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1. INTRODUCTION

The triumph of Franco and his open sympathy forAles powers will start a brand
new era in the relationship strongly marked ininitial stages by the outbreak of the
Second World War. Franco's Spain although not fidymavolved in the conflict will
have to clean “his original sin” after the Alliextory. Again, the economy —especially
in its commercial dimension— will be starring instiperiod. It was used as a weapon of
pressure from both the U.S. and Great Britain tevent Franco threw to an open
belligerence.

The rationing of oil and other staples and esskitéims, conditioned the capability of
the Franco regime, a totalitarian political systidwat seemed doomed to disappear after
the fall of Hitler and Mussolini. The Spanish Gawaent will have to overcome a
painful journey through the desert until the logicthe Cold War allowed Franco to
appear before the United States as an importatibhagainst Communism.

Since the late forties the Franco Regime begarmito @ccess to American credits and a
permanent bond were established in 1953 by thengjgof a bilateral pact mainly of
military content. Franco did not hesitate to sawgif either important areas of
sovereignty —including the presence of various Urditary facilities in Spain that
enjoyed of almost total autonomy— in order to gotea his own survival. It should be
remembered that this agreement did not incorpaateutual defense clause and the
Spanish counterparts always considered it as iogff. The successive renewals of
these agreements in 1963, 1969-1970, 1975-1976.282 were marked by the need to
balance the relationship including, one way or hegta mutual defense commitment
and more counterparts, especially in the militdrgqtef.

The US reduction in their investment in Spain, lesw 1936 and 1939, is the weaker
one among the Powers (Tasc@ap9, pp. 35-74) They resist through Civil War and
continued operating from the Iberian Peninsula,spite of the very strict legal
restrictions referred to FDI over here. They perfed that way perhaps owes to their
wide experience as FDI in the peninsula, and &leg tontinue operating in Spain until
the Pactos de Madrid (1953), and they became tkeffireign investor in the sixties,

1 Earlier versions of this paper have been presented at the AEHE Internacional Conference 2011

and also at BAM Conference 2011. We wish to thank participants at these events for their
comments.

2 Spain's entry into NATO in the early eighties didt cause the disappearance of these bilateral
agreements although it put them on a second teatiq@ and Preston, 2002).



immediately after the openness to the foreign ehpiter the 1959’s Stabilization Plan

(Tascon, 2008, 64; table 3). Probably becauseesttivas a strong network behind the
US FDI when the Spanish Civil War starte@hey continue linked with Spain and

Spaniards until nowadays but US FDI took their paathe end of the Sixties (Tascon,
2008, 67; graph 6). The US leadership as foreigestment finished in the Eighties,

like it happened in other parts of the world.

If we intend to measure US FDI, like Spanish shakes European total, at the starting
point considered from the Census of 1929 and 1943q06n, 2005) and extend the
comparison until the Eighties: Whatsoever the mesmsant it was likely the weight of
American FDI in Spain became three times lessepreximately- measured since 1929
until 1972 and also at 1983Actually the figures less known are between 1886
1959 (have a look to the next table).

Relative Weight of the U.S. Direct Investments, 1929-1959
(US Spanish shares over US European total)

1929

1936

1943

1950

1957

1959

Spain

5,32

6,35

6,05

1,79

1,06

1,00

Source: US Census. Tascon, 2005.

This paper aim to deal with the last years of thenEoist regime, therefore chronology
covered is for the 1969-1976 period and our maieative is to control US political
and economical influence for doing business in &p&his period of time cover since
the US FDI reached its peak, ending the Sixties| the Oil crisis years when starting a
dramatically decrease in the flux of US savingsdomg business in Spain. In other
words we intend to disclose if the US support wletholitical or economical, accounts
for American firms operating abroad, and also ihi#ans that US state was competing
and not only Spanish affiliates worked in their gmtitiveness.

Nonetheless it is an important fact to be conscmusow US FDI in Spain matter in a
guantitative sense (see the next graph). Thus steaee between 0,50% and 2,00 %,
despite the peak of 1975 that is an exceptional witk a marginal value for the rest of
the historical interpretation. US FDI in Spain wkigd around a 2 % of the total annual
amount of US investment all over the world. Takiager the control of foreign
companies or placing their own affiliates (US MNCis Spain was due to the main
interest in squeeze all the rents as it used tiob®y business abroad.

® There is some quantitative evidence about it. Beeon (2005, a & b): graphed using Fritz Foleyadat
(1868-1951), provided from Department of Commekashington, 2001. Cited in Tascén Fernandez,
Julio & Lépez Zapico, M. Arturo. “U.S. Administrath Support to American Business Abroad: Seeking
the right Atmosphere in Spain During the Oil Crjsi976-1982" Conference Proceedings. Building and
Sustaining High Performance Organizations in a @majing Enviroment British Academy of
Management 25th Annual ConferenB&M & Aston Business School, Birmingham, UK, 2011

“ Obviously we are talking here about US FDI asalsvariable, not referring on the flux variable.
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The Spanish curve is quite sharpened reflectingem@nts in US savings addressed to
Spanish affiliates. According to this schedule igimh be possible to interpret that US

direct investment were not depending on the masigtals or better interests located

out of Spain. In any case Spanish US FDI ratio litle one among those maintained

inside other nations like Germany, UK or Canada.

After the death of General Franco, the United Stateserved closely the political and
social changes that were taking place in Spaintead to secure its interests in the
country even if that implied to modify the termstbé bilateral relationship. With this
objective, the renewal of the agreements in 19ft@dethe first time the status of mere
executive agreement to raise its rank to the stafuan international Treaty. One
consequence, of great importance for our reseands the creation of a Joint
Commigtee to assess the atmosphere for economidradd relations between both
nations:

The US Government was worried about how to manhgenew business scenario
generated during the transition to Democracy. Tdmadus quotation “Governments
don’'t compete, solely the firms are on competitjodit it properly work during that
lapse? (Porter, 1998). It is worthy of note tha thl crisis developed at the same time
period and its economic impact could have jeopadiithe main results of the US
interests abroad. Therefore the Treasury's cone&s also focused on the economic
situation in Spain, which was an important anchainy especially in relation to the
commercial opportunities with the European EconoGoonmunity.

5 TascOn Fernandez, Julio & Lépez Zapico, M. Artufd.S. Administration Support to American
Business Abroad: Seeking the right Atmosphere iairspuring the Oil Crisis, 1976-1982Conference
Proceedings. Building and Sustaining High PerforcarOrganizations in a Challenging Enviroment
British Academy of Management 25th Annual ConfaeBAM & Aston Business School, Birmingham,
UK, 2011.



2. US FDI TRENDS IN SPAIN, 1966-1981.

Accordingly with US Direct Investment Position Alady during the 1966-1981 period, a
suitable economic atmosphere in Spain -also dutirgg oil crisis years- was defined
through the previous long term features on:

1. Legal framework.

2. Historical evolution of the US FDI in Sp&in

US FDI in Mediterranean countries, 1966-1981

1000

SPAIN

PORTUGAL

100 1 GREECE

TURKEY

Lineal (SPAIN)
@ | ineal (PORTUGAL)
----- - A — — — _/(__-_____ e | ineal (GREECE)
N — — = Lineal (TURKEY)

/_7

1966 1967 1968 1969 1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 1981

Level of US savings to invest in Spain was defittedugh this period as represented in
these two graphs like ffux variable American savings towards Spain reached a high
level if considered among these flux on to Med#@rean countries and a low level
considered within the group of US FDI that wenthte Powers.

Following the lineal estimates of the different s we obtained a moderate outflow
from US to Spain, Portugal or Greece at these tiffiles estimates curves have a steady
prolonged profile and values of FDI flux had rissnthe end of the period, but only a
little. The main US FDI upward trend appeared ewidiiring the first part of this lapse
since 1966 until 1974 or 1975, when the first bibek hit the western economies.




However, there were some different paths, if weeoles the next US FDI trends,
followed through these five European detached c@stlt is worthy of note that for
UK a watershed is attended in 1976 owes to a éiffiescale of influx was already made
by US affiliates. The rest of the powers considetdé@d Germany or France remain
during the long run levelled off at their own prews scale of sharpened schedules.
The striking outcome is simply: American investnseduring the oil crisis resulting
more rewarding settled in UK if compared with otRewers.

US FDI'IN A SET OF FIVE EUROPEAN COUNTRIES, 1966819
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Mediterranean countries, like Portugal or Greeoee (Fascon/Carreras, 2001 and
Tascon, 2001).

Since the 1960s the US FDI in Spain were far awaynftheir ratios in the 40's,
however its level was up to a 3% share between Eb1979 (3.11 to 3.60). The
stock of US direct investment in the Spanish teryitremains stabilized around the
3.5% during the oil crisis.

If we consider the FDI as a stock variable instdesd flux already observed, it is
obvious (see the next bar graph) the two sets oinM&tments at different scale: on
one hand below the 2,5% ratio weighted over Eunopsbares the period 1966-1973



and on the other hand above the 2,5% towards rhare3,5% appeared the shares
obtained on a historical cost basis during themslis, from 1974 to 1981.

US direct investment position abroad on a historical-cost
basis. Spanish share over Europe total, 1966-1981
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Managerial decisions had been taken in order tomize the impact of the olil crisis
in the US investments in Spain. Actually they perfed taking into account the
more rewarding investments in other countries. duld say accordingly with the
expected returns eventually US managers decidedntest out of Spanish
territories. Meanwhile the market conditions conéd to be against their customary
levels in Spain.



3. DOING BUSINESS ABROAD IN THE LONG RUN, 1966-1981

These features might help to shape an idea onghelusiness atmosphere expected or
desired by the US administration in Spain and fleeeecompulsory seeking. At the
same time Round up reports (1977-1982) from the &&sypto the U.S. Department of
Treasury and Department of State were contrastagrtives against Spanish economic
& political reality conditions.

USshare in FDI in Spain, 1966-1981
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US FDI ratio is referred to their weight over tiogal amount of FDI in Spain. Schedule
ups and downs graphed in the above chart showhdralg profile. Years as 1974 and
1975 are likely showing us the bulk of total FDISpain undervalue by the Balance of
Payment data. Perhaps, on the other hand, the WStdnvestments could be
overvalue, or why not some mistakes have been nvhda applying exchanges rates to
convert the pesetas to dollars... Also is worthy aterthat both errors can be made at
the same time and the figures overvalued will suffevorsening, only just in case.
Nevertheless we are mainly interested to diffeegatirends of this flux of saving funds
travelling from US to Spain

The US FDI trend (1966-1981) was negative. The fdfixsaving funds from US to

Spanish subsidiaries or affiliates proved a shadagrease during this period, 1975-
1981. It had started with this orientation coincileiith the Franco’s death, in 1975,
immediately after the first shock of the oil crisdS FDI showed a deeper de-
investment for 1978 and in general they performedrdshing its share in the total FDI

in Spain. In brief, there was a sharply decreasdJf® FDI in Spain, above all during

the oil crisis times, 1975-1980, a little recoverghown for 1981.

" Now, actually, we are not very keen on the retkmistakes.



There is total coincidence with the path followadtbe US all over the world, passing
throughout the 1980’s from a creditor position it FDI to a debtor position (see
Wilkins, Lipsey, and Palazuelos).

There is a sharply decrease in the US share inifRDpain, from 1975 to 1981,
therefore Spanish case is reflecting fine the U$ dHange of patternt was a stepping
down pattern(see the next graphbut not exactly the case (Kindleberger, 198Me
reaction to ponder is that of the US direct invesitrin Spain following the normal path
owes to diminishing returns (See the US direct stment income graph). If we take
into account the cross section period 1969-1976, simply to catch a soaring income
from US direct investment since 1969 towards 1%/dould say leaving apart ups and
downs involved in the main income trend. Suddertlytsapeak, in 1974, US direct
investment income from Spanish affiliates startdramatic decrease, except a little
recovery at 1979, showing us a plummet towardsBighties. This plummet trend
appeared for 1975 and 1976 likely influenced byesahfeatures that included oil rising
costs and inflation. In general the competitivenes&JS firms based into Spain had
levelled off at a low pace.

US direct investment income from Spain,
1966-1981
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What can we do to get a best understanding on neaiahgecisions issued sharing the
information provided by US support? It is necessgt of all to explain a wider
framework in which MNC'’s and US capital were embedidloing business in Spain.
Other scholar assessments have already underpamediea about Spanish business
atmosphere.

Considering time immediately previous to the 19R@shard Humbert (1970, iii) wrote
the next foreword to deal with business atmosphere:

“This US Department of Commerce study provides hiSinessmen with detailed
information onsales possibilities in Spain, one of the fastesing markets for US



exports in recent yearsn 1969 Spain purchased more than $700 milliogaafds from
the United States.

Prospects for the continuation of a high level & Exports to Spain are excellent,
although the competition is stiffening and the nearkls changing. The country is
experiencing a rapid rate of growth, not withow tisual problems, but its broadening
industrial base will require substantial importscapital goods and technology, areas in
which US businessan —and shouldeffectively competé

It was remarkable in order to figure out some camipeness aspects that subsidiaries
of major US corporations in Spain, the Common Marked EFTA countries offer
growing competition to US suppliers shipping dikgdtom the United States. These
subsidiaries are able to offer a wide range of pet&] similar to those produced in the
United Statesat considerably lower prices because of lower tporgation costsand,

in many instancesower production cosfs We need to underlying these characteristics
but giving also room of manoeuvre to other fiscahsiderations, i.e. facing a funded
hope of Spanish belonging to European Economic Camityn(EECS.

More and more Spanish firms are operating undengie from US firms to produce and
market products using American technology as wellhenagement, and marketing
techniques. US subsidiaries in Spain occasionghiglyafor and are granted tariff
protection by Spain.

As further industrialization takes place, demand ifoports will continue to change.
Traditional import lines will continue to be repéat by domestic manufacture, while
import demand for other goods will substantiallycrease. Spain’'s economy is
progressing and changing very rapidly, and for@rgde patterns and trading partners
are also likely to evolve in the future.

Business Spanish atmosphere evolved throughoutStheenties until 1977 under
political pressure, whether saying threatened byttist groups —ETA, GRAPO,...- or
may be worried by uncertainty of Government’s decis against inflation and
unemployment.

In 1974 Spain’s political stability appeared as kspfactor in the operating
environment. In 1977 “uncertainty” is mentioned oaad over again as one of the most
difficult problems connected with operating in thew Spaif’

Significantly, however, companies worry less abpalitical instability than they do
about the more prosaic uncertainty over governmegulations and business conditions
that prevents planning on more than a very shomt teasis. ... On a day-to- day level,
the atmosphere complicates managers’ decisionsmBoths, for example, companies
did not know what the government planned to do apdue control§".

8 See Humbert (1970, p. 20-2dS Subsidiarigs Actually there is quite evidence about US suibsiels
pattern mostly focussed on avoiding European téxesxportation and consequently willing to wait a
closer Spanish integration in the EEC.

® There are US subsidiaries in Spain in nearly hhses of the economy, form mining and mineral
prospecting to the service sector. ...

19 See Debora L. Davis (1977, 29).

' bidem.
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Contrasting the real appropriate atmosphere teefdsDIl in Spain (see the different
trends within the following graph) there are twoimépses in which that business
environment splits. Both parts were ending to aerging period plentiful of changes,
even like for a FDI shift occurred at the beginirgg the Eighties. Since then, shifting
from US foreign capital predominance to again theolkean one, Spain becomes one of
the leading FDI destinations of the world and aregimg source of FDf

Foreign Direct Investments in Spain:
e net inflows (% of GDP)
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Source: International Monetary Fund, International Financial Statistics and Balance of
Payments databases, World Bank, Global Development Finance, and World Bank and
OECD GDP estimates.

The period 1975-1981 seems a difficult time (oibis) to attract FDI into Spain: US
were worried about the secure and safe Spanistesden its savings invested over
here, in Europ€. There little doubt about that worry and Round @msong other
evidence (reports by Business International; USdbtepent of Commerce report, 1970;
etc.) are proving it.

Troubles were, of course, the political procesgrant a transition to Democracy in

Spain and the Oil Crisis that, at the same times damaging the energy cost all over
the world. Managerial decisions had been takert fighhe sense to eluding assessed
risks in Spanish scenario and seeking other allmtatabroad, during the 1975-1981
years.

Loss on US FDI competitivenesdyring the QOil crisis is obviously a serious issue for
doing business in Spain. The average weight of D8during the 60s —so called the
“miracle years’- was around 40.54%, the most imgoatrtforeign contribution to the
total Spanish investment. Consequently (see theniSipashare in European capital
graph bar) the US MNCs decided to afford their steeent into other countries where
their savings became, generally speaking, morerdcimgfor them. Other foreign direct
investment substituted the attached importance $fFDI, mainly since the 1980s the

125ee Campa/Guillén (1996, 226).
13 SeeBusiness Internationalvritten by Deborah L. Davis (1977).
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leadership went into European investments. Accgigirto the boom of Spanish
integration in the EC, European capital adoptedestne 80’s through the 90’s the most
important role as foreign investment. It does méwt like it happened in the second
part of the nineteenth century, European investméwrid been putting again their
confidence in the Spanish economic progress (SsedhaFernandez, 2008a, 26).

The quality and efficiency of local suppliers rema problem in many sectors of
industry, but here companies report some improvénNowadays problems connected
with the local supply of materials and componemésraentioned much less frequently
by companies than they were in 1978upplier inefficiencycan inflate Spanish

production costs (by comparison to Germany, fomgxa), but companies that have
conducted intensive programs of their own to upgréaeir suppliers report good
success figures. The Spanish industry continuetetelop and rationalize quality and
efficiency of local suppliers that should improveardingly. (See Davis, D. L., 1977,
28)

U.S. DIRECTINVESTMENT (OUTFLOWS) IN SPAIN,
1966-1981
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Decisions made for allocation of US capital to Sglamffiliates or to other firms under
US control had been influenced obviously by difféerenarket signals. But above all
there were influenced by expected returns in saoco&@mic branches or industries
abroad*. Ups and downs of the above curve showing US @uslinto Spain, 1966-

1981 could be explained everywhere due to thosen measons. Risk country
assessment could be uppermost information for ecimaking, even though it was
difficult to rely on it, like it happens nowaddys

In connection with the overall economic situationdabusiness climate, the most
frequent complaint from Spanish as well as foreqymned companies is this: “the
government doesn’t govern”. Some are beginningtk lat Spain in the same light as

1 Kindleberger theory versus Hymer theory have @rptasuccessfully that way. See Tascén (2002).
15 Spanish-US Joint Committee undertook an ongoingess to support great confidence on their reports
and succeed in doing it (See e.g. Joint Commit&@oRs, 1977).
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Italy, where many businessmen have felt for yelaas it doesn’t really matter what the
government does or does not do business can beiceddprofitability anyway. (See
Davis, D. L., 1977, 29)

4. US FDI DURING A SHORT RUN, 1969-1977

US affiliates competitiveness could be at theirenir level throughout the whole Oil
Crisis times, somehow due to US political and eooical influence on investment
decisions. US administration support, broadly spepkwas looking for a right
atmosphere again and again over the late Frangp&in. Managerial decisions took
into account or better bore in mind information\pded through US Spanish network,
and also for American investors advices from Irdéonal Monetary Fund, U.S. —
Spanish Economic Committee, Exim-bank, US Embas$y, had been carefully
weighted when needéd.A Round up example is provided about the utiliectsr
decisions that had been taken accordingly witrettpectancy of return

All of those operating drawbacks mentioned aboweirth part of this paper- add up to
the major challenge facing companies already opgram Spain and those looking at
investment there: “the squeeze on profftsin other words, foreign direct investments
take a tiny profit during economic recessions. Tad is due above all to the backward
movements in exportations.

On the contrary, fund-raising through foreign diresvestment did not generate
indebtedness, despite the fact that US FDI wereaydwidentified as a loosing

sovereignty paradigm. However, perception of compi@maries about US foreign

investment was increasingly identifying its advaets for the Spanish economy (ICE,
1974 |/ Tascon, 2008, 53-75). The bilateral US-SA8in6 Treaty (as well as the 1969-
70 renovations) correctly reflects the concernhef US administration for screen the
business atmosphere in Spain in order to find dppdres suited to the interests of
U.S. MNC's. Those interests were linked to the enun liberalization already felt by

the Spanish entrepreneurs as needful.

It remains a query about economic performance: hbaut US FDI incentives for
leaving Spain as a host country? Having a lookhatflux of savings (FDI as a flux
variable) graphed as US outflows to Spain, theepatts a sharp plummet schedule
towards the Eighties. Thus they behavior was sustranger restrain path, while US
economic interest resisted in Spain facing to atmeed drawbacks and energetic
crisis. Nevertheless, if at the same time you Faveye at the bar graph that shows US

16 See Spain and United States of America, Treaty of friendship and cooperation (with exchanges of
notes). Signed at Madrid on 24 January 1976

7 See National Archives & Records AdministratioNARA), RG 56, General Records of the
Department of the Treasury, Office of the Assistant Secretary for International Affairs, Records
Relating to Portugal, Italy and Spain 1976-1981, box 2: Key Spanish Statistics - Number 12, 1977.
Return rates were showed, as it used to be, wéitlkdomparison on same averages rates in this inalustr
branch. This decision making process is acceptieglylias a more current practice, if you follow
Kindleberger explanations (1987, 24-25), cited asdon (2002; 2003, 352).

18 Declining Profitability (See Davis, 1977, 31). Whether you take “suppliefficiency” whenever
inflating Spanish production costs (compared witbri@any), or taking a referred political issue “the
Government doesn’t govern” (similarly to Italy),dbesn’t matter. Both of them as considered as#,w
reinforced “the squeeze on profits”.
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direct investment position abroad on a historicdtdasis (FDI as a stock variable) the
question should be: US Fpportunity costglidn’t be a motivation, nor in the 1969-
1976 period neither in the 80’s, for leaving Spafrtswer arose, needless to say,
observing the same bar graph, noticed that in ¢eersl plateau (1974-1979) stock of
US FDI steady confirmed a share over the Europetah at more than 3% In brief,
this performance remarks thatvas not a stepping down pattern for US FDI ie thte
Francoist régime

Divestment of US foreign assets hadn’'t been doherd was, therefore other kind of
prospects got on to returns and they were shedidingto US investment decisions that
acknowledged to suffer Oil crisis and Political artainty during the Transition to

Democracy, withstanding Spanish issues. Howeverl9i@7 “Suarez speech well

received”, because of the Suarez idea transmitesi“t@ open up the political process
in order to normalize the life of the people, evérng”. US official assessment about
Suarez talk had described it as “a tremendousesigdl...”. Remembering these times
US political worries were also absolutely justififichink about the ETA terrorism and

ultra rightists activists communicating less coafide than before, also for doing
business in Spaifi

Spain has been considered as Europe new industpiaiier during the Seventies
(Business International, 1974). There was not atradittion among US affiliates
whenever their returns actually would be expectedhe long run to become a real
income flux, it would say at least eight or ten rgeafterwards. In other words, it
doesn’t seem an economic contradiction for US MNG’behave during the 1969-1976
period thinking to avoid EEC taxes over their praithn and exportation from Spain.
The issue might be harder than to be patient, &8 realized promptly how to run
business within a new enlarged European Commftinithe encouragement of direct
investment for Americans consisted mainly on thesgmlities to grant the accession to
160 million people market, as well as they neededatoid the common tariff of
Europe. Spain was playing the role as Europe’s melwstrial frontier in which U.S.
interests were positioned with a clear advantage.

91n the first part of the bar graph share levelsemeot surpassing an average of 2,5% of the US FDI
European total (See the referred graph in the tard of the paper).

%0 Good expectations appeared when the first visiPBsidente Suérez to the US was made. Otherwise
you must consider, for instance, other facts apa® and GRAPO illegal activities that provoked US
concern: Jorge Cesarsky and Carlos Pérez, bota nghtists from Argentina and the Cuban exile
continued under arrest and reportedly student whas willed a Jan 2% 1977 Pro Amnesty
Demonstration, Arturo Ruiz.... Many contretemps ocedr when ultra rightists shouted anti gov.
slogans: “More authority, less democracy”... But la¢ tend of January -1977- the Political activity
continued on a reduce scale: “the streets remagt g8 the opposition (through the PCE) acquieates
least for now”.NARA, RG 56, General Records of the Department of the Treasury, Office of the
Assistant Secretary for International Affairs, Records Relating to Portugal, Italy and Spain 1976-
1981, box 2: Weekend Round-up, 1977.

2L After the Marshall Plan and about the mid-fiftiestactly since 1957, the European Economic
Community (EEC) became the U.S. savings largegpisst abroad. Entrepreneurs and managers thought
about when Spain could be on the move toward the, BBowed they agree on seven years away, since
1977. The result would last much more than expe@eé Business International (1974, 24) HARA,

RG 56, General Records of the Department of the Treasury, Office of the Assistant Secretary for
International Affairs, Records Relating to Portugal, Italy and Spain 1976-1981, box 2: Government

of Spain guarantees for Eximbank loans, 1976.

14



Spanish scenario was doomed to prove a stagflasoaring inflation and mass
unemployment, and policy makers were in troubleapsiy a Parliamentary Pact
(Pactos de la Moncloa) and a Democratic Constitutedso preparing the path for
calling to the first democratic elections. Thengsil bill surely shouldn’t help a lot US
affiliate resilience, but they withstand and cong&d operating from their Spanish bases.

A counter example that demonstrates how focused Wér affiliates on continue doing
business in Spain is provided by the number of eggas by US firms.

Year In thousands
1972 75,0
1983 154,3

Increase rate: 106.53 %

Average increase rate: 9.68 % a year.
SourcesBusiness InternationdlL974, appendix |); BEA data for 1983.

The 1972 figure is a roughly one that has ariseoutjh accounting the number of
employees of the main US industrial firms in Spaiite top 50 foreign-affiliated
industrial enterprises, 1972Therefore the comparison is at a rough estimatea
figures but it provides a good intuition of the pomic activity developed by US
affiliates in Spain.

The total amount of employees by US firms in Sgiaws an important increased rate
during the period 1972-1983, 106.53% in spite @f dnamatically decrease in the US
flux of funds to the Spanish affiliates during tbdésnes (See the previous line graph).

Our guess about a weighted share of reinvestedngarduring this period is that, in
spite of everything, American Business ran properi8pain. Even when confidence on
the right atmosphere for getting dividends, peregitsy US citizens or by parent firms,
was disappearing of the Spanish scenes. This mssamabiance was due to a dramatic
decrease, actually plummet, of the US FDI incomee (¢he curve of US direct
investment income from Spain graphed above) arttieasame time this atmosphere
undo the confidence in the expected rates of retimspain.

During 1973-1975 years Spain’s rate of inflatiorswgher than but also parallel to the
rates registered abroad. And it went into a comalile wider gap, making much harder
to compete effectively on foreign markets. Business worry was at these times:
“How much longer will we be able to compete”Just as the starting point of a Spanish
economic recovery by the end of 1975, the deatfrafico “provoked concern over the
country’s political transition, which affected eawnic growth well into 1976 and
1977*%. When the boom —economic miracle- expi®spnomic progress was difficult
since mid 1974 until 197Also don’t forget that “political and institutiohramework
required as-far reaching a transformation as thaichvthe economic structure had
achieved. All attempts to cope efficiently with thblems that had arisen as a result of

2 SeeBusiness Internationdl977, 11).
23 SeeBusiness Internationdll977, 9).
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the international energy crisis depended on theorprachievement of this
transformation®.

5. TOWARDS A DISCUSSION ON COMPETITIVENESS

The expected rate of returns was mandatory, at ilediseory, for managerial decisions.
Thus conclusion is clear: declining profitabilityakes sense for leaving US direct
investment effort at a lower rate in Spain during tirst phase of the Oil Crisis, beyond
1974 (See th@revious graphs US support couldn’t find-out a right atmosphéve
American business over the late-Francoist Spainth®t any doubt, information
collected was spread throughout US business netvgivikng room of manoeuvre to
correct managerial decisions in bad shape. US anfla helped their affiliates to
perform redirecting savings to a more rewardingspitrabroad, and at the same time
fixing their hopes in future expected yields preseg their own assets in Spain to gain
access at the EEC extended market.

When you are very keen on the competitiveness issgeestion arise: What could
cause swings in net capital flows, i.e. with a niagte like that seen in the 198637
From the standpoint of macroeconomic politlye most important determinants of
capital flows between countries aespected rates of retuth Frankel (1988, 596)
asserted: Rates of return have been the drivingefbehind international capital flows
and the exchange rate. However what is the driflonge behind rates of return?

Spanish case during the analysed period could hetlgxa paradigm, above all, when
both states, US and Spain, sign up to share andadonJoint Committee for gaining
access to the best feedback on the political andauical issues. Consequently US
policy makers were thinking in taking profit of shstrong relationship between both
countries, and helped their economic interest dikdriving force strengthening returns
from US MNC's. It is worth to notice that what keptultinationals’ share in world
exports up was the success of their exports frazir foreign affiliates, eté’ This is
likely the Spanish case for US FDI in the SeventBag also we need to reflect on the
expected rate of returnwhether it was mandatory for manager decisionsay be not.
A relevant historical example was achieved in tighties within the US, and then for
MNC'’s settled in the US it was not compulsory tddw this guidance because they
have got other entrepreneurial inter&ts

For US FDI in the Spanish case conclusion is cléaclining profitability pointed out
by incomes from Spain (see a previous line grap®:difect investment income...)
makes sense for leaving US direct investment eHbr lower rates but operating as
usual, also during the QOil Crisis (graphs abovensd). US Government worried about
how to manage the new business situation, we w&ayda new scenario. It used to be a
normal situation under the Francoist Regime (casd safe and secure for US

24 NARA, RG 56, General Records of the Department of the Treasury, Office of the Assistant
Secretary for International Affairs, Records Relating to Portugal, Italy and Spain 1976-1981, box 2:

A current economic assessment, 1977.

% Very interesting paper had been shaped by Obstfaldylor (NBER, 1998).

% You can check it if you calculate the averagerrean assets, the ROA gap, for further comparisons,
simply the decline in profitability ratios.

" See Lipsey, Shimberni, Lindsay (1988, 494).

% See Mira Wilkins (2003).
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interests), but during the period from 1976 to 1982 Transition to Democracy added
to the Qil Crisis some troubles. Better in otherdso “a challenging environment” for
US MNC'’s.

Even after thoroughly checking Round up reportsane concluding that briefs were
really helpful for decisions made by US investarsSpain, and also for US managers.
On the competition edge, actually we don’t know thiee US FDI performance would
be same thing, in spite of US Government assistaoald managerial decisions be
oriented in a different way that the way it was®& Idifficult to find out evidence on it.
Nevertheless there is still a great agreement ateP® idea: States don’t compeéte
What happens if the State is your partner whemnowiges you with its advices or some
relevant information (Lipsey, 1988, 492): as a fiit's helping you (affiliate of US
parent MNC), to become more competitive. The Sta@n improve your
competitiveness, of course, but broadly speakiteges don’t compéte

Finally let us consider a competitive behaviouremidunning’s idea, so conceptual that
almost it gave us several interpretations. Johnniwgn (1988, 48/59) said: “...there is
no absolute criterion by which competitiveness dirm or an industry —or indeed a
country- may be judged; it all depends on the ojppaty costs of the resources
involved”. The choice for US direct investments wgémsnving down their current flux of
savings to Spain and redirected them to a morertémgaallocation abroad, whether in
same pursuits or sometimes in another economicitesi US political and economical
influence was definitely very convenient for Ameauncinvestors and affiliates operating
throughout the late-Francoist Spain. Actually thmpermost determinants of capital
flow between countries and, in particular for th&-Bpanish case, were tkgpected
rates of return

2 We are aware of the current World Economic FordWEFE) practice as an ongoing academic
procedure that assess also with figures the cosntopmpetitiveness. See WEF web page,
http://www.weforum.org/issues/global-competitiveselt is an attempt to measure and ranking this
economic feature although we continue convincetheropposite idea. We need to discuss more about it
“The World Economic Forum’s Centre for Global Conitdeeness and Performance through its Global
Competitiveness Report and report series, aims iwomthe business operating environment and
competitiveness of over 130 economies worldwidee Toport series identify advantages as well as
impediments to national growth thereby offeringraque benchmarking tool to the public and private
sectors as well as academia and civil society. Thstre works with a network of Partner Institutes a
well as leading academics worldwide to ensuredtest thinking and research on global competitigene
are incorporated into its reports”.
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