. investors accounted for a
large proportion of this total. If we consider the four year
period 1965 to 1968, we find that U.S. private investors
poured $635.1 million directly into Brazil, and a further $78
million via base companies in Panama, Netherlands, Antilles,
and the Bahamas® Short-term -investor caution over a
government “practically made to order for foreign inves-
tors” # was soon transformed into active involvement in a
development process geared to the need for external capital
and conducive to profit maximization. '

In the years immediately following the 1964 coup, the
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est portion of U.S. foreign aid to Brazil was channeled
ugh the Agency for International Development. By the
.of 1968, AID had administered approximately $1 billion
port of development projects in various sectors of the
onomy.*® However, AID-funded undertakings continued,
ich as during the Goulart period, to be subject to faulty
nning and inadequate implementation. A congressional
y mission to Brazil in late 1966 encountered numerous
tances “where AID projects had bogged down or were
monstrations of wasteful inefficiency” in part because of
“nsufficient surveillance or carelessness on the part of AID
officials. . . 7% In their highly critical report on AID
ctivities in Brazil, the study mission pointed to the problems
< confronting a water supply improvement project in the state
- of Bahia undertaken by the agency in collaboration with the
.- Inter-American Development Bank, and quoted comments
~ from AID in Brazil to buttress its case.

Planning and coordination for this project appears to have
been deficient. Installation of the main source pipeline is still
delayed two years; expansion of the distribution system is still

- incomplete. Total costs for the project were seriously under-
estimated. Field coordination between USAID and IDB
representatives was difficult. Only a few joint contacts were
made at the job site. Often USAID representatives in Recife
were not informed of IDB wvisits to Salvador in time to
coordinate activities. Had IDB representatives been on the
spot to observe and deal with unanticipated problems, it is
probable that pipeline construction could have progressed
faster and more effectively.¥

A General Accounting Office study of U.S. aid to Brazilian
education (focusing primarily on the post-1968 period)
described a similar situation of madequate information and
lax planning.

The program managers administering U.S. bilateral educa-
tion projects in Brazil generally do not have sufficient
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information to make adequate analysis of proposed and
ongoing education projects undertaken by the international
assistance agencies. Consequently, it is extremely difiicult; if
not impossible, for these U.S. officials to fully assess whether
the projects, substantially supported with U.S. funds, are
consistent with Brazil’s education priorities and investments
as well as with U.S. bilateral education programs.

The GAO study concluded that U.S. aid to the Brazilian
education system had “directly and indirectly” reinforced the
prevalllng distortions within the system: “Our review showed
that*U.S. education assistance efforts were not designed- to
improve the inequities in the Brazilian system, including
inequitable distribution of education opportunities between
urban and rural areas and disparity in education spending
between the affluent and poor areas.” 4 Clearly, such obser-
vations provide a strong justification for arguing that political

considerations continued to be the main rationale behind
AID policy. U.S. AID policy was geared to strengthen the

dominant social classes, to fasten their control over the social
life of the country while contributing to widening the
inequalities within society.

Since 1964, the U.S. government has provided. over $2
billion in economic and military assistance to the right-wing
military dictatorship in Brazil in support of a political

environment conducive to U.S. economic penetration. Stuart

H. Van Dyke, Director of the AID mission in Brazil,

testimony before a House subcommittee in 1968, alluded to
the political nature of U.S. economic assistance in the §
following exchange, after being pressed by the subcommittee 3§
in regard to the overwhelming U.S. support for Brazil since

the 1964 coup.

MR. RUMSFELD. Do you have anything to justify your conclu-
sion [that the U.S. decision to strongly support the military
government was correct]? I do not see that it followed
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:loglcally, necessarily, and there is nothing to go with it. It is
‘just hanging there.
MR. VAN DYKE. It is just a statement of how we view the
immediate past in Brazil. The change was a desirable one—
the change in 1964.

‘MR. RUMSFELD. I am not challenging that.

 MR. VAN DYKE. But our support was essential—I should say
~ “essential’—our support was desirable in order to prop

up. . . Y

The thrust of U.S. policy is also sharply delineated in a

“discussion between Van Dyke’s successor as director of the

US AID mission in Brazil, William A. Ellis, and the

" chairman of the Senate Subcommittee on Western Hemi-
“sphere Affairs during congressional hearings on Brazil in
1971:

'SENATOR CHURCH. How does the present govermment, in which
we have invested $2 billion, serve the national interests of the
United States, in your judgement?

MR ELLIS. Well, first of all, perhaps I should state what I think
some of the U.S. national interests are in Brazil. One of them
is the existence of a government or society which is generally

consistent with our national, specific national, security inter-
ests in the hemisphere which would not pose a security threat
to us. Second would be the protection and expansion, if
possible, of our economic interests, trade, and investment in
the hemisphere. '

SENATOR CHURCH. Can you tell me how large the American
private investment is in Brazil today?

MR. ELLIS. It is somewhat over $1.6 billion.

' SENATOR CHURCH. So we have pumped in $2 billion since 1964 -
to protect a favorable climate of 1nvestment that amounts to
about $1.6 billion.

MR. ELLIS. That is orily one of the objectives, Mr. Chairman.
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SENATOR CHURCH. I want to get these things in relation. We
have spent $2 billion on a program one objective of which is
the protection of a favorable investment climate for private
business interests in this country. | '

MR. ELLIS. Yes.’!

U.S. direct and indirect external assistance is even more
strikingly revealed if we consider the period 1969-1972, when
total external assistance authorized to Brazil from all sources
was in excess of $2 billion. These sources included the World
Bank ($877.3 million), the Inter-American Development
Bank ($592 million), the Export-Import Bank ($458.4 mil- :
lion), the International Finance Corporation ($56.3 million),
and various United Nations organizations ($20.1 million).%
U.S. support of multilateral assistance to Brazil during this
three ‘year period stands in sharp contrast to its policy
regarding multilateral aid for Peru and Chile,

The critical role of U.S. economic assistance in consolidat-
ing the anticommunist military dictatorship has, over time
(especially since 1968), allowed the United States to contract
its lines of credit and to occasionally criticize particular
aspects of the junta’s economic policies without in any way
endangering the junta’s position.s® In 1973, total U.S.
economic aid to Brazil amounted to only $53.8 million.5*
However, the slack has been enthusiastically taken up, as the .
above figures suggest, by U.S.-influenced “international”
financial agencies. According to a senior economist of the |
World Bank, Brazil has become “a kind of enfant cher of the - §
Bank,” while an official of the Inter-American Development §
Bank called Brazil “the only country [in Latin America] that
is really moving ahead. They have projects, projects, proj- §
ects.” 55 These two institutions gave a combined total of }
$313.9 million in loans and credits to Brazil in 1973.5

The “flexible and pragmatic” 57 policies of the military §
‘government in Brazil have, from the point of view of the §
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ign investor, more than counterbalanced the problem of
ersistently high level of inflation, which has remained in
¢ vicinity of 20 percent annually since 1967.58 The profits
f forty-six leading firms surveyed by Business Latin America
1969 increased by an average-of 74 percent over 1968. In
)70, the average profits of these same firms was up 67
percent over 1969. % Included in the enterprises surveyed
were the U.S. affiliates of General Electric, Standard Oil,
Ford, Texaco, Bethlehem, Chrysler, Union Carbide, Fire-
stone, Goodyear, and North American Rockwell. In fact,
*"during 1970 the average profitability of U.S. investments
. declined in every Latin American country with the exception
" of Brazil, where they experienced a 28 percent increase in
- earnings and a 13 percent increase in book value, resulting in
- an increased rate of return of 11.2 percent compared with 9.8
percent in 1969.% In a period of resurgent economic

- pationalism in Latin America, manifesting itself in increasing
- demands for national controls over resource industries and

_ restrictions on foreign investment, Brazil’s attractiveness to
the foreign investor, in spite of price controls and the

“ relatively high cost of credit, was only too evident. The First

National City Bank of New York put it this way:

" At a time when doors are closing to foreign investors all
over South America, Brazil has boldly staked its future on an

open economy.$!

Between 1970 and 1972, over $1 billion in new direct
private foreign investment and reinvestment was registered
with the Central Bank of Brazil . Total direct U.S. private
investment stood at over $2 billion.63 Profits continued at
their previous high levels during 1971 and 1972, according to
Business Latin America. The average corporate profits of
private and state-owned companies surveyed in 1971 rose 64
percent and in the following year increased by 67 percent.
The return on net worth (capital plus reserves), averaged 16
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percent and 18.5 percent respectively.®* The effects of
inflation were minimized by the government’s application of
monetary correction and price adjustment systems. The
investment climate in Brazil exceeded “even the wildest
dreams of international investors” ¢ and continued to do so
notwithstanding government moves to restrict foreign bor-
rowings, introduce more stringent controls over the opera-
tions of. foreign companies, eliminate a number of fiscal
incentives, and push for more Brazilian equity participation
in foreign enterprises. These actions represented, not a
reaction to large-scale foreign -capital penetration, but an

- attempt to diversify Brazil’s sources of financial dependence

within the international capitalist system, a dependence
which has increased with each passing year. The increasing
role of West Germany and Japan in the Brazilian economy
has allowed Brazil to reorient and generalize her dependence
on international capitalism.

Although the new Geisal administration has raised the
possibility of a future foreign investment code in Brazil, this
has been coupled with a recommendation “that Brazil’s |
policy of ‘fair—even favorable’ treatment of foreign capital |
remain unchanged.” % In the hope of improving on the $1 -
billion in foreign investments and loans that entered the -
country in 1973, the government decided to end the policy of _
requiring a 40 percent deposit on new foreign loans, begin- |
ning in 1974.67 Major incentives to foreign investors continue }
to overshadow attempts to control their activities. Despite a }
worsening inflation problem (which reached 50 percent §
during the early months of 1974 and is expected to average ‘%
35 percent for this year),® these inducements have combined }
with a political climate based on repression and social §
policies designed to intensify the exploitation of labor, hold 3
down the socioeconomic demands of the lower classes and $
effectively marginate them from participation in society, to §
make Brazil an ideal location for foreign investment. Or, in }
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.-words of an influential U.S. analyst of business condi-
ns in Latin America: “Overwhelmingly, Brazil still looks
temely good to international firms.” 6 |
Although we have argued that Brazil has developed a more
veralized economic dependence on a number of capitalist
ountries in recent years, as distinct from specific depend-
nce on a single capitalist country (e.g., the United States), it
. aust be emphasized that the United States continues to
etain its political and military pre-eminence vis-a-vis Brazil. -
‘he U.S. government has worked to consolidate the military
unta’s internal position and to encourage the junta’s hege-
onic ambitions within Latin America. The most explicit
xample of the latter was President Nixon’s statement to
~General Medici in 1971 that Brazil’s future direction would
have a decisive impact on the rest of the hemisphere. |

. U.S.-Brazilian military relations have been particularly
_close since 1964 due, in part, to longstanding personal
relationships between U.S. military personnel and a number
- of the junta generals, stretching back to World War II. A
senior U.S. military officer involved with Latin American
affairs has observed:

Our military relations with Brazil are very close. Our
relations with Brazil go far back. There was cooperation
during World War II. Much of the leadership today in Brazil
is made up of World War II veterans. This is the basis of our
relations. Service-to-service and army-to-army relations are
outstanding, couldn’t be better.”®

The U.S. has played a key role in securing the military junta’s
internal position and its capacity to control insurgent
movements. Direct U.S. military assistance, the training of
Brazilian military officers in the United States, and a U.S.
public safety program in Brazil between 1959 and 1972 which
was the largest in Latin America and provided training
(direct and indirect) for 267,000 officers and police personnel
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has helped to all but eliminate any serious threats to
“internal security.” 7! In fact, by 1970, U.S. military assist-
ance to Brazil was being scaled down because, to quote from
the report of a special congressional mission to that country:

It is clear to the study mission that Brazil is at least one
place in the hemisphere where U.S. assistance has helped the
armed forces of a country to reach a point of self-sufficiency,
thereby allowing the phasing out of certain functions and a

~ reduction in its mission personnel.” '

Nonetheless, U.S. military personnel with whom the mission
spoke uniformly emphasized “the continued importance of |
the military assistance training program as a means of
exerting US. influence and retaining the current pro-U.S.

attitude of the Brazilian Armed Forces.” 7 For U.S. policy-:
makers, however, Brazil’s military and economic strength has
elevated it to a position where it can play an important role
in the furtherance of U.S. policy goals in the hemisphere.,
Brazil is now viewed as a base for the political, economic"
and military penetration of other countries in the region.

The following comment by a U.S. military officer W1th§
responsibility for politico-military affairs in Latin America is;
quite specific on this point: |

On the diplomatic—foreign affairs level, it is obvious that
Brazil is going to be the United States of Latin America. Due
to their economic progress, they can now assist Latin Ameri- .7}
can countries economically and politically. They have given a

~ great deal of aid to Bolivia. Brazil is in a position to be more
-responsive to sensitive military requests from [the new mili- -}
tary government in] Chile. We weren’t about to send Chlle 4
tear-gas stuff.” E

UsS. policy toward Brazil has been premised on two basid}
interrelated themes. First, satisfactory relations with Brazil
have been viewed as essential to the overall long-term pohc.
goals of the U S. in Latin America.
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‘Cer'tainly a definite desire on the part of Nixon and the
dministration to maintain good relations with Brazil. Essen-
y a geopolitical view. You simply could not allow relations
ith a country the size and significance of Brazil to deterio-
‘badly and expect to have a constructive relationship with
Latin America. Specific issues caused problems, for example,
the fisheries problem and coffee. But these were worked out in _
a practical sense so that major conflicts were avoided. . . . In
retrospect, the will to resolve differences with Brazil was so
strong at the highest levels on both sides, that they were
resolved to at least avoid confrontatlons over ﬁshenes and
~ coffee issues.”

Second, U.S. policy-makers have responded favorably to
the Brazilian development strategy, based on foreign multi-
- national corporate investment, political repression of the
~ lower classes, the reconcentration of wealth in the hands of
“the upper class and a developing consumer-oriented middle
~class. Assistant Secretary of State for Inter-American Affairs
~ Charles Meyer summed up the U.S. attitude: “We consider
that Brazil is a country whose developmental record has
-been—well, it is statistical [sic], the development record has
- been transcendental.” 76 Some policy-makers have attempted
to rationalize the repressive aspects of the development
process by reference to national character explanations. “No
one condones the repression. The problem is that Brazilian
authorities have always acted brutally toward the people.
That is, there is no political newness to the idea of beating
someone with a club. Unfortunately, an old Brazilian
~habit.” 77

- A more commonplace response has been, on the one hand,
to minimize the extent of the repression and, on the other, to
focus on its positive aspects, viz., its contribution to the
creation of political control of the lower class and a suitable
climate for foreign investment and profit maximization. This
view 1s discussed in detail by a State Department official
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whose involvement with post—l964 U.S. policy toward Braz11f
has been considerable. :

If you are talking about censorship and the loss of complete
political freedom, torture of prisoners, this does go on to some
extent. Much of the censorship is self-administered. A good
bit of tolerance in it. Not our way, but in a way legitimate.
Don’t want energies/efforts of the country diverted. I don’t 2
feel that development is taking place by oppressing any  §
people and sweating it out of the people by having them
tighten their belts. Development is taking place applying
classical economics, with sensitivity to good communication 3
between government and business sectors and agricultural - 3§
sectors. Feeling is that economic growth is clearly the overall
objective’ of the country. They-are doing it with good

- economic policies, they stimulate investment, they let invest-
ment be rewarded, exceptional profit opportunities.

Most Brazilians are apathetic to censorship and torture.
They are pretty satisfied with the way things are going. They
‘have provided a certain amount of stability in the political/so-
cial situation. Don’t see parades broken up on the streets,
- don’t have riots, terrorist groups broken up, greater feeling of
calm.™

Nor could the impact of the socialist government in Chile
be discounted in any discussion of the evolution of U.S.j
policy toward Brazil in the early 1970s. A senior U.S. pohcyf
advisor on Latin America, while dismissing any “explicit”}
attempt to build up Brazil as a counterweight to Chile withinj
the hemisphere, agreed, however, that this consideration was§
“certainly a factor” in the minds of policy-makers. “[They]‘
considered Brazil in the context of Latin America and a
Marxist Chile.” 7 ‘ 1

The Peruvian Alternative

In 1968, a military coup took place in Peru, triggered i
part by the incapacity of the reformist Belaunde governmen{
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carry out social and economic policies that would
dercut the possibilities of social revolution emerging as a
] option in the early and middle sixties. The new military
overnment evinced an interest in elaborating a program for
ynamic capitalist-industrial development in Peru, and to
his end they embarked on a strategy designed to shift the
cus of economic power away from the traditional agricul-
ural and banking elites, toward new modern industrial
ntrepreneurial elites. In the process, they engaged in a
olicy of selective reforms and sectoral nationalism. Certain
dustries and enterprises (such as International Petroleum
Company) were nationalized while others remained in pri-
vate hands. However, this nationalization was not incompati-
~ble with private foreign and domestic capital investment.
' Nationalizations continued to be accompanied by new
concessions to private investors. Foreign investment was
~welcome prov1ded it adhered to the new “rules of the
_economic game” (profit reinvestment and remittances, spe-
a cific sectors of the economy closed to new foreign invest-
ment, etc.), as outlined by the military government.

During the period 1969 to 1971, U.S. policy-makers
adopted a position of hostility toward the governing military
junta in Peru, over the latter’s seizure or expropriation of
properties belonging to U.S. multinational corporations such
as Standard Oil of New Jersey, W. R. Grace Company, and

- Gulf Oil Corporation. A top U.S. policy-maker explained the
relationship between business and U.S. policy in the fol-
lowing manner: -

The United States Government has declared a responsibil-
ity to protect the legitimate interests of American investors
overseas. . . . In the particular case of Peru the United States
policy is one of reasonableness. We seek and indeed insist
that the Government of Peru give prompt, adequate, and
effective compensation for the properties and assets which it
has, in the exercise of its sovereign power, taken.®
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In effect the U.S. government was assuming the right to

determine Peru’s development priorities, arguing that scarce
foreign exchange earnings be diverted away from develop-
ment projects toward paying U.S. corporations. It should be
noted here that prior to 1968, according to an influential
U.S. business analyst, “Peru’s official attitude toward foreign

~investment was similar to and even more ‘hands off’ than her

Latin American neighbors. . . .78l -

U.S. bilateral aid to Peru was reduced and U.S. influence
within the international financial institutions was successful
in drastically affecting the flow of multilateral economic ;

. 4
assistance to the military government. Treasury Under-Secre- 1

tary Walker admitted that a relationship existed between the

cutting off of Inter-American Development Bank funds for

approximately two years and.thé expropriation (without

compensation) of International Petroleum Company (IPC) .

in 1968.82

Nonetheless, the overall U.S. response reflected a certain -

degree of ambivalence regarding Peru’s economic national-
ism. A former high-ranking U.S. policy advisor on Latin

America within the National Security Council recalled the

divergent interdepartmental positions:

My fee]ing was that Peru represented a significant, perhaps
even a positive, evolution in Latin America and one we could

‘work with if we could not allow IPC to override the entire

relationship. . . . On the whole, the relationship was better
than it might have been if certain interest groups and
elements had been predominant within the structure of the
U.S. government, that is, people who pushed sanctions and
the hard-line. The hard-liners were primarily.State Depart-
ment lawyers, the Defense Department. . . . The NSC staff
tended to be softerlined on Peru. We argued for, and

continued to push for, avoiding allowing the economic issues . _
to override the larger political relationship. Some in the State |

Department also favored that. The Secretary of State tended
to be harder-lined than some of his staff people.

b
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nlike the case of Chile, expropriations in Peru were not
:nded to result in a socialist transformation but to modify
sru’s terms of dependency and to provide a basis for
dustrialization with the inclusion of foreign capital. Domi-
ant  policy-makers dlstlngmshed between changes within
4pltallSt property relations in Peru (the shift from a laissez
ire agro-mineral export society dependent on the United
ates to a statist industrializing society with a variety. of.
urces of external finance: “diversified”. dependency), and
ianges away from capitalism in Chile. This important-
olitical distinction was the basis for making the issue of
nationalization of U.S. property in one instance negotlable
and in the other a point-of confrontation.
~ Beginning in late 1971, a visible change in U.S. policy to
. Peru began to take shape. The decision was the result of the
.convergence of a number of factors: “the proven durability
-and stability” 3 of the military government; its domestic
“anticommunism, and a development strategy of capitalist
modernization-from-above combined with _restricted mass
mobilization from below; compensation settlements with
W. R. Grace and Gulf Oil and only limited restrictions on
profit remittances abroad; continuing negotiations on the
IPC issue; and, in general, what one State Department
- official called “a reassessment [by Peru] of the role of foreign-
investment.” 8 Economically, the Peruvian military govern-
“ment continued to control and limit the role of foreign
-capital within a mixed economy. However, these constraints
“and further nationalizations were accompanied by new
~concessions to foreign capital. Major U.S. and foreign oil
companies signed a number of new exploration contracts
with the junta, and increasing foreign participation was
evidenced in new industrial and mining undertakings. Peru-
vian economic nationalism was concerned with redefining,
not eliminating, dependence on foreign investment. This
~fact was clearly understood by the U.S. Ambassador to Peru,
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Taylor Belcher, and his arguments in support of renewed§
U.S. economic aid to Peru had a considerable impact within §
the councils of the U.S. government. “Ambassador Belcher 3
argued that, with the Peruvian government carrying ou
ambitious investment programs, there was considerable busi-§
ness to be done here by American companies—but that they §
had little chance if the U.S. government restncted Peruv1an;f
access to international financing.”

The findings of a World Bank economic mission t
Peru in late 1972 and early 1973 concurred with the§
U.S. ambassador’s view, and deserve to be quoted in somed
detail: 4

. while a number of industrial activities have been
declared as “basic” and reserved for the state, generous fiscal
incentives are being given to private investment and activity in 8
the rest of the industrial field. Similarly, while the increased =
control over the credit market is being used to influence the
allocation of credit, there is no evidence that shortage of
credit has restricted private sector activity. Neither has the
introduction of complete government control over imports so
far resulted in restrictions on imports of capital or intermedi-
ate goods needed for industrial expansion. 3

An equally flexible policy has been followed concerning the
admission of foreign capital in Peru and the regulation of its |
operation. The strategy of reconciling national aspirations
with need for foreign direct investment is well illustrated also |
by the contract arrangements under which a large number of
foreign oil companies have started exploration and drilling 4
‘operations in Peru in the recent period. . . . The government -§
at the end of 1971 took action to facilitate foreign participa- -}
tion in joint ventures for industrial activities. Finally, it has §
also availed itself of the escape clause of Resolution 24 of the 3§
Cartagena Agreement [Andean Pact], which permits the §
supplying of domestic credit to enterprises classﬂied as foreign 4
under that resolution.?’

A further consideration in the thinking of U.S. pohcy—mak’
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‘was thé; emergence of a socialist government in Chile.
former U.S. ambassador to Latin America characterized
¢ “new flexibility” toward Peru as part of a policy designed
,-isolate Chile from the rest of the hemisphere.® Another
nior policy-maker suggested that this strategy was an
inportant factor in U.S. government deliberations: “We
early saw from the beginning a distinction between Peru.
nd Chile, [this is] how we felt about events then affecting
ur interests.” 8 | I :
Indicative of this changing policy was an increasing
ndency to separate specific conflicts involving U.S. investor
“interests and to support the view “that Peru had a signi-
fcance larger and more important than the [particular]
vestment dispute.” 9 Under-Secretary of State for Security
ssistance Curtis W. Tarr elaborated on this shift in
mphasis: :

We have disagreements, obviously, with respect to fishing
rights, but this does not mean that across-the-board, we
disagree with the Peruvians. It does not mean that our
relationships on that one point alone are absolutely sour. The
American contacts with Peru are considerably more extensive
than those that are affected, either by their seizure of plants or
by the seizure of our fishing boats. At a time when Peru was
actually seizing some of our corporate assets, there were other
American corporations who were investing in Peru.”!

In June 1973, U.S. Secretary of State William Rogers
made an official visit to Peru and declared the U.S. govern-
ment’s support for the military junta’s “constructive nation-
alism,” 2 even though compensation for expropriated U.S.
properties (IPC and W. R. Grace), remained outstanding.
ithin the hemispheric and international financial agencies,
the U.S. government moved to support multilateral loans
d credits to Peru. In August-September 1973 it voted in
favor of two Inter-American Development Bank loans to
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Peru totaling $35.6 million and one World Bank loan of |
$25 million for agricultural development.”® Business Latin !

America offered a provocative explanation of this new U.S. |
policy: o

The reasons behind the United States change of heart are
not entirely clear. Peru is a potentially important source of oil !
and minerals and the United States may feel it is not the best
of policies to alienate this cornucopia at a time when the §

developed world is vying for key raw materials. Also, with the
social revolution in Chile falling apart, the United States may
feel less threatened in Latin America and more willing to
accept Peru as it is and deal with the country on its own
terms.%

Two senior economists in the World Bank with responsi- 3
bilities in the Latin American section agreed that the United %
States had exercised leverage in respect of the bank’s policy%
toward Peru. One commented that the $25 million loan in"§
August 1973 reflected, in part, a “weakening” of the U.S. §
position regarding the settlement of outstanding investment §
disputes,” while the other described the explicit nature of 3
the prior U.S. pressure to forestall World Bank loans and §
credits to Peru.

The World Bank is very friendly to Peru at the moment.
There was a frost as long as the United States objected to
Peru because of the expropriations. This has now been fixed
up. If McNamara had wanted to he could have said to the
US., “Fuck you, we are going ahead anyway. We have
enough votes. Therefore, fuck you.” But his Achilles Heel was
the IDA [International Development Association] replenish- .
ment, which depended on tne U.S. Congress. Since the staff =
of the World Bank and the IDA are one it really makes the 7
whole thing dependent. The World Bank message from the -}
White House and the Treasury was “If you go ahead against
our wishes [and make loans to Peru] we will try and screw up
our next IDA replenishment.” %
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These actions coincided with a U.S. decision to resume
ect negotiations with Peru in an attempt to resolve a series
isputes involving U.S.-owned properties which had been
ionalized without compensation. James R. Greene, Senior
Jice-President of Manufacturers Hanover Trust Company,
ias designated by President Nixon to act as his personal
epresentative to the Peruvian government. The subsequent
ationalization of a subsidiary of the U.S. Cerro Corporation
id not affect the status of these negotiations because of a
eruvian willingness to discuss the question of compensa-
on.” The agreement that emerged had both short-term and
ng-term consequences. It accommodated the immediate
eruvian position, while increasing the country’s long-term
debtedness to the United States. In essence, the United
‘States, through the First National Bank of Boston, agreed to
‘extend $150 million in loans to Peru, $74 million of which
‘was to be paid directly to five nationalized U.S. companies
(Cerro Corporation, W. R. Grace and Company, the Starkist
Foods subsidiary of the H. J. Heinz Company, Goldkist; Inc.,
and Cargill, Inc.). The International Petroleum Company
was conspicuously missing from this list. The other $76
million was to be paid to the U.S. government for distribu-
tion to other U.S. companies whose assets were nationalized
by the Peruvian military government.® A concern of U.S.
- policy-makers in pushing for a package settlement was “to
- defuse the situation in order to open up Peru and its mineral
-~ and oil wealth again for United States investors.” % This
* willingness “to settle outstanding problems with the United
States” was an important factor in the decision of the World
- Bank consultative group on Peru to commit over $1.9 billion
: 1n external financing over a three year period beginning in
" early 1974.100 |
“U.S. policy toward Peru,” observed a U.S. policy advisor,
“has developed surprisingly well. The one contentious issue is
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IPC. But other than that, there seems to be a disposition on
the part of the Peruvians to take an amicable posture toward
the United States on some issues. There is no overt hostility.
In the United States, there is a feeling that the Peruvian
model is certainly preferable to the Chilean model.” 10!

- The emergence of a socialist government in Chile had a
significant impact on U.S. policies toward Peru and Brazil:

Chile helped make it possible to keep open the relationship
with Peru and to avoid the problems with Brazil. The concern
over Chile governed by a Marxist government led people
within the U.S. government to feel that it was more important.
than they realized to maintain constrictive relations with the
Latin American countries.!®

In the wake of the Chilean coup, one U.S. policy-maker wés
led to declare: 1

The Peruvians came around because of the Chilean change.
We are now in a position to take a much tougher position
toward other [Latin American] countries now that we have
eliminated a major problem.!®

The Brazilian and Peruvian Alternatives:
A Conclusion

‘The existence of democratic-socialist Chile forced the §
United States to come to terms with Peruvian nationalism. 4
The United States preferred to accept limited nationaliza-- §
tions that contributed to stabilizing a regime supportive of a 3
mixed economy than to risk radicalizing the situation in Peru 4
through confrontation tactics. Beginning in early 1971 the }
United States realized that the nationalist measures in Chile §
could strengthen political forces in Peru which were pressur- }
ing for a more rapid and thorough transformation. To
continue its intransigent policy of economic pressure without §
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substantial access points in the regime (in contrast to
ile) would provide the Peruvians with no: option but to
measures following the Chilean pattern.
razil and Peru appeared to represent alternative capitalist
~velopment models to the Chilean. In Brazil it appears that
1€ emphasis is on promotmg forelgn investment to stimu-
te industrialization while in Peru the emphasis appears to
e on state capital. However, a closer examination would
veal that Peruvian development is more comparable to an
rlier period of Brazilian development during which the
ate undertook to promote a series of investment prO]ects in
eavy industry, infrastructure, and natural resource develop-
ent. It could be the case that Peruvian statism is merely
laying the groundwork for a later period in which the door
will be opened for large-scale foreign investment. Certainly
the decisions taken by the junta do not preclude that future
option. And it appears that U.S. policy is premised on that
~possibility, leaving aside the investment possibilities -that
- exist even today. In any case, during the late 1960s and early
- 1970s U.S. policy-makers were greatly influenced by what
_* they described as the successful economic growth pattern in
- Brazil. The capacity of the regime to hold down wages and to
. effectively exclude nationalist and trade union activities
- facilitated the process of private accumulation and capital
- expansion by the multinational corporations. While the
Brazilian experience presented itself to U.S. policy-makers as
a model for Latin America, Brazil served as an active base of
political support of U.S. policies in Chile.1** Thus, while U.S.
policy was directed at containing Peruvian nationalism
within the boundaries of a mixed economy and limiting
Peru’s political ties with Chile, in Brazil the United States
“sought to promote Brazilian expansionism and to increase its
ties with Chilean opposition groups and military officials.
" Hence the United States’ concern with Chile caused it to
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accommodate Peruvian nationalism and to expand its com- #
mitments and ties with Brazil. And, while the United States %
sought to influence events in Chile, it was influenced by 2
‘experiences in Brazil: the logic of these political develop-
ments was the effort to transplant to Chile the experience in

Brazil.




b |
Foreign Economic Policy,
the Copper Conflict,
and the Foreign Debt

The Blockade of Chile

‘The existence of alternative capitalist development poles
the Chilean strengthened U.S. efforts to thwart its socialist
i experiment. In addition, however, there were two other basic

considerations which have to be taken into account in
analyzing U.S. policy. The growth of economic competition
< from Western and Eastern Europe, ]apan, China, and the

U.SS.R. offered Latin American countries the possibility
(over the medium run), of diversifying their sources of
external finance and subsequently  weakening both their
economic ties and dependence on the United States and the
* latter’s political influence in the area. The second considera-
tion pertained to the influence which Chilean development
might have on other countries within the region, what was
described by numerous influential officials variously as the
- -1ipple or domino effect: a successful effort by Chile would
- encourage economic nationalists elsewhere. Conversely, if
- the Chilean experience could be induced to fail, the United
"States and its apologists could write and argue about the
" “failures” of socialism. Under conditions of growing compe-
_ tition, in which it appears the United States was losing
= ground, U.S. policy-makers may have felt that their hege-

79



80 The United States and Chile

~ monic position in the region could no longer be maintained
by strictly economic relations, but that there was a need to
promote strict and direct political control through a depend-
ent military regime. The efforts to bolster the sagging
fortunes of U.S. economic interests in the face of external
competition and internal threats resulted in the establish-
ment of the Council on International Economic Policy, an
organization which fitted in nicely with President Nixon’s
desire for a rational and coherent foreign policy approach
based on long-term structural developments. ‘

The U.S. government’s negative response to the election 4
of Allende in September 1970, rooted in a conflict of &
political and economic interests, crystalized into specific §
policies shortly thereafter. The White House and the 3
National Security Council settled on an overall strategy of 3
controlled escalation of hostile measures in which periods of &
conflict would alternate with periods of negotiation. This £
strategy involved the combining of a two-pronged attack: - §
prolonged economic confrontation and the gradual disaggre- §
gation of the Chilean state. The tactics designed to realize §
economic dislocation in Chile were essentially threefold: an @
international credit squeeze, via mobilization of support for g
the U.S. position within the international financial institu- §
tions and amongst Chile’s international creditors; the elabo- §
ration of an ideology of “lack of creditworthiness” based on
conditions (inflation, disinvestment, etc.) created, in large
part, by the U.S. credit blockade; and the identification of 1
‘gradual economic deterioration with internal government |
policy, thus creating the economic basis for polarizing §
Chilean society in a manner favorable to the groups of |
owners of large properties. These efforts were paralleled by |
the deepening of ties between the United States and critical
sectors of the Chilean state (military, police), and private §
institutions (employer associations). In the process, these
groups were separated from the executive branch and its 4




}arrowly conceived responses of certain U.S. corporations
ITT, etc.), with major economic investments in Chile. As
ne official in the National Security Council told us:

A major consideration, both in general expropriation pohcy
" and in the case of Chile, was that it is all very well to go in and
‘support one company, but the costs involved in going into
Chile would be very high . . . no country should sacrifice its
overall relations or interests or other groups in the country for
the sake of one interest group.!.

. U.S. policy-makers continued to cloak their policies in the
rhetorlc of moderation and compromise and to express
... public interest in negotiations with the Allende government
= aimed at resolving outstanding differences. However a high
~CIA official noted a different aspect of the negotiating
~ posture: “. . . our intelligence requirements in the [debt]
" ‘negotiations between the United States and Chile, would be
~ to try and find out, through our sources, what their reactions
to a negotiating session were, what their reading of our
~ position was, what their assessment of the state of negotia-
 tions is.” 2 U.S. policy-makers claimed “a real effort to avoid
* a direct confrontation,” “an unwavering willingness on our
part to take the extra step,” “continuous negotiating,” and to
~ be “keep[ing] the door open.” 3 In point of fact, however,
" this professed desire for negotiations was but a tactical
element in the overall U.S. strategy. It was designed to allow

. time for the economic squeeze to gradually engender a

. general societal deterioration, and direct military interven-
~ tion in the political arena. In a secret memorandum to the
State Department in early 1971, U.S. Ambassador Nathaniel
- Davis emphasized that a military coup would only occur
~ when public opposition to the Allende government became
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“so overwhelming, and discontent so great, that military'f%
intervention is overwhelmingly invited.” :

The National Security Council, while maintaining overall ;
responsibility for policy toward Chile (“Chile’s an NSC *
matter,” said one U.S. official ®), delegated the application of
specific measures to the appropriate government agencies.
This delegation of authority allowed NSC officials to medi-
ate .between different agencies and departments over the
specific measures adopted to implement policy. The NSC
sought to maximize pressure in Chile but without forcing a
premature rupture in relations (i.e., before a coup could be §
consummated). One NSC official described the tactical §
~infighting and their own role in the following terms:

'-Zﬁ‘?h’% » E‘i““%ﬂ'l E"Ii‘\isi bR

NSC input has generally been on. the side of counseling a
more moderate approach to dealing with these countries. This .
puts us in the middle of a number of fires. The Treasury takes
a hard line on expropriations and the president takes a very
hard line too. The State Department takes a very cautious
line—traditional—in dealing with these problems. The NSC
‘point of view leans toward the State point of view. . . . .

Treasury was very hard-line, and had a strong input but
their views were not dissimilar from those of the president &
because Connally and the president talked a lot. The State
Department line was more moderate, although it would have
condoned nothing. NSC was pretty much in the middle. Our
general feeling was “let’s keep the doors open.” The position
followed came out quite similar to the NSC position.6

These interdepartmental differences of opinion were pri- §
marily different appreciations and estimates of the most §
effective mix between external coercion and internal pressure
as means of realizing the desired changes in Chile and Latin
~ America. | B

In January 1971, at the suggestion of NSC advisor Henry 3
Kissinger, President Nixon established a Council on Interna- §
‘tional Economic Policy (CIEP) to “provide a clear, top-level §
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“focus on international economic issues and achieve consis-
tency between international and domestic economic pol-
icy.” 7 It represented a decision on the part of the U.S.
government that “economic interests cut directly across
foreign policy considerations and thus bear on military and.
-diplomatic commitments abroad.” 8 One of the purposes
envisaged in establishing the council was “protecting and
improving the earnings of foreign investments.” 9 The newly
appointed director of CIEP, Peter Peterson, outlined the
* basis of the new foreign economic policy in a study requested
by the presrdent

The tradition of the Yankee trader which we may proud]y
invoke, is"a tradition that placed its faith in more trade, not
less. And now that others have become first rate economic
+ powers in their own right, there must also be the realization
v that political, economic and security questions are inseparable
in long-range policy planning, and that it is the global
relationships which in the end must be protected and
nurtured. In an increasingly economic, interdependent and
competitive era, we shall also find increasingly that economics
is politics.!0 '

An NSC staff member was more concise: “We are willing
now to push harder on economic interests. . . .” 11 A key
policy-maker in the implementation of this new policy was
Secretary of the Treasury John Connally, whose “unparal-
leled™ 12 influence with President Nixon enabled him to
reassert Treasury’s pre-eminence in the making of foreign
policy as it affected international economic policy and vice
versa. He utilized his position as chairman of the National
Advisory Council on International Monetary and Financial
Policies, which is charged with recommending what position
the U.S. government should take on loan requests from the
international financial institutions, to make Treasury
“slightly more equal than the others on close 'votes.” 13
Furthermore, the U.S. executive directors on the boards of
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the World Bank, Inter-American Development Bank, and
the International Development Association were Treasury
officials, directly answerable to the Secretary of Treasury.
The close convergence of government policy and business
interests was made evident in the response to a decision by
Ecuador to expropriate the property of All American Cables
and Radio, a subsidiary of International Telephone and
Telegraph (ITT). The Ecuadorian government offered I'TT
$575,000 in compensation as against the latter's demand for
$600,000. The corporation then proceeded to pressure the

U.S. government to invoke sanctions and withhold all future .

‘economic assistance to Ecuador until the ITT demand had
been met. “I'T'T was determined to teach the Ecuadorians a
lesson as a matter of principle,” one U.S. official observed.
“They were trying to teach all of Latin America a lesson.”

These actions were successful, largely because, according to 3

this official, the Treasury Department “adopted the ITT
position uncritically.” 14

The U.S. government refused to accept new loan applica-
tions from Ecuador during most of 1971, and a $15.8 million

AID authorization was held up until a settlement was
reached with ITT. In the Inter-American Development 3

- Bank, the United States was able to forestall approval of

three loans to Ecuador totaling $21.5 million until after the ﬁ-
conflict had been resolved in favor of ITT. “According to §

sources in Washington well informed about U.S. economic

policy in South America, the Ecuador case was important
because it served notice that the United States would not J§
flinch from invoking sanctions even when a token sum of §
money was involved. It represented a solid V1ctory for |

Treasury Department hardliners.” 1>
Testimony before congressional committees by high-rank-

ing Treasury officials underscored the decisive role of the
department in the formulation and execution of foreign %
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economic policy. “Developing countries,” declared Charles
E. Walker, Under-Secretary of the Treasury, “must . . .
tread very lightly in using expropriation of foreign invest-
ments unless there i1s evidence that satisfactory progress is.
being made toward settlement of expropriation disputes.” 16
During the first half of 1971, the United States abstained
¢ from voting on a World Bank livestock loan for Bolivia over

“the question of compensation for expropriated U.S. proper-
“ties.

. despite settlement of the Gulf Oil dispute, other
expropriations have taken place and evidence is as yet
insufficient to conclude that progress toward compensation
is being made. A parallel position was taken on an Inter-

American Development Bank loan to Bolivia related to the
World Bank loan.V

#  In June, the U.S. executive director to the World Bank,
Robert E. Wieczorowiski, abstained from voting on a $6
million loan to Guyana for flood control, contending that it

~was too early to make a judgment on the progress of
~ compensation negotiations between the Guyanese govern-

/. ment and a recently nationalized Canadian bauxite corpora-

© tion (ALCAN), with substantial U.S. ownership. |

MR. REUSS. Did the President of the World Bank indicate a

position as to whether this proposed loan to Guyana should

go forward in that it was accompanied by evidence that

progress was being made toward the resolution of the ALCAN
- expropriations?

MR. WIECZOROWISKI. There was not what you would call a
formal provision of evidence but I think it was clear that in
bringing the project forward there was a determination on the
Bank’s part that this policy was being met.

MR. REUSS. Did you abstain on your own or did the Secretary
of the Treasury instruct you to?
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MR. WIECZOROWISKI. My actions within the World Bank group
do have the guidance of the Treasury and the NAC (National
Advisory Council) and I was acting with such guidance.

MR. REUSS. And their guidance was to tell you to abstain.

MR. WIECZOROWISKI. Yes, sir.18

The loan was supported by the other twenty members of the g
World Bank board, including the Canadlan representative. <
One Treasury policy-maker explained the U.S. decision in :
these words: “When we directed an abstention or negative
vote on Guyana, we were concerned that if Guyana followed 3
through on its bauxite nationalization there would be a wave 1
~ of nationalizations sweeping the Caribbean. [Nationalization 3
activities setting a precedent] was our longrun concern, §
particularly in the Andean nations and in the Caribbean.” 1 =

Before the House Subcommittee on Inter-American 3§
Affairs, John R. Petty, Assistant Secretary of the Treasury for
International Affairs, maintained that the U.S. position on §
compensation payments for expropriated U.S.-owned proper- 3
ties was consonant with long-standing World Bank policy. ‘#
He questioned “the policy of the Bank in lending when there |
were unresolved expropriatory issues outstanding.” The &
United States’ vote with respect to Guyana was “a signal to i§
the management of the World Bank that we thought that §
administration of the policy wasn’t quite the way we read the §
cards.” He concluded w1th an explicit statement of the U.S. %
position: q

. . there is an appropriate- place for a policy where the
U.S. government can support the activities of its nationals
abroad through a fair and balanced policy of deterrents,
-indicating that there are economic costs involved in expropria- |
tion for the host country, and that if they seek to pursue their 8
policy, the costs will be incurred.?

The U.S. government was opposed, not merely to expropria—*li
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n without adequate compensation, but to the very pr1ncx-

of nationalization itself.

n an interview with Business Week, Secretary of the

asury Connally was quoted as saying that “the U.S. can

ford to be tough with Latin Americans because we have no

nds left there anymore.” 2! The statement was later

acted; its importance lies not in what it tells us about
atin America (where the U.S. could count on Brazil,

aguay, and Central America among others as “friends”),
gt about the state of mind of U.S. officials. The wish to

ppear “‘isolated,” the garrison mentality, was a convenient
ay-of justifying an arbitrary and unilateral policy conceived

o support exclusively narrow U.S. economic interests. Hence

i the U.S. policy of economic pressure against Allende’s Chile

as part of a larger regional policy of general opposition to

~gll efforts at autonomous national economic development, a

policy which, as we have seen in the case of Peru, was latep.,
odified.
U.S. economic pressure on the Allende government, in the

form of declining government, private banking, and commer-

cial credits, began immediately following the 1970 election.

.S. policy was less-a response to specific sector nationaliza-

ons than to the more fundamental political and economic

1ssues raised by the fact that a thorough socialist transforma-

stion was envisioned in Chile. The economic conflicts were

_the immediate sources of conflict for these more basic

~considerations. While keeping this in mind it is important,”
f«ﬁhowever to follow the sequence of events that led to

teonfrontation.

On September 29, 1971, Allende announced that $774

illion would be deducted as excess profits from any

rompensation due the Anaconda Company and Kennecott

,Copper Corporation for the nationalization of their Chilean
«@ssets.2? Since most estimates placed the book value of the

%iiatlonahzed mines at $500 to $600 million, the “no compen-
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sation” decision by the controller general of Chile was not
unexpected.

U.S. policy-makers, with increasing support from influen-
tial congressional quarters, reacted angrily to the Chilean:
actions. They left little doubt that a forthcoming pre51den-_
tial policy statement would reflect the hardened U.S. posi--
tion on the treatment of foreign governments who natlonal—‘:
ized U.S. investment assets without adequate compensation. ;
A broadside against the Chilean action was soon leveled byg
influential U.S. officials. “Obviously in some cases ourg
interests may outweigh the effects of expropriation,” said one.
U.S. official. “But generally, countries that expropriate ourg
assets will be on notice that this will generate a fresh pohcy;
review at very high levels of government.” 2 Concern was
expressed that a “soft” response to this problern would serve
to encourage further expropriations, especially in Africa. and*g
Latin America. Robert S. McNamara, President of the_
World Bank and former U.S. Secretary of Defense, declareds
his support of the U.S. position in some pointed remarks tog
the International Center for Settlement of Investment{
Disputes. “[He] warned developing countries that a ‘disquiet:
ing’ trend by governments to annul agreements with foreignd
investors could senous]y imperil’ their creditworthiness an_
- inhibit investment in their entire region.” 2

U.S. Secretary of State William Rogers, in an oﬂia
government response, charged Chile with making a serlou;
departure from accepted standards of international law” it}
employing the excess profits concept. In a crude attempt s,f
induce global pressures on Chile, he then threatened td
reduce the general level of U.S. aid to the underdevelope
- world: “[Chile’s] course of action . . . could have an advers
effect on the international development process.” 5 Assistan§
Secretary of State for Inter-American Affairs Charles Meyé§
also attacked ‘“the retroactive application of the ‘excef
profits’ concept” and reiterated U.S. insistence on “jus]

it ¢ i

uv.’a TR e
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ensation for expropriated properties.” %6 The excess
ofits concept was used by U.S. policy-makers to differen-
te between Chile and Peru: '

=

" There is a difference of degree between our problems in
Chile and our problems in Peru. For example, the Chilean
government has enunciated the Allende doctrine which
permits them to unilaterally determine whether a given
ompany has made excess profits in the past and deduct those
proﬁts from the value of the nationalized property. This is an
xtreme departure with a number of implications around the

Peru didn’t charge excess profits [and] their criteria is
lifferent, and much less difficult in terms of international law,
n that théy say that the arbitration provisions under which
~Standard Oil operated there were faulty. This is a lot different
-from saying “You made too much money and we are going to
* “"take it away from you.” None of the other cases in Peru are
‘remotely comparable. But at least the principle of compensa-
tion is recognized in Peru, with the exception of IPC, as
-compared to Chile.? '

U.S. corporate interests responded in a similar vein. The
xcess profits statement signified that “the issue [was] no
-longer simply between the companies and Chile but between
Vashington and Santiago.” 28 In October, the executives of
x U.S. corporations with holdings in Chile (Anaconda, Ford
flotor Company, First National City Bank, Bank of Amer-
-ca, Ralston Purina, and ITT), met with Secretary of State
:Rogers for “ ‘an open discussion’ of their predicament and
he possible response of their government.” 2% Rogers opened
‘the meeting by stating that “the Nixon Administration was a

“business Administration’ in favor of business and its mission
*was to protect business,” 30 and voiced concern that Chile’s
‘actions could have a domino effect throughout Latin Amer-
ica in the absence of strong U.S. retaliatory action. He also
qalsed the issue of an informal embargo on spare parts and

i
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materials being shipped to Chile and, according to some,
reports, told the corporation executives that the U.S. govern=
ment intended to invoke the Hickenlooper Amendment and!
eliminate all aid to Chile unless the expropriated copperg
companies received swift and adequate compensation. Thel
Treasury Department, meanwhile, was attempting to formu::

~late a ruling (through the Internal Revenue Service) whereby
the copper companies would be granted a $175 million taX§
deduction on their copper losses in Chile3!

During September and October 1971, ITT elaborated 1@
detail on possible U.S. government policy options in deahn%
with the Allende government. In a memorandum that
proposed the formation of a special NSC task force to puf
pressure on Chile, the following actions were suggested: -

l’mf*zm

1. Continue loan restrictions in the international banks such

- as those the Export-Import Bank has already exhibited.
2. Quietly have large U.S. private banks do the same.

3. Confer with foreign banking sources with the same thing in - 2

mind.

4. Delay buying (copper) from Chile over the next six §

months.

5. Bring about a scarcity of U.S. dollars in Chlle

6. Discuss with CIA how it can assist the six month squeeze

7. Get to reliable sources within the Chilean military.””

A revised version of the ITT 1970 “White Paper” on Chl:
discussed possrble State Department actions:

1. Exercise the United States veto in the Inter—American" ,
Development Bank with respect to several Chrle loan ;
applications with the bank. :

2. Through use of U.S. veto or pressure, shut off any pendlng,
or future World Bank loans to Chile. -

3. Continue the refusal of the U.S. Export—lmport Bank to
grant any loans to Chile.

‘4. Indicate the State Departments strong dlspleasure w1th
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~Chile’s flagrant disregard for norms of international law in
nationalization without adequate compensation and urge
- the U.S. banking community to refrain from extending any
further credits to Chile. If possible, extend this to interna-
tional banking circles.

Halt all AID projects that are stlll in the government

plpehnes
. Embargo 1mports from Chile into the United States.
(Value of Chile exports to the U.S. now is about $154

million.)

Enlist the support of Chile’s neighbors, particularly Argen-
tina; Brazil and Peru (and possibly Bolivia with its new
rightist government) to protest in international forums
about the reported offer of arms credits to Chile by the
Soviet Union. . . .3

aving deleted the more extreme aspects of their earlier
oposals, the proposed ITT strategy converged with U.S.
overnment policy and practice.

- The political-economic nature of the U.S. credit blockade
¢ of Chile between 1970 and 1973 was sharply delineated in an
exchange between the Assistant Secretary of the Treasury for
International Affairs, John Hennessy, and the Chairman of
the Senate Subcommittee on Multinational Corporations,
Frank Church, during hearings on the efforts of International
’“'elephone and Telegraph to overthrow the Allende govern-
“ment in 1970 and 1971. Questioned on the immediate
* termination of credits by U.S. government agencies and the
multilateral development institutions to the new Chilean
- government, Hennessy maintained that these decisions were
ypically made when new governments came into office
ose purpose was to induce ‘“far-reaching new economic
rograms’ or “a whole new structural approach”:

 SENATOR CHURCH. I do not mean to belabor the point, but
~ there have been instances where credit is immediately ex-
tended to a new government, not only by our own agencies
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but by the multilateral institutions. I have in mind what
happened in Bolivia, when credit was immediately made
available. It is not always necessarily the pattern to wait and
see what the Government is going to do before giving credit.

MR. HENNESSY. The distinction I am making, the difference
here is when farreaching new economic programs, when a
whole new structural approach is about to be undertaken, and
at the same time statements are being made about their
international obligations, that there are going to be expropria-
tions—those types of things raise doubts in the mind of any
banker, and I am sure in the case of these banks’ manage-
ment.3*

Between 1964 and 1970, over $1 billion in economic
assistance flowed into Chile from the U.S. Agency for.
International Development, the U.S. Export-Import Bank,
the World Bank, and the Inter-American Development;
Bank. During the same period, $200 to $300 million
short-term lines of commercial credit was continuously;
available to Chile from U.S. private banks. Almost 803
percent of all short-term credits came from U.S. supphers
and U.S. banks3’ Throughout the Allende government’s®
~ tenure, aid disbursements to Chile from U.S. AID, the U. S‘ ,

Export-Import Bank, the World Bank (IBRD), and thé]
Inter-American Development Bank (IDB), were nonexistenj’
or negligible, while short-term lines of credit from US
private banks declined to around $30 million. The virtual
elimination of long-term development loans from AID, IDB;
-and IBRD, together with increasing demands for the 1mme
diate repayment of debt obligations incurred by the Alessari
dri and Frei governments, constricted the opportunities. fol
long-term development, planning, and investment. The f_'
_cline in short-term credits drastically affected Chile’s capacit}
to import adequate quantities of essential goods for the daj§
to day operation of society, and over time affected th§
standard of living and economic productivity of the country]
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n August 1971, the Export-Import Bank informed the
ilean ambassador in Washington that any further loans or
uarantees from that institution would be. dependent on a
stisfactory resolution of the copper conflict.36 It also termi-
ated all loan guarantees to U.S. commercial banks and
xporters engaged in business activities in Chile, as well as
disbursements of direct loans that had been previously
egotiated by the Frei government. . . .” 37 The withdrawal
f the commercial and political risk insurance program was
= directly responsible for the erosion of short-term U.S. private
ank and supplier credits.
‘The role of the White House, and presumably NSC, in.
hese actions was apparently decisive in view of a further
“incident involving the Export-Import Bank and Chile at this
" time. Eximbank Chairman Henry Kearns announced in June
ithat a pending loan request by Chile to finance the purchase
* of three U.S. Boeing passenger jets had been denied because
_of the lack of proper assurances on compensation for the
“expropriated U.S. copper companies3® A Department of
~Commerce official termed the decision basically political in
‘nature, and minimized the importance of Chile’s credit
standing as a factor in the outcome. Although the State
- Department questioned the likely effect of this decision on
~current negotiations involving other U.S. interests in Chile,
~and on “delicate negotiations elsewhere in Latin America,
notably Venezuela,” 3 the White House-Treasury position
was upheld. State Department officials contended privately
~ that the final decision to refuse the loan “was made on ‘the
- White House level’ under the pressure of private American
- companies.” 40
- The U.S. government also displayed a high profile within
. the multilateral aid institutions, particularly the Inter-Ameri-
can Development Bank and the World Bank. With the
~exception of two educational loans totaling $11.6 million to
- the Austral and Catholic universities, both opposition educa-
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tional strongholds, the IDB awarded no long-term develop-%
ment loans to the Allende government. A $30 million loan %
application for the construction of a petrochemical complex-3

was shelved after the U.S. executive director voiced strongg
objections to a bank plan to send a technical mission to§
Chile to evaluate the request.#! According to an official of 7
the Inter-American Committee on the Alliance for Progress :
(CIAP), the United States employed a number of tactics in _§
an effort to hold up IDB loans to the Allende government

The U.S. had the opportunity in the IDB to hold up loans.
The pressure could go through different channels: (1) veto
power. But the problem is to get a more sophisticated way of
‘holding up loans; (2) either by using the power you have in the
subcommissions of the Board—the technical way; [or] (3) the
political way—calling the director of this: department and
telling him what you think. At least the last two methods were - 4
used.*

A similar situation prevailed in the World Bank which did;
not make a single loan to the Allende government despite 8
the fact that a number of detailed projects were submitted §
for consideration. In one instance, an appraisal mission to}
Chile to evaluate a fruit-processing plant project (part of the §
agrarian reform program and considered crucial in 1mprovmgl '
Chile’s balance of payments situation), was canceled at thej
request of the State Department.® Nevertheless, Chil
continued to meet its debt service obligations to the bankg
At the 1972 annual meeting of the board of governors of thej
World Bank, the Chilean representative, Alfonso Inostroza; i
‘observed that disbursements from loans approved in the]
pre-Allende period were approximately equal to Chile’
payments to the bank. “If no fresh credits are granted to us,”§
he continued, “the time will come when Chile’s debt service
payments to the Bank exceed the sums which it receivedg
from it. The paradox would then come to pass of Chile]
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ecoming a.net exporter of capital to the World Bank,

stead of the Bank assisting Chile.”# A World Bank

‘oﬂiaal in assessing the Allende perlod rationalized the
institution’s credit embargo in the following manner:

During the A]lende period, the World Bank followcd the
same attitude as the Russians. The World Bank had an
~economic mission in Chile in 1971, as did the Soviets. Both
had the same ideas. As Fidel Castro put it, “this is a
revolution of consumption, not investment.” The World
Bank response was, in bourgeois terms, that unless the
investment-savings rate goes up the Allende government is not
interested in economic growth and development. Same posi-
tion as the Russians. The Allende government told the World
Bank to go to hell because they were bourgeois economists.
They said the same thing to the Russians—that they were
going the Chilean way. Therefore, Chile received no help
-from the Soviet Union and very 11tt1e from us." The Chileans
really went wild.#

- In October 1971, a congressional subcommittee inquired
of Treasury Under-Secretary Walker as to what the U.S.
position within the World Bank or the Inter-American
Development Bank would be in response to a loan request
from the Allende government:

I would put it within the context of an expropriation of
property in which there has been absolutely no indication up
to this time that the compensation will be adequate or timely.
On that basis if a-loan to Chile were to come up today in the
Inter-American Development Bank or the World Bank—the
World Bank has a rule and they would not lend to Chile
under these circumstances, but the IDB has no such rule—
there is no doubt in my mind what Secretary Connally’s
instructions to Mr. Constanzo [U.S. executive director] would
be. . . %

The role of the International Monetary Fund with regard
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to Chile was somewhat more ambiguous. While the IMF, -

like the World Bank, conditions aid on a country’s general
economic policies, officials of the institution ‘“are more
willing than they were in the past to recognize that their

short-term exigencies can have adverse effects on long-term

~policies and that they ought to take these effects into
account in the demands they make on countries wanting to
use the fund’s resources.” ¥ Under the presidency of Pierre-

Paul Schweitzer, the IMF has been prepared to admit “that
its economic demands often were politically unacceptable to

governments caught in the exigencies of development.” 48 In

‘the case of Chile, the IMF helped prepare the country’s debt
renegotiation brief and resisted the U.S. position that Chile

accept a standby agreement. IMF loans to Chile of $39.5
million and $42.8 million from the export compensation

fund in 1971 and 1972 partly reflected the fact that the fund

“is not a bank but a mechanism to assist member-countries
with foreign exchange difficulties; moreover, since the Fund

had clear authority to make compensatory loans for this type -

of foreign exchange shortfall, the United States did not
object.” ¥ But, perhaps more importantly, the European -
members of the IMF appear to have a relatively greater .
impact on its policies vis-d-vis the United States as compared -
with their leverage within the World Bank. A U.S. attempt _

to replace Schweitzer as president of the IMF was vigorously,

and successfully, opposed by the Latin American and Euro-
pean members of the fund. Nevertheless, the partial defeat *
for the United States in the International Monetary Fund
over the question of Chile needs to be put in perspective. *
The IMF only provided Chile with loans forwvery specific and
limited purposes. Long-term development-assistance credits 3
remained dependent on ‘the acceptance of austerity IMF ;
standby agreements, which would have limited the Allende
government’s internal economic autonomy and had a nega-




- Economic Policy,;Copper, and the F oreigﬁ Debt 97

ve impact on the standard of living of the working class, the
iajor social basis of support for the government.

The cumulative impact of U.S. economic pressures on the
hilean economy led to a severe economic deterioration by
arly 1973, and allowed the United States to justify a
ontinued credit squeeze on the basis of Chile’s supposed
Jack of creditworthiness, a situation which previous U.S.
policy was designed to bring about. During 1971 and 1972,
however (before the effects of the credit squeeze set in), the
llende government’s economic policies compared more
than favorably with those of the reformist Frei administra-
tion. According to a study by the Inter-American Committee
on the Alliance for Progress, -a major accomplishment of the
Allende government was the elimination of economic stagna-
. tion and the achievement of “a more equitable distribution
. of the benefits of economic growth. . . . ¢ After analyzing
. the government’s policies through 1972 the study concluded
- on the following note:

In 1972, the country’s economy is in a situation of almost
full utilization of its productive capacity, following a year
.marked by high growth levels. Unemployment has been
reduced markedly and a broad process of redistribution of

,.; income and accelerated agrarian reform has been carried
© out”!

'l Nevertheless, the study also issued a warning:

According to Secretariat estimates, relief in the payment of -
service of the debt over the next few years will be necessary in.
order to maintain an adequate growth rate over that period. .
Furthermore, if the prospects for copper prices do not change,
the estimated growth in the volume of exports will not be
sufficient for generating resources for balancing the balance of
payments current account.”

Chilean attempts to cope with economic problems result-
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ing from U.S. pressures took the form of a nonconfrontation .
strategy based on alternative sources of financing and new
trading partners. Although Chile was able to renegotiate
$300 million in debts to foreign governments and private
creditors and obtain $600 million in credits and loans from
socialist bloc countries and Western sources in 1972, many of
these loans and credits “[were] tied to specific development -
projects and [could] be used only gradually.” 5 The situation
was also affected by the precipitous decline in Chile’s foreign
exchange reserves, resulting from the fact that approximately
one-third of the country’s total export earnings in 1970, 1971,
and 1972 5 went to service the foreign debt, at a time of
rising import prices, increasing domestic demand, declining -
world copper prices, no U.S. credits, and the refusal of the .
U.S. government (Chile’s major - creditor) to renegotiate -
- Chile’s public debt to the United States. Finally, U.S.
suppliers were now demanding “cash in advance for essential
raw materials and parts sales to Chile.” 5 Chile’s efforts were
ultimately not adequate to the situation: the country could
not at one and the same time meet both past external
obhgatlons and current economic pressures and develop the :
economy. ‘ 3

In January 1972, President Nixon outlined a stringent U.S. | %
public position on expropriations, which was intended to
define the U.S. position on Chile and Latin America. While :
acknowledging the State Department’s concern with U.S. §
global foreign policy interests, the statement noted the s
“re-emergence of the Treasury Department as a central and
undisguised directing force in international economic pol- §
icy.” 56 It began by questioning “the wisdom of any expro- §
priation . . . even when adequate compensatlon 18 pald
and contmued

. . when a country exproprlates a significant U.S. interest
w1th0ut making reasonable provision for such compensation
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to U.S. citizens, we will presume that the United States will
not extend new bilateral economic benefits to the expropriat-
ing country unless and until it is determined that the country
is taking reasonable steps to provide adequate compensation

or that there are major factors affecting U.S. interests which
require continuance of all or part of these benefits.

On the face of the expropriatory circumstances just de-
scribed, we will presume that the United States Government
will withhold its support from loans under consideration in
multilateral development banks.5

~This policy statement provided the legal justification for
the Treasury Department’s activities since 1969 in pursuit of
larger U.S. policy goals. “Before the January 1972 statement
was made public,” a Treasury official pointed out, “Treasury

"~ was already following that position. Treasury had already

been applying that policy.” He described specific examples:

The State Department opposed abstaining on the Guyana
vote. This was the Treasury position. On Bolivia in 1971 the
U.S. abstained. In the Inter-American Development Bank in
1969, the U.S. abstained on Peru. The director said to us that
the U.S. abstained to show its displeasure. The policy

~ statement was a kind of clarification put down on paper. That
was more or less the Connally influence, hard-line, that in the
case of expropriation, the United States would vote no, or
would show its displeasure regarding the proposed loan by, at
least, abstaining.’®

The State Depértment sought to interpret the new policy.

directive as “a compromise” but one in which “Treasury got
the better part of the deal.” 5 Some Treasury officials tended
to concur with this view:

Secretary Connally did play a key role. He had input
directly with Kissinger and the president. He had the policy
role with respect to the multilateral financing institutions. But
he was not having, by any means, the final word. On the other
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hand, when the battle was going on between Treasury and
State, we won on the expropriation statement and got it out
and published. On the other hand, the surveillance group to
keep an eye on the expropriations and carry through the
policy was put under the control of the State Department.®

Presidential assistant and Executive Director of CIEP
(Council on International Economic Policy) Peter Peterson
stated that the hard-line policy was designed to provide
“investment security” for U.S. investment capital in the
underdeveloped world.$! Sectors of the U.S. business commu-
nity, however, disputed this contention, viewing the policy as
short-sighted and potentially counterproductive. They ex-
pressed concern over its possible effect on the entire invest-
ment climate in Latin America, and felt that any application
of the sanctions policy to a particular country would
eliminate the likelihood of compensation for previously
expropriated companies there. They also raised the specter of
the U.S. investor being denied complete access to those
countries subject to the sanctions.

For example, to the extent that U.S. bilateral aid and
multilateral aid and multilateral assistance is choked off, and
other countries including the USSR and Eastern Europe are
invited to fill the gap, U.S. suppliers and investors may find
themselves needlessly cut off from a market.%

Finally, it was argued that the expropriation threat was
essentially limited to one country, Chile, which was no
longer a recipient of U.S. economic assistance.

By strengthening a policy which fits a situation that is the
exception rather than the rule, it could be argued that
President Nixon is overresponding and perhaps taking an
action which in itself does a basic disservice to the investment
climate. It tends to make the investment situation throughout
Latin America look infinitely worse than it is.63
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The criticisms of the corporate interests were based not on
rejection of the principles enunciated by Nixon but on
heir applicability to Latin America, a Latin America which
hey perceived as open and receptive to U.S. capital.
~ The businessmen saw no need to elaborate a general policy
.statement about Latin America when the issue at hand was
the specific. problems affecting U.S. relations with one
country: Chile. The thrust of the Nixon policy was clearly
~aimed at increasing the external pressures on the socialist
government of Chile, in order to exacerbate internal eco-
nomic disorder and social conflict and to lessen the attrac-
tiveness of the Chilean model to its neighbors. U.S. policy-
. makers perceived Chile as the linchpin in the Latin American
struggle to redefine its political and economic relationships
- with the United States.
. A former NSC staft member with respon31b111ty for Latin
America, commenting on the situation in August 1973,
~ approximately one month before the military coup, admitted
that U.S. policy was geared for a major confrontation:

. to adopt a policy where virtually every investment
- dispute escalated into a government to government dispute
was wrong. That is pretty much where we ‘are right now. It-
would be difficult for us to isolate investment-expropriation
issues from political issues. . . . I think it is very difficult for
Allende to work out a solution which the U.S. government
could ever consider a reasonable one.*

In March 1972, following the January policy statement on
expropriation, the Nixon administration vigorously sup-
ported passage of the Gonzalez Amendment by the U.S.
Congress. The amendment required the president to instruct
the U.S. executive directors in. the various multilateral aid
'Institutions to vote against loans or the utilization of funds

- for any country which (1) nationalized or expropriated
~ US.-owned properties; (2) declared invalid existing agree-

%gn:rs: ST
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ments with U.S. corporations; or (3) applied discriminatory
taxes or other operational restrictions effectively resulting in
nationalization or expropriation. Only presidential determi--
nation that an arrangement for satisfactory compensation
has been made, or that the dispute has been submitted to the
rules of the Convention for the Settlement of Investment
Disputes for arbitration, or that “good faith negotiations are
in progress aimed at providing prompt, adequate, and
effective compensation under the applicable principles of
international law” could prevent implementation of this high :

profile policy within the international institutions.5 3
" In August 1973, a Treasury Department official assessed
the results of this active interventionist policy.

We find that the United States has been rathet successful
in blocking those loans [to countries that have expropriated  :
U.S. properties]. But there is a difference between the
Inter-American Development Bank and the World Bank. In
the World Bank, the management decides what loans should
be brought up to the board of directors. But if the manage- =
ment decides not to bring up the loan, then it doesn’t come to
a vote. In that sense, I don’t know how many loans were §
turned down because the U.S. view announced it would
oppose them. But in the Inter-American Development Bank,
the management can bring loans to a vote of the board of
directors and the countries themselves can do the same. But
realizing that loans would be voted down if they were brought
up, they have not been requested to be voted upon by the
interested country. In that sense, the policy has been more
effective than we believed that it was.%

In an address to the 1973 annual meetmg of the World
Bank and the International Monetary Fund in’ Nairobi, §
Kenya, U.S. Treasury Secretary George Shultz restated the g
hard-line U.S. position: ““. . . we do not find it reasonable 3§
that a nation taking confiscatory steps toward investment
that it has already accepted from abroad should anticipate §
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cial assistance, bilateral or multilateral.””  During a
bsequent appearance before a U.S. congressional subcom-
nittee, he emphasized the necessity of taking “a really firm
tand on the question of expropriation” which he described
s “a disease that has been spreading in the world. . . .’ 68
~ Clearly the United States was able to realize its economic
lockade of Chile in large part because international finan-
jal agenmes are still to a large degree influenced by policy
lecisions in Woashington. It is sufficient for a decision to be -
eached by the U.S. executive in order that the major lending
nstitutions begin to fashion their policies and lending
riteria accordingly. Earlier we noted the close correspond-
§ nce between U.S. corporate interests and U.S. government
ggpohcy and the common purposes and strategies- pursued
# This web of relations is now extended to include the major
international” institutions which strongly influence the
nternational credit rating of a country. A recent study of the
“'U.S. role in the multilateral development banks, prepared for

the House Foreign Affairs Committee, has elaborated on the .
nature of U.S. leverage within the banks: |

- Although unable to quantify the extent of U.S. influence
on the shaping of loan proposals and general policies in the
banks, executive branch officials stress their view that there is
"~ 'in fact a “substantial” measure of U.S. influence, and offer
- specific examples illustrating the extent to which the banks
“  have been willing to make changes in proposals upon the

recommendation of the U.S. Executive Directors. In discuss-

_ing the U.S. influence within the banks, Treasury officials note
that while the United States is not the majority stockholder in

‘any of the banks, it is the major stockholder in the World
- Bank Group and in the IDB, and one of the major stockhold-
ers in the ADB [Asian Development Bank]. The analogy
suggested is that the banks, like any corporations, have an
obligation to look to the interests of their principal stockhold-
ers and cannot afford any prolonged erosion of political and
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economic support from these members. Although no judge-
ment is offered as to the extent of the informal influence
which the United States enjoys, its existence must be recog-
nized. It can be assumed that this indirect influence may be
felt in actions the banks do not take—loan and policy .
proposals not presented to the boards, for example—because
of expectations of a U.S. negative reaction. . . .

While the informal and indirect nature of this process
makes it difficult to assess the extent of U.S. influence in loan'
formulation during the preparation stage, Treasury officials
emphasized that the banks generally do reshape aspects of a

- loan which are questioned by the United States. . . .

In most instances, strongly voiced U.S. concern about an
aspect of a loan appears to be sufficient to bring about a
re-examination of the policy in question. Using the analogy of
“losing the battle to win the war,” the United States may
approve a loan about which it has voiced criticisms if the loan
is generally acceptable in other respects, anticipating that U.S.
influence is great enough to bring pressure on the bank not to
continue that policy without sufficient justification.®
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The combined and mutually reinforcing efforts of US
corporations and government agencies and mternatlonalé
banks sharply diminished the marketing, trade, mvestrnent;
and credit opportunities of Chile throughout the world. Naj
single aspect of the problem can be adequately considered i
measuring the impact of the economic blockade. Only b:
examining the continuous process of escalating pressures 1
~ all their manifestations can we adequately appreciate the ful

political consequences of the U.S.-initiated and -directe
efforts to overthrow the Allende government. The interlock
ing of business, government, and international banking tha
was discussed above suggests that an international powel
bloc has emerged whose scope of activity includes the world}
market and which influences a substantlal area of the worl

trade and credit.
Within the foreign policy machinery the formulation ant
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ection of foreign economic policy was largely in the hands
Treasury, the agency most closely associated with the
vate corporate world. While there was a consensus among
"ll agencies in their negative evaluation of the social nature
f the Allende government, there were substantial differences
t different times over the adoption of specific policy
easures. The National Security Council served as a sound-
ng board and mediating body for these conflicting views,
modifying and adapting them to the overall perspectives.

The Copper Conflict and the Embargo

The U.S.-based multinational corporation has been in a
strategic position in the Chilean economy for over half a
“century. Chilean dependence and the concomitant decapital-
‘jzation of the economy have been sources of economic
_backwardness and vulnerability. Both features of the Chilean
_economy have pr0v1ded the multinational corporations with
-political and economic levers with which to limit Chile’s
efforts at autonomous economic development, blocking
imports necessary for copper production as well as exports
‘into foreign markets.

The legacy of Frei’s “Chileanization” of the copper
‘program was appalling: enormous foreign debts, stagnant
‘production, and huge repatriated profit margins. The efforts
-of the Allende government to offset these losses and redress
the balance between the national and the multinational
corporations through nationalization and compensation
based on a retroactive excess profits tax served as the
ideological pretext for the U.S. credit and financial restric-
tions as well as triggering the embargo by the multinationals.

Copper policy was critical to any effort aimed at rapid and
sustained national development, socialist or not. It can also
be safely stated that while U.S.-owned copper was the major
obstacle to autonomous development, in moving on the
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copper industry, the Allende government crystalized U.S.:
opposition, uniting the efforts of government, banks, and:
corporations. : S

The Chilean economy s hlStOl’lC dependence on copper has

percent of total exports and approx1mately 80 percent of;
total export earnings. In 1970, U.S. corporate holdings in the. ;
copper sector accounted for 80 percent of Chile’s copperg
production. The contribution of the copper industry to the}
overall development of the Chilean economy has been:
severely limited by three key factors: the vertically integrated ¢
“enclave” nature of the industry, with refining and fabricat-
ing plants located abroad; the use of capital-intensive tech-}
nology, thus minimizing the absorption of labor; and themé
continued emphasis on the remittance, rather than the§
reinvestment, of profits. %

During the first quarter of the twentieth century, the}
Chilean copper industry was transformed by the intrusion of§
a small number of large foreign (especially U.S.) corpora-
tions, which eliminated the small producer and proceeded to}
“organize technology and capital for the purpose of workin
low-grade deposits by large-scale capital-intensive methods3
for the growing mass market.” 7 In the following two@
decades, the U.S. copper companies consolidated theif
control over the industry, which, since 1943, has been in 4§
state of relative stagnation. Between 1943 and 1966, outpulj
from the U.S-owned mines increased at a trend rate of lesy
than 0.5 percent annually. For the same approximate period
- (1946-1966), Chile’s share of the world primary coppef
market declined steadily from 19.6 percent to 12.7 percent.’§

Attempts by Chilean governments, in response to nationaa
ist pressures, to institute controls over the copper industry i
the 1950s were largely unsuccessful. Increasing demands fof
the nationalization of the copper industry became so widé}
spread during the 1960s, however, that the Frei administrd}
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n informed the copper companies that its proposed
ileanization policy was the only alternative. to more
drastic action.’? Anaconda and Kennecott agreed in 1964 to
indertake their first large-scale expansion program since the
nitial penetration into the industry, partly for reasons of
olitical necessity, and partly bécause the expansion of
roductive capacity at the time coincided with the overall
Jobal strategies of both U.S. multinational corporations.
* Furthermore, the Chilean government’s proposed new
twenty year tax agreement gave the companies “some reason
o believe that those tax elements which were favorable to
hem would persist long enough for them to make rational
ong-term decisions.” -

But Chlleamzatlon had no more success than previous
attempts to make the U.S. copper interests responsive to the
overa]l needs of the Chilean economy.

- The main aim of “Chileanization” was to increase beneﬁts
to Chile by increasing production. The copper companies
were to double output by 1972 in return for decreased

- taxation and other advantages, including new investment
capital provided by Chilean stock purchases of 25% to 51% of
the various mines, government loans, and govefrnment guaran-

~ teed loans negotiated with the Export-Import Bank and other

- U.S. financial institutions. Incredible as it may seem, a $579
million new investment of borrowed capital between 1966 and
1970 failed to increase production significantly. The copper
corporations accumulated $632 million in debts . without
investing any of their own capital. Their profits, on the other
hand, increased substantially due to the “Chileanization”
program and rising copper prices.’*

As the figures in Table 2 show, copper production in the
Gran Mineria stagnated between 1966 and 1970, despite the
large-scale loans contracted by the copper companies and
‘guaranteed by the Chilean government.

A detailed study of the Chileanization program concluded
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Table 2
Chile: Copper Production 1966-1970 75
* (thousands of metric tons)

1966 1967 1968 1969 1970
Large-scale mining operations 536 520 540 541 571 -

with the statement that “at every point in the negotiations -
. . the foreign companies were favored.” The negotiations -
involving Kennecott’s El Teniente mine, the world’s largest
underground copper mine, were a case in point. “The terms-
under which El Teniente was partially nationalized were so -
generous that Kennecott ended the process of negotiation =
with a higher benefit-cost ratio than either of the other two :
foreign companies and Chile was left with practically no net *
benefits at all.” 76 Between 1965 and 1971, the profits for -
Anaconda and Kennecott amounted to $426 million and
$198 million, respectively.”’
In December 1970, the Allende government introduced a.
constitutional amendment into the Chilean congress to‘
nationalize the U.S.-owned copper mines. The proposed
formula for compensation payments to the copper compa—
nies included deductions for capital remittances abroad,
excess profits, and mine depletion. Between 1915 and 1968,35;‘*
Anaconda and Kennecott combined net profits and deprecia- ..
tion allowances from Chile totaled $2,011 million. Of this3
amount, only $378 million was reinvested in the industry.” If;;
we consider only the period 1953 to 1968, the extent ofg
decapitalization of the Chilean economy by the U.S. copp
companies is not diminished. U.S. mining and smeltin
operations (approx1mately 9 percent copper), earned profi
of $1,036 million over this fifteen year period, but reinves
ments and new investments totaled a meager $71 million.
The extent of exploitation may be more clearly observed
we locate the Anaconda and Kennecott profits from the
Chilean subsidiaries within a comparative context. Th
- contrasts are striking. First, since 1915 “the average dollar oig
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venue from their Chilean operations consistently ylelded a
eater surplus than that of their domestic operations, except.
r a few years in the early 1950s.” 8 Second, and more
ecisive, are the results obtained from a comparison of the
“worldwide profitability” levels of Anaconda and Kennecott
»Wlth the rate of return on their Chilean investments.
. Between 1955 and 1970, Anaconda showed an annual rate of
. return on its entire global investments of 7.18 percent, but
only 3.49 percent if Chile is excluded. The rate of return on
- its Chilean operations alone was 20.18 percent. Kennecott’s
global rate of return during this period was 11.63 percent,
-and 10 percent excluding Chile. The figure for its Chilean
_-operations was an astounding 34.84 percent.8!
- The U.S. government reaction to the Chilean formula for
compensation was swift and pointed. Chile was given clear
“warning that the implementation of this formula would
- seriously affect U.S.-Chilean relations at the government to
government level 8 Undeterred, the Chilean congress unani-
~ mously passed the constitutional amendment in July 1971,
and provided for compensation to be fixed by the controller
- general within ninety days. -

During the last two years of the Frei government, the
world price for copper exceeded any other year of the 1960s
by at least 10 cents a pound. In 1969, copper sold for 66.56
cents a pound on the world market. In 1970, there was a
slight decrease to 64.20 cents a pound. However, during the
first two years of the Allende government, the international
market price of copper declined steeply, to 49.27 cents a
pound in 1971 and to 48.20 cents a pound in 1972. A
reversion back to 66 cents a pound was forecast for 1973. The
Chilean government mining agency, CODELCO, has esti-
‘mated that for every one cent decline in the world price of
copper, the copper exporting country loses some $15 million
each year. If we compare the last two years of the Frei period
with the three years of the Allende government (including



110 The United States and Chile

g

the proj’-ected 1973 figure), we find that the average yearly -

price for copper on the international market was 65.38 cents
a pound for 1969-1970 as compared to 54.49 cents a pound

during 1971-1973. On the basis of the CODELCO estimate -

above, if the average yearly price for copper from 1969 to

would have received an extra $490 million.83
The Anaconda Company and the Kennecott Copper
Corporation reacted strongly to the Chilean controller

1973 was 65.38 cents a pound, then the Allende government

general’s decision of October 1971 that no compensation -

should be paid to them for their nationalized mines.

Kennecott President Frank R. Milliken asserted his corpora- .
tion’s “determination to obtain prompt, adequate and -

effective compensation for its 49 percent interest in its El
Teniente mine.” According to the corporation the expropria-

tion of the mine “contravene[d] accepted principles of
international law.” 8 Anaconda Vice-Chairman William E.

Quigley declared that his company “intend[ed] to follow any -

legal recourse and defend itself in every way against this
arbitrary indemnification by the Chilean government.” 8

In September 1972, Kennecott decided to cease further
legal proceedings in Chile in support of its compensation

claims, following the refusal of the Chilean Special Copper
Tribunal to review the original decision. Milliken stated that -
Kennecott would “pursue in other nations its remedies for

the confiscated assets.” 8 Speculation that the corporation

might attempt to embargo Chile’s copper exports was -
reinforced by a company letter sent to all importers of -
Chilean copper claiming “continued rights to El Teniente
copper”’ and informing them of the company’s intention to -
“take all such action as may be considered necessary in order
to protect our rights, including rights with regard to such -
copper and/or other metals or products and with regard to
their proceeds.” 8 Anaconda, meanwhile, continued to seek
redress through the Chilean legal process, but its attention
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was also turned to “the possibility of additional actions in
 jurisdictions outside Chile.” 3 For a country almost totally
ependent on copper revenues (which had dropped by $200
. million in 1971 as a result of declining world market prices)
© for its foreign exchange, the entire economy was threatened
by the serious consequences of a successful or partlally
. successful embargo.
- Kennecott’s strategy. was subsequently defined by its
" General Counsel and Secretary, Pierce N, McCreary, as one
~ of “seiz[ing] El Teniente copper wherever we find it,”
~ essentially through international legal actions designed
. to block payments to the Chilean Copper Corporation
- (CODELCO). In France, for example, a court injunction
~ against payment of a Chilean copper shipment was only
rescinded on the understanding that Chile “set aside an
“equal amount [in escrow] so that it can be paid to Kennecott
in the case that [Chile] is found to owe money to the
company.” ¥ A Kennecott-requested embargo on a $12.5
million shipment to West Germany, Chile’s biggest copper
* customer, remained in effect for some time. Legal actions
aimed at attaching payments for Chilean copper shipments
to Britain, Sweden, Italy, Holland, the Netherlands, and
other European countries were less successful, but not
without impact.?® The decision of the U.S. copper companies
to utilize potential pressure points in Western Europe was
necessitated by the overall direction of Chilean copper
exports. In 1971, approximately 66 percent of Chile’s total
copper exports went to six Western European countries
(Belgium, France, West Germany, Italy, Sweden, United
Kingdom), while the U.S. market absorbed only 8.5 per-
cent.9! “Psychologically,” observed a U.S. copper trader,
“[Kennecott’s strategy] has a very nerve-wracking effect on
anybody who buys Chilean copper. It makes everybody very
reluctant to get into contracts usmg Chilean material be-
cause they're afraid of htlgatlon 92 Sources within the U.S.
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copper industry confirmed the development of such a trend
among buyers of Chilean copper. A further consequence of
Kennecott’s global campaign was the suspension of loans
previously negotiated by Chile with Canadian and Dutch
banks.%

During the perlod of the embargo there was “a great deal
of interaction” between Kennecott executives and U.S.
government officials, especially within the National Security
Council.* The other two key policy-making bodies, State
and Treasury, were also in regular communication with
Kennecott: “Some of the people in the international section

1
A

in Treasury kept very close contact with them, and related

closely to the State Department in that respect.” 9° Given the
close correspondence of purpose and policy, U.S. govern-
ment denials of complicity in the Kennecott actions appear
suspect, especially if one takes account of the cordial
relations and excellent communications with the copper

corporation during the course of the embargo policy. In a

speech to the General Assembly of the United Nations in

December 1972, Allende described in great detail the na-

tional and international politicoeconomic aggressions di-
rected against his government by such multinational U.S.
corporations as Kennecott and I'T'T. While refraining from
- any direct condemnation of the U.S. government itself, he
implied that these aggressions could not be separated from a
specific context, a context created and fueled by the actions

of U.S. policy-makers.% These actions manifested themselves '3
most visibly in the policies of the U.S. government regardmg E

credits and loans to Chile.

The Kennecott embargo strategy occurred at a time of ,
intense social and political struggles inside Chile, The 4

organized opposition, with political support from the U.S.

government, was attempting to create economic chaos in §
order to undermine the Allende government and encourage a
civilian-military coup. A source close to the copper compa- 3
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nies was led to remark that “Kennecott’s legal harassment
£ could be simply part of a bigger drive to bring down
President Allende’s avowedly Marxist government.” 97
- With the refusal of the Chilean Special Copper Tribunal
to reconsider the “no compensation” decision, and the
' inability of both Kennecott and Anaconda to force the
¢ ‘Chilean government to change its position,”® the copper
companies moved to request reimbursement for their losses
' from the Overseas Private Investment Corporation (OPIC).
- OPIC was established by the Foreign Assistance Act of
1969 as a successor to AID’s investment guarantee program
- for U.S. corporations operating in developing countries. Its
. purpose was to insure U.S. investment capital “against losses
~ from certain specific political risks” including “loss of
* investment due to expropriation, nationalization, or confisca-
tion by the foreign government.” % One observer accurately
‘perceived that this decision to give increasing support to the
‘global expansion of the U.S. multinational corporation could
be expected to give the latter “a sense of partnership with the
government,” and hence, a belief in its backing in conflicts
with foreign governments.!®” During recent congressional
hearings on the future of OPIC, Senator Church summed up
the impact of OPIC’s activities on U.S. government policy:
“ . . once the Government assumes ‘the insurance of the
company, the company’s interest and that of the Govern-
ment become identical, and the company can fall back on
the Government or threaten to fall back on the U.S.
Government whenever it deals with a foreign govern-
ment. . . .7 101
U.S. government policy, however, is not based on a simple
“identity of interest” whereby it indiscriminately comes to
the support of any threatened U.S. economic interest. OPIC
policies are formulated on the basis of long-term political
and economic considerations, rather than as a reflection of
particular economic interests. In the case of Chile, the U.S.
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government differentiated between individual corporate in-
terests and the requirements of aggregate corporate interests. -
OPIC did not hesitate to intervene in compensation negotia-
tions between the Allende government and particular U.S.
corporations after both parties had reached agreement on
payments. In one instance, according to an OPIC memoran- -
dum, a U.S. investor agreed to accept a Chilean government
compensation offer only to be informed by OPIC that it
would not give its consent to such an agreement.!? QPIC -
also refused to countenance another offer of less than book
value for an insured U.S. property “because of the implica-
tions of the negotiations on 1mpend1ng copper nationaliza- *
tion legislation.” 103 N
The private embargo initiated by the copper corporations -

complemented the economic pressure generated by U.S.
‘government officials. The close ties between corporation and
government reflected the common purposes pursued within
different spheres of competence. Through corporate contacts
in markets and political ties with U.S. officials the copper
embargo became one more ingredient incorporated in the
formula to overthrow the Allende government.

The Politics of the Foreign Debt

The foreign debt was like an albatross around the neck of
‘the Allende government. Pressured to make payments,
denied new loans, eager for financial assistance yet fearful of :
losing its credit status, the Allende government never pub- ;
licly entertained the possibility of repudiating its foreign 2
'debts. Unlike the case with the credit, financial, and trade
squeeze, which denied new economic resources to the '3
government, the debt squeeze sought to extract financial
resources from Chile. By demanding payments on schedule, ;
U.S. policy-makers had a “no loss” strategy in mind: if Chile 3
paid up it would have to divert scarce funds from popular :

AT 0 AR S
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grams and development pro;ects thus generating political
sposition; if Chile did not pay, its international credit
iting would decline, new loans from non-U.S. sources would
ot be forthcommg, and loss of financing of imports would
use an economic decline generating political discontent.
hilean perceptions of the U.S. bargaining position were
sentially erroneous: there was no discrete set of issues that
uld have been negotiated and settled, least of all while
EU.S.-supported opposition groups in Chile were active and
fwaining strength. The prolonged and fruitless negotiations
iostensibly over the issue of copper compensatlon were a ploy
‘to which U.S. policy-makers resorted in order to conceal
*thelr more fundamental opposition to the political-economic
Esystem which was proposed in Chile. In a word, conflict over
“debt payments allowed the United States to embarrass the
‘Chilean government by publicizing its shaky financial struc-
‘ture in a highly visible manner within an international forum,
apply pressure on scarce economic resources, and exacerbate
divisions within the Allende coalition.

There were high Chilean officials who eagerly sought an
.accommodation with the United States, believed it was.
possible, and were willing to limit socioeconomic changes in
order to obtain it; and there were those who were less
sanguine but who were unable to influence the government’s
course. The end result was that the U.S. position on the
debt, of negotiation and no-settlement, allowed the United
States to keep the pressure on without appearing to do so.

In November 1971, Allende announced that Chile would
ask her foreign creditors in Western Europe and the United
States to renegotiate the schedule of payments on debts
accumulated, in large part by the Alessandri and Frei
governments. More than half of the approximately $3.83
billion public and private debt as of December 1970 was
owed to U.S. government agencies and U.S. private lend-
ers.10¢ The “Paris Club” negotiations were, not surprisingly,
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“complicated” by the copper issue. “It was bound to come
up,” observed one U.S. official.!% In an abrupt departure
from traditional practice, the position of leadership of the

U.S. delegation at the Paris talks was transferred from the -
State Department to the Treasury Department. It was felt

that Treasury would be more likely to “keep Chile’s feet to
the fire” over the copper expropriations.!% Despite opposi-

tion on the part of Chile’s Western European creditors to
any discussion on this issue, the U.S. government was

insistent that “progress in one field is tied to progress in the

other.” 107

Previous attempts to reach agreement on the renegotiation |

of Chile’s external debt failed, in part, because of Chile’s

refusal to accept an International Monetary Fund standby

agreement as a requirement for renegotiation:

Chile has opposed such an agreement on the grounds that it
means sacrificing autonomy in internal economic policy. Such
an agreement would certainly lay down norms concerning
wages and prices policy, fiscal and monetary policy, and trade
and exchange policy. And this would almost certainly mean
an end to the present domestic expansion in Chile, a curbing
of government expenditure and credit, and an insistence upon
movement toward trade liberalization and devaluation. The
political implications of such policies, enforced from the
outside, would be extremely embarrassing for the administra-
tion.108

In April 1972, an agreement in principle to renegotiate
Chile’s debt schedule on a bilateral basis with each creditor -
nation was concluded. In return, Chile accepted an ambigu-
ous compromise statement of “just compensation for all .
nationalizations, in conformity with Chilean and interna-
tional law.” 19 The creditor nations agreed to reschedule 70
percent of the interest and principal payments falling due -

from November 1971 through December 1972, rejecting a

Chilean request for an extension until December 1974. Al-
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most three-quarters of the $97 million eligible for reschedul-
ng was owed to the U.S. government, which proceeded to
‘make “just compensation” for nationalized U.S. assets a
igpl'CCOndlthl’l for bilateral U.S.-Chilean negotiations.!10 “At
. that time,” recalled a high-ranking Treasury official,
- brought out our concerns on [the Kennecott and Anaconda
: nationalizations] as being particularly germane to the whole
""question of creditworthiness and the rescheduling of
- debts.” 11 .
-~ Chile was able to successfully conclude debt agreements
" with its Western European creditors without accepting an
IMF standby loan as demanded by the United States.
- However, -Chile was unable to moderate the rigid U.S.
“position on renegotiation, and no bilateral agreement was
- signed.

~ Discussions between U.S. and Chilean officials on the debt
_problem were resumed in late 1972, at a time of intense
. social and political struggle in Chile. There was no apprecia-
“ble change in the U.S. position. “Washington has tied the
proposed rescheduling,” wrote Business Week, “to a settle-
ment on expropriated U.S. properties.” 112 That the Chileans
were increasingly concerned to resolve this critical problem
‘was not in doubt. Even the CIA, which was now represented
on the U.S. delegation, agreed on this point:

It was our judgment that the [Chileans] were interested in
working out some kind of modus vivendi without, however,
retreating substantially from their position.!?

CIA representation on the negotiating team, occurring at a
time of active CIA involvement in the promotion of
‘antigovernment demonstrations in Chile, reflected the U.S.
decision to accelerate pressures on the Allende government
to bring about its downfall.

In February 1973, Allende expressed his willingness to
submit the copper dispute to an international commission
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for resolution, pursuant to a 1914 bilateral treaty between

the United States and Chile (Brian Treaty) for the peaceful
settlement of disputes. The Economist Intelligence Unit
called the proposal “an indication of how the United States
is increasingly linking the question of the renegotiation of
Chile’s foreign debt and renewed credit facilities to the
question of just and swift compensation for the expropriated
American copper companies.” 11* The U.S. refusal to- com-
promise and its rejection of the international tribunal was
based on a policy of permanent confrontation. To compro-
mise with Chile and reach an agreement would have
weakened the internal opposition. In these circumstances, it
is not surprising that a new round of bilateral talks in March
1973 ended abruptly “without any shred of hope that the
dialogue will be continued in a friendly fashion.” !5 Chilean
policy-makers, nonetheless, continued in  their efforts to
devise a satisfactory compromise based on the assumption
that the U.S. position was still based on the idea that “Chile
has got to recognize the connection between copper and
debt rescheduling as related subjects.” 116 In fact the U.S.
government’s posture, however, had hardened beyond com-

promise. -




6
The United States
and Militarism in Chile

- From Congressional testimony of high military and civil-

ian authorities it is clear that the U.S. military possessed
extensive contacts among high Chilean officials, and were
~ aware that their relationships were amenable to political

influence and manipulation. U.S. military officials were.
convinced that restraint should be thrown to the wind and
that the United States should do.everything in its power to
stop and reverse the socialization of Chile. There are some
indications that a pre-election coup was in the making but
that plans went awry. Not able to prevent Allende from
coming to power, U.S. policy-makers combined a policy of
economic pressures against the Allende government with
selective aid directed toward the military. U.S. policy sought
and succeeded in disaggregating the Chilean state, essentially
establishing links with the military which in turn captured
the state, purged all dissidents, and pursued a development-
policy within the market framework embraced by the Nixon
administration.

Between 1950 and 1969, U.S. mlhtary assistance to Latin
America, in the form of equipment, training, and services,
totaled $1.357 billion.! In addition, there were visible exam-
ples of direct and indirect U.S. military intervention (Guate-
mala, 1954; Cuba, 1961; Dominican Republic, 1965), in

119
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support of U.S. economic interests threatened by the policies
of moderate and radical nationalist political groupings.
However, beginning in the early 1960s, a transformation in
U.S. defense policy regarding the hemisphere began to take
place. The emphasis shifted from a concern over the
possibilities of external military intervention by a nonhemi-
~ spheric power to a concern over the threat to the political
and economic status quo represented by internal insurgency,
* particularly guerrilla movements. “The free world’s security,”
declared President Kennedy, “can be endangered not only by
a nuclear attack but also by being slowly nibbled away at the
periphery, regardless of our strategic power, by forces of
subversion, infiltration, intimidation, indirect or non-overt
- aggression, internal revolution, lunatic blackmail, guerrilla
- warfare or a series of limited wars.” 2 In 1965, the director of
the Military Assistance Program during the Johnson adminis-
tration, General Robert Wood, asserted that:

. . . the primary purpose of the proposed fiscal year 1965
Military Assistance Program for Latin America is to counter
the threat to the entire area by providing equipment and
training which will bolster the internal security capabilities of
the recipient countries.?

Nonetheless, the Kennedy and Johnson administrations
engaged in both covert and overt military activities in Latin
America, and the Nixon policy of low profile or, more
accurately, indirection, was essentially rooted in the convic-
tion that direct military intervention would have a negative
impact on U.S. political and economic interests in the
hemisphere given the present conjuncture of events. How-
ever, wariness over the consequences of military intervention
in a period of rising economic nationalism was accompanied
by a policy which stressed “a very close relationship between
the prospects for achieving social and economic reform and
development goals and a necessary level of internal security
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and stability.” * In March 1970, Secretary of Defense Melvin
Laird described this policy of consolidating and improving
the counterinsurgency capabilities of U.S.-oriented regimes
in the area in detail.

The basic policy of decreasing direct U.S. military involve-
ment cannot be successful unless we provide our friends and
allies, whether through grant aid or credit sales, with the
material assistance necessary to insure the most effective
possible contribution by the manpower they are willing and
able to commit to their own and the common defense. Many
of them simply do not command the resources or technical
capabilities to assume greater responsibility for their own
defense without such assistance. The challenging objectives of
our new policy can, therefore, be best achieved when each
partner does its share and contributes what it best can to the
common effort. In the majority of cases, this means indige-
nous manpower organized into properly equipped and well-
trained armed forces with the help of material, training,
technology and specialized skills furnished by the United
States through the Military Assistance Program or as Foreign
Military Sales.5 |

The report in early 1970 of a special congressional study

~mission to assess the military assistance training program in
Latin America was more direct.

In conclusion, the study mission wishes to point out that
the majority of issues which must be addressed about MAP
training are political and economic in nature, rather than

strictly military. This emphasis reflects our strong convictions

that military assistance programs are primarily an instrument
of American foreign policy and only secondarily of defense
policy.6

A staff memorandum on U.S. military assistance and U.S.
AID public safety programs in Guatemala and the Domini-
ccan Republic, prepared later that year for the Senate Foreign
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Relations Committee, suggested that this indeed was the
basis for U.S. military aid to the hemisphere. It was highly
critical of the “political price” involved in maintaining these
programs in authoritarian and clientele Latin countries. The
study concluded its analysis of the Dominican Republic
program with the observation-that “when all of the rhetoric
is stripped away, the basic justification for the military
assistance program is that the program provides an excuse for
the MAAG [Military Assistance Advisory Group] and the
MAAG keeps in touch with what the Dominican mlhtary are
thinking.” 7

The U.S. response to the overthrow of the nationalist
Torres government in Bolivia in August 1971 by a right-wing
military coup offers an excellent example of the way in which
military aid has been utilized for political and economic ends
by the Nixon administration. After testifying before the
House Appropriations Subcommittee in Aprl 1972 on
foreign assistance appropriations for fiscal year 1973, General
George M. Seignious II, Deputy Assistant Secretary of
Defense for International Security Affairs, engaged in debate
with Subcommittee Chairman Otto Passman:

GENERAL SEIGNIOUS. The best example of our military grant aid
material going into Latin America is Bolivia. That is where
the largest program is $4.8 million. There is a President now
in Bolivia that is somewhat U.S. oriented and he is faced with
dissident elements both internally and externally. .. .We
feel that it is in the national interest to strengthen the current
regime in Bolivia to maintain internal security.

MR. PASSMAN. Our national interest or Bolivia’s national
interest?

GENERAL SEIGNioUs. We feel it is in the interest of both Bolivia
and the United States.

MR. PASSMAN. Make the case for the United States, if you will.

- GENERAL SEIGNIOUS. We have now, in Bolivia, a country that is
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at least nominally oriented toward the United States. We feel
that for the small expenditure of support in the way of grant
aid that that Government can defeat or deny the extension of
the insurgency.?.

- Since 1969, occasional differences and tensions over spe-
cific issues with Latin American countries under military rule
have led to temporary or short-term conflicts with the United
~States. Nevertheless, the United States has continued to
stress the importance of maintaining channels of influence
“and direction with the Latin American military as one of the
major instruments of social control and preservation of
the dominant political elites and economic ruling classes in
the region. A high-level Defense Department policy-maker
outlined the rationale behind U.S. military assistance policy
toward Latin America: '

We are furnishing assistance in the form of military training
to almost all of the countries of Latin America. It is
sometimes difficult to sort out those that have elected
governments from those that don’t. We feel it is extremely
important to maintain our relations with. the people who are

. in positions of influence in those countries so we can help to
influence the course of events in those-countries.’

The U.S. Southern Command has a very clear conception
of its political tasks in pursuit of U.S. politico-economic
interests in Latin America. During questioning of General
George R. Mather, U.S. Army, Commander in Chief, U.S.
Southern Command, by the House Foreign Affairs Subcom-
mittee on Inter-American Affairs, in 1970, a highly suggestive
discussion occurred. -

MR. FASCELL. That report that we referred to stressed the
theme that your command played a very important or
significant political role; and stressed the fact in describing
that, that since most of the leaders in Latin America were
military men that military men in SOUTHCOM could best
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deal with them. This was the emphasis of the political aspects
of SOUTHCOM. Do you personally conceive of your com-
mand as playing any kind of a political role in South America
either in that aspect or some other aspect? '

MR. GROss. Or your staff?

GENERAL MATHER. Directly; no. I want to answer that question
very, very carefully, Mr. Chairman. First of all, it is a fact, I

 believe, that the military in Latin America play a very definite
role i in the political process.

MR. FASCELL. | think we could take judicial notice of that fact.

GENERAL MATHER. OK. Given that, then, I have an excellent
channel to that very important element in this political
process. _

MR. FASCELL. Do you mean through your MIL Groups [U.S.
Military Advisory Group] in these 17 countries?

GENERAL MATHER. Exactly. This can be of significant assistance
in the conduct of our relations in support of our national
purpose. Now, to that extent there is a political aspect to this
relationship.

MR. FASCELL. Do you mean as a base of direct communication?
GENERAL MATHER. This is right.

MR. FASCELL. I mean in the political process of the local
country?

GENERAL MATHER. Yes, as a means of information and commu-
nication for the use of our Ambassadors. The MIL Group
contacts have, on occasion and for short periods, been the
best channel open.l®

General Mather was also questioned on the issue of U.S.
government support for authoritarian military regimes in
Latin America. He viewed such support as “so important to
our national security that we should be prepared to, some-
how or other, live with the excesses of which many of them
are accused [security deletion].” He equated U.S. national
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security interests with the prevention of “another Cuba,”
‘which prompted Subcommittee Chairman Fascell to raise
the issue of the nature of the U.S. response to a hypothetical
Communist electoral victory in Chile, only a matter of weeks
_prior to the 1970 national election in Chile, where a coalition
of leftist political forces was given "a good. chance of
obtaining the presidency. “I don’t see,” Fascell declared,
“how the United States could have a direct military response
to that event.” The exchange continued:

GENERAL MATHER. | don’t either, Mr. Chairman. I ]ust hope

that it doesn’t happen. As'you know, our record of recovery of

countries that have gone down the drain is practically nil. We

haven’t gotten any of them back once they have gone. This is
what we have got to stop.

MR. FASCELL. What you are saying here is, that we, as a

government, ought to take every action we can which would

prevent such an occurrence. Particularly since we are limited

in our capability to react?

GENERAL MATHER. Yes, sir.l!

These exchanges appear to have been in keeping with the
general tenor of U.S. policy regarding the upcoming Chilean
election in September 1970. Since January, the U.S. navy had
made applications for Chilean visas for eighty-seven officers
and civilian employees. Chilean government inquiries re-
garding this phenomenon elicited a series of contradictory
responses from the Defense Department and the Depart-
ment of State. An explanation that the visas were for a
goodwill navy band tour surprised Chilean officials “because
there was no record that such a visit was planned [and] the
ranks of the men involved made it unlikely that they were
musicians.” A number of the officers held academic degrees
in physics, space, aeroengineering, computer science, and
marine biology. Several were naval aviators qualified as
destroyer and submarine commanders “and at least one took
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graduate studies in defense intelligence. . . .” The Chilean
embassy was subsequently informed by the State Depart-
ment that forty-nine of the visas were actually for U.S.
personnel involved in the coming joint annual antisubmarine
warfare exercises. Yet, Chile had ofhicially decided not to
participate in these exercises some -months previously in
order “to avoid the possibility that the presence of American
warships in Chilean waters would be interpreted as a sign of
United States political pressure.” U.S. officials did not offer
any clarification on this point. The State Department had
also maintained that a further thirty-eight visas were for U.S.
Antarctic personnel to travel to the U.S. installation at
Palmer Base, which is supplied through the Chilean port of.
Punta Arenas. According to the U.S. navy, however, the
normal complement of base personnel is ten men. It should
be noted, in conclusion, that all the officers for whom visas
were requested were classified as “unrestricted line officers,”
which designated them available for any type of duty.1?

Immediately after Allende’s inauguration as president,
General Mather, in his capacity as head of the U.S. Southern
Command, held discussions with the leaders of the Chilean
armed forces. He emphasized, however, that this action
“does not in any way imply a circumvention of the Ambassa-
dor nor his responsibility there, since my entire effort and
that of my military group is in conjuncture with his overall
responsibility.” 13

In mid-1971, against the background of an emerging
aggressive foreign economic policy regarding countries expro- . -
priating U.S. economic assets, directed primarily at the
Allende government, the United States decided to grant a
“Chilean request for $5 million in military credits as part of its
“pragmatic policy.” 1 Secretary of State Rogers noted that
“it 1s quite interesting that in the case of Latin America we
are still providing some military assistance to Chile, for the
reasons we think it would be better not to have a complete
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break with them.” > In December 1972, the U.S. government
announced that a $10 million credit agreement for the
" Chilean military, signed in May, would be granted, notwith-
standing the January 1972 policy statement on aid to
governments expropriating U.S.-owned properties without
prompt, adequate, and effective compensation.¢ The House
Appropriations Subcommittee on Foreign Assistance,
through its Chairman, Otto Passman, took a highly critical
view of this military assistance to Chile during hearings on
the 1974 foreign assistance appropriations. The officials being
questioned were Vice-Admiral Ray - Peet, Director of the
Defense Security Assistance Agency and Deputy Assistant
Secretary of Defense (International Security Affairs) for
Security Assistance, and Curtis W. Tarr, Deputy Under-
Secretary of State for Coordinating Security Assistance
Programs.

MR. PAssMAN. First let us take Chile. How can you justify an
aid program in Chile?

ADMIRAL PEET. From a Defense Department point of view, we
consider Chile a political problem and therefore primarily a
matter of state interest

MR. PassMAN. Let us get back to the basics. You are talking
about a Communist form of government. :

'ApMIRAL PEET. In Chile, yes, sir.

MR. PassMAN. They expropriated all the American company
properties, did they not? Could a country be any more
Communist than Chile?

ADMIRAL PEET. T would prefer that State answer that question. -
MR. PASSMAN. ;Could they? Do you know of any country that
could be any more Communist than Chile?

MR. TARR. Mr. Chairman, I think you are right. The prob-
lem here is the orientation of the government and the hope

1s to
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MR. LONG. Buy them off:

MR. TARR.

MR. PAsSMAN. How could they get any closer to communism
than they are?

ADMIRAL PEET. They can’t. However, we are maintaining
influence; 17

As early as April 1970, the U.S. government had been
considering the possibility of employing its waiver power
under Section 4 of the Foreign Military Sales Act in order to
sell jet aircraft to a number of Latin American countries,
including Chile. Concern was expressed over countries
finding alternative sources of supply and over “the cost to
our political relations with these countries of our continued
inability to supply aircraft which they consider reasonable
and necessary for the modernization of their forces.” 18 In
May 1973, President Nixon decided to exercise the waiver
authority to allow five Latin American countries, including
Chile, to purchase F-5E military fighter aircraft, on the
grounds that such action was “important to the national
security of the United States.” 19

On September 11, 1973, a military coup overthrew the
democratic socialist government of Chile. “The Chilean
armed forces and carabineros,” declared a military junta
communiqué, “are united to initiate the historic and respon-
sible mission to fight for the liberation of the fatherland from.
the Marxist yoke. . . .” 20 Former President Eduardo Frei
and influential sectors of the Christian Democratic Party

~voiced their unqualified support for the coup. The party’s

- governing council issued an official statement which asserted
that the Allende government “was preparing to stage a
violent coup . . . in order to install a Communist dictator-
ship. Everything indicates that the armed forces did nothing
more than to respond to this immediate risk.” 2! Having laid-
the basis for the coup it was not surprising that the United
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- States. was unwilling to publicly protest the violent and
- unconstitutional overthrow of an elected government.
- Through its strategically placed officials, agents, and opera-
- tives active in Chile the U.S. government received advance
- knowledge of the coup. Yet for propaganda purposes,
| pohcy—makers decided to maintain a posture of noninvolve-
ment: “. . . Washington at ‘the highest level’ decided on a
hands-off po]icy after evaluating the information. . . . this
meant that President Nixon was notified.” 22 After the first
day of the coup, when it became apparent that direct U.S.
military intervention .would not be necessary, the White
House began its campaign denying any U.S. involvement in
the coup.? The latter position was forcefully stated by Jack
Kubisch, Assistant Secretary of State for Inter-American
Affairs, in testimony before the House Foreign Affairs
Subcommittee on Inter-American Affairs.

I wish to state as flatly and as categorically as I possibly can
that we did not have advance knowledge of the coup that
took place on September 11. . there was no contact
whatsoever by the organizers and leaders of the coup directly
with us, and we did not have definite knowledge of it in

“advance. _

In a similar vein, either explicitly or implicitly, the U.S.
Government has been charged with involvement or complic-
ity in the coup. This is absolutely false. As official spokesmen
of the U.S. Government have stated repeatedly, we were not

involved in the coup in any way.?

As we have shown above, Washington did indeed play a
crucial role in establishing the political and social conditions
for the coup through its economic policies. Moreover, the
relative lack of detailed factual information on U.S. involve-
ment in the coup must be seen in the context of a political
system where covert politics plays a vital role. The exact role
of the United States in the mechanics of the execution of the
military aspects of the coup can only be inferred from scanty
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evidence. What is clear, however, is that the divergence

between public statements and covert actions has been a
characteristic of U.S. policy toward the Allende government
from the beginning. Kubisch’s statement categorically deny-
ing U.S. complicity in the coup was followed by a refusal to
deny U.S. government financing of the activities of various
opposition groups to the Allende government in the precoup
period. He offered to discuss the matter in closed executive
session so as not ‘“‘to give a misleading impression
abroad. . . .”% |

From these accounts and from the peculiar circumstances
surrounding the behavior of U.S. officials one is led to the
conclusion that the U.S. government played an important
role in the highly organized and coordinated military opera-
tion that culminated in the overthrow of the Allende
government. The U.S. Ambassador to Chile, Nathaniel

Davis, returned to Washington for discussions with Secretary
of State-designate Kissinger and a special “Chile group”
within the National Security Council, and then rejoined the
U.S. embassy staff in Santiago during the week preceding the
coup. This was the same “group” which designed the general
policy of opposing Allende and which perhaps had been
responsible for shifting the timetable for the military coup.
On the day the coup took place, four U.S. navy vessels were
headed for Chile to engage in joint hemispheric maneuvers
but, according to the State Department, were rerouted once
news of the conflict was received.?® Subsequently, it was
determined that a number of U.S. navy officers were in
~ Valparaiso and in contact with the Chilean naval officials
who initiated the coup.

- A congressional subcommittee.inquiring into the events
surrounding the military coup in Chile, and the activities of
U.S. military personnel, with Assistant Secretary of State
Kubisch does not provide much in the way of substantive
information nor does it describe accurately the close ties and
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‘political perspectives of the U.S. and Chilean military
_ofﬁc1als 77 Department of Defense officials were almost as

~within a “routine,

vaguc:

Our support of the Chilean military has more or less
continued uninterrupted before, during and after the Allende
regime . . . because we made a specific effort to maintain
close relatlons with the Chilean military.28

The State Department took the same tack of admitting

extenswe interaction between U.S. civilian and military

personnel and the Chilean military, but placed their relations -
” “normal” bureaucratlc setting, thus
attempting to obscure possible political ties.29
An account of the activities of U.S. military and civilian

personnel in the port city of Valparaiso prior to and during
the coup suggests that these “contacts” were not limited to

“routine” duties. The report, authorized by Charles E."
Horman, a U.S. resident in Chile subsequently killed by the
junta, quoted a retired U.S. engineer formerly stationed in

the Panama Canal Zone as saying: “We came down to do a
job and it’s done.” 30

The Role of the CIA in the
Nixon-Kissinger Policy

Throughout the Allende years there were frequent reports
of CIA involvement in Chile’s internal politics. These

-accounts were always categorically denied by U.S. officials up

to and including President Nixon and his chief foreign policy
advisor, Henry Kissinger. During congressional hearings held
on his nomination to be secretary of state on September 17,
1973 (a matter of days following the military coup in Chile),
Kissinger addressed himself to this particular point:

The CIA had néthing to do with the coup, to the best of
my knowledge and belief, and I only put in that qualification
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in case some madman down there who without instructions,
talked to somebody. I have absolutely no reason to suppose it.
[Deleted].! '

"The secret testimony of William E. Colby, Director of the
CIA, before the House Foreign Affairs Committee offers a
striking contrast to the professed U.S. public position of
noninvolvement in the internal social and political struggles
in Chile leading up to the coup. The publication of large
sections of Colby’s testimony, initially by Tad Szulc®2 and
most recently by Seymour M. Hersh,3 partially reveals the
degree to which covert subversion complemented by official
lies and deceit, as well as criminal perj ury,34 were at the heart
of U.S. policy to Chile.

In elaborating on the CIA’s involvement it is useful to
recall the institutional context within which-the CIA oper- -
ates and the political responsibility for its activities. As we
pointed out earlier, the CIA is not an independent “invisible
government” within the government undermining the poli-

“cies or evading the control of responsible elected or ap-
pointed officials in the executive branch. As one U.S. official
forcefully put it: “You have the straight out policy that the
United States conducts covert actions on an officially
authorized basis. . . .” 35 The CIA operations in Chile were,
according to Colby, approved in advance by the Committee
of Forty in Washington, the secret high-level intelligence
panel which is presided over by Secretary of State Kissinger.
The CIA was, and is, an arm of U.S. policy: its destructive
activities are an integral part of U.S. policy efforts to
undermine popular, nationalist, and democratic-socialist gov-
ernments: what are described in Klssmgeresque language as

“antagonistic governments.”

~ According to Colby’s testlmony, $500,000 was “secretly
authorized by the Committee of Forty in 1969 and again in
1970. The funds were allocated to influence the election;
there is no clear indication of how the funds were allocated
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in 1969, though an unsuccessful military coup did take place.
Between the election of Allende in September 1970 and his
inauguration in November of the.same year, Colby’s testi-
mony reveals that $350,000 had been authorized by the
Committee of Forty in an unsuccessful effort to bribe
members of the Chilean congress. Colby’s testimony stands
'in sharp contradiction to previous statements before the
Multinationals Subcommittee of the Senate Foreign Rela-
-tions Committee by the former U.S. Ambassador to Chile,
Edward Korry, and the former Secretary of State for -
‘Inter-American Affairs Charles Meyer. Meyer insisted that
the U.S. “financed no candidates, no political parties before
or after the September 8 or September 4 [elections] rather,
and. . . .” 36 Korry was even more categorical:

The United States did not get involved in the so-called

Alessandri formula. The United States did not seek to

- pressure, subvert, influence, a single member of the Chilean
- . Congress at any time in my entire four years.’’

In his discussion of this period Colby raises a whole new
series of questions regarding possible U.S. involvement in the
terrorist activity which culminated in the assassination of the
commander in chief of the Chilean armed forces, General
Rene Schneider. According to Colby, the bribe was part of a
much more complicated scheme to overturn the results of
the election but the overall plan, although initially approved
by the Committee of Forty, was later rejected as unworkable.
Several questions arise from this testimony: at what point in
its implementation, after its initial approval, was this “com-
plicated scheme” rejected as unworkable? Was the terror-
kidnap-assassination effort to overturn the results of the
election rejected as unworkable, -after it failed? All the
“evidence is not yet available, but testimony suggests that the
~ United States may have been involved in the assassination of
General Schneider. |
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Subsequent to Allende’s inauguration and for the remain-
der of his term in office, the CIA, according to Colby,
engaged in subversive activity (“‘destabilization efforts” in the
CIA’s lexicon), on a budget of at least $6.5 million, $1.5
million of which was used to finance anti-Allende candidates
'in the 1973 congressional elections. These funds were
utilized to finance mass media (including El Mercurio, the
Chilean equivalent of the New York Times), political parties,
and others. The funds were channeled into Chile through
organizations outside of Chile, with Brazil being the likeliest
conduit. Brazilians who have been involved in the activities
leading to the coup admit supporting employer boycotts,
- women’s demonstrations and the training of Chilean right-
wing extremists. The CIA’s initial budgetary allocation was
increased by $1 million in August 1973, one month before
the coup, for “further political destabilization activities.” It
is quite likely that the truckers’ strike was financed by the
foreign, probably Brazilian, conduits through which the CIA
operated, a point Colby refused to rule out. Nevertheless,
two weeks after the coup, Assistant Secretary of State for
Inter-American Affairs Jack Kubisch denied “categorically”
that the U.S. government or the CIA was involved in the
truckers’ strike or other strikes during this period of height- |
ened social tension.8 \

While Colby’s testimony has not revealed the full extent
of CIA involvement, enough has been said to safely conclude *
that U.S. involvement was pervasive, continuous, and in-
serted itself in many of the most vital areas of the Chilean :
political process. The following exchange between Colby and |
Congressman Fascell is indicative: }

MR. FASCELL. Is it reasonable to assume that the Agency has
penetrated all of the political parties in Chile?

MR. coLBY. I wish I could say yes. I cannot assure you all,
because we get into some splinters. '

MR. FASCELL. Major?
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MR. COLBY. | think we have an intelligence éoverage of most of
them. Let’s put it that way.

MR. FASCELL. Is that standard operating procedure?

MR. COLBY. It depends on the country. For a country of the
importance of Chile to the United States’ decision- -making,
we would try to get an inside picture. of what is going on-
‘there.?

- The CIA’s role was designed and directed by the leading
members of the executive branch of the U.S. government.
. The common outlook among the various agencies of the
~executive branch clearly reveals the nature of the U.S.
political system: faced by a challenge to U.S. imperial
dominpation, the liberals and conservatives, military and
- civilians, the State Department and the Pentagon, joined
forces to fashion policies and measures (under the overall
direction of the Committee of Forty chaired by Henry
. Kissinger) to destroy the “enemy”: an elected government in
Chile. The differences among the bureaucratic hierarchies
were at best tactical; the strategic goals were the same. One

official noted:

In the period before the coup . . . there was a pretty firm
view on the 40 Committee—which is Kissinger and nobody
~else—that the Allende government was bound to come to -
destruction [sic] and had to be thoroughly discredited. The
State Department supported this but in a different way. . . .
It wanted to stretch out any clandestine activities to permit
" the regime to come to a political end. The argument was
between those who wanted to use force and end it quickly
rather than to play it out. Henry was on the scale of the

former—he was for considerable obstruction.®

Twenty-thousand Chileans have been killed, tens of thou-
-sands have been tortured and jailed as a direct result of
Kissinger’s Chilean policies. It was the height of obscenity to
grant him the Nobel Peace Prize during the years in which he



136 The United States and Chile

was the architect of the policies which would lead to the
destruction of Chilean democracy and to the slaughter of .
tens of thousands of its citizens. No single individual has
greater responsibility for the criminal events in Chile than
Henry Kissinger. : '
Beyond the issue of personal responsibility is the larger
issue of the nature of the U.S. political system and the
making of its foreign policy. What is clear is not only the
counterrevolutionary nature of U.S. policy, its opposition to
a democratically elected socialist government intent on
structural changes, but the fact that the collective interests of
U.S. capitalism as represented in the executive branch are
not subject to any type of democratic control. The efforts by
the progressive liberal Congressman Harrington to interest
Congress in the issues raised by CIA involvement were
largely fruitless. The numerous State Department officials
including Henry Kissinger who testified under oath that the
United States was not making any efforts to interfere in
Chilean internal politics have not been prosecuted for
perjury. It is clear that where the interests of U.S. impenal-
ism conflict with the institutions, rules, and norms of a
bourgeois democracy it is the latter that must give way. In
systemic terms, faced with a challenge to U.S. imperial
hegemony, power becomes centralized and stylistic, and
particularistic differences and rivalries within  the several
agencies and their apparatuses are submerged. A threat to
the collective interests of the U.S. ruling class coalesces the
political apparatus in the executive and crystalizes action.
Ritualistic disavowal of covert subversive action parallels the
implementation of precisely this type of activity. Congress
looks the other way, in disinterest, impotence, ignoranée,
and/or as an accomplice. Academic apologists and the mass
media prepare articles and speeches blaming the victim for
the crimes which are to befall it. After the events have
transpired, the goals accomplished, there may be some efforts
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~made to “uncover the truth.” The “hes of state” are
~uncovered, the media may report the inconvenient facts, the
“actors will refuse to comment, the academic apologists will
“be dutifully exposed, and U.S, imperialism will continue to
_function because the state structures and the classes they
‘represent will continue to dominate U.S. society and require
- Chilean-type coups, and Klssmger—style subversion. The per-
~sonalities and policies involved in the overthrow of Allende,

‘the support of the current Chilean junta, and the Brazilian

~ dictatorship are outgrowths of the U.S. political economy.
“Unless U.S. society is transformed, an imperial forelgn policy

is inescapable.

The United States, the Multilateral Agencies,
- and the Creditworthy Military Governiment

U.S. policy toward the Allende government was a policy of
-unrelenting hostility designed to make it impossible for the
Allende coalition to succeed itself; to conclusively’ demon-
strate that the Marxist government is and was a failure. The
policy never changed from the day Allende was elected.

... as of November 1971, Chile was a clear case of a

~ country -not being creditworthy as shown by the fact that

‘Chile did suspend debt service payments. Not creditworthy,
whatever that may mean.*

The U.S. government was “dellghted with the turn of
events [that] eliminated a socialist government [in Chile]” ¥
and replaced it with one more consonant with U.S. policy
goals in’ Latin America. A prominent State Department
official summarized the overall U.S. position:

Our general view was, quite naturally, that this government,
any non-Marxist government in Chile, in terms of immediate,
concrete U.S. interests was advantageous.*

3
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Chile under Allende was regarded by the United States as
the primary threat to its hemispheric interests. This was
indirectly alluded to by a number of pohcy—makers in their
comments on the strengthened U.S. position in Latin
America as a result of the military coup.

U.S. policy in Latin America since- the overthrow of the
Allende government—I should think our position has tough
ened in every respect, e.g., there has been a settlement in
Peru, Kissinger's meeting here and in Mexico with the

Forelgn Ministers.#

[The coup] has been helpful from the point of view of a
couple of countries which no longer have the Chilean
‘Allende-type Marxist regime as a worse alternative. It has
improved the U.S. position in every respect, notably in Peru.4

Although some voices were raised in the U.S. Congress
mildly critical of U.S. support for the military junta (most
notably that of Senator Kennedy) such criticism had “zero”
impact on pohcy—makmg 47 And, in fact, the more widespread
congressional view was probably closer to that of Senator
McGee, Chairman of the Senate Foreign Relations Subcom-
mittee on Latin America, who apparently disagreed with
U.S. policy “only in that it took so long to remove
Allende—which is now the reason why it is all so bloody.” 4

Congressional objections to the totalitarian terror policies
of the autocratic military regime produced responses from
policy-makers which ranged from cynical know-nothingness
(“Regarding ‘the human rights aspects, I don’t know how
much of any of it is true. . . . I don’t say that they are using
harsh methods. . . .”*9); to perfunctory and meaningless
statements of concern (“The Department has taken into
consideration the totality of U.S. policy interests in planning |
for U.S. assistance to Chile. Congressional interest in human
rights . . . has of course been carefully borne in mind.” 50); to
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‘explicit apologies of the terror in terms of its beneficial
consequences: o

Politically, when you have any coup like this, it is almost

- inevitable. that social humanitarian problems arise. Excesses
~ are inherent in any change of government that occurs through

force and moves to a parliamentary orderly takeover. It is true
that the government has carried out a ‘policy of repression, but -

- not a conscious, deliberate repression, and it results in (1)

re-establishing of internal order; and (2) international pressure

- focused on the problem.5! .

“Congressional personnel themselves serlously questloned
their ablllty to exercise leverage over the White House on
‘this matter in any case.

[The White House] has a minimal concern with the human
rights question. There is not a single individual in the
Executive Branch who spends more than ten seconds worrying
about that kind of issue.5?

The executive branch was especially enthusiastic over the
social character of the military coup. Repression was directed
against. workers, peasants, slum dwellers, those groups in
society geographically and socially identified with the Al-
lende government; this was followed by the elaboration of
economic policies designed to signal a reversion to depen-
dence on foreign investment. Together these measures gave
the coup its specific social character: pro-capitalist and
pro-United States. One U.S. 0ﬂic1al addressed himself to this

pomt

Economlcally, they immediately proceeded to rescind,
reverse the direction toward nationalization of private enter-
prise, an immediate indication on their part that they were

' going to compensate for what was nationalized. The main
problem is their inability, not reluctance, to pay. They opened
up the economy internally and externally to private capital. It
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is true that they are still struggling and not getting a hold on
the problems that have built up. Still, you have a terribly
messed up economy which can’t be turned around over-

night.”

The military regime discarded completely the Allende gov-
ernment’s nationalist foreign policy, became unconditional
supporters of U.S. policies and business interests, and
outlined a new development strategy designed to encourage
foreign capital investment. These political measures re-estab-

lished Chile’s international creditworthiness. The junta sev-

ered diplomatic and economic relations with Cuba, gave
notice of its intention to play a less dynamic role within the
Andean Pact and in regard to such issues as the 200-mile
fishing rights dispute, and was the most energetic defender of
the United States at the foreign ministers’ meeting in
Mexico in February 1974. The vast majority of foreign and
‘domestic enterprises intervened in or nationalized during the
preceding three years would, it was announced, be returned
to their original owners, and the junta agreed in principle to

paying compensation to the U.S. copper companies.> Under-

standably, “the overall U.S. response to the peolicies of the
military government have been very supportive . . . if you

compare our stance now with say July 1973, it’s almost a 180 "

degree turn.” %
In the light of these measures taken by the junta, the U.S.
government; the foreign private banking community, and the

multilateral financial institutions reversed their policies and .

~offered support to the badly battered Chilean economy.

The U.S. decision (September 25) to maintain diplomatic :
relations with the new military junta was the result of a secret .
conference between Ambassador Davis and Secretary of
State Kissinger, held “reportedly to discuss means by which |
the United States can come speedily to the aid of the
junta.” ¢ The U.S. government was “the first to make §
financial overtures” in the form of a Department of Agricul- ]
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- ture $24 million credit for the purchase of “desperately
- needed wheat,” followed by a further $28 million credit for
- the purchase of corn.”” The Journal of Commerce called the
three year wheat credit “extraordinary” in view of prior U.S.
- policy which had been based on Chile’s supposed lack of
* creditworthiness.’® Senator Kennedy noted that the wheat
¢ credit [was] eight times the total commodity credit offered
~ to Chile in the past three years when a democratically
" elected government was in power.” % Prior to the coup, a
Chilean agricultural trade delegation had attempted, unsuc-
- cessfully, to obtain. emergency wheat credits from the U.S.
government. Pedro Bosch, the purchasing agent for the
delegation, remarked at the time that such credits were
. fundamentally dependent on a “political decision of the
White House. . . .7 60 | |

In December 1973, the U.S. government agreed to renego-
tiate part of Chile’s foreign debt to U.S. government
agencies after the military junta “made statements about
compensation [for the expropriated U.S. copper companies]
that indicated they were serious about it.” Under the terms
of the renegotiation, Chile agreed to pay $60 million over a
four year period and a further $64 million over a six year
period beginning in January 19756 The fact remains,
however, that the Nixon administration ‘“made an about-
face.” 62 The agreement was secured prior to a compensation
settlement with the copper companies. Previously, U.S.
policy-makers, both in the Paris Club meetings and in
bilateral U.S.-Chilean discussions, had made this a precondi-
tion for any renegotiation of Chile’s foreign debt. An official
in the executive branch of the U.S. government involved
~ with international economic policy agreed that the US
position had changed.

It is fair to say that we took a different view on terms and
conditions of rescheduling with the new regime. For example,
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~ we were trying in the previous debt rescheéduling negotiations
with the Allende regime to use that as leverage for some
progress on the investment compensation issue. The new
regime said, “Yes, that’s no problem, we will start negotiations
tomorrow to eliminate unjust things Allende government

attempted to impose.” &

One consequence of this changed U.S. position was the
decision of the Export-Import Bank to reconsider its lending
policy toward Chile.t* -
The anticommunist military dictatorship also received
immediate aid and encouragement from the international
banking community. Business Latin America observed,
somewhat caustically, that the major justiﬁcation for Chile’s
“three years of almost total ostracism” by the international

banking community continued to exist despite the change in

government.

The bankers’ quick response to the junta’s plea for “a little
Marshall Plan” is something of a mystery. For one thing, the
military cried out that the economy was on the brink- of
bankruptcy when it took over. Moreover, the renegotiation of
Chile’s onerous past foreign debt, now estimated to total $4
billion, has yet to take place. Until that problem is solved; the
question of Chile’s creditworthiness, which was attacked by
the international banking community during the Allende
regime, remains unanswered. 6

The availability of loans from USS. private banks to Chlle
increased almost immediately after the junta took power.
Whereas lines of short-term commercial credit had hovered

at around $300 million during the Alessandri-Frei years, by §

the end of 1971 they had declined to $25-$30 million. Since

the coup, the pl’CdlCthHS that “these lines of credit could |}

. eventually climb to the levels they had reached before

Allende took office” % have been amply confirmed in prac- ‘_
tice. During the first month of junta rule, approximately §
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$200 million in new lines of credit was extended, primarily by

- U.S. banks.5 These credits were short-term commercial

credits enabling the government to meet its immediate

-obligations and to purchase products essential to the day-to-
-~ day functioning of the Chilean economy.

'The international agencies took up the slack in the area of

“ credits for long-term development projects. Missions from
...the World Bank, the International Monetary Fund, the
Inter-American Development Bank, and the Inter-American

Committee for the Alliance for Progress (CIAP) “focked to

~ Santiago” and, according to the Central Bank president
General Eduardo Cano, appeared “well-disposed” toward -

the junta.6® The Inter-American Development Bank actually
approved an $8.5 million loan to CORFO (the Chilean
Development Corporation) for a rural electrification pro-
gram before its mission study was completed. The World
Bank granted a $13.0 million technical assistance credit to.

“the junta and agreed to provide CORFO with $5.25 million

for preinvestment studies in mining, metallurgy, manufactur-
ing, transportation, etc. The International Monetary Fund
approved a $95 million standby agreement in February 1974,
which played a decisive role in pushing the Paris Club
countries to agree to renegotiate Chile’s over $900 million
foreign debt in May.® |

During its first six months, the Chilean military dictator-
ship has benefited from the new financial largesse shown
toward Chile by the international capitalist world: -approxi-
mately $470 million in loans and credits from the United

~ States, Brazil, Argentina, and the international institutions

(see Table 3); $100 million in short-term credits from a U.S.

~ banking consortium; and scheduled credits of $lQ million
each from the Banco de Colombia and a Swiss foreign trade

financial commission.”?

The U.S. government and U.S. private creditors have been
active in other ways. Chile has received an $11 million
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Table 3

Foreign Credits Granted Chile, September 1973-March 1974

Government to government loans
From United States
Corn purchases
Wheat purchases
From Brazil
Free disposability
Sugar purchases
From Argentina
Reproductive cattle
Agricultural machinery

International institutions
International Monetary Fund
(contingent credit—standby)
World Bank
Preinvestment studies
Technical assistance to the public sector
Inter-American Development Bank
Loan announced by IDB’s president in USA*
For agriculture '
For electrification
For irrigation works
For reforestation
For CORFO projects
For social development
Andean Development Corporation
For aircraft leasing

Total of foreign loans

* No details are given on loan destination.

military credit from .the U.S. government, and for fiscal year
1975 the Nixon administration has submitted to Congress a
$21.3 million military aid package for Chile. Proposed U.S. g
economic assistance for Chile in 1975 totals $63.7 million.”!
The U.S. Export-Import Bank has resumed its guarantee and - §

Totals in millions

of US. §

146.0
49.0
28.0
21.0
62.0
50.0
12.0
35.0
20.0
15.0

322.8

95.0
18.25
5.25
13.0 -
201.0
30.0
25.0 .
70.0
45.7
15.0
10.0
6.0
8.55
8.55

468.8
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insurance programs for Chile, and shortly after the coup a
‘US. banking consortium refinanced $124 million of an
undischarged debt maintained by Chile with the consortium
- since 1971.72 In June the First National City Bank of New
York purchased more than half (approximately $11.2 mil-
lion) of ten billion escudos’ worth of treasury notes issued at
the beginning of the month by the Chilean government.”?
“Finally, during the latter half of 1974 “substantial amounts .
of wheat and other foodstuffs are expected to be made
~available” under the U.S. government’s PL 480 Title 1
~ program.’4 , o S ,
In collaboration with the other members of the Paris
Club, the U.S. government also played a key -role in the
decision taken by Chile’s international creditors in late
March to reschedule 80 percent of the country’s $750 million
debt over a seven year period beginning in 1977. Business
Latin America called the agreement “surprisingly generous,”
while Latin America Economic Report declared it to be “an
important psychological step in clearing the way for new
_credits to Chile.” 7> A British financier responded to the
agreement as follows: “Bankers are like sheep; they all feel a
lot better now that the Club has formally said okay.” 76
- Within less than a month, credits totaling $140 million from
Brazil, France, Finland, Belgium, and .East Germany had
been earmarked for Enami, the state mining corporation.”
Despite problems over the human rights issue with some -
Paris Club creditors during the follow-up bilateral negotia-
‘tions on the foreign debt (e.g., England), foreign investors
seemed anxious and eager to support the economic rehabili-
tation of a dependent capitalist Chile. “International lend-
ers,” one source observed, “continue to fall over each other
in their haste to provide the junta with ready cash.” 78
The international banks have made substantial grants to
the junta despite the lack of evidence suggesting an upturn in
the economy in the foreseeable future. It is interesting to
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note in this respect that of the $201 million approved by the
Inter-American Development Bank up to March 1974, $171
million was done so on extremely generous terms as far as
Chile was concerned: a thirty year repayment period, with
seven years’ grace, at two percent interest per annum. In May
the IDB approved two further loans (for electric power and
agricultural development), totaling $97.3 million.”” The man-
agement and staff of the Inter-American Development Bank
“were very eager” 8 to establish new lines of credit with the
Chilean junta, at least as much for political as for economic
reasons. An example of the IDB bureaucracy’s scant concern
with developmental criteria was the $22 million agricultural
credit “rammed through” 8! in time for the annual meeting
of the IDB in Santiago in April 1974.

The clearest change [within the multilateral agencies] was
in the Inter-American Development Bank. They worked very
fast, in part because of the pressure of the General Assembly
of the IDB meeting in Santiago in April 1974. There was an
agricultural loan program given at the end of March 1974 for
$22 million. It was processed in one month which was
incredible. Usually such projects take six months or more.
Maybe both internal pressures and the Santiago meeting
[contributed to this decision]. The situation in the agricul-
tural sector in Chile was bad enough as to justify the need.
However, it was not clear how well organized the agricultural
sector was to absorb $20 million so fast. A lot of problems in
[the area of] technical assistance to agrarian reform, so
difficult to think that they could manage to absorb $20
million so fast.8 p

At one point, the West German government tried unsuccess-
fully to pressure the IDB to moderate its economic assistance
program to the military dictatorship to show its concern over
the internal political situation in Chile. '

In December 1973, the IDB had plannéd to sell some
bonds in the German capital market. The Germans told them
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that if they were going to go ahead with large programs to
Chile the German government was not ready to allow the
IDB to sell those bonds in the German market. This held up
operations from the IDB to Chile for a time. The Germans
changed their position in March 1974 or the IDB found
-alternative sources of funds.% '

- Some U.S. policy-makers have grudgingly admitted that
“[the junta’s] economic policies have been only partially
- successful,” 8 but have sought to rationalize the disappoint-
ing economic performance by arguing that, in the short-term

at least, the question of political stability and internal

security must take precedence. Unlike the: World Bank,
which has also criticized the junta’s economic policies, the
U.S, government is making no effort to scale down the level
of its aid program to Chile. For the U.S. position is that
large-scale external economic assistance to the junta in the
immediate future is critical, not only for political reasons but
also to create the economic infrastructure for future growth
possibilities based on foreign investment. Hence the United
States has been critical of the World Bank for “dragging its
feet on economic loans” to the military regime in Chile.85
- The World Bank viewed the military regime in Chile as
“preferable, an improvement” over the-Allende government
and provided the junta with $18.5 million in credits during
its first six months in office. However, while the bank’s
political support of the junta has remained steadfast, it has.
been critical of some of the specifics of the junta’s economic:

policies.

The World Bank view was that there was more hope of
reorganizing the economy on a rational basis under the
military government. Inflation, however, -continues to be a
serious problem. There must be some evidence that they are
willing to endure some kind of suffering. Under Allende, the
staff of the government increased enormously. Therefore, the
government machinery was vastly over-inflated. The military
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government has made things worse in terms of getting things
done because they are more cut off from the bureaucracy than
the political parties.

At the beginning the government tried to control every-
thing. If you want to stop inflation, the only way to do it is by
running the risk of unemployment. This government has been
tough politically, but economically they have been soft. It is
true that the people in the slums are suffering, but they are
only 10% of the population. All civil servants and people in
government jobs have had a good time. This government is
unable or unwilling or too stupid to really slow down
inflation. So, not really tough enough in the economic sphere.
They have been permissive economically.%

The World Bank favors the exploitative and dependent
capitalist development strategy of the junta, but objects to
the way in which the strategy is being implemented.

We did feel that the program they were trying to.imple-
ment was a consistent one and appeared to contain certain
basic decisions that should have led the economy in the right
direction. It is the implementation that is the problem. They
have failed so far. In macroeconomic terms the policy of
austerity has not been implemented.

The Chileans have to implement their announcéd policies,
basically in two respects: they have to get their house in order
in financial terms—reduce inflation, balance accounts of most
public enterprises and other public sectors—and take de-
cisions as far as investment priorities are concerned. At the
moment pretty much the same as under Allende.?’

The costs of the austerity program being pushed by the
World Bank would, needless to say, be borne in large part by
the lower classes, the major social base of the Allende
government. : ‘

The lack of large-scale economic assistance to the military
junta from the World Bank in the immediate postcoup
period probably stemmed, to some extent, from European
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“objections to the political nature of the new regime. “In the
World Bank,” observed a State Department economist,
“there was very strong opposition to the new government on
‘the part of a number of West European countries.” 88
~According to a high-ranking CIAP official, “McNamara’s
_position was very much influenced by what the Germans,
Swedish, etc., were saying.” 8 The West Germans, in particu-
lar, expressed considerable dissatisfaction with the represswe
‘aspects of the junta’s policies. |

The .political appraisal of the political situation by the
Germans was very negative in 1974. Agreement between the
Chileans and the World Bank was almost ready for approval
at the time of the 1973 coup. The decision was suspended and
put to the Board of Directors in October 1973. The Germans
and some other countries asked for a delay. The same
situation happened again in December. There was a suspen-
sion of 48 hours. Finally, MacNamara presented it again in
February 1974, and it was approved.®

© The shallow nature of the West German opposition is
- suggested by the fact that, in spite of a continuation of the
. policy of repression and terror at home, the military junta
was able to successfully conclude bilateral negotiations with
West Germany on the rescheduling of Chile’s foreign debt in
July 1974.

The International Monetary Fund was very supportive of
*- the military junta’s economic plight: :

The IMF peoplevwho went down to Chile in December
1973 were very sympathetic to the policies of the government
and gave full approval to the new economic policies.”!

" The IMF mission’s “broad approval” of the junta’s economic
. policies was followed by the approval of a $95 million
- “standby” credit, a decision which, it was accurately ob-
served, “could open the door for further private financing
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and also the renegotiation of its sizeable debt.” > The
Economist Intelligence Unit was even more emphatic: “This

agreement may be regarded as the key to the whole problem‘

of renegotiating Chile’s heavy foreign debt commitments.”

In March 1974, as we have seen, the debt was renegotlated
Despite this influx of international capital into Chile since

the military coup in September 1973, industrial production

has been steadily declining since October “and manufactur-

ers are warning the government that the low purchasing

power of consumers may lead to a serious industrial reces-

sion.” % This situation is a pointed indictment, in particular,
of the IMF policies regarding the approval of austerity
“standby”’ credits. It is only during the immediate postcoup
period that the junta can argue for a favorable industrial
performance, but even that is only in comparison with the
immediate -precoup period characterized by massive eco-
nomic sabotage. However, although the industrial produc-
tion index rose from 110.9 in August and 91.7 in September
to 138.0 in October, if we compare December 1973 with

December 1972 we find that there was a decline in the index
from 132.6 to 125.2.9° Chilean government economists see no -

signs of a reversal of this present trend.

The Inter-American Committee on the Alliance for Prog- :
ress (CIAP) issued a detailed analysis of the economic
policies of the junta during the last three months of 1973 and |
was highly critical of the attempt to deal with 1mportant !

fiscal problems.

Indeed,—according to preliminary estimates—current ex-
penditures for the fourth quarter account for 29.7 percent of
the annual total—which is even higher than in the two
preceding years. On the other hand, although current income
accounts for a percentage higher than that achieved in 1972, it
represents only 26.6 percent of the annual total which, as

indicated previously, is extremely low. As a result of these .

factors, the deficit for the fourth quarter accounts for 34.2

hs
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percent of the annual total, which' would account for 144
percent of the increase in the money supply during that
period.%

An official of CIAP criticized the IMF’s overoptlmlstlc
assessment of the Chilean situation:

Our technical report was much more cautious than the
IMF’s. Chileans didn’t like our position, probably because it
didn’t represent open support. Our technical position was
that they were building a policy and so it was difficult to prove
the assumptions, e.g., that entrepreneurs would absorb the

~ cost increase in a very large measuré; that people would be

- satisfied living at very low levels of consumption; assumption
‘that private investment will come; public sector will be able to
carry out large investment programs.

The IMF position openly supported the Chilean program
They were sure, or about sure, that the Chileans would get
control of inflation at a low level of 80%. But it is now over
100%. At the same time, we said it would be difficult because
we didn’t agree with the policies of leaving prices to find their
level according to market forces. We were alone at the time
and we were criticized by the IMF and the Chilean govern-
“ment.%

Similar to the case of Brazil following the 1964 rnil‘itary
coup, foreign investors have displayed an initially cautious
attitude toward the junta’s encouragemerit to foreign capital

to invest in the country. Large-scale foreign investments

might be forthcoming once the conditions for capital
accumulation and capital export are created. The responsibil-

 ities for the infrastructural reorganization of the Chilean

-“economy in order to lay the foundations for dependent

~ capitalist growth have been, and continue to be, undertaken
- by the U.S. government, the Brazilian government, the

international banking community, etc.
In the meantime, the foreign investor community has been

pushing the junta for clarification of its policy toward
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existing and new foreign investment in Chile. Some private
investors who envisaged an unqualified return to the pre-
Allende status quo have been disappointed. Business Inter-
national commented on the junta’s immediate intentions in

November 1973:

. . . the government does not intend to return completely
to the pre-Allende status-quo. The military regime feels it
needs the private sector to help fuel the economy, but it still
wants to control “strategic industries”. . . %

Others have expressed concern over the junta’s indecisive
policy regarding the return to private hands of enterprises
nationalized, intervened in, or requisitioned during the
Allende government. To this point, the junta has employed
at least three approaches. On the one hand, companies that
were intervened in or requisitioned have been either handed
back to their original owners, or put up for public sale with
the former owners having the first bid.% On the other,
enterprises deemed to have been legally nationalized by the
Allende government (e.g., the U.S.-owned copper companies)
have been kept under state control, subject to compensation
-payments to the former owners. The junta has recently
agreed to pay $253 million in compensation to the U.S.
Anaconda Company and $68 million to the U.S. Kennecott
Copper Corporation.!® However, this concern with the
junta’s policy toward existing foreign investment is more
than matched by foreign investor uneasiness over new foreign
investment being subject to Andean Pact restrictions on
profit remittances, the re-export of capital, the nationaliza-
tion of foreign companies within a certain time period, and

the limits placed on foreign ownership of new enterprises set

up within the Andean area. Although the junta has conven-

iently ignored the Andean Pact controls in the case of a

number of new enterprises, this is viewed by foreign investors
as essentially a short-term solution and no substitute for a
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new foreign investment code. A group of foreign business-
~men met in Santiago in June 1974, under the auspices of

Business International, to discuss the issue, and “left the,

military junta in no doubt at all that .the government’s
. desperate desire for foreign capital will not be satisfied unless
- and until it can persuade its partners in the Andean Pact to
-modify the paragraphs in the Cartagena Agreement govern-

ing foreign investment.” 1! Yet, the Brazilian military gov-

‘ernment has also instituted controls on profit remittances,
_etc., but this has taken place in the context of a dynamic
“economic growth in which the foreign investor is one of the
' major beneficiaries. This suggests that the Chilean junta
~ cannot count on foreign investment to move the economy; it

must find the means to create a period of growth after which
foreign investors might lose some of their current preoccupa-

- -tions.

~ In a'word, Chilean development prospects are problem-
atic. To adopt the strategy of the Brazilian generals would
require a permanent repression of the labor force which the

. Chilean junta is unlikely to be able to sustain. In comparison
~-with its Brazilian counterparts, the Chilean working class is
- more highly politicized with a long history of political and
." economic struggle in support of class demands. Less stringent
.- policies toward the lower classes and support for the
" development of consumer industries for a small Chilean

market would lead to the same mass radical upsurge which

~ Frei’s programs produced between 1964 and 1970, and which
- were decisively rejected by the working class.’? U.S. policy-
- makers, however, are adamant on one point:

I don’t think we can afford to have that country revert to

- another Marxist/anti-U.S. regime. We don’t have a problem
with Chile right now. If the regime becomes enfeebled, it will
become an issue again. Let’s say the situation is deteriorating
and they are not getting themselves functioning in a viable
economic system. I think that would create circumstances in
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which the U.S. government would show less restraint in terms
of intervening to support the regime; if the situation became
unstable, pragmatic aspects, such that whatever costs involved
to U.S. intervening in Latin America, would start to provide
strong nonmilitary support.!®

Economic policies of the imperial centers are largely
determined not by abstract criteria of creditworthiness but
by the larger politicoeconomic interests embodied in-social
regimes which buttress capitalist social relations. Our discus-
sion of U.S. policies toward the Frei, Allende, and Pinochet
regimes illustrates the interrelation between the needs of
U.S. capitalism and public policy; the bonds between U.S.
pohcy and Chilean propertied groups; the primacy of defend-
ing both U.S. and Chilean propertied interests over and
against any commitment to parliamentary institutions. The
- long-term consequences of these international structural
bonds and policy commitments suggest that any effort to
isolate the purely national (Chilean) or international (U.S.)
factors affecting the future development of Chile is a fruitless
undertaking. The long-term trend, as indicated by the
massive infusion of external financial capital, is for the
immersion of Chile into a web of economic relations that
will in effect shape the contours and thrust of its politico-
economic project. Whatever national identity the Chilean -
ruling class possessed, and whatever its role in mediating
external influence in the past, present developments suggest i
that image is no longer adequate. The “new Chile” which is
emerging from the wreckage of the September 1973 coup 3
increasingly resembles the traditional dependent Latin Amer- &
ican country. |
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Conclusion

The U.S. government policy of prolonged confrontation
with the Allende government in order to undermine its
capacity to govern, and effect its demise, originated from
within the offices of Henry Kissinger and the National
“Security Council. The NSC located the Allende electoral
victory in terms of its future negative impact on U.S.
political and economic goals in Latin America, and then
proceeded to decentralize the implementation of the overall
“strategy among the appropriate government agencies. At the
critical conjuncture, however, it returned to center stage to -
give its final approval. The military coup followed.

The Chilean coup eliminated the core threat to continued
U.S. hegemony in Latin America. The restoration of a client
‘regime in Chile had immediate short-term consequences. In
October, Secretary of State Kissinger called for a “new
- dialogue” between the United States and Latin America to
-re-examine the nature of the relationship. U.S. officials stated
“that “this was [Kissinger’s] first policy statement on Latin
~America and was meant to signal the start of a major effort
by the Administration to work out a fresh approach to the
_problems in the hemisphere. . . .”! The creation of a
“U.S.-Brazilian “co-prosperity” policy in Latin America is
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likely. Chile is merely one of the pieces within this larger
picture.

As the policies of Chile’s military rulers unfold, dlfferences
have already appeared among the anti-Allende forces in the
United States as well as in Chile. The differences are not
insignificant insofar as they reflect not only changes in
personnel (civilian vs. military), but different positions re-
garding forms of political rule, the role of the military, and
socioeconomic policy. What appeared as a united effort
between political parties and military officers to prevent the
“communization of Chile” is no longer visible. The stronger-
party to the coup, the military, has discarded its political
associates, the Frei-led Christian Democrats (PDC), and feels
free to impose its own policies through direct representation - -
in the government.? In this the military has the support of
the smaller upper-class-based National Party and the terrorist
ultraright Fatherland and Ldberty group (together represent-
ing about 20 percent of the electorate).

Through terror, the military was hoping to erase social .
pressure from the Left; by political exclusion and cooptation,
to definitively divide the Christian Democrats; by offering -
important posts and rewards to the National Party and -
businessmen, to consolidate an administrative apparatus -
capable of imposing “discipline” on labor (with the aid of
terror), and securing the cooperation of business; and with an
open-door policy to foreign investment, to stimulate foreign
loans, credits, and investment to stimulate economic recov-
ery. The “Brazilian Model” is being projected in Chile over
the corpses of 20,000 workers: salaries and wages are bemg .
effectively lowered, prices increased, currency devalued, en- é
terprises returned to private owners, and the conditions 3
created for externally induced expansion at the cost of the -
poor. In the near future, the middle class, business groups, §
and industrialists will suffer the invasion of large-scale foreign
capital which, in the name of efficiency, will eliminate many 3
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~ of those who supported the coup. Large sectors of the petite

- bourgeoisie who were in the streets calling for the coup will -
. not be its beneficiaries. As in Brazil, the generals and their
~ economic advisors are looking toward the multinational
~corporation and the international banks to reorganize the
| economy: they, too, have no confidence in the “entrepreneu-
- rial” capacity of the national bourgeoisie, in much the same
_';,'way they do not trust their bourgeois “democrats” organized
~in the PDC to restore and maintain capitalist law and order.
_ If a permanent military-corporate structure is the political
~instrument of the leaders of the coup, large-scale foreign

enterprises are their answer to the economic problems facing

~ the country.

The U.S. government long ago gave up the 1dea that a ~
parliamentary facade is a necessary accompaniment of capi-
talist development in Latin America. The incapacity of

* parliamentary regimes to offer guarantees against radicalism

and ndtionalism and their inability to create favorable

-conditions for foreign investment have for some time pro-
voked U.S. policy-makers and economic influentials into

rethinking the “best” political formula to serve their interests
in Latin America. Brazil provided the test case: while Frei
was incapable of preventing a Marxist from winning the
presidential elections in Chile, the military dictators in Brazil
were attracting loans and investments from all the centers of
world capitalism. While U.S. Ambassador Korry was com-

~plaining that he had to tell Frei how to put his pants on

(hguratively speaking, we assume), the Brazilian military
government. had practically eliminated all guerrillas, trade
unions, strikes, and wage demands, thus'creating an industri-
alists’ paradise. Whatever promises Frei might have had from
Washington before the coup, he had clearly revealed himself

~as. someone the United States could not trust to take over
. after Allende, despite his espousal of the coup and its terror

tactics. After all, it was the military that was willing to bloody

[T



158 The United States and Chile

its hands, and therefore it was the military which would be
willing to take the appropriate measures after the coup to
prevent a resurgence of leftism. With the breakdown of the
constituted order, and the emergence of a leftist under-
ground, U.S. policy-makers did not believe that Frei would
be able to handle the new situation and provide the kind of
security to foreign capital that the military could offer,
despite the massive and bloody purge. Only a few dissident
and peripheral voices of the liberal establishment (New York
Times, Ford Foundation, Washington Post, etc.) felt that
the military purge created a secure basis for a return to
parliamentary order and the restoration of Eduardo Frei.
The mainstream of U.S. officialdom, the bankers, the
international financial agencies, the State Department, the
National Security Council, and the multinational corpora-
tions have already begun to back the military, its policies,
and its leadership. At best they viewed Frei as a useful but
temporary ally on the road to power, suspect for his earlier -
failure to disregard the democratic verdict of the Chilean
. people. Now, in the new situation, they are unlikely to offer
him more than an honorific secondary post or quiet retire-
. ment. The military is not a caretaker government but a
permanent political force,? the dominant political force in a
Chile backed by U.S. economic resources and adapting the
Brazilian development strategy to Chilean conditions.

One of the crucial long-term problems facing U.S. policy-
makers at the highest level (what can be more accurately ;
described as the historical problems facing the world capital-
ist system), is the creation of the conditions for economic §
expansion through private accumulation in dependent capi- 3
talist societies. The political formulas or frameworks which #
are best suited for the capitalist problematic vary with time =
and place, but each political experience is compared and %
evaluated in terms of its efficiency in achieving its historic 3
goal. In operational terms the problems of economic expan- §
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" sion and accumulation are essentially politiéal in a double

sense: at the level of the state there must exist a dominant

: political elite willing to subordinate the machinery of
- government to controlling the working and peasant classes
- (minimizing their political effectiveness, therefore lowering

their “social costs,” i.e., salaries, wages, etc.), and a political

- orientation~which deliberately opens the country to the free

flow of capital, especially foreign capital. The existence of

the quasi-totalitarian state is especially necessary in those

countries which have experienced a high degree of social

~ mobilization: for there is an inverse relationship between -

externally induced growth and social mobilization: the

~greater the degree of the latter the less likely the former will

. QCCur.

Externally induced expansion and accumulation (which

appears to be the only source for whatever large-scale

industrialization has taken place within underdeveloped -

capitalist countries) is dependent upon an authoritarian
political framework which can reinforce the requisite social

- conditions. These social requisites for private accumulation

and expansion in dependent capitalist societies include a

- demobilized working class, nonexistent or weak economic

" nationalist political forces, the elimination or curtailment of

- wage demands and massive and extensive social welfare
- programs, and controlled or managed trade unions (Falan-

gist-type syndicates). The administrative structure best suited
to preserve or enhance those conditions is likely to recruit its

. top personnel from the propertied groups and technocrats
~which serve them. The interpenetration of civilian and
= military bureaucracy is likely especially at the highest and
.. middle levels, thus strengthening the power and capacity of

he administration to impose its policies on those who
enefit least from them. These social requisites and adminis-

Betrative structures are linked through the socioeconomic

olicies of the military-political elite: a deliberate policy of
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wage and salary reductions of workers is promoted to
reconcentrate income in the hands of the foreign and
domestic propertied classes. Sharp increases in prices and
profits are allowed far in excess of the increases in wages;
wage workers in fact suffer a relative and absolute decline in
real living standards.

The whole process in Chile began with the disaggregation
of the state—the creation of a client group among the
military. Since seizing power it sought to recast the whole
state organization into an administrative instrument for
realizing the social and political conditions for externally
induced expansion. The process of reintegrating Chile within -
the financial and economic networks of imperialism has
proceeded at a fairly rapid rate only because the internal
political controls and repression have re-established con-
fidence among the international bankers (though corporate
investors appear still to have reservations, especially those
investors who would generate new capital). The political
problems that U.S. policy-makers faced under Allende (of
taking political measures to ensure that Chile was reinte-
grated back into the capitalist world) have been at least
temporarily successfully resolved. What remains very doubt-
ful is the medium- and long-term durability of a regime
whose private sector has in the past shown little inclination
to accumulate and invest capital for long-term expansion.
And Chile, unlike Brazil, has neither the large internal
market nor the passive work force that makes the latter so
attractive to the multinationals. In any case, Chile may have
had its bourgeois counterrevolution too late: if one has Brazil §
from which to expand throughout the region and beyond, 3
what function can Chile play within the larger imperial |
design? While Chile may wish to copy “the Brazilian
model,” there does not appear to be, from the multinational
perspective, any need to duplicate functions. What appears
more likely is that Chile will be relegated to the role of raw




| Conclusion : 161

i atérial and mineral'equrtér‘within the largeri-imperial‘
ivision of labor.* The military’s job will be to keep Chile
yroducing within this global pattern.



- Appendix

The following tables ‘illustrate the close relationship be-
tween United States (and “international”) foreign aid and
the nature of the social regime to which it is directed. The
periods of expansiveness coincide with regimes whose poli-
cies coincide with the needs of U.S. capitalism; the periods of
restrictive financial assistance coincide with populist-nation- -
alist or democratic socialist governments. These conclusions,
drawn from comparisons between Brazil and Chile during
the Allende period, are substantiated by comparisons within
countries during different time periods: the Goulart period/
post-1964; the Allende period/Frei period. U.S. aid to
elected nationalist and democratic socialist governments in
Brazil and Chile is further diminished if we take into account .
who the recipients of that aid were within the country. Prior
to the military dictatorship of 1964 in Brazil the federal -
structure of government provided a great deal of autonomy
to the state governments: a substantial amount if not the
bulk of U.S. financial resources were funneled into states °
controlled by right-wing pro-coup governors like Carlos
Lacerda. In Chile the pluralistic structure during the Allende
period allowed the United States to channel funds into the .
Catholic university and the military, both institutions domi- |
nated by the anti-Allende forces. While it is obvious that

162




Appendix 163

U.S. aid policy is directed to bolster and promote pro-U.S.
military dictatorships as opposed to democratic governments,
what is less obvious, but equally important, is that the aid
- which is selectively directed toward the democratic govern-
ments is utilized to undermine the executive authority and-
reate political alliances with opposition social and political
oTCes.
Table A-1
' . Brazil:
Foreign Aid from Selected U.S. Government Agencies

and International Organizations ($M)
in the Goulart Period

1962 1963 1962-1963 Total
- US. AID 851 865 171.6

| U.S. Food for Peace (PL 480) 72.5 47.9 1204
- U.S. Military Assistance 49.6 17.5 67.1
U.S. Export-Import Bank 93 — 9.3

IBRD (World Bank) ’ — — o

' IDB (Inter-American
* Development Bank) 25.6 18.6 4.2

Source: U.S. Agency for International Development, U.S. Overseas Loans
.and Grants and Assistance from International Organizations, July 1,
1945~June 30, 1973. Statistics and Reports Division, Office of Financial
Management, AID, May 1974, pp. 40, 182; U.S. Agency for International
* Development, U.S. Overseas Loans and Grants and Assistance from
“International Organizations, July 1, 1945-June 30; 1971, in NACLA’s
Latin America and Empire Report (‘“Brazil: Development for Whom?”),
“April 1973, p. 16; U.S., Congress, House, Committee on Foreign Affairs,
- Development Assistance to Latin America, April 14, 1971, Committee
_Print (Washington, U.S. Government Printing Office, 1971), p. 8.
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Table A-2
Brazil:
Credits and Loans from U.S. Government
Agencies and International Institutions in 1964 ($M)*

Precoup . Postcoup

_ Jan. 1-March 31 . April 1-Dec. 31

From U.S. government agencies : 18.7 407.8 :
From international institutions — © 823

* Fiscal year 1964 Military Sales from U.S. Government = $23.4 million. 3
Source: U.S. Department of the Treasury, Foreign Credits, by the United -
States Government, as of December 31, 1969 (VVashmgton U.S. Govern- 3
ment Prlntmg Office, 1970), pp. 98-100. ) .
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Table A-5
o I Chile: .
- Foreign Aid from Selected U.S. Government Agencies
' and International Organizations ($M)
_in the Allende Period -
» | » Total
_ 1971 1972 1973 1971-1973
U.S. AID LS 1.0 08 3.3
- US. Food for Peace (PL480) 63 59 15 147
L U.S. Military Assistance 57 123 150 33.0
U.S. Export-Import Bank — 1.6 3.1 4.7
IBRD _ _
3 IDB 120 21 5.2 17.3
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Table A6
Chile:
Foreign Aid from U.S. Government Agencies and
International Organizations ($M)
for the Military Government
September 1973 + .

See Table 3.
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