Buenos Alres, Argentina, November 12, 1946

No. 1196

Subjeet: With Reference to the Prospects in the Fleld
of 04l Development, with Special Reference to
American Companies, ia the Argentine

TOP SECRET

The Honorable :
The Seeretary of State,
Washington.

s8ir:

: I have the honor to refer to previous despatches
of this Embassy and to informal letters in whieh I have
reported on sonversations whieh I have had with the
President of the Argentine on the "5-Year Flan" with
reference te the importance of private initiative ian
industry and with psrtioular reference tc the assurances
which private industry and capital may have in the
Argentine. It will be recalled that in these conver-
sations, some of which were on the initiative of the
President, he gave very specific assurances of his in-
terest in the maintenance and strengthening of private
initistive and sxpresssed his oplnion that Argentine
industry cannot develop unless private initiative and
industry have all adeguate guarantees,

I now wish te repert on one phase of these conver-
sations which I have not covered in previous despatohes
and letters--this is with reference to petroeum.

When I assumed charge of this Mission on ¥ay 22,
1946, as scon thereafter as possible I reviewed the posi-
tion of our interests inm the Argentice and in econnection
with this had coaversatioans with Mr. Herman A. Metzger
of the Standard 01l Company Argeatina and kr. Theodore A.
Post of the Ultramar S. A. Petrolera Argentine, these
representing the prineipal American oil interests in the
Argentine. DBoth Mr, iMetzger and ir. Post expressed con=-
siderable concern with respeot to the positions of their
respective companies, and [ found that the situation
today with respeet to their companies is in many respects

- the same a8 it was when I was here in 1928-29-30. In
view of the establishment of the Yacimiento Petroliferos
Fiscales (Y.FP.¥.), whicih is to all intents and purposes
an organism of the Argentine government but not a monopeoly,
the foreign companies have been in more or less a precariocus
position which has existed to today and iu ocuvnsiderable
measure, exists today. They have nol been able to expand
their operations in any degree and they have been hampered
in the investment of additional capital by the natural
uncertainty which they have contimously felt with respeoct
to their future.
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From the seversal conversations which I had with lr. Metz-
ger and Mr. Fost, it seemed tv be clear that while the ar-
rangement under whieh they are workiag would coantinue for
ancother year without change, the eventual security and fu-
ture of the companles was not clear nor were there adeguate
assurences which would enable them t¢c proceed with further
investment. The only thing to do seemed to be to maintaln
the status guo until it became certain as to what the atti-
tude of the present Argeantine government would be.

I assured both Nr. Hetzger and iir. Post of the iater-
est with whiceh this Embassy was following their preblem and
encouraged them to keep in constant contact with me and
the other officers of the Embassy with respect to their
problems. I told them that I had every reason to believe,
on the information which I s0 far had, that the preseat ar-
rangenent s under which they are working would contiaue for
another year. This has since been confirmed by them to
me as a result of conversations which they have had with
the head of the Y.P.F.

During the conversations already mentioned with the
President of the Argentine on the "5-Year Plan®, the desires
of the Argentine Government tc inerease industrisl devel-
opment in the country, and on the necessity for appropriate
protection and encoursgement te private initiative and
capital, scme three weeks ago I took ococasion to mention
to the President the importance of the matter of fuel in
any industrial progrem. I said that in many ways thelr
position in this respect was similar to that of Mexieo
where there were very considerable and valuable oll de-
posits which were only partially developed. I sald that
there was the same problem in some respects with respect
to water for hydroelectric development. I sald that
there was in some respects the same problsmu with respect
to ccal as in both eountries the coal deposits were few
and so far as kaown, inadequate. I pointed out the impor-
tance of fuel in eny industrial program and that the Argen-
tine was already a considerable Luporter of fuel, and un-
less her olil resources were further developed, fuel would
remain a very serious problem in any industrial develop-
ment program.

~ The President said that he was very keenly cconscious
of this and that he had besn very attentive tc this problem
the last several years, and that he had oome to the conelu-
sion that the only solution in the [foreseeable future lay
in the greater development of ¢il rescurces of the Argen-
tine.

A ve then disoussed the situation as it present exists
in Mexicc where there is a complete government monopely in
the fleld of petroleum development since the expropriation
of the foreign companies. I told the Fresideant that in
spite of these great oil resourees in kexico, Petrolecs
Mejloanos, 5. A. had been unable to cope with the problem
and although it pald practically no revenue to the state,
it was already a considerable charge on the other revenues
of the state. I said that the resources of Petreolecs
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e Jloanvs and of the goverament had not permitted explor-
ation and adequate drilling of new wells and that Mexieco
was already a oconsiderable importer of gasscline and would
in the relatively near future become a considereble lmporter
of fuel c¢il unless the development asituastion in the country
radiocally changed. I will not go into detall, dbut I gave
the President a very full picture of the Mexican oil sit-
uation, conecerning which the Department is aware I am fully
informed in view of my more than four years service there
before proceeding tc the Argentine on this tour of duty and
becsuse of the continuous and intense attention whiech I
gave tc this problem. The President was very greatly in-
terested and stated thet what I had told him confirmed what
he had learned through the inquiries which he had made.

He then went on to say that he was coanviaced that the
Y.P.F. would not be able to adequately earry through explor-
atlon and development on a scale necessary %o produce the
fuel needed by the country. He realized that the state
did not have enough money under the best cirouamstances to
ald the Y.P.F. adequately iz a broad progrem. He had come
to the conclusion that every encouragement should be givean
to the foreign oil companies here t¢ expand their programs.
At this point I gave him & statement with regard toc the
precarious position in whiech the American companies found
themselves, and he stated that he thoroughly understood
it and that he thought it was an fuproper situation and
one to which previous governments of the Argeatine had not
glven adequate attention. e sald that he realized that
the oil industry was a very speclal industry in view of
the fact that it required conslderable investment of cap-
ital, considerable risk, and therefore needed adejuate
guarantees and protection.

He then asked me whether I thought American oil com-
panies would be interested in eatering intc a mixed com~
pany-~that is, intc partnershlp between the companies and
the Argentine government. I sald that I was sure that the
large American oll compunies wculd bde prepared to conslider
such a mixed ccumpany operation provided it was on the
proper bas!s and provided that it offered theam adequate
guarsantees for the capital which they had to invest. The
President sald he thoroughly realized this and this was
what he hed in mind. I said to him that if he was think
ing along these lines, I thought it sdvisable tu discuss
the matter with the forelgn oll companies established in
the Argentine, and I was sure that the American sompanies
would be interested in dlscussing the matter with him.

Several days later the President seant for me znd on
his own initiative further menticned this gquestion of fuel,
and particularly petroleum, and on this occasion I emphe-~
sized the importance of adequate petroleum development in
the Argentine from the defense point of view, anad partiec-
ularly the point of view of the defense of this heaisphere.
I will net go into detalls iu thls respect as I said to
him what I said on various occasions tc the government of
Mexico under instructions of the Departaent.
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The President said that he was convinced that he
should go into this matter without delay as nothing could
be done with respect to industrial development in the
Argentine until adequate fuel was available, and he was
alsc keenly ccanscious of the ilmportance of the mastter from
the point of view of hemispherie defense. He indicated
that he would get in touch with the American companies,

As T knew he was fully familiar with the American companies
operating here, I did not make any specific mention as
I thought this was improper on my part.

Several days lsater Mr. Metzger of the Standard Oil
sought an interview on his own initiative and without any
intimstion from me with the Presideat. He wished to bring
to the attention of the President, as he has informed me
~ since, a copy of & memorandum which he had tranamitted
several years ago in which his company expressed its inter-
est in a2 mixed compeny.

A few days ago in & further coanversation withi the
President on other matters, he stated that he had had a
conversation with ¥r. Metgzger of the Standard and that
lir. Metzger was shortly proceeding Vo the United Ltates
to discuss the conversation whleh they had hed with ais
prineipels in New York. On this occasion I said tc the
President that I sssumed whatever plans the Argentine
government might have with respect to oune American com-
pany it would open to other American compunies already
in the field here, and that my goverament was not ilaterested
in any exelusive privileges or opportunitiss for aany imer-
fiecan company or only for American companies.

A Tew days ago Mr. Metzger ialormed me thsl he was
shortly leaving for the United States and would like te
see me, and I therefore had & long talk with him ia his
home yesterday. He referred to the conversailon which he
had had with the Fresideat. e stated that as a result
of this coanversation and of the éncouraging attitude shown
by the President and the Director of the Power Commission
a8 well as the Director of the Y.P.F. who nad been preseat
during the coanversation with tihe Presideant, he was saortly
proceeding to the United States, probably withia a wesk,
in order to disouss this matter with his primcipals,

T will not go intc detall witi respect to the conver-
sation with iMr. Vetzger as he will snortiy be in the United
States and I have suggested to him that alfter having seen
his principels he should disouss this matter with Under
Seeretary Clayton, Assistant Seeoretary Braden, and with
the Offlce of Petroleum Adviser of the Department.

As he will fully inform the officers of the Depart-
ment with regard te his coaversations, e can do so more
effectively than I as I did not partieipate in the con-
versation he had with the President. It is ilaportant here
to note, however, that while the conversations s¢ far have
been between the Presideant and his assccliates in the
governnent and Mr. Metzger of the Standard, Mr. Metzger
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informs me that in his conversation with the President he
made it clear that the Standard does not seex any exclu-
sive privileges, Wr. Metzger, however, aas informed me
that he has not s¢ far iaformed lir. Post or the other
foreign oil companies in Argentina conceraning his coaver-
sation, which under the circumstances, in my opiaion, is
entirely correet as he has not yet had an opportunity to
discuss the matter fully with his prineipsls in Hew York.

I believe it is sale to say that we have a very real
interest in the further development of Lhe oil resources
of the Argentine, both from the point of view of her be-
ing able tc supply herself with fuel instead of importing
it, and also from the point of view of hemispheric defense,
and possibly even &s an eventual source of oil in view of
our own dwindling resources. V¥Yor this reason [ beiieve
that the foregoing report of conversations will be of in-
terest to the Departaent, and 1t 1s most encouraging that
the Argentine govermment 18 not considering any consider-
able expansion of the government cowpany, the Y.P.F., but
is thinking alsc in terms of collaboration with the foreign
oil companies, particularly American, on the basis of
mixed company ccntracts. If the Argentine government ia
prepared to gc ahead on a sound basls with mixed company
contracts with American companies, 1t is a great step for-
ward and is most enecuraging sc far as oil poliey in the
other American couatries is concerned. If the Argentine
government follows this poliey of entering intc an arrange-~
ment with sound American companies on 2 mixed coupany ba-

s#is, it will be setting a very desirable sxample for others
of the American republies in which sstisfactery arrange-
ments for oil development do not vet exist.

The Department willl reesll that during the last four
years we have tried to bring adbout serious consideration
by the dexican government of the mized company idea but
that up to the preseant, because of internal situations ia
Mexleo, no progress has been made., [ have sxpressed tiae
opinion to the Department, whieh I still hold, that in
due course the Mexican goverament will be forced t¢ sues
sn arrangement by its own iaternal needs and by the com-
plete incapacity of Petroleos iejlicanos. It is not likely,
however, that the new Fresldent of lexico, because of tae
sexe internal conditions in “exleo, will be able t¢ do
anything for severel years in a construoctive way, no matter
how pressing the needs mey be of the couniry, votia Ifrom
the point of view of fuel and of revenue. I{ is, therefore,
encouraging that in the Argentine the present goveranueat
is thinking in more ccnstruetive ways of this matter tl.an
previcus Argentine governments have done,

I think it is too early to form any definite conelu~-
sionas as to whut can be done, but it 1s clear that the
government is viewing with favor the mixed ecmpany ldea
and there is reason to belleve that the Standard, and most
likely, Ultramar, will view this projeet with faver. To
arrive at a scund basis for s mixed company, which will
glve the companies the guarantees whleh they need, will
not be easy, and cne of the prineipal questions t¢ be
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decided will be tc earefu.ly outline in the contract or
in govermment regulaticns, or 1. both, the degree t¢ whieh
the state, as a matter of major interest of the state,
can intervene in the affairs of ths fcreign companies
operating with the government under such a mixed coupany
agreement. I there 18 good will and understandiag on
botsi the part of the Argentine government and of the
companies, there is no insuperable, and in faet no real
difficulty in arriviag &t such limitation, and I under-
stand from my ccanversation with ir. etzger yesterday
that he shares this opinion.

It would indeed be a fortumate thing for the Argen-
tine and for thie hemlsphere il the Jrgentine government
decides t¢ follow & sound polley with respect tc oil dev-
elopment in which prograsm the foreign coupanies, and more
particularly those aiready ¢stablished in the Argentine,
can expand for exploration and developument in defined areas
on a sound basis and with adecuste gusrantees.

I have wished to meke this preliminary report to she
Department, and in view of the faot that Mr. Metzger will
shortly be in washington to see Under Secretary Clayton,
Assistant Secretary DBraden, and the officers of the Office
of Petroleum idviser, this despateh should be given, I be-
lieve, prelilminary atteation.

In view of the attitude whioh the jirgentine govern-
ment has teken in the matter of the purchase of the Unidn
Pelefénica and in view of the interest now expressed by
the government in the mixed company ldea with Americean
companies participating on the basis of adequate Fusrsntees,
I believe that this mey be considered st least as an encour-
aging indieation of the attlitude which the Argeantine gov~
ernment 18 presently planalng tc¢ take with respect to
such importent foreign luterestis.

Respectfully yours,

George &. Kessersmith

To Department ia quadruplicate

Georgeliliesseramith: fuk




