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LIMA, Nov. 30—A dispute between the 
United States and Peru is ticking toward 
an explosion that could confront the in-
coming Nixon Administration with its 
first big crisis in Latin America. 

Underlying the controversy is Peru's 
recent action in expropriating the prim-
Cipal assets of the American-owned In-
ternational Petroleum Co. (IPC). 

This has triggered a complex chain of 
events that involves far more than the 
status of a single oil company. If allowed 
to go unchecked, it could lead this An-
dean country of 12 million people into 
the throes of a major economic and politi-
cal upheaval. 

As the situation stands, Washington 
sooner or later will find itself obliged by 
U.S. law to apply certain financial sanc-
tions against Peru. 

Among these penalties would be sus-
pension of Peru's share of the U.S. sugar 

quota.. This would mean the almost cer-
tain destruction of the local sugar indus- 
try—an important component of the Pe-
ruvian economy—and deal a staggering 
new blow to a country whose finances 
already are in precarious shape. 

Nor is.  the matter likely to end there. 
The strongly nationalistic government 
of President Juan Velasco Alvardo is 
known to contain powerful elements who 
advocate retaliating against -a cutoff of 
the sugar quota by imposing new pres-
sures on the substantial U.S. business 
interests here. 

Specifically, these forces are under-
stood to be arguing for retaliatory ex-
propriation of U.S. holdings in Peru's 
pivotal copper mining industry. Should 
that happen the effect would be to open 
up a Pandora's boat unlike anything seen 
in Latin America since Fidel Castro's 
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purge of U.S. interests in 
Cuba during the early 1960s. 
Threat to Credit 

Such a move would de-
stroy Peru's credit and in-
vestment standing with the 
international financial com-
munity, cripple the coun-
try's ability to exploit its 
mining resources and 
plunge the economy into 
chaos. 

What would happen then 
is anyone's guess. But more 
than a few people here pre-
dict a wave of national un-
rest verging on anarchy and 
civil war or a turn toward 
the Communist bloc for the 
financial support necessary 
to weather the loss of tra-
ditional sources of capital 
and credit. 

This grim prospect is still 
far from becoming a reality. 
But, as of now, all parties 
to the dispute seem locked 
into inflexible positions that 
prevent them from finding 
grounds for an accommo-
dation. 
Dispute Over Title 

At the root of this situa-
tion is the decades-old re-
sentment among Peruvian 
nationalists of the special 
ownership title rights and 
tax -status held by IPC over 
an oil field in northern 
Peru. For the past five 
years, this -resentment had 
embroiled IPC, a subsidiary 
of Standard Oil of New Jer-
sey, in a running feud with 
Peruvian officialdom. 

Last August, the govern-
ment of civilian President 
Fernando Belaunde Terry 
reached an agreement with 
IPC under which the com-
pany agreed to surrender 
its claim to the disputed 
field. However ,the agree-
ment immediately came un-
der fire from nationalists 
who charged that the con-
cessions made by Belaunde 
in exchange represented a 
betrayal of the national in-
terest. 

On Oot. 3, the armed 
forces, using the IPC issue 
as its pretext, overthrew 
Belaunde and replaced him 
with an all-military 'govern-
ment headed by Velasco, 
th.e army commander. The 
new regime immediately an-
nounced its devotion to "na-
tionalistic principles," and,  

six days later, it summarily 
seized the 1PC installations 
en the disputed field and 
the company's adjacent re-
finery at Talara. 

Big Tax Debt Alleged 

In announcing the expro-
priation, the regime said 
compensation for the seized 
assets- would be computed 
in accordance with debts 
allegedly owed by IPC for 
back taxes and illegal en-
richment. Since the regime 
contends that these debts 
amount to $974 million, the 
implication (actively encour- 
aged by many ranking re-
gime figures in their pub-
lic utterances) has been 
that IPC cannot expect a 
penny in payment for its 
lost property. 

But the company points 
out that the legality of its 
special status had been con-
firmed by international ar-
bitration. It ther ef ore 
charges that the expropria-
tion was a violation of in-
ternational law and that it 
is entitled to compensation 
for the depreciated value 
of its lost assets. 

This dealock has now di-
rectly involved the U.S. gov-
ernment because of the so-
called Hickenlooper amend-
ments to the U.S. foreign 
aid and sugar amendment 
acts. These provide for the 
cutoff of direct U.S.' finan-
cial aid and sugar quota 
benefits to any government 
expropriating property be-
longing to U.S. citizens or 
corporations without mak-
ing prompt and adequate 
compensation. 

Aid at Lim' Ebb 
Since a succession of pre-

vious difficulties had re-
duced direct U.S. aid to 
Peru to a rather low ebb, 
the first of these provisions 
is not expected to have 
much impact on the dispute. 
The sugar quota, though, is 
something else again. 

Sugar is one of Peru's 
most important crops, an-
nually reaching about 800, 
000 tons. Of this amount, 
about 300,000 tons is con-
sumed domestically, and the 
balance is sold abroad, most 
of it to the United States 
under Peru's share of the 
U.S. sugar quota. 

On Nov. 19, for example, 
Secretary of Agriculture Or-
ville Freeman announced 
that Peru's tentative quota  

far 1969 would be 354,253 
tons. Normally that amount 
could be expected to in-
crease substantially as quota 
readjustments are made 
throughout the year (Peru 
began •1968 with an initial 
quota of 345,417 tons but 
will end the year with actual 
sales to the United States of 
around 493,000 tons). 

The advantage to Peru of 
being able to sell almost all 
of its exportable sugar sur-
plus to the United States is 
underscored by the spread 
between the premium U.S. 
quote price (currently about 
6.5 cents a pound) and the 
depressed w orl d market 

price (now 1.75 cents). In 
short, Peru earns approxi-
mately $35 million a year 
more by selling the bulk of 
its sugar under the U.S. 
quota rather than on the 
open world market. 
Threat to Industry 

In the view of most eco-
nomic observers here, the 
loss of this windfall would 
drive many Peruvian grow-
ers and refiners out of busi-
ness and virtually wreck the 
industry. At the very least, 
it would cause widespread 
unemployment, drive up the 
price of sugar for the do-
mestic Peruvian consumer 
and create a demand for the 
financially hard-pressed Ve-
lasco government to spend 
money it doesn't have on 
subsidizing the industry. 

Two weeks ago, the U.S. 
Embassy here quietly hand-
ed the Velasco government 
a note affirming that the 
United States recognizes 
Peru's right to expropriate 
property under its sover-
eignity. But, the note also 
said, the U.S. Government 
considers that such expro-
priations carry with them 
the responsibility for prompt 
and adequate compensation 
and that Washington re-
serves the right to make 
"diplomatic representations" 
in such cases. 

The Hickenlooper amend- 
ments 

 
 were not mentioned 

in the note. However, the 
reference to "diplomatic re-
presentations" is known to 
have been intended as a re-
minder of their provisions 
and a warning to the Velasco 
regime of the potential con-
sequences involved in an 
intransigent attitude toward 



compensating IPC. 
No Choice Seem 

The State Department is 
understood to be taking the 
position that the language 
in the applicable U.S. laws 
is so explicit that Washing-
ton has no choice other than 
to apply the Hickenlooper 
sanctions if Peru fails to 
reach a satisfactory resolu-
tion of its dispute with IPC. 

As spelled out by the 
amendments, these sanctions 
are supposed to go into ef-
fect six months from the 
date of the actual expropria-
tion. In the case of 1PC, 
this theoretically means that 
a continued impasse would 
confront Peru with the loss 
of its U.S. aid and sugar 
quota next April. 

Privately, however, U.S. 
officials concede that the 
language of the amend-
ments would allow the Nix-
on Administration some dis-
cretion in postponing appli-
cation of the sanctions if it 
decided that the matter was 
still under negotiation at the 
end of the six-month period. 
Power Limited 

At the same time, though, 
these officials stress that 
there are short'and distinct 
limits to this discretionary 
power. Although there are 
no real precedents (the Hick-
enlooper amendments have 
only been applied once pre-
viously), the prevailing legal 
view seems to be that the 
U.S. Administration • could 
decide for diplomatic rea-
sons to delay indefinitely 
imposition of the sanctions. 

As of now, this relative 
rigidity in the U.S. position 
is being matched by the Pe-
ruvians. The U.S. note, which 
was kept secret by the re-
gime for almost two weeks, 
is known to have provoked 
some stormy and emotional 
rg)$Letions within the Peruvi-an government. 

The Cabinet is believed to 
contain a moderate faction 
that favors making peace 
with IPC in order to avoid 
new difficulties for the coun-
try's already troubled finan-
cial situation. However, this 
group is counterbalanced by 
a nationalistic faction which 
believes that any backing 
down over IPC would under-
mine the basis for the Octo-
ber coup and the rationale 
of the regime's existence. 
Reprisal Threatened 

To this group, the threat  

of Hickenlooper sanctions 
represents a U.S. attempt to 
interfere in Peru's internal 
sovereignty, and its members 
argue that such pressures 
should not be allowed to go 
unchallenged. Well-informed 
political sources here sum up 
the nationalists' attitude by 
quoting a remark that re-
portedly has been repeated 
in government circles with 
great frequency the past few 
days: "If they take away the 
sugar quota, we take Toque-
pale." 

This is a reference to the 
Toquepala copper deposit—
the biggest mining operation 
and the largest• single source 
of U.S. investment in Peru. 
The Toquepala concession is 
held by Southern Peru Cop-
per Corp., one of the U.S. 
consortiums that dominate 
the mining sector of the 
economy. 

However, the hint of re-
prisals against the seeming., 
ly vulnerable American 
mining companies overlooks 
the fact that this is a road 
that could cost Peru dear- 
ly. To escape from its cur-
rent financial difficulties, 
Peru must greatly increase 
its exports, and increased 
copper production offers its 
only sustained hope of 
achieving this end. 

But, expanded co p p e r  

mining activity requires 
both outlays of capital and 
applications of technical ex-
pertise far in excess of what 
Peru can generate internal-
ly. For the Velasco govern-
ment to retaliate against 
the United States by expro-
priating U.S. copper inter-
ests would be somewhat 
akin to economic suicide. 
Talk Persists 

Yet, the talk about "tak-
ing Toquepala" continues 
unabated in many quarters 
of the Peruvian government 
and armed forces. Political 
sources give several explan-
ations of the reason. 

Some of the generals, 
they say, are so inexperi-
enced in diplomatic and 
economic matters that they 
simply cannot comprehend 
the potential consequences 
of such an act. Others re-
gard the dispute as one in-
volving fundamental consid-
erations of sovereignity and 
national honor and feel that 
the regime cannot back 
down, whatever the damage 
to the economy. 

Still others seem to have 
a somewhat fuzzy idea that 
Peru, which long had a close 
political and economic rela-
tionship with the United 



States, can begin the old 
cold war neutralist game of 
playing the super-powers off 
against each other. 
Many Red Missions 

The recent heavy traffic' 
here in missions from East-
ern European Communist 
countries seeking diplomatic 
and trade relations with 
Peru lends some surface 
credence to this suspicion. 
However, there is no real 
evidence that the Vetasco 
regime regards these nego-
tiations as anything but an 
opportunity for some main 
chance explorations or that 
it plans to follow the ex-
ample of Cuba and mortgage 
the Peruvian economy to the 
Communist countries. 

Despite all the tough talk 
going on, the regime seems 
to be taking pains to keep 
its public relations with the 
United States punotiously 
correct. 

On Thursday, Foreign 
Minister Edgardo Mercada 
Jarrin finally revealed the 
existence of the U.S. note 
and made public his reply 
to U.S. Ambassador J. Wes-
ley Jones. 
Reply Revealed 

In his answer, Mercado 
sarcastically inquired why  

the United States was so 
concerned about a company 
"that maintains itself in a 
country other than your 
own." (IPC originally was a 
Canadian firm and still lists 
itself as incorporated in To-
ronto, although more than 
90 per cent of its shares are 
controlled by Jersey Stand-
ard Oil). 

But Mere-ado also said the 
government was evaluating 
the worth of the expropriat-
ed "PC assets and pointed 
out that IPC is now exercis-
ing its "full freedom a n d 
right to defend its interests 
through the legal remedies 
offered by the judicial pow-
er." 

This has prompted some 
speculation that the govern- 

merit might be preparing to 
unbend a little from its for- 
mer unyielding 'stance. 
' Since the coup the Peru-
vian judiciary has been ex-
cessively responsive to the 
Velasco government's wish-
es. Most prominent lawyers 
here privately admit that 
IPC has 'little hope of get-
ting a fair hearing from 
the Peruvian courts. 

For the present, at least, 
the Vetasco government 
seems to be standing pat on 
its contention that the IPC 
controversy is closed. 

Meanwhile, Peru and the 
United States appear to be 
moving closer and closer to 
a confrontation whose ef-
fects will be felt in every 
corner of Latin America. 


