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PREFACE

The Subcommittee on International Trade of the Committee on Finance conducts a con-
tinuing legislative oversight review of the foreign economic policies of the United States. As
part of a study of the role and effects of multinational corporations (MNC’s) on the domestic
and world economies, the Subcommittee issued a press release, dated June 1, 1972, inviting in-
terested parties to submit “factual, documented papers” covering key issues raised by the ac-
tivities of international business organizations. Specifically, the Subcommittee invited com-
ments on the following issues:

I. Do the problems—or “costs”—generated by the spread of multinational corpora-
tions outweigh the advantages or “benefits” ¢
II. What kinds of action are open to national governments, including the United
States, actmg separately or together, to maximize the benefits of multinational corpora-
tions and minimize the costs as they affect the goals of achieving full employment and
balance of payments adjustment.
III. The effects of multinational corporations on U.S. labor in manufacturing industries.
IV. The multinational firm and the balance of trade and payments.
V. The changes in and challenges to the international monetary system, and the role
of multinational corporations in generating them.
V1. Technology, R&D, and the multinational firm.
VII. The profits of multinational firms in the United States and abroad, and the Federal
taxes paid by such corporations in the United States and abroad.
VIIL Legal aspects ¢f multinational corporations, including international regulatory
institutions, their jurisdictions, treaties, and agreements.
IX. U.S.and foreign tax laws regarding multinational corporations.
X. U.S. and foreign antitrust laws,
This volume is a collection of papers submitted in response to the Subcommittee’s invita-

tion. It is published to provide a broad spectrum of opinion—business, labor, and govern-
ment—on the effects of multinational corporations on the domestic and world economies.

v)
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SUMMARY OF STATEMENTS SUBMITTED TO THE SUBCOMMITTEE ON INTER-
NATIONAL TRADE OF THE COMMITTEE ON FINANCE CONCERNING
MULTINATIONAL FIRMS—THEIR IMPACT ON THE U.S. AND WORLD
ECONOMIES.

U.S. Department of Commerce, “The Multinational Corporation—An Overview”

This paper is a general commentary on problems associated with the development of
multinational corporations. The article suggests that friction between the multinational cor-
poration, with its supranational point of view, and the nation-state, with its national economic
concerns and special interest groups, has given rise to a host of economic and political prob-
lems. What is at issue today is the degree of freedom that multinationals should have or the
extent of regulation that should be imposed on its present operations and future growth. Two
developments in the past fifteen years have focused public attention on multinational corpo-
rations: first, the massive influx of U.S. capital into Europe; and second, the continuing deficit
in the U.S. balance of payments. The paper offers several definitions for multinational cor-
porations, and examines the scope, significance and motives for international investment. Also
examined are the economic and political impact of multinational corporations on the U.S. and
world economies,

U.S. Department of Commerce, “A Summary of Viewpoints Expressed in Some Recent
Studies of Multinational Corporations”

This paper summarizes a number of surveys and reports on the-effects of multinational
corporations on the domestic economy and draws the following conclusions:

(1) “U.S. employment has not been damaged by imports manufactured by American
plants abroad. On the contrary, employment in industries with high foreign direct in-
vestments has risen more rapidly than in the average manufacturing firm.

(2) “The sales and exports of American MNC’s have increased faster than those of
the average U.S. manufacturing firm,

(8) “Their net surplus of exports over imports has grown. Industries with the high-
est investment accounted for the largest proportion of the U.S. trade surplus.

(4) “Balance of payments inflows attributable to foreign direct investment have
increased substantially and are now, after trade, the second most important net contrib-
utor to the balance of payments.”

The reports surveyed agreed that artificial restraints on the foreign operations of Ameri-
can firms would result in a serious reversal of these favorable developments and would mate-
rially decrease U.S. employment and export opportunities.

AFL-CIO, “An American Trade Union View of International Trade and Investment”

The theory of comparative advantage—the bedrock on which the free trade concept rests—
is based on assumptions which are unrealistic. The theory assumes that international trade is
conducted at arins’ length transactions between nationals of one country and nationals of
another, in markets that involve price as well as product competition. This is elegant, but it is
not true, The theory assumes the complete mobility of workers as well as capital and manage-
ment across international boundaries, This obviously is not true. Therefore the theory serves
ino useful purpose for American policymakers in the 1970’s.

1)



A

2

The American economy is in trouble in its international relationships. The monetary as-
pects of this trouble are largely the reflection of basic problems concerning production and em-
ployment, merchandise exports and imports, American investment in other countries, and the
transfer of American technology to foreign nations. At stake are the American standard of
living, and whether the U.S. will remain an industrial country with various types of industries
and production. So the issue is not a labor and trade union problem alone; it is also a business
and management problem. It is a national issue that involves the nature of the nat onal econ-
omy in American society.

The world economy has been changing considerably in the past twenty years. As part of
this change, the American position in world trade has been deteriorating steadily and rapidly
since the early 1980’s. This has involved the export of thousands of American jobs, Imports of
manufactured products more than quadrupled between 1960 and 1971—from $6.9 billion to
$30.4 billion. In the first half of 1972, manufactured imports soared to a yearly rate of $37 bil-
lion. The bulk of U.S. imports of manufactured goods today compete head on with American
goods.

The recent devaluation of the dollar has actually made a small contribution to the inflation
plaguing the American people, and the U.S. position in the world economy continues to get
worse. The basic causes of the deterioration in the U.S. economic position in the postwar pe-
riod are to be found in the rapid changes in world economic relationships which are continuing
at present, retarding the expansion of U.S. exports and spurring the very rapid rise of imports
of an increasing variety of products. The major causes of this accelerated and widespread de-
terioration are as follows:

1. Nations manage their economies;

2. The export of American technology has been reducing or eliminating America’s
technological and productivity leadership in many industries and product lines;

3. Sharply rising U.S. investments of U.S. companies in foreign subsidiaries have
been key factors in the export of American technology, the displacement of U.S. produc-
tion and the loss of American jobs.

Direct investment of U.S. firms and foreign affiliates shot up from $3.8 billion in 1960 to
$14.8 billion in 1971, The global mushrooming of foreign investments of American firms is far
different from the development of national companies within the U.S. in the latter 19th, and
20th century. It is far different from the shifts of industry location within the borders of the
U.S. The multinational movement is not from a base in the industrial north or midwest to other
parts of the country where U.S. laws apply within reach of Congress and Federal courts. This
is & movement to subsidiaries in other countries with different laws and institutions including
different labor and social standards, Within the confines of the United States national frontiers
the spread of large corporations was met gradually by institutional responses, such as the
growth of national trade unions and by government regulations, standards, and controls. In the
case of multinational corporate operations there is no common international culture or legal
structure. There is hardly even an international framework for the outward development of in-
ternational social controls and regulations.

If the deterioration of U.S. position in world trade is permitted to continue through the
1970’s the consequences could be widespread and far reaching for American society. The U.S.
failure to adjust adequately to the rapid displacement of labor from agriculture and coal min-
ing in the 1950’s and 1960's contributed to urban problems and the depressed Appalachia re-
gion. What will be the consequences of the continuing displacement of production and employ-
ment, by imports, in the growing and widespread number of industries and communities$

Based on statistics supplied by Secretary Shultz before the Joint Economic Committee,
the AFL~-CIO research department estimates the net loss of jobs from imports were about 900
thousand in the five years of 1966 to 1971.

Unfortunately, the U.S. Government hus failed to develop and put into effect a set of pol-
icies that can halt the continuing deterioration. The much-needed improvement in the inter-
national monetary mechanism cannot possibly be viewed as a major solution to the export of
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American technology, capital and jobs, or to the accompanying deterioration of the U.S, posi-
tion in world trade. Moreover, a continued process of devaluing the American dollar would
tend to increase the price level and thereby threaten to undermine the American standard of
living. On one important aspect of international action required—the development of inter-
national standards in world trade—there are as yet no beginnings,

The Burke-Hartke bill is designed to stop the deterioration in the American competitive
position. It represents the only practical way of dealing with the serious economic and social
problem. Opponents of the AFL-~CIO views have failed to present constructive alternatives.

Center for Multinational Studies, “The Benefits and Problems of Multinational
Corporations”

The principal benefits of multinationalism fall under the heading “expanded markets,”
Because of its inherent flexibility and management skills, the multinational firm has been able
to surmount tariff and nontariff barriers to vrade, exchange restrictions, production and trans-
portation costs. The result has been an expansion of foreign markets which has also served to
“pull” U.S. exports which would otherwise be lost.

Income and royalty payments to U.S. parent corporations exceeded capital outflows by
$4.7 billion in 1971 and $21.8 billion, cumulatively, since 1965 for a substantial positive con-
tribution to our balance of payments. After adjusting for the Special U.S. Canadian Automo-
bile. Agreement, foreign trade benefits of multinational manufacturing corpomtlons run be-
tween $4 and $5 billion annually.

The “problems” of “multinationalism” tend to lie more in the “qualitative” area—and often
involve factors of which the multinational firm is merely & manifestation rather than a con-
tributing cause. To the extent that the problem consists of adjustment to structural changes
in the world economy, economic mechanisms such as adjustment assistance can be used by na-
tional government to ameliorate, if not solve, the problems. To the extent that the problem as
seen i3 one of a conflict between the national economic power of multinational corporations
and the “sovereign” political power of nation States, there have been a number of proposals to
seek international chartering and regulation of multinational corporations. However, the
feasibility of such international regulation is subject to question, A “GATT for investment”
does not seem & practical possibility in the near term, because of growing “nationalism” and
“blocism.” On balance, in the short-medium term, the clear benefits of American multina-
tional corporations outweigh the alleged harm they do. In a longer term the picture is clouded
by uncertainties about the pace and direction of global development and the kinds of national
and international systems that are going to be required to motivate and control human be-
havior in the mass society.

Motor Vehicle Manufacturers Association of the United States, Inc,, “Overseas
Operations of the U.S. Automotive Industry”

U.S. Motor vehicle manufacturing firms invest abroad because there is no alternative, ex-
cept to abandon sales in foreign markets. The result of this investment is a positive contri-
bution to the level of the U.S. employment, tax revenues, and the balance of payments and
trade.

The idea that a' “multinational” company is somehow free from the laws of all ¢countries
is a myth. Both the U.S. corporations and foreign corporations in which they invesisare sub-
ject to the laws of the country in which they are incorporated and in which they operate. Gen-
erally speaking, the laws of all countries require that dealings between the affiliated corpora-
tions be at arm’s length.

Tax and tariff structures in developed countries penalize large cars with high, horse-
power engines, and inhibit the use of U.S. built vehicles in foreign countries. The submission
provides a table (Exhibit 3) showing that foreign cars of similar weight and engine capacity
are generally taxed much lower than American cars. It also shows that higher hurse-power
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engines bear a disproportionate larger tax than lower horse-power engines, and even that low
hor:e-power U.S. autos bear a heavier tax than similar-sized foreign made autos. After World
War II, less developed countries, realizing the importance of the automotive industry to in-
dustrialization, began a systematic pattern of forcing firms to assemble locally. The paper
states that “U.S. labor costs are substantially higher than any other industrialized country,”
and “material costs appear to be somewhat lower in foreign nations. while automotive tech-
nology is available in all industrialized countries, as are capital resources to mobilize this
knowledge.” There is no basis to assume that the U.S. enjoys any special advantage in terms
of technological capability. The implication of this statement is that higher U.S. labor costs
cannot be offset by the productivity differential between U.S. and foreign auto manufacturers.

Automotive imports have increased from 7.3 percent in U.S. market in 1966 to 15.1 per-
cent in 1971. This increase occurred in spite of an increase in American-made compacts and
subcompacts, from 8.4 percent in 1966 to 19.5 percent in 1971, These figures suggest that, re-
gardless of the production of compacts and subcompacts in the United States, imports can
capture a significant share of the U.S. market. Most of the imports are from foreign manu-
facturers rather than subsidiaries of U.S firms. As imports have increased rapidly, the vol-
ume of U.S. unit exports have changed little in the past three decades, while other producing
nations, such as Japan and Germany, have sustained huge increases.

With regard to nontrade transactions, the motor vehicle and parts industry has experi-
enced an increasing positive net contribution to the U.S. balance of payments over the past
decade, reaching a level of $198 million in 1970. Direct investment overseas has contributed
a net increase in the level of U.S. employment over what it would be had U.S, automotive firms
not expanded operations into foreign nations. Overseas investment does not export jobs that
would otherwise be filled by U.S. workers.

As a partial remedy to the competitive problems favoring the U.S., the paper suggests
that an improved international monetary system should provide for timely adjustments and
exchange rates of those currencies that have become the either overvalued or undervalued.
This will help adjust comparative costs.

Rubber Manufacturers Association, “The Role of Multinational Corporations in the
American Tire Manufacturing Industry”

The study reached the following conclusions:

First, U.S. tire companies invest in production facilities and related operations in
foreign countries in order to compete in foreign markets. They cannot compete effectively
in those markets from a U.S. export base.

Second, U.S. tire company investments in foreign countries generate U.S. exports
of manufactured products to those countries.

Third, U.S. investment in foreign plant facilities has not adversely affected "J.S. em-
ployment. Over the eight-year period covered by the study, employment in the domestic
tire industry has grown.

Fourth, the imports of tires from U.S. subsidaries abroad are a negligible factor in
U.S. domestic market. Most of the U.S. tire imports are from foreign-owned plants, and
have been increasing each year.

Fifth, to remain competitive U.S, tire manufacturers must be permitted to operate
their total business on equal terms with their foreign competitors.

International Telephone and Telegraph, “Some Observations on the Multinational
Corporation”

ITT is unique, perhaps the only American-based corporation created as an American-
owned company with operations wholly putside the United States. ITT can perhaps be best
described as an American-owned company originally operating overseas, which, over time, ex-

- panded its home base to become an important, factor in the U.S. economy, while continuing to
grow abroad. e
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ITT’s studies indicate that the company’s dramatic expansion during the 1960’s had a
favorable impact on the American economy; it created new jobs in the United States; it was
accompanied by substantial inflow of research results and technology bringing to our shores the
expertise of foreign scientists; it helped the United States in its efforts to maintain a relatively
healthy balance of trade and payments.

The preponderance of ITT’s foreign manufacture consists of telecommunication and elec-
tronic equipment, made to local specifications under the control of foreign government agen-
cies, which insist, for security and other policy reasons, upon local manufacture, local plan-
ning and design. The balance consists of consumer and industrial products of a kind which
ITT does not make in the U.S., or could not competitively export from the U.S.

ITT studies show that technical advances developed in one country by ITT are rather
widely used in other countries by ITT subsidiaries, and that this exchange of technical in-
formation is a two-way flow. An analysis of applications throughout the ITT system for pat-
ents on new inventions reveals that in every year during the 1960-1970 period at least 80
percent were of foreign origin, There are many jobs in the U.S. which probably would not
exist had ITT not followed a policy of free exchange among its subsidiaries of technical in-
formation wherever developed.

The ITT balunce of payments contribution is over $1.5 billion net between 1968 and 1972,

The future of the U.S. in world competition depends in major part on two factors—ex-
ports and return on overseas investment by U.S. based companies. In the coming years, the
U.S. must anticipate that as the nations of the EEC and other industrialized nations mature,
our U.S. regulatory authorities will no longer be able, without possibly grave economic re-
percussions, to impose our regulatory philosophies on those countries by the extraterritorial ap-
plication of our laws to their corporate entities. They will simply not accept enforcement
of U.S. political policies, such as those imposed under the Trading with the Enemy Act and
related Acts through economic pressures. As Europe moves toward a truly free flow of capital
among EEC members, there will be an increasing tendency to discriminate against U.S.-based
multinational companies, and in favor of European-based multinational companies. This,
coupled with a continued U.S. determination to apply its own regulatory philosophies world-
wide to any foreign company controlled by U.S.-based company will make U.S. multinational
companies look toward Europe for an increasingly more attractive home, and an increasingly
more difficult market in which to export from U.S.-based companies, The growing European
market, coupled with a more acute European awareness of what is required for companies to
function in the modern world, must, in the long-run, make the European company more ef-
fective and competitive. '

Looking ahead 10 to 20 years if present trends continue, the result seems inevitable: a
diminution in the comparative strength of U.S.-based multinational corporations, and there-
fore, of the U.S. economy as a factor in international commerce. If the U.S, is to maintain
its leading position in international commerce in a growing area in which U.S.-based multina-
tional companies compete, there must be: a government-wide assessment of all laws, regula-
tions, and treaties governing American corporations as they affect the international competi-
tiveness of those companies, particularly in relation to the increasing competitiveness of
foreign-based multinational corporations, which are receiving the active support of the
governments.

The U.S. must recognize that competition is now international and that this poses new
challenges to existing legal structures requiring new policies which will reduce rather than
expand the restrictive measures and handicaps placed upon U.S.-based multinational
companies.

Governments of foreign competitors are giving those competitors important assistance.
This active support of foreign multinationals by their governments will ultimately impair our
national competitive strength by leaving us with a smaller percentage of U.S.-based multina-
tional companies, or of world-wide markets or both, unless the U.S. Government responds posi-
tively to this economic challenge.
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In some areas the U.S. Government must do some realistic long-term planning, focusing
on what it can and should do to help U.S. business compete in a world which will soon be one
big capital market and one big consumer market. If it does not, U.S. business will become in-
creasingly “European” business and “Japancse” business.

International Business Machines Corporation

IBM has invested in 126 countries around the globe. The company employs 262,000 work-
-ers in the United States and abroad. IBM subsidiary for business outside the United States,
the IBM World Trade Corporation, employs over 115,000 people and reported a gross income
of $4.2 billion for 1972, Its net income of $687 million amounted to almost 54 percent of IBM’s
worldwide net income of $1.3 billion,

One possible solution to major shifts in employment caused by foreign trade is adjust-
ment assistance. The paper mentions that the Williams Commission report stated that adjust-
ment assistance was “the first way that the Government can ease adaptation to competition
from imports.” It is hoped, the paper suggests, that Congress will further examine the area of
adjustment assistance to find a meaningful way to assist workers who feel the affects of eco-
nomic dislocation from foreign trade. ,

So far as the impact multinational corporations on U.S. labor and manufacturing is
concerned, IBM suggests that the strongest single reason for investing abroad is to serve
markets which would otherwise be impossible to reach. In IBM’s major markets abroad some
degree of local manufacturing is an unwritten requirement for doing business, In many coun-
tries, including France, Germany, and the United Kingdom, governments feel the need to
keep locally manufactured production in some kind of equilibrium with sales volumes, Cor-
porations, such as IBM, frequently are required by other circumstances to produce abroad.
If, for example, the country has a high tariff, the only economical way tn gain access to its
market often is by producing within the country concerned. This may be of increas-
ing importance, it is suggested, as the European Economic Community and other trading blocs
in Latin America and Asia establish areawide bacrriers. However, the paper suggests that these
pressures to invest and produce abroad seem on the whole not to have been adverse for U.S.
exports, for U.S. employment, or for U.S.-domestic investment. IBM’s operations abroad
have generated the growing export business, channeled through IBM’s foreign subsidiaries.
Since 1960, the amount of domestic production destined for export has risen from $56 million
to $440 million in 1971. One out of every eight jobs in IBM’s U.S. plants in 1971 was account-
ed for by shipments abroad—shipments that would not have reached that level had IBM
not also been producing abroad.

IBM’s balance of trade in manufactured goods—exports minus imports has risen from
$52 million in 1960 to $277 million in 1971. IBM’s net contribution to the U.S. balance of
payments over the 10-year period 1962 to 1971 was $3.7 billion.

On the impact of multinational corporations on the international monetary system, it is
suggested that in the case of IBM the company does not accumulate excess cash abroad beyond
normal requirements. IBM’s main method of protecting itself against anticipated fluctuations
in currencies is the timing of inter-company payments. Normally, they are settled on a 30-day
basis, but can be speeded up or slowed down to the extent permitted by regulations in each
country. The maximum amount involved in such changes of timing, however, is about $50
million a month.

On the question of the impact of the multinational corporation on technology, IBM
suggests that the economic progress made in the last 20 to 25 years would not have been
possible without the relatively free transfer of technologies among western countries, Bus-
inesses operating worldwide, including IBM, have acted as important conduits of this flow,
and the record shows clearly that the United States has benefited every bit as much as other
nations. For example, IBM has cross-licensing arrangements with dozens of European com-
panies, including Phillips in The Netherlands, ICL in the U.K., and Siemens in Germany, and
similar agreements with some 15 Japanese companies. IBM’s magnetic tape manufactur-
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ing facility in Boulder, Colorado, was set up under & cross-licensing agreement with the
Sony Corporation of Japan. It uses Sony patents and a great deal of the technical know
how of the Japanese company. An important part of the development work of the IBM
computer systems, IBM System 860, and IBM System 870, was done in the company’s over-
seas laboratories,

On the question of foreign taxation, IBM says that its contribution to U.S. and foreign
tax revenues over the last 5-years amounted to $4.65 billion; over the last 10-years $6.89
billion. This represented taxation at the rate of approximately 50 pcrcent of earnings. In
the case of IBM, the repeal of the foreign tax credit would mean a new combined foreign
and domestic tax rate of about 78 percent of overseas earnings. Whatever the full magni-
tudes of the effects of such taxation might be, the following conclusions can be drawn:

IBM would be forced to curtail its investments abroad ;

IBM’s contribution to the U.S. balance of payments in the form of a return on in-
vestment would decrease;

The company’s exports would also be reduced;

The company’s profit margins, R&D effort, and overall operations would be
curtailed;

IBM’s employment level in the United States would be jeopardized, particularly
in the manufacturing area.

Varian Corporation

Varian is a company with annual sales of about $200 million. Most of its products are
based on relatively sophisticated use of electron physics, Thirty percent of its 1971 sales of
$187 million were to overseas customers. About 75 percent of the products sold overseas were
exported from the United States, and the remaining 25 percent were manufactured abroad.
Imports into the United States from its oversas plants total less than 8 percent of the com-
pany’s sales, The benefits of the overseas investments far outweigh the costs. Substantial bene-
fits accrue to the company’s shareholders, employees, suppliers and the U.S. balance of pay-
ments, The costs are minimal and consist only of the deferral of the payment of some U.S.
corporate income tax through operation of its export trade and DISC corporations.

Kennecott Copper Corporation, “The Case for the Multinational Mining Enterprise”

In the case of the mining and extractive industries, a narrow spirit of isolationism seems
signally inappropriate in view of the relative scarcity of most mineral resources, their geo-
graphic distribution, and the fact that world demand for them is drastically increasing.
With only about 6 percent of the world’s population, the United States today consumes about
one-third of the world’s energy output. The Secretary of ths Interior is predicting that
U.S. demand for energy fuels and metals may increase by at least 214 times by the turn of
the century.

Foreign investment increases the world supply. of copper, thus serving to maintain prices
at reasonable levels to the consumer. It gives the United States a flow of critical materials in
time of war or crisis, which might not be the case if the development were left to others.

Studies show that it is only when export markets are threatened by foreign producers that
companies invest abroad as a defensive measure. In doing so they frequently preserve mar-
kets that otherwise would have been lost entirely, and in the process increase exports of inter-
mediate products or components to their foreign subsidiaries.

Clark Equipment Company

Clark Equipment Company has wholly-owned manufacturing subsidiaries in Argentina,
Australia, Belgium, Brazil, Canada, France, Germany, and the United Kingdom. The group
_manufactures materials handling equipment and systems, such as forklift trucks, etc. Export
sales in 1950 were $5 million; they increased to $85 million by 1971. Consolidated sales of the
parent and offshore facilities of their subsidiaries in 1971 were $741.5 million. Consolidated
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overseas sales of these subsidiaries accounted for 29 percent of this total. The company
contends it has, within its own sphere of influence, benefited U.S, labor, the U.S. position in
international trade, the U.S. balance of payments, employees, customers, and stockholders.
The company suggests that there would be a loss of jobs if the Burke-Hartke legislation
passed, If Clark had to grow at the national industrial employment average since 1964, it would
now have only 8,000 employees rather than the 13,000 it has. A large part of Clark’s export
components is in its own equipment manufactured and sold abroad. The company imports
less than one percent of the amount of goods it exports; it does not borrow or move funds over-
seas except for the purpose of supporting its busi ss. Financing intended for capital improve-
ments in foreign plants is raised either through local foreign currency borrowings, or through
a local finance institution formed by the company for this purpose.

Champion Spark Plug Company

Champion’s domestic employment has grown from 4,400 in 1960 to 7,800 in 1970, Many
of these additional domestic jobs can be traced to U.S.-produced sparkplugs and their spark plug
components sold in foreign markets. With the exception of two subsidiaries outside the U.S, the
establishment of Champion Spark Plug foreign plants has been due directly to the threatened
loss of an existing market. Outside of subsidiaries in Canada and England, which were estab-
lished in 1917 and 1987, respectively, all other plants have been established to maintain existing
markets where imports of spark plugs from the United States would not be permitted to com-
pete with domestically produced spark plugs. The submission lists a number of examples in
various countries where import duties were increased, thus necessitating an investment within
the market.

Textron Incorporated

This paper states that Textron’s overseas operations enhance, not diminish, domestic em-

ployment. Textron, it is suggested, cannot compete effectively in certain foreign markets by

relying solely on exports of iterns produced entirely in the United States. The basic reason is
cost differential, due to shipping charges and import duties which are particularly high on
finished products, and to higher domestic labor rates in relation to productivity, and mate-
rial costs, Textron’s total international sales, including those of its overseas affiliates, increased
from $62 million in 1966 to $203 million in 1971, at an annual compounded rate of 26 percent.
During this same period total exports increased from $38 million to $113 million, at an annual
compounded rate of 25 percent. Most of this growth in exports, and the resulting growth in
domestic jobs attributable thereto, is directly related to its overseas investments.

Owens-Illinois, Inec., “The Multinational Operations of Owens-Illinois, Inc.”

Owens-Illinois does not export jobs. When O-I makesan investment in a foreign manufac-
turing operation, it is because production in the Uniied States would have been unrealistic.
Jobs created by O-I in foreign countries are jobs that would not have existed domestically.
Subsidiaries and affiliates outside the U.S. continue to require services and equipment from
the U.S., thereby creating jobs in the U.S., not eliminating themn. O-I is a plus contributor to
the U.S. balance of trade. Total sales of consolidated O-I foreign affiliates were $29 million in
1970. Of that total less than one-half of one percent were sales made to U.S. markets from
foreign affiliates.

Owens-Illinois maintains technical assistance, licensing or royaliy agreements witk manu-
facturers in foreign countries are the only methods by which it can compete successfully in
foreign markets. Generally, exports in any volume in those countries are not feasible for thé
following reasons: (1) transportation costs; (2) market adequately served by local manufac-
turers; (3) other foreign price competition; (4) import duties or tax penalties; (&) dollar
exchange problems; (8) restrictive import quotas or prohibitions; (7) product and. service
requirements.

Owens-Illinois does not escape taxes through its multinational operations. Foreign affi-
liates pay taxes on earned income to the host countries—including city, State, and local at the
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same rates as host countries nationals, and pay U.S. taxes on profits which come to the United
States less credit for any taxes already paid to foreign governments, Repeal of the foreign
tax credit, would seriously jeopardize O-I international operations, due to the drain on funds.

Owens-Illinois supports a realistic international economic trade program, including legis-
lation against the indiscriminate dumping of foreign products on a massive level into the
U.S.; government-industry programs to deal effectively with job dislocation, unemploymen.
and productivity ; and truly reciprocal trade agreements with other nations.

Xerox Corporation, “The Multinational Corporation”

The Xerox statement answers each of the 10 questions posited in the Subcommittee press
. release of June 1 and summarizes its conclusions ag follows:

“We believe it to be established by experience that high technology, multinational
private enterprise, such as Xerox is a highly effective economic instrument. It is an instru-
ment which has enabled the United States, even in the face of basic structural deficiencies
in the international trade system, to exploit technological advantage on a worldwide basis,
and to compete internationally under circumstances which result in increased and better
employment opportunities for American labor, and enable it to enjoy constantly rising
standards of living. At the same time we are providing essential services to the host coun-
tries, and advancing their economy, standard of living and human welfare through our
technology.

“This fact must not be permitted to become obscured by the specific problems of cer-
tain industries. Some industries have witnessed a decline in earning and employment
opportunities as the result of inequities in the present system of international trade and will
be able to compete effectively once those inequities are removed. Other industries, however,
burdened by obsolete technology, obsolete labor standards or obsolete management, and
therefore unable to compete effectively, still will not be able to provide aaceptable earning
levels and employment opportunities. We believe it would be a grave error to attempt to
preserve such industries through direct or indirect subsidies such as quotas, embargoes or
protective tariffs, Direct subsidies would represent a continuing waste of public money
which could better be used to meet other pressing public needs. Indirect subsidies ulti-
mately would represent a tax upon the consumer and inevitably invite retaliation by other
nations. In short, ‘Let’s not plow the poor end of the field.’

“While we do not believe in subsidizing marginal industry which is unable to compete
effectively even within an equitable structure of international trade, we do believe in subsi-
dizing employees who are impacted by this inability to compete. Prompt and meaningful

N adjustment assistance must be provided to such employees to enable them to begin new
careers in more competitive industries,

“It seems to us that instead of asking what the multinational corporation has been,
what it is, or even what it will be under current circumstances, we should be asking what
do we want the multinational corporation to be? Before this question can be answered, it

ot is first necessary that we establish a consistent, goals-oriented national policy with re-
spect to international trade and investment which is on an equal footing with our inter-
national political policy, and which is not subject to being undercut by short-term domes-
tic considerations.

“Once such a foreign economic policy is established, we will want to harness our
greatest national strengths to attain the objectives of this policy.

“For this purpose, American multinational corporations are a national resource
unequaled in the world, Yet there are voices calling for them to be manacled, strangled,
confined, and even drawn and quartered. To do so clearly would not serve the national
interest. ‘

“American corporations have given the United States its economic supremacy and

- have enabled it to render to the world services beyond the capability of any other nation.
Rather than inhibit this precious capability, we should seek to devise ways to use this
invaluable asset in behalf of those national policies which would strengthen world econ-
omies through a free and fair flow of goods and capital between all nations. Such an

A
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accomplishment would mark a major step in the evolution of the corporation 1nd its role
in society.”

Eaton Corporation, “Eaton and the Global Economy”

Eaton's employment has grown in a roughly comparable pattern both domestically and
overseas. However, compensation increases between 1967 and 1971, which total 44 percent in
the 1".S.. and 34 percent abroad. offer a stern reminder of the grave *productivity crisis”
which now confronts the manufacturing sectors of the U.S. economy. Compared with 1967, it
now takes nearly twice as much investment in plant and equipment. and 44 percent more in
wages and fringe benefits for Eaton to maintain its U.N. employment. Eaton has a net positive
halanee of payments and has made a significant positive contribution to the U.S. balance of
payments. Eaton acknowledges that in today’s world there is no such thing as “free™ trade

Eaton’s overseas investment policy is simple: when it becomes impossible in the context of
other countries’ policies to supply and maintain markets from U.5. plants, it is time to look
overseas for ananswer toanyone or to all of these needs; to avoid trade barriers. such as quotas.
import duties, or purely discretionary administrative restrictions; to provide production facil-
ities and product needs to meet special consumer requirements: to remain competitive in mar-
kets where consumer and supply proximity is critical; to respond to local content requirements
where a choice must be made between investment or loss of market; to increase sales of U.S -
built products and to supply genuine replacement products.

The Eaton statement concludes that the Hartke-Burke bill is a negative response to a real
problem. The quota provisions alone would open American exports to retaliation measured in
the billions of dollars. Its licensing and investment controls, even if workable. could be ap-
plied s0 as to strangle those sectors of U.S. economy which are most competitive internation-
ally. The tax provisions subject to U.S. firms to double taxation which all major countries, in-
cluding the U.S., avoid in that domestic tax systems, and avoid internationally either through
an elaborate series of treaties or by not taxing foreign income at all.

Eaton suggests four approaches to cope with the growing problems of growing tracde and
their effect on the national economy :

1. A trade-centered foreign policy administered on a consistent basis by one depart-
ment of government rather than piecemeal by all departments. The policy should encom-
pass antitrust. tax. environmental and other vital concerns to the orderly development of
world trade. Trade must be elevated to the top tier of foreign policy for the Uni‘r i
States, and economic factors must be placed on the same agenda as key diplomatic
decisions.

2.\ new entente among government. business, labor and the public that would end
the adversary proceedings that stifle progiess, for in reality. the goal on all of these view-
points is the same . . . a better quality of life for all of the people of the United States.
The new entente should be structured within one or more forums and should not be al-
fowed to occur piecemeal behind closed doors.

3. A thorough and continuing re-evaluation of U.S. trade legislation which recog-
nizes the forces of change shaping the patterns of world civilization. The job of updating
trade laws should be a continuous and thoughtful one led by a Congress willing to resist
the parochial viewpoints. Recognition should be given to the allocation of all costs in-
volved, and where necessary the public should be encouraged to contribute a fuir share
towards the adjustment.

4. An intensive and aggressive public communications effort on the part of business
to stimulate interest and improve understanding. Much of the restrictive trade legisla-
tion being proposed is the direct result of public ignorance of the role of business in our
national life. Legislators respond to public opinion and public attitudes. By working to
shape opinions with factual and meaningful information about the vital inner workings
of world business itself, the gap that threatens to destroy public confidence in the free
enterprise system can be closed.
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Longyear Company

Longyear Company, a supplier of services and products to the mineral and equipment
industries, is representative of smaller multinational corporations. Included in the organiza-
tion are six snbsidiaries, six affiliates, and two licensees operating outside the U.S. Longyear's
direct investment abroad has been that of an ancillary to the mineral industry in its world-
wide search fer minerals. These investments, the paper suggests, have benefitted the U.S.,
the host countrices. as well as increasing exports from the U.S. and employment at home. The
company’s export sales in 1971 were $3.476,820. Dividends returned to the U.S. in the same
year from overseas operations were $895,090 and royalties $107,283. The paper concludes that
the benefits of foreign direct investment exceed the costs.

Armstrong Cork Company

Armstrong's foreign investment has more than doubled since 1965. Virtually all the prod-
ucts it manufactures abroad are to serve markets outside the United States. Armstrong has
not exported any jobs from the United States to other countries. During the six year period.
1965-1971. despite increased foreign investment, Armstrong’s exports from the United States
have doubled. The theory that if it did not invest abroad. it could have exported to foreign
markets and increase the number of jobs even more, sounds plausible but it is not true. Many
U.S. products just cannot compete in foreign markets. If the company is successful in hold-
ing a market for awhile through exports. local competition begins to catch up, and as they do,
the company's higher export costs make it less and less competitive. When this occurs it considers
the possibilities of building manufacturing plants in these foreign markets. The existence of
its domestic business in each of the world arcas which foreign investment exists make it possi-
ble for the company to have the kind of organizations that can service export products more
effectively.

Anderson, Clayton & Company

Anderson-Clayton Company initiated its program of direct investment abroad in the
eurly 1930's. The company perceived at that time that the United States position as the sup-
plier of about two-thirds of the world's cotton would change toa position as a residual supplier
of a minority fraction of the world cotton market. Total sales by Anderson-Clayton were ap-
proximately $127 million. about 36 percent of which were made by foreign subsidiaries in fis-
cal year 1972. The company's direct foreign investment abroad represented a similar relation-
ship to its total investment. The company points out that exports from these foreign subsidiarics
to the U.S. have been minimal except for a commodity like green coffee which is not produced
in the United States.

The company suggests that its activities have had a positive effect on the U.S. balance of pay-
ments. The company has received $110 million in dividends from foreign subsidiaries over the
past 25-years.

On the question of taxes, the company suggests that if taxes paid to foreign governments
are treated as a deduction instead of as a credit. Anderson-Clayton would be paying an effec-
tive tux in excess of 70 percent on each dollur pre-tax income earned by its foreign subsidi-
aries in these countries. This prohibitive tax rate. it is suggested, would for all practical pur-
poses climinate any incentive for remittance of dividends from foreign subsidiaries, and
would encourage re-investment of earnings in foreign assets.

Manufacturing Chemists Association ,

The U.S. chemicals industry with 1972 exports in the neighborhood of $4.0 billion and
imports at $2.0 billion, has a vital stake in foreign trade. The industry believes foreign mar-
kets are best served by exports from the U.S., so long as foreign government regulations and
competitive factors permit. Overseas operations are established when competitive circum-
stances or government requirements make it impossible for markets to be served by manufac-

59-126 O—73——2
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ture in this country. By 1971, the level of chemical direct investment abroad had risen to $4.5
billion or 8.2 per cent of the 1971 U.S. chemical assets. The industry is a positive contributor
to the U.S. balance of payments in the investment account as well as the trade account. Foreign
investments by U.S. companies, the paper suggests, do not displace exports but increase ex-
ports. The increase can be attributed to three sources: (1) exports of intermediates wkich re-
quire further processing by the foreign affiliates; (2) better marketing of U.S. exports for
resale as a result of establishing a stronger marketing network in a foreign market when local
manufacture is undertaken; and (3) purchase of machinery, equipment, and services from
the U.S. for the overseas plant.

Importation back into the U.S. of products produced by foreign affiliates is relatively
small and hardly indicative of any desire to supply the U.S. market from abroad.

Foreign licensing of U.S. chemical technology, which has grown over the past few years,
is expected to have long term beneficial effects on chemical exports and the balance of pay-
ments. The chemical industry relies on publication and free exchange of scientific information
and the competitive sale or licensing of technology. Any country which would attempt to iso-
late itself from this exchange would equickly find that obsolescence was shutting it out of world
trade in technology-based products such as those of the chemical industry. A refusal by the
U.S. to license its know-how would merely result in a loss of income in the U.S. with little effect
on overseas competition. A U.S. company which failed to produce a patented product abroad
would face compulsory licensing or lapse of its patent rights in nearly all countries outside the
U.S. Industries with a strong technological base, such as the U.S. chemical industry, tend to
export a high proportion of their output.

Restrictions on the export of U.S. technology could lead to foreign retaliatory actions.

Proposals to alter the present system of crediting foreign income taxes against U.S. in-
come tax liability would substantially increase the burden of taxes on overseas operations and
would serve to reduce business currently done abroad. Eliminating tax deferral and repealing
the foreign tax credit would increase the effective tax rate on foreign subsidiary operations to
over 70 percent.

Multinationals do not export jobs. If they did, the sizeable investment of the chemical
industry, in producing facilities abroad would result in a diminution of U.S. exports and an
increase in U.S. imports from those plants—a conclusion not borne out by trade data. Rather
than impeding exports from the U.S., foreign operations helped increase exports, and increase
domestic employment.

Monsanto Company

Of Monsanto's 59,300 employees at the end of 1971, 45,100 were in the U.S., and 14,200
were abroad. There was a decrease during 1970-71 in both U.S. and foreign employment from
1969 peaks by almost equal percentage. This was due to changes in national economic conditions
and not because production was shifted from one country to another. When all Monsanto trans-
actions are considered, they afforded the U.S. a net positive contribution to the U.S. balance
of payments of $103 million in 1971, and an estimated $131 million in 1972.

The problem of the U.S. with regard to the imbalance of trade and the large continuing
deficits in the balance of payments are well known. It is apparent, however, that the steady de-
cline in the trade balance from $7 billion surplus in 1964 to an estimated $6 billion deficit in
1972, deserved more attention than was given to it during the decline. The chemical industry
trade balance has begun to experience the same deterioration experienced by the steel and textile
industries many years ago. The annual growth rate over the last 5-years has been 7.4 percent
for exports and 15.2 percent for imports. Chemical imports have impacted parts of the industry
severely.

The world chemical industry includes a large number of multinational corporations with
only three of the first ten located in the United States. All of the foreign firms are strongly
competitive, and their foreign operations make them truly multinational. Most of them are
owned and/or controlled to a major degree by the national governments. In all cases, they are
an integral part of the planned economies which are common to all major industrial countries,
except the United States.
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The Kennedy Round, so far as chemical tariffs were concerned, resulted in an inequitable
agreement for the United States, Multinational corporations are now being charged with caus-
ing the problems that a number of them warned about and worked hard to avoid.

Anti-multinational legislation will not solve U.S. trade problems. In 1971 exports pro-
vided jobs for 3,960 of the 45,100 U.S. jobs of Monsanto; 21.2 percent of Monsanto’s exports
exist only because of its foreign plants. Only one-half of one percent of foreign production is
shipped to the U.S. These imports amount to only one-eighth of one percent of Monsanto’s
sales in the U.S. They do not compete with U.S. made products.

There is no unfairness to the U.S. or to Monsanto’s employees in the present taxation sys-
tem. The proposed changes in the Hartke-Burke legislation would in no way solve the country’s
serious problems and would instead worsen them. If the proposed changes were made, Mon-
santo's tax rate on foreign earnings would have been in the 63-69 percent range. Such tax bur-
den would make Monsanto non-competitive in its foreign operations, and cause a severe cut-
back in its foreign plants. This in turn would decrease exports from U.S. plants and decrease
the flexibility our U.S. plants need in the use of technology, know-how and other factors used
so effectively by chemical multinational companies.

Monsanto, like most chemical companies, depends heavily upon research and development
to provide new products. They are essential to its success, because matured products are only
marginally profitable. For this reason an adequate cash flow from commercial products must
be generated to support R&D. R&D expenditures over the past 5-years ranged from $84.2 mil-
lion to $101.5 million. Only about 15 to 20 percent of these expenditures are made outside the
U.S. Shipments of goods to the U.S. from plan‘s using Monsanto technology developed in the
U.S. is minimal.

Allied Chemical International

Allied Chemical has production facilities in over a dozen foreign nations. The aggregate
amount of Allied’s overseas investment (defined as equity in and loans to affiliated foreign
companies at least 10 per cent owned by Allied) was about $104 million through 1972 from
which the company has realized through dividends, interest, and associated royalty payments
after foreign withholding tax, cash receipts of approximately $22.8 million. Only a small per-
centage of goods manufactured by Allied's foreign affiliates is imported into the U.S. In the case
of foreign affiliates supplying essential raw materials, without such investment domestic plants
would be unable to continue operations. Allied strongly supports efforts to increase U.S. ex-
ports such as DISC legislation and various Commerce Department steps designed to strengthen
exports. Still, the U.S. Government's assistance toexport industries does not compare with that
of other countries, notably in Europe and Japan.

Allied believes that U.S. export sales would be substantially increased if U.S. antitrust
policy clearly encouraged the formation and operation of joint export associations to compete
with foreign cartels.

Allied believes that the numerous studies of the relationship of foreign investment to
U.S. exports have shown that measures which would inhibit foreign investment would ac-
tually discourage rather than promote exports and worsen rather than improve the U.S. bal-
ance of payments position.

Allied calculates that if the present tax provisions relating to earnings deferral and for-
eign tax credit had been effective in 1971, the company would have incurred additional U.S.
income taxes of $4.8 million, increasing overall U.S.-foreign taxes on its operations abroad to
about 75 or 80 per cent.

Union Carbide, “Union Carbide’s International Investment Benefits the U.S. Economy”

The highlights of the report include:

Union Carbide exports from the U.S. increase as foreign investment grows. This is be-
cause the presence of a foreign manufacturing plant with a strong marketing organiza-
tion “pulls” greater exports from the U.S. of allied, intermediate, and accessory products.

Union Carbide exports from 1951 through 1970 increased nearly seven-fold, as com-
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pared with an increase in foreign-affiliated production of about five times. Union Carbide
exported five percent of its domestic production in 1951 rising to eleven percent in 1970.
Over the 20-year period, Union Carbide’s total exports were $517 million greater be-
cause of its foreign investment than they would otherwise have been, and 57 percent of its
total exports went to or through affiliated foreign companies.
Exports “pulled” by foreign investment produced nearly 2,000 more jobs in the U.S.
than would have existed without the foreign investment.
Union Carbide’s positive contribution to the balance of payments was $236 million
in 1970 and exceeded $800 million over the last five years.
From 1966 through 1970 Union Carbide’s international affiliates total tax payouts to
foreign governments averaged 52.5% of total pre-tax income,
Dividends and other income from foreign affiliates exceeded Union Carbide’s direct
foreign investment by $20 million in 1970 and by $246 million over the last 20 years.
The report also stresses that investments in foreign plants are made only when a market
can no longer be supplied through exports from the U.S., and that such exports are signifi-
cantly curtailed if the foreign investment is not made.

The National Association of Manufacturers, “Comments on the International Activities
of Multinational Corporations”

The question of whether foreign direct investment aggravates U.S. employment by ex-
porting capital that would otherwise been invested in the U.S. implies that domestic and
foreign capital investment are highly substitutable and made at the expense of one another.
There is little evidence to support this assumption. To the contrary, according to Professor
Raymond Vernon of Harvard, there isn’t any basis of assuming that what is produced by a
subsidiary abroad would otherwise have been produced by the parent company in the United
States. Between 1960 and 1971, the admitted earnings of U.S. MNC’s grew from $2.3 to $7.3
billion. In total U.S., MNC’s returned over $16 billion more capital (excluding royalties and
fees) to the U.S. than they exported in capital during this 12-year period. This steady re-
mittance of earnings not only strengthened our balance of payments but also created invest-
ment and job opportunities in the U.S.

Studies have shown that direct foreign investments tend to be concentrated in industry
groups which have the lowest import penetration, and conversely those industry groups with
the highest import penetration, such as shoes, and textiles, have tended to be low, foreign
investment industries. Studies also confirm that low-labor cost is not a primary determinant
of foreign direct investment. The existence of a foreign subsidiary tends to pull exports from
the U.S. thus creating jobs and improving our balance of payments.

With regard to the issue of technological crosion, studies have shown that U.S. exports
of manufactured goods depend upon product differentiation, whereas other advanced coun-
tries rely upon price differences in export. As a result, once a U.S. product begins to age, for-
eign firms are able to imitate and modify the product to meet local needs and produce it more
cheaply, because of lower R&D and transportation costs. The competitive life of U.S. products
is about one-half of the product life of goods produced prior to World War II.

The net surplus and royalty and fee payments to the United States for the use of U.S.
technology was over $15 billion between 1960 and 1970. The United States has also benefited
considerably from foreign research and technology. It is not surprising that the Germans
have invented the rotary engine which may revolutionize the automobile industry, or that
the Italians have invented the radial tire. The growing capabilities of the foreign competitors
are natural outgrowth of the return of economic balance to the world economy.

U.S. Chamber of Commerce, “The United States Multinational Enterprise”

The survey found that American multinational enterprise are increasing their domestic
employment levels at significantly higher rates than the U.S. general manufacturing average.
The 121 firms which participated in the Chamber’s study increased domestic employment
from $2.5 million in 1960 to $3.3 million in 1970. This gain of 31.1 percent is significantly
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higher than the national percentage increase for the period. The 121 firms accounted for ap-
proximately 17 percent of U.S. general manufacturing employment in 1970. The export per-
formance of 81 multinational firms in general manufacturing activities is far superior to
the national economic national experience during 1960 and 1970. The shipment of these firms
abroad from U.S. production facilities increased from $2 billion to $6.2 billion in that period,
a gain of 209 percent, well above the national growth rate.

The survey demonstrated that the American multinational enterprises preferred to locate
their overseas operations in the advanced, more highly industrialized, higher wage countries
where economic conditions most closely resemble those in the United States.

U.S. Chamber of Cdmmerce, “Representative Responses to Chamber of Commerce
Questionnaire”

This document provides a sampling of answers by multinational corporations to a series
of questions asked them by the U.S. Chamber of Commerce.

The National Foreign Trade Council, “The Impact of U.S. Foreign Direct Investment
on U.S. Employment and Trade”

There is no cause and effect evidence to support the view that foreign production has
reduced U.S. exports and domestic employment in companies investing abroad. Instead, the
Council’s survey shows that where exports of a specific item have declined as a result of gov-
ernmental restrictions, increased competition abroad, etc., there has been a larger increase of
exports of other items attributable directly to investment abroad.

Imports from foreign afliliates are still negligible and are concentrated in a few industries
and a few components of simple products. Technology transferred to foreign affiliates was con-
sidered to be most highly advanced in only one or two cases. In all the rest, the technology sent
abroad to permit components to be manufactured and returned to the U.S. parent are classified
as “immediate” or “low-level.”

Balance of payments effects remained favorable in each of the companies of the survey.
Income from exports, royalties, technical assistance fees, engineering fees, support for research
and development, dividends and other returns on investment, and from interest, range from
twice to ten times the level of payments for imports and dividends or royalties paid out te
foreigners.

Solutions of the basic problem of maintaining full employment, and an equitable bearing
of the burden of adjustment to changes to industrial production and trade patterns, should not
rely on restrictive measures but rather on expansionistic approaches which will significantly in-
crease the contributions of international companies to U.S. balance of payments and which will
increase the level of the employment in the United States and internationally. U.S. growth is
tied directly to economic growth and therefore cannot be increased at the cost of growth
elsewhere.

National Foreign Trade Council, Inc,, “Economic Implications of Proposed Changes
in the Taxation of U.S. Investments Abroad”

. The United States uses the nationality principle of taxation; namely, that U.S. residents
are liable for the same U.S. income tax whether their income originates at home or abroad. This
principle tends to eliminate taxes as a factor in the determination of investment locations. A
problem of double taxation arises, however, because every country imposes a tax on the income
of U.S. residents originating within their borders. To mitigate this problem and to recognize
the prior claim to taxation by the nation by which the income arises, the industrial nations of
the world have adopted one of two systems. One is to allow credit of foreign taxes paid, the
other is to exempt foreign income from honie-coyptry taxes. The United States uses the former
system as do Canada, Germany, Japan, Mexico, the United Kingdom. The credit is limited to
the U.S. income tax liability associated with foreign source income, assuring that the tax burden
will be the higher of the U.S. or the foreign tax nf such income. The provisions of Burke-Hartke
pose the question of why income taxes should be allowed as a tax credit, rather than as a deduc-
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tion from income as our State income taxes. We would agree as a matter of tax neutrality that
a credit should be granted for State income taxes to eliminate their role as determinant of
investment location. However, the crediting of State income taxes, without strict limitations,
would tend to eliminate pressure on the States to control expenditures and taxes. The credit for
foreign taxes does not have this tendency because tax increases by foreign governments are
borne mostly by their own nationals, and this operates as a restraint on escalation,

The deductibility of foreign taxes that would result from the Burke-Hartke bill would
enormously increase the tax burden, on the earnings of foreign subsidiaries from 50 to 75 percent,
and would render U.S. investments abroad uncompetitive.

Emergency Committee for American Trade, “The Role of the Multinational
Corporation in the United States and World Economies”

American multinational companies do not export jobs. They outperform other companies
in making jobs. In general, they make better jobs with better pay and backed by higher in-
vestment than other companies. What they import is a small fraction of what they export
from America. Their foreign affiliates outside of Canada exported only about 2 percent of
their total sales to the United States during the 1960’s, while their imports, including raw ma-
terials, from non-Canadian affiliates amounted to only 0.7 percent of their American produc-
tion in 1970. In the period between 1960 and 1970 the companies covered in the survey in-
creased their domestic employment at a rate of 75 percent greater than that of all manufac-
turing firms. Their domestic sales also increased faster than those of other companies, The
increase in their sales from domestic facilities was twice as much as the increase in sales
from their facilities abroad. The ratio of exports to domestic production reached 10.8 per-
cent in 1970, double that of the average manufacturing firm.

The report ¢onfirms the view that foreign investments are made primarily into markets
that cannot be sezved by exports from the United States.

ECAT urges that emphasis be put on the commitment to a program of “industrial adapta-
tion.” It is inexcusable that instead of a national program of an “industrial adaptation” that
would allow the worker to retain pension and other rights, our economy offers only inade-
quate training or the dole. It is easy to understand why labor leaders call the present system
of adjustment assistance “burial assistance.” As a first step toward a program of “industrial
adaptation,” ECAT recommends that the Government initiate a study of all existing pro-
grams. It thinks such a study would find United States is already far along the road to such
a program, but we are moving by means of overlapping, lopsided and even conflicting pro-
grams spread casually among dozens of Federal, State, and industry actions.

ECAT recommends that multinational corporations become more sensitive to labor’s and
the Government’s concern over plant closures, and to attempt to improve communications
with the labor movement so that labor might better understand its stake in the freer flow
of goods and capital internationally. A summary of the ECAT findings is included in the
compendium.
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I. Summary and Conclusions

Multindtional corporations (MNC's), since the early part of this century,
have mate major contributions to the expansion of international trade and
investment. Though preponderantly American, they are by no means a unique
American phenomenon. Sixty percent of the world's foreign direct invest-
ments are made by U.S. companies, but the U.S. share of annual GNP invested
abroad is less than 1%. HMost other industrial countries make a higher
proportion of their investments abroad than the United States.

The international activities of American firms increased particularly

fast in the 1960's and have recently become the object of much contro-
versy. Several labor groups have clained that U.S. foreign investments

are damaging the interest of the United States. The American companies

are accused of exnorting domestic jobs and importing products that could

and should have bzen made in this country. "“Scores of thousands of American
Jobs" allegedly have vanished hecause U.S. firms have opened plants overseas
to take advantage of lower foreign production costs abroad. The firms are
blamed for importing their production into the United States to compete

with goods made by American vorkers. Furthermore, the transfer of U.S.
technologies to low-wage countries is claimed to erode the competitive

basis of U.S. industry and cause job losses. In short, by establishing
plants abroad, the INC allegedly is able to combine U.S. capital, management,
and technical know-how with cheap foreign labor and "flood" the U.S.

market with foreigon imports, thus deonriving U.S. workers of their jobs.
Labor accuses the /merican I'NC's of placing their interests over those

of the country and demands that they be denied the tax and tariff

advantages they now enjoy.

These contentions have recently been examined in a number of surveys and
reports prepared by business associations and the Department of Commerce.
The studies deplore the lack of available facts and data dealing with the
effects of international investment on exports, imports, employment, and
technology transfers and urge continued research on these subjects.

Nevertheless, on the basis of existing material and the results of their own
syrveys the researchers have come to the conclusion that, during the 1960-70
period, (1) U.S. employment has not been damaged by imports manufactured by

- ---American plants abroad. On the contrary, employment in industries with

high foreign direct investments has risen more rapidly than in.the average
manufacturing firm. (This, in view of the labor charoes, is the most
important finding.) (2) The sales and exports of fmerican MHC's have
increased faster than those of the average U.S. manufacturing firm.

(3) Their net surplus of exports over immorts has qrown. Industries with
the highest investient accounted for the largest pronortion of the U.S.
trade surplus. (4) Calance of paviments inflows attributable to foreign
direct investment have increased substantially and are now, after trade,
the second most important net contributor Lo the balance of payments.
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U.S. receipts for technology transfers far exceeded such U.S. payments
to foreign firms, indicating that the United States is both a heavy net
supplier of new technologies to the world and a net beneficiary of these
transfers,

The studies have also found-that U.S. foreign investors do not go abroad for
the express purpose of importing their lower-cost overseas production to

the United States. Companies produce abroad to supply local markets better,
to get behind teriff walls, to diversify product lines, to preempt or

follow competitors, to lower production costs, to assist licensees and,
sometimes, to escape U.S. requlations. There is strong evidence that, if
U.S. companies did not produce certain goods more cheaply abroad, foreign
firms would do so.

The reports agree that artificial restraints on the foreign operations of
American firms would result in a serious reversal of these favorable develop-
ments and would materially decrease U.S. employment and export opportunities.

II. Description of Studies Used in This Paper

The following government, university, and business organization studies have
examined the U.S. labor claims. Some of their conclusions are included in
this review.

U.S. Department of Commerce, Office of International Investment (OII),

The agency has published in January/February of 1972 a three-part study
on the U.S. multinational corporation entitled, "The Multinational
Corporation: Studies on U.S. Foreign Investment," Volume I. The report
is the first part of an on-going larger project on the multinational
corporation.

Part I discusses the policy aspects of foreign investiment by the multi-
national corporation and describes, among others, the effects of the multi-
national corporation on U.S. employment, the balance of payments, and the
transfer of technology. It also points out the effects of foreign direct
investment controls. Part II, "U.S. Multinational Enterprises and the U.S.
Economy," was directed by Professor Stobaugh of the Harvard Business School
under a contract with OII. The report consists of (1) an in-depth examination
of foreign trade, production, and competitive conditions in nine major U.S.
industries with manufacturing facilities abroad, which account for over

90% of all U.S. manufacturing investment overscas, and (2) a detailed study,
within cach of the nine industries, of an actual case of foreign direct
investment by a U.S. manufacturing comnany. Part III, "Trends in Direct
Investments Abroad by Multinational Corporations, 1960-1970," is a
statistical analysis of the main elements that have contributed to the very
substantial growth of U.S. foreign direct investment during the past decade.
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Emergency Comnittee for American Trade (ECAT)

The ECAT study, published in February 1972, is a comprehensive two-volume
publication. Part I, "The Role of the Multinational Corporation in the

United States and World Economics," analyzes the domestic and international
operations of 74 U.S. corporations, representing a broad group of large
multinational firms. The data used in the survey were obtained through a
questionnaire sent to 117 large U.S. manufacturers. Part II is a back-

ground paper and covers the operations of international firms in nine industry
groups.

National Foreign Trade Council (NFTC)

In its study "The Impact of U.S. Forzign Direct Investment on U.S. Employment
and Trade, An Assessment of Critical Claims and Legislative Proposals," which
was published in November 1971, the NFTC surveyed 150 of its members who are
invo'ved in multinational operations. The purpose of the survey was to
assemble current information in order to evaluate the validity of labor
claims, to document the rationale for making overseas investments, including
the effect of such decisions on U.S. employment and exports, and to study

the impact of such investments on the balance of payments.

U.S. Chamber of Commerce

In its "Multinational Enterprise Survey" published last February, the U.S.
Chamber of Commarce evaluated the resnonses of 158 U.S. multinational
companies, covering 10 manufacturing industries. The six-month study
documents the activities of these international firms during the period
between 1960 and 1970.

The Peterson Report

A report, dated December 1971, by Peter G. Peterson, then President
Nixon's Assistant for International Economic Affairs and now Sccretary

of Commerce, analyzes primarily the comoetitive position of the United
States in today's world markets. It touches peripherally on the role of
the multinational company and foreign direct investment. The study has
two volumes: the first is called "The United States in the Changing Vorld
Economy," the second provides background material and statistics.

National Association of Manufacturers (NAM) .

The NAM study, "U.S. Stake in World Trade and Investment--The Role of the
Multinational Corporation," reviews the evolution of the multinational
corporation. Like the other rcports, it focuses on its effects on U,S.
employwent, the balance of payments, the balance of trade, and on financial
and international issues. It draws primarily on published material and
statistics and was published in January 1972,
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Center for Multinational Studies (CMS)

The Center published three studies on subjects related to the multinational
corporation: (1) Occasional Paper #1, "U.S. Multinational Investment in
Manufacturing and Domestic Economic Performance," by Professor Robert G,
Hawkins of New York University's School of Business Administration,

(2) Background Paper, "Labor's Attack on the Multinational Corporation:

A Status Report." Both studies were issued in February 1972. (3) A paper,
"Multinational Companies and the National Interest," by Timothy W. Stanley,
Associate Director of the Center, which was published in SIGHMA's first
quarter 1972 edition.

Business International (BI)

In March of this year, Business International distributed the preliminary
results of a continuing international investment and trade study. The final
report, which is expected later in 1972, will survey the ‘effects of foreign
direct investment by 500 of the largest MNC's on U.S. employment and the
balance of payments. The preliminary report covers conclusions drawn from
the first 86 corporate questionnai'es returned so far.

Essentially, the studies under review use the same arguments and arrive at
similar conclusions, but they differ in their approach and emphasis. Some
of the reports draw heavily from the research and statistics of the earlier
publications.

An attempt is madz in this paper to summarize the various viewpoints re-
garding the effects of the multinational corporation on U.S. employment,
trade, the balance of payments, and the transfer of technology.

ITT. U.S. Foreign Direct Investment and Domestic Employment

The studies, most of which are based on survéys, aaree that American labor
profits from, and is not adversely affected by, overseas operations of

U.S. multinational firms. In addition to creating more domestic jobs, their
exports generate much higher wages than U.S. import-competing industries.
Attempts to restrain MHC operations would not increase U.S. employment.

Departrent of Commerce

Labor contends that 500,000 job opportunities were lost to U.S. ‘workers
between 1966 and 1969 because of import competition and blames a large

part of this loss on the foreign activities of "run-away" U.S. multinational
corporations.

Coiainenting on this claim, the Commerce study points out that the rate of
employment growth in U.S. cowpanies with large direct invesiments oversecas.
was larger than the nation as a whole and that the jobs in these firms ‘
earn more pay and are supported by higher capital than those in other sectors

H
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of the economy. Among the industries showing job increases were some

that are confronted with strong import competition (tire and tubes,
communications equipment, office machinery, and houschold appliances).
Declines in employment occurred in only a few industries (motor vehicles,
farm machinery, and basic steel products). The study notes that those
import categories which have experienced the most rapid growth and are
perhaps most responsible for the dislocation of U.S. firms and displacement
of U.S. vorkers (textiles, shoes, steel, automobiles) are overwhelmingly the
output of foreign-owned enterprises, rather than U.S.-owned affiliates. The
case of auto imports from Canada which come from U.S.-owned companies are a
special case and this trade is governed by the terms of the U.S. Canadian
Auto Agreement.

The Harvard Study, commissioned by the Commerce Department, adds that U.S.
foreign direct investments provide jobs for vorkers who make equipment for
use in overseas affiliates or who manufacture components and parts for
further processing or assembly in foreign plants. Furthermore, additional
jobs are created in the main offices of U.S. multinational corporations

for technical personnel who render engineering and related services, and for
research and development personnel whose activities help to support and,

in turn, are supported by {NC subsidiaries abroad. The Stobaugh group
estimated that a total of 600,000 additional jobs are created by U.S.

direct foreign investment, i.e., at least 250,000 production jobs, 250,000 jobs
in the home offices of MNC's, and 100,000 jobs for supporting workers,

These jobs would be lost without U.S. direct investment abroad. Even though
these workers admittedly would not remain unemployed without the export of
goods and services to foreign subsidiaries, alternate jobs would pay lower
wages, since the average wage rates in U.S. export industries are con-
siderably higher than those in other sectors of the economy.

Variations in U.S. employment, according to the Commerce Department, are
primarily due to cyclical and other domestic factors rather than import
competition or the alleged export of jobs. Since U.S. investment abroad
accounts for one quarter of all U.S. manufactured exports, it provides

an important stimulus to the domestic economy and employment. Eliminating
American plants overseas would not result in increased employment at home,
but‘in the replacement of their output by foreign competitors.

The Commerce Department calls labor's advocacy of restrictions on U.S.
international investments "i11-founded," adding that a satisfactory level of
employment in the United States depends basically on a vigurous domestic
economy and the ability of U.S. industry to be competitive in world markets.

The Commerce Department cautions, however, that "while considerable infor-
mation is currently available and a qgood deal of research is undervay,

much more factual data is nceded if inforied policy judaments are to
emerge." Adequate data dealing with the effects of international investments
on exports, imports, cmployment, and technoloqgy transfer are not yet avail-
able. If the impact of the MIC is to he studied, a continuous flow of dota
covering a period of years is nécessary.
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National Foreign Trade Council (NFTC)

The Council conducted a series of case studies of multinational firms, all

of which contradicted labor's contenticn that U.S. manufacturing operations
abroad contribute substantially to the decline of emnloyment in this country.
The respondent comnanies indicated that their exvorts and domestic employment
had gone up over the past decade. The Council denies a cause-and-effect
relationship which supports the view that foreign production has reduced U.S.
exports and domestic employment in companies investing abroad.

An analysis of the case studies revealed that imports from lower-wage
countries were negligible and limited to a few isolated industries and a few
components or simple products. In no case was foreign investment held |,
responsible for the loss of U.S. emnloyment. The resnondents felt that these
Jjobs would have been lost in any event, either because the products or com-
ponents came to be manufactured by foreign competitors or because American
exports were no longar cost-comnetitive in foreign markets. They emphasized
that overseas production had actually saved American jobs in that the import
of components and parts from low-wage countries had kept the final product
competitive in world markets.

NFTC reports that only a very few cases mentioned lower labor costs

as a factor in their decision to produce abroad. However, even where labor
costs vere considered, they were not decisive, the study found. In many
instances, the investment had been in a sector that is capital intensive, but
not labor intensive. Since in those cases U.S. processes were used, the firms
felt that they did not gain from the fact that local labor was cheaper.

NFTC observes that labor-cost differentials have existed for a long time
without inducing significant movements of U.S. capital and technology and
that it was only after overseas markets had become large enough to justify
local production on a large scale or after trade barriers had been reduced
that American production moved abroad in significant amounts.

The study concludes that labor's problem is its lack of competitiveness.
Cutting off foreign competition, slowing the flow of technology, and
stifling foreign direct investment would not solve, but merely "multiply
several-fold the effects of the beagar-thy-neighbor policies of the 1930's
which no one should want to repeat." As a possible solution the NFTC
suggests increased mobility of labor and industry, and expansion of both the
level of employment and skill-training.

Emergency Committee for American Trade (ECAT)

ECAT states that the information developed in its study clearly indicates
that the growth in the international activities of U.S. corporations has
actually created new employment opportunities for American workers.

Between 1960 and 1970, the 74 companies surveyed increcased the number of

their domestic employees by nearly 900,000 to 3,348,000. Their 3.3% annual

rate ?f ingrease was substantially larger than that of the average manufacturing
firm (1.4%).
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The study points out that, since most foreign direct investors are export-
oricnted and since a substantial volume of their exports depends on the
manufacturing and support facilities of their foreign affiliates, the growth
of their domestic employment may be attributed directly to their foreign
direct investments. The study found that those industries that expanded their
foreign investments and employment most rapidly (instruments and non-
electrical machinery) also reported the largest growth in domestic employment.

ECAT denies labor contentions that INCs have an "unlimited" option of pro-
ducing at home or abroad and that this undermines the position of U.S. labor
in collective bargaining. The survey respondents pointed out that their
workers obtained above-average wage cains in the major collective bargaining
settlements of recent years. This, according to ECAT, backs Labor Department
figures showing that average wages paid in the four U.S. industries with the
heaviest concentration of foreign direct investment (petroleum, chemicals,
transportation equipment, and non-electrical machinery) are among the six
highest paid U.S. manufacturing industries. In contrast, the three
industries with the lowest wages (lextiles, apparel, leather and leather
products) represent only 1% of all U.S. manufacturing investments abroad.

U.S. Chamber of Commerce

The findings of the U.S. Chamber of Commerce indicate that, during the past
decade (1960-70), most of the 121 multinational firms that supplied com-
parative employment figures had 2.5 million domestic employees in 1960 and
3.27 million in 1970. They increased their domestic employment at a
significantly higher rate than the overall U.S. economy (31.1% versus 12.3%).
The few exceptions were due to “clear-cut" domestic factors such as a

shift in military spending and a reordering of U.S. technological priorities.
They were not in any way related to overseas investment.

The report takes issue with labor's contention that foreign direct investment
exports U.S. jobs and deters export expansion. According to answers from 61
multinational companies, their exports increased 1807 between 1960 and 1970
as against a national increase in exports of only 53.5%. The U.S. Charber of
Commerce believes that the excess of exports over imports in 1970 meant

more than 311,000 additional jobs for FAmerican workers. It based its calcu-
lation on the estimate that $11,348 in exports create one domestic job.

The report states that lower labor costs abroad rated low among the decisions
to manufacture abroad. Rather, better servicing of existing markets and
tariff and trade restrictions were listed as the most important motives for
direct investment in all countries.

The Peterson Report

Like the Commerce Study, the Peterson Penort cautions that too little is
known about the inter-locking effects of MHCs and U.S. employment, trade,
the balance of payrents, and the economies of other nations to come to
definitive conclusions. It deplores the fact that, although some people
consider MHCs as the “"wave of the future in that they alrcady take a one-
world approach to business, to others - among them groups of the American
labor movement - they represent a major threat to cmployment."
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The report acknowledges that, while multinationals are widely blamed for the
loss of U.S. jobs, "there is some reason to believe that they actually
increase U.S. exports." Their exports now account for more than one quarter
of all U.S. manufactured exports.

Peterson urges more study and better understanding of the effects of MKCs in
America's foreign econcmic policies., He lists a number of policies to help
U.S. industry recapture its competitive strength and adapt to changing
international markets and shifting patterns of production. As far as inter-
national investtonts are concerned, Peterscn stresses the need for new
policy initiatives, such as a review of (1) existing investment controls in
the light of recent imnortant international monetary developrents, (2) U.S.
tax practices and the conclusion of new international understandings about
taxes and accounting procedures, and (2) the extraterritorial application
of U.S. law to U.S.-owred corporations. He also proposes a more vigorous
promotion of foreign investnent in the United States and the establishment
of an international code to govern national treatment of foreign investrment.

National Association of Manufacturers (NAH)

The study agrces that rather than displacing American exports, U.S.

foreign direct investrent has a stimulating effect on the nation's economy

in that it creates new jobs for Americans. It peints to statistical evidence
that domestic employment in the industry groups with the largest overseas
production has increased fastest and, in general, has not been adversely
affected by direct investment abroad.

The AFL-CIO argument that U.S. international corporations invest in foreign
countries in order to cut costs and then export their lower-cost products
to the United States - thereby displacing Americans of their jobs - is not
supported by available evidence. During the past ten ycars, over 607 of
all U.S. offshore investment went to such relatively high-wage areas as
Western Europe and Canada and only a small percentage of total manufactured
imports (14% including imports from Canada, 87 excluding imports from
Canada) came from U.S. affiliates.

The NAIt views the rapid increase in foreign direct investient in the United
States as even nore significant than the pattern of U.S. investments abroad.
If ‘cheap labor were indced the primary reason impelling U.S. international
corporations to invest abroad, foreign multinational firms vould not be
investing in the United States.

The provisions of Tariff Schedule items 807 and 806.30, which permit
certain duty-free exemptions for U.S.-oriain goods reentering the United
States, probably have only a limited short-run negative effect on U.S.
employwent. In the long run, AN feels, additional dorestic jobs are
created through increascd emplovment in ccuponents and parts production.
Like other studics, il stresses the beneficial effect of products
exported under items 807 and £06.30 in that they cnable U.S. firms to
continuce to serve U.S. markels by remaining cost-competitive.
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The study suggests that labor seems to consider the size, sources, and
alleged flexibility of MIC's to transfer production and investment from
country to country as a threat to its bargaining power. It believes this
to be one important reason why labor pushes for world-wide collective
bargaining, an international code of fair labor standards, and the world-
wide equalization of wages on an industry-to-industry basis. The impli-
cations of such efforts are enormous, the study warns: without a unified
effort by industry and business to deal with labor's offensive, it is
"only a matter of tine when labor will be able to force one industry after
another to submit to their demands."

Center for Multinational Studies (CiS)

Of the three CIS publications, only the Hawkins and Stanley papers focus on
the export-of-jobs argument.

Occasional Paper #1, prepared by Prof. Hawkins of the New York University
Graduate School of Business Administration, parallels in its conclusions the
findings of the other studies discussed in this paper. It demonstrates that
for the 1963-69 period, U.S. manufacturing industries with the highest invest-
ments abroad have, on the average, experienced the fastest growth in American
employment and production. Actual reduction in domestic employment and
production in industries with high foreign investment was found to be quite
rare. The few exceptions were electronic components and consumer electrical
equipment. The study suggesis that in these cases, foreign production may
have been accompanied by actual reductions in domestic employment in certain
Tocalities or occupations, although this would not hold true on an industry-
wide basis as other production and employment expand in the same industry.

Commenting on the AFL-CIO arqument that domestic preduction and employment
in particular fields might have been still higher except for foreign
investment, he points out that "the might-have-been situation cannot be
proven - althouch many individual case studies have shown that the option of
expanding production donestically instead of abroad did not exist."”

Professor Hawkins asserts that in view of the high increase in domestic
employment and exports in industries with large foreign investments, efforts to
restrain foreign direct investment would be a "misplaced remedy for problems
which have other roots."

In his article published in SIGMA, Timothy W. Stanley, CMS Associate Director,
comnents that U.S. labor scems to believe that somchow it is more unfair to
have to compele with imports based on U.S. capital, U.S. managerent know-how
and U.S. technology -- "to all of which labor contributes" -- than to contend
with imports from foreign-ouned companics.

Comparing donostic employrent between 1960-63 for U.S. manufacturing industries
with substantial overseas investments and the production by their foreign
affiliates, he found that domastic cmployment declined in only one broad
category, namely in the food products industry (G:). In other manufacturing

RA.17¢ A .77 .1
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categories it increased from between 114 and 34%. Production by their foreign
affiliates during the same period rose by even higher percentages. The very
substantial increases in foreign production helped to increase rather than
reduce domestic employment in most affected areas.

The Background Paper of the Center for Multinational Studies speculates on the
various motivations which may have led labor to support the protectionist
Burke-Hartke Bill,

The Center believes that labor may attempt to create the "strawman"

of the runaway company in order to dodge the question of why the
productivity of American labor has declined compared with that of other
industrial cations. Union politics may be another consideration: Union
members who accuire new skills through retraining may leave a specific local
or drop their union membership entirely.

Business International (BI)

Referring to the charge that U.S. foreign direct investors export jobs,
Business International states that this claim is "totally belied by the
facts." During the 1960-70 period, the largest foreign direct investors
of the BI group increased the total number of their employees in the United
States nore than twice as fast as the average domestic company. If foreign
direct investment had exported jobs, BI adds, U.S. domestic employment
would have fallen.

Over the 1960-70 period, overall U.S. employment rose 19.5% vhile employ-
ment in the 86 sampled firms (excluding acquired employees) increased
32.8%. The beneficial effect of foreign direct investment on U.S.
domestic employment becomes even more obvious if their domestic employ-
ment is related to the overall U.S. employment in manufacturing (14.0%).

The results of an earlier study by Bl of the effect of foreign direct
investment on U.S. employment were similar. At the time, BI had been
criticized that "all those fiaures show is that the companies exported
jobs through foreign investient and then gobbled up other U.S. companies
and acquired their emnloyees." To test this possibility, BI gathered
data on the number of employces the 86 respondent companies acquired
through corporate margers during the 1960-70 period. It turned out that
the number, though substantial (about 200,000), was far less than their
total increases in domestic employment (613,000).

IV. Forcign Direct Investment and the U.S. Balance of Payments

In assessing the effects of U.S. foreign manufacturing on exports and therecby
on the balance of payments, the distinction is often made between the export
follow-on cffects, cxport displacerment effects, and import effects. The
export follow-on effect results from the purchase of U.S. products
(materials, parts, and components) by newly established U.S. affiliates
abroad and from purchases of a broader range of U.S. products in response
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to a growth in local income. Export displacement occurs when products
manufactured by U.S. overseas plants displace U.S. cxports either in the
country in which the affiliate is located or in third countries. The import
effect takes place when U.S. investment abroad resulis in an increase in

U.S. imports. lost studies cover all three aspects, but their special
attention is directed to the latter category since this is the one U.S. labor
is primarily concerned about.

As to the impact of foreign direct investments on the U.S. balance of payments,
the studies acknowledge that, in the short-run, the outflow of funds for such
investments has had a detrimental effect on the U.S. balance of payments. They
stress, hovever, that in the long run U.S. earnings have undoubtedly benefited
the balance of payments. In recent years, U.S. income receipts from foreign
direct investments have made up an increasing proportion of total U.S. income
from international operations, ranking second after earnings from foreign trade.
As the American economy has now assumed more and more the characteristi¢s of a
mature creditor nation, rcceipts from overseas investment in recent years
surpassed U.S. foreign trade earnings.

1. U.S. Department of Commerce

According to the Commerce study, the principal difficulty of discuszinn the
impact of the multinational corporation on U.S. trade and the balance ¢¥
payments is that there is no way of knowing what the world would ha: %:ven

like without foreign direct investments. The main uncertainty is wherder

U.S. foreign investment supplements or substitutes for investments by non-

U.S. firms. In addition, it is difficult analytically to determine whether
foreign investment reduces the amount of domestic investment and whether overseas

investment increases local demand for the products.

Whether or to what extent U.S. investment abroad merely substitutes for non-
U.S. investment depends on where the investment is made, the degree of product
sophistication, the ability of foreign firms to undertake added investments,
investment incentives provided by host country governments, and the degree

of product differentiation. The study concludes that in the present stage of
research it is impossible to be certain about the scope or even at times the
direction of the effects.

The study distinguishes between short-run and long-run effects of foreign direct
investment on the U.S. balance of payments:

1. Prior to or at the time an overseas direct investment is made there is
usually an outflow of funds from the United States. Because of the growing
involvement of U.S. IiC's in overseas manufacturing investments, capital out-
flows from the United States doubled between 1962 and 1965 to 53,416 million,
This sharp increase was one factor which adversely affected the U.S. balance

of payments and finally led to the adoption of vcluntary restraints early in
1965 and of mandatory controls in 1967. Under pressure from these controls and
in an attempt to avoid curtailing their investment activities, the large U.S.
multinational corporations shifted to foreign sources of investment financing.
They raised substantial amounts of funds through borrowing from foreign baqks
and floating debt issues on the Euro-dollar market. As a result, a much higher
proportion of U.S. foreign direct inyestment was financed with Euro-dollar
funds, and capital transfers from th& United States declined. In 1970, however,
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following some liberalization of foreian direct investment restraints,
capital outflows resumed their sharp increase. This rise in foreign
borrowing over the last decade was in part responsible for the rapid
growth and development of turopean capital markets.

2. In subsequent years, there is normally a return flow of significant
and gradually growing incona from the investment in the form of dividends,
remitted earnings, and similar types of income. In the long run, the
accumulated income usually exceeds the original canital outflow unless
capital outflows continue to rerain larger than remitted income for many
years. The length of the "recoumment period" depends on a number of
factors including the area where the investment was made, the type of
investment, the industry and similar factors.

The Harvard group in its nine industry case studies, examined the recoup-
ment periods for original capital outflows and found them ranging from an
“immediate" recounment in the paper and non-electrical machinery industries
to a 15-year recoupment in the rubber industry. The average period in

the nine industry cases was less than five years.

Foreign direct investment may affect U.S. exports in a number of ways:

1. The export follow-on effect: Exports may take the form of capital
equipment to be used in the establishient of the production plant abroad,

or they may be continuing exports of materials, parts, and components for
proccssing or assembly in these affiliates. Foreign subsidiaries usually also
serve as sales outlets for goods exported from the United States. In
addition, foreign direct investment raises income in the host country and
thereby enables the Tocal population tosbuy more from other countries,
including the United States.

2. The export displacement effect: Direct foreign investments may displace
U.S. exports if their sales substitute for exports from the United States.

The extent to which such export displacement actually occurs is, however,

a controversial question, since it canrot be proven that, in the absence of
foreign affiliate production, the markets served by subsidiaries would have
been served by exporting from the United States. lost U.S. Firms insist that
foreign operations do not affect their exports adversely. They claim that they
set up production facilities abroad only as a defensive measure, vhen they are
at the verge of losing their exnort markets. Some labor groups, on the other
hand, argue that much foreign investment is made because lower wages abroad
promise higher profits and that it does displace U.S. exports and hence
employment. Other analysts take a more intermediate position: where direct
investment production does displace U.S. exports, it is for a limited period
only. In the course of time, foreign firms will be able to imitate U.S.
processes and methods, even though they may not have been ready to do so

when the U.S. firm sets up production abroad. They believe that, in the long-run,
U.S. direct investment preserves foreign markets for U.S. goods.
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3. The import effect: Production abroad by U.S. subsidiaries may compete
with U.S. domestic products, especially where part of the foreign output is
shipped back to the United States. However, most MNC ocutput abroad is

for sale in foreign markets and only a small amount comes back to the United
States. Available data show that $46.5 billion, or 78&, of total U.S.
affiliate sales in 1968 werc sold in the local market where the foreign invest-
ment is located and $8.7 billion, or 14, were exported to third countries.
That same year, imports by the United States of affiliate-produced goods
aggregated only $4.7 billion, or 8. These Jow figures show that exports by
multinational subsidiarics to the United States are too small to compete to a
significant extent with similar products made in the United States. It should
also be kept in mind that a large part of the imports from U.S.-owned
affiliates was attributable to the import of Canadian-made transportation
equipment which is governed by the 1965 U.S.-Canadian Automotive Agreement.
Imports of automobiles from Canada increased 11 times from $200 million in
1965 to $2.2 billion in 1968, If this trade is excluded from total affiliate
exports to the United States, such exports accounted for only 4.2% of total
affiliate sales in 1968.

The study notes that, while data are not yet available for the years after
1968, imports frem foreign manufacturing affiliates seem to be relatively
small, but "it is not clear whether they constitute a growing threat to

the U.S. balance of payments." The Comnerce Dcpartment re-enforces the
findings of other studies, namely, that the growtnh of U.S. iuwports in recent
years has come from sources other than the foreign affiliates of U.S. firms
(e.g., steel, textiles, shoes, electronic goods from Europe and Japan).

In addition to earnings of U.S. affiliates abroad from their export operations,
foreign subsidiary remittances to the United States in the form of dividends,
profits, fees and rovalties have become of increasing importance to the balance
of payments. In 1970, U.S. direct investment income amounted to almost 7.9 .
billion, i.e., 12 of total balance of payments current account receipts from
all sources, including U.S. merchandise exports. Total receipts from U.S.
foreign direct investment between 1960-70 were $57.1 billion.

The second portion of the study, prepared by the Harvard University research
group, also states that the major effects of foreion investment on the U.S.
balance of payments are due to trade between the U.S. parent companies

and their subsidiaries abroad. It found that in three out of the nine industry
cases studied (wire cable, electronics, automobiles), the exports were in the
form of equipment, componcnts and parts, or raw materials.

In several other cases where the U.S. investor was responsible for the choice of
equipment to be installed in a new foreign affiliate, Auerican machines wvere
purchased cven though foreign locally manufacturcd cquintent of equal quality
and at comparable prices was available. This suggests that in those cases

U.S. cquipment was primarily chosen because of the buyer's familiarity and case
of communication with equipment manufacturers in the United States.
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In two industries (food and 0il), the trade effects were found to be minimal.
These industries were mature and foreign operations so large that the
necessary machinery was readily available abroad at lower than U.S. prices.
In at least two cases (chemicals, tractors), the parent company used its
subsidiary abroad as a sales office for goods other than those manufactured
in the foreign plant.

Without foreign investments, most exports of intermediate and capital goods

to U.S. subsidiaries and about half of all associated exports to these com-
panies would be lost, the study claims, At the same time, U.S. imports might
be higher, as the electronics case showed. It is entirely possible that if
for some reason, som2 components and parts could not be assembled in Taiwan
and shipped back to the United States for incorporation into the final product,
the entire finished product would be imported from Japan.

Most of the U.S. direct investment abroad was found to have been made to
protect existing markets abroad. It was found that all of the nine cases
(representing industries which account for 90% of U.S. foreign direct
investment), the U.S. firms did not have the alternative of continuing to
serve their overseas markets from their U.S. plants.

National Foreign Trade Council (NFTC)

The NFTC survey shows that those multinational firms who bring their products
back to the United States are limited to a few industrial sectors and invalve
very few components or relatively simple products. Fifty of the 80 manufac-
turers participating in the survey said that they had no imports whatsoever
from their foreign affiliates. One company reported it had traditionally
imported from its affiliates, but that the volume had declined some 5% during
the 1960-70 period. Seven companies stated that they were importing from
their affiliates but that the volume was exceedingly small.

Other companies mentioned that the goods they were importing were "not in
our U.S. Tine," such as tires of "foreign sizes," household items, some
office equipment, and machinery. They added that the U.S. market for these
items is not sufficiently large to justify local production. Two companies
reported, however, that they would introduce production in the United
States as soon as U.S. demand is found to be large enough.

Almost all survey respondents pointed out that the existence of manufacturing,
sales, and distribution facilities in foreign markets resulted in increased
exports of the company's more sophisticated products, which are only manu-
factured in the United States, or of other products, which the company had not
been able to export previously.

The case studies confirmed that investment is needed to expand exports, parti

cularly where government restraints make a relocation of production necessary

and where local markets are expanding fast enough to warrant ihe establishment
of production facilities in the local market.
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A1l survey respondents stated that they had a favorable balance of payments
in their overseas operations. Inflows from exports, patents, technical
assistance and engineering services, and other returns on investment ranged
from 2-10 times the level of payments for imports, dividends, royalties,
and similar charges to foreigners.

Like other studies, the firms emphasized that foreign direct investment
should be considered on its long-term merits and as a long-range earner for
the balance of payments. To curtail that investment would mean paying a
"sizable longex-run penalty for any short-term relief to the current balance
of payments."

Emergency Committee for American Trade (ECAT)

The ECAT data show that foreign manufacturing activities have not replaced the
exports of U.S.-based MNCs. They indicate, on the contrary, that foreign
investments have provided a growing network of sales, service and distribution
facilities which have made possible an increasing volume of U.S. exports, both
absolutely and relatively to domestic sales:

1. The trade surplus of the 74 survey respondents approximately doubled between
1960 and 1970, while the overall U.S. merchandise trade balance in manufactured
products declined from $6.2 billion in 1960 to $3.1 billion in 1970.

2. Their exports accounted for a steadily increasing proportion of all U.S.
exports of manufactured goods, rising from 27,.5% in 1960 to 34.6% in 1970.

3. Their share of merchandise imports also increased from 1960-70, but this
growth was almost entirely the result of increased motor vehicle imports
from Canada.

4. The ratio of exports to domestic sales was far higher for MNC's than for
the average U.S. manufacturing firm.

Statistics on an industry-by- industry basis show a strong relationship
between the growth in foreign investment and the growth in the U.S. trade
surplus. The instrument and related products industry, and the non-electrical
machinery industry are listed as cases in point.

The study also notes a direct relationship between foreign investments and
export growth. Twenty-four percent of the surveyed firms reported that their
exports would have been "much" smaller without foreign investments, and 217
indicated that exports would have been “"somewhat" smaller. By contrast, only
12% of the companies felt that their exports might have been somewhat larger
in the absence of foreign investments, and 42% indicated their exports would
have been remained unchanged.
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As to import substitution, 71% of the survey respondents indicated that their
foreign investments had virtually no effect on the share of the U.S.

market supplied by imports. The rest was about evenly divided: half of

them felt that their foreign investment had tended to reduce the import

share of the U.S. market, while the others said that their investments

had the opposite result.

The survej found that the major part of the ECAT respondents' cash outflows
was for new investment which, over time, is expected to contribute to a
continued growth in U.S. investment income.

U.S. Chamber of Commerce

The study says relatively little on the issue of trade expansion and treats
the subject only in connection with labor's contention that U.S. foreign
direct investment demages the U.S. export industry. That claim, the report
notes, is disproved by the experience of the 61 manufacturers who supplied
comparable answers. Between 1960 and 1970, these firms increased their
total exports by more than $2.8 billion to a total of $4.4 billion. The
value of their 1970 exports exceeded the value of their 1970 imports

($852 million) by more than $3.5 billion.

Aiso, it states that the study bore out U.S. Government findings that less
than 10% of their foreign production was imported into the United States.
If certain industries and areas (automobiles from Canada) were excluded,
this percentage would drop to about 2%.

The study adds that U.S. producers must compete with foreign manufacturers
in their markets. MWithout overseas manufacturing, markets would be lost to
them, The Chamber of Commerce reports that labor cost advantage ranked low
on the list of reasons the firms gave for starting foreign operations. That
reason was sixth for firms locating in Western Europe and Canada, fifth

for firms with Latin American and African affiliates, and thira for firms
operating in Asia.

Peterson Report

The ‘report mentions that over half of all exports of manufactured products from
< the United States stem from multinational companies, and about half of these
exports are from U.S. parent companies to their foreign subsidiaries. The
positive net trade balance between the larger U.S. manufacturing plants and
their affiliates abroad increased 85% between 1960 and 1970, the study says.

National Association of Manufacturers

The NAM study borrows heavily from other earlier reports and uses most of
their arguments. The chapter can, therefore, be summarized rather briefly,
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NAM points out that although the initial balance of payments effects of U.S.
direct investment abroad appear to be negative, the long-run income generation
from U.S. overseas investments more than offsets the negative effects.
However, as U.S. investments overseas level off, (as NAM expects them to do at
the end of this decade) and foreign investments in the United States continue
to grow, the contribution of American affiliates abroad to the U.S. balance of
payments is likely to decline, reflecting the growing repatriation of foreign
corporate earnings in the United States.

The overall effects of foreign direct investment on U.S. trade are "not unfavor-
able." 1In the short run, some export displacement may occur as well as some
increase in imports. However, NAM believes that to emphasize the short-run
trade effects of foreign investments on the balance of payments is meaningless.
In the long run, the increase in U.S. exports strengthens the U.S. trade
account more than if no direct investment had taken place. This is especially
true in cases in which companies are faced with the choice of producing

abroad or losing foreign markets.

Center for Multinational Studies (CMS)

Occasional Paper #1 was prepared by Professor Robert G, Hawkins under a
cooperative research project between New York University's Graduate School
of Business Administration and the Center for Multinational Studies. His
findings on the effects of foreign direct investments on trade and the
balance of payments led to the following conclusions:

1. U.S. manufacturing industries with "high" foreign investment generally
registered an export surplus. In the late 1960's, when these surpluses
declined, their trade balances deteriorated relatively less than those of
industries with "lTow" foreign investment.

2. The change in the ratio of exports to domestic sales was not significantly.
related to the intensity of an industry's foreign investment. Although high
foreign investment industries had a relatively better export performance than
low foreign investment industries, the relationship was weak. Hawkins found

a similar, but Tess positive relationship betvieen the ratio of imports to
domestic sales and the intensity of foreign investment.

He believes that industries with relatively high foreign investment are the more
dynamic industries. They enjoy a faster growth in their domestic sales and
exports and have a relatively strong trade balance position. This “implies

that foreign production, which expands faster than domestic production,

rarely displaces it in absolute terms." He adds that, though the human,
economic, and social costs resulting from plant closings and layoffs cannot

be ignored, it is important that they be kept in perspective against the
potential gain,
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Hawkins believes that restraining the expansion of foreign manufacturing might
lead to the suppression of the more dynamic sectors of the U.S. economy. The
results would be & rigid and increasingly unproductive industrial structure
and higher consumer prices. In the process, he warns, our econcmy wouid

lose the long-term benefits of multinational operations, namely competitive-
ness and access to markets and raw materials.

Timothy W. Stanley of CMS analyzes the impact of the multinational corporation
on U.S. trade and the balance of payments in terms of the total U.S. economy.

Exports from the U.S. parents to their foreign affiliates amounted to about
$7 billion in 1966 (tne latest figures). Projected to 1970, this would be
over $10 billion. Imports from U.S. plants overseas to this country came
to $3.6 billion in 1966. Projected to 1970, this would be $5.7 billion in
imports (including automotive equipment from Canada). Hence, Stanley
estimates that, in 1970, U.S. foreign production facilities have contributed
a net trade surplus of $4.3 billion to the U.S. balance of payments.

U.S. multinationals added to the U.S. balance of payments between $7 biliion
- $8 billion a year, i.e., $3 billion - $4 billion from trade, $1.8 billion
from net income over current investment outflows, and $2.1 billion from
royalties and fees. In recent years, with the exception of 1970, the net
income from investments, which was repatriated to the United States, con-
sistently exceeded new capital outflows by a Targe margin. He adds that
contrary to the allegations by some critics, the cumulative deficit in the
U.S. balance of payments of about $40 billion over the past two decades
cannot be attributed to foreign investment by MNC's.

Business International (BI)

This preliminary report on BI's survey stresses the tremendous growth in
sales by the 86 corporations which so far have returned BI's questionnaires.
It 1ists total sales of $84.8 billion in 1970, of which 27% were made
outside the United States. In the 11 years from 1960-~70, the sales of these
firms increased 203% inside the United States and 305% overseas. Beiween
1966-70, sales abroad rose 82% against only 23% in this country,

BI found that-the total growth of exports by the sampled companies compared
very favorably with the overall expansion of U.S. exports. Total 1970 U.S.
exports were 116% above those of 1960 and 45% above those of 1966, whiie total
1970 exports of the sample were up 207% over 1960 and 71% over 1966. The
responding firms reported total export surpluses of about $1.8 billion in 1960,
of $2.8 billion in 1966, and of $4.5 billion in 1970. The study cautions
however, that many firms without substantial overseas investment had not
responded to the questionnaire and admits that this may be one reason why the
study sample showed relatively high export figures.
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Imports of the 86 firms from their affiliates also rose very rapidly,
However, the respective data are not included in the present study and will
be analyzed later on an industry-by-industry tasis.

BI notes that the foreign direct investment operations of the sampled firms
had an "extremely" favorable effect on the U.S. balance of payments. In every
single year, "total returns from direct investment, plus exports to affiliates,
plus U.S. capital equipment exports exceeded by far the net capital outflows,
plus imports from affiliates,” the study states.

Even though most of the respondents had substantial overseas investments,
their foreign manufacturing operations had been heavily financed from sources
outside the United States and hence did not contribute to the U.S. balance of
payments deficit, the report points out.

V. Foreign Direct Investment and the Transfer of U.S. Technology

Most of the studies under review touch only peripherally on the question of
technology transfers by U.S. MNC's to foreign countries. Some hardly mention

it except as a possible contributing cause for export displacement. Those

who do, contest the claims by U.S. labor and other critics that technological
transfers by U.S. multinational corporations are a significant factor in eroding
the competitiveness of U.S. industry in today's world markets. They emphasize
that the American economy has benefited substantially from the two-way flow of
technology. A1l of them make a point of stressing the disadvantages of
attempts to curb the outflow of technology from the United States.

Department of Commerce

The study notes that, even though U.S. multinational corporations are the
principal instrument for the export of technological knowledge and managerial
know-how, technology is, in fact, diffused through a large variety of channels
and methods, such as exports, foreign production, licensing or similar arrange-
ments.

The transfer of technology in international commercial transactions is considered
unavoidable, and its extent is difficult to measure. Royalty and fee receipts
and payments which are sometimes taken as a rough measure, indicate that the
United States has been both a heavy supplier of new technologies to the world

and a beneficiary of these transfers. Between 1960 and 1970, receipts from U.S.
foreign affiliates for patents and similar services totalled $13.0 billion, and
receipts from unaffiliated firms came to $4 billion. Hence total U.S. income
from technologies transferred in the past decade aggregated $17.0 billion. It
increased almost threefold since 1960, reaching $2.5 billion in 1970.
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Payments by U.S. companies for the use of foreign patents, licenses, and
other services during the 1960-70 period amounted to only $1.6 billion. In
other words, U.S. receipts from the transfer of technological knowledge and
managerial know-how were more than ten times larger than U.S. payments for
such services to non-U.S. firms. HMost U.S. technology was exported to U.S.-
controlled enterprises, rather than non-affiliated companies overseas.

The study points out that the transfer of technology is a two-way street:
The United States depends on scientific breakthroughs overseas, and other
nations, in turn, depend on our technological innovations. For more than
a quarter of a century, the United States has been the world's leading
generator of technological innovations, but it has also benefited sub-
stantially from new technological inventions and developments abroad,
particularly those of llestern Europe and Japan.

Not too long ago, these countries felt handicapped by their so-called
"technology gap" with the United States. This gap has been narrowing fast

in recent years - partly as a result of technologies and know-how trans-

ferred from the United States, and partly as a result of the innovative
capabilities of the Europeans and Japanese and their increased expenditures

for research and development. In some sectors, the lest European countries and
Japan are now challenging the U.S. position. A major technological gap
continues to exist, however, with the less developed countries, Eastern

Europe, and (except for some arcas) with the U.S.S.R.

The Commerce Department report points out that the United States enjoys a
particular trade advantage over other countries in the export of technology-
intensive products. This advantage does not rest on one or a few particular
innovations, but a continuous flow of new technological developments, since
technological advances are transitory in nature and tend to be limited,
improved upon, or made obsolete by still newer innovations.

As their export products mature, many multinational corporations establish
manufacturing facilities overseas. They are able to do so successfully on
the strength of their superior technology. Through foreign affiliates MNC's
are able to extend the useful 1ife of their technologies beyond the time when
their exports are no longer competitive because of lower costs abroad.

The Commerce study states that there is no evidence that multinational cor-
porations manufacture abroad in order to return part of their foreign pro-
duction to the United States. Still, according to the study, U.S. imports
under items 806.20 and 807 of the U.S. Tariff Schedules, providing for a
duty-free reentry into the United States of U.S.-origin goeds, have shown a
potential trend which could cause dislocations among industries that are
subject to stiff import competition. These possible problems should, hovever,
not be attributed directly to technology transfers, it points out. If and
where they arise, more aggressive adjustment assistance programs for affected
industries and workers are advocated as a method of dealing with them.
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The study points out that past attempts to control the international flow of
capital and technology have caused great administrative difficulties and

did not operate well. In addition, more far-reaching problems might come up:
foreign governments, acting in their own interest, can hardly be expected to
cooperate. Also, since techrology is often some unique knowledge embedded in
the minds of a few individuals, restraints might have to be placed on the
inter-personal relationships of the individuals involved. The study cautions
that the net effect of a control program might very well be to encourage
additional foreign efforts to develon their own technologies and to

imitate independently those of the United States.

The Harvard research group reaffirms that the increases in U.S. exports of
manufactured goods depend primarily on the continuous introduction of new
products into existing industries and the emergence of new industries. Our
technologically most advanced industries (e.g., computers and aircraft) are
very large exporters whose overall trade balance has continued to increase
fast from around $6 billion in 1960 to $9.1 billion in 1965 and $9.6 billion
in 1970. The Harvard group estimates that the 1965-70 rise in exports would
have been even larger by about $1.5 billion except for (1) the special
provisions of the U.S.-Canadian Automotive Agreement, (2) the fact that some
of our export products might have been relatively mature by 1970 and, there-
fore, might have been replaced by local production, and (3) that inflationary
conditions in the United States in recent years have affected U.S. exports,
even though U.S. exports are generally considered less price-elastic than
imports.

Two industries are cited as examples of how technological innovations can
have a favorable impact on U.S. trade. The computer industry has increased
its trade balance substantiaily from $181 million in 1963 to $1,001 million
in 1970, although some of-its sub-industries, such as consumer electronics,
have had large trade deficits. Similarly in the chemical industry, some
older products are beginning to register trade deficits and some more mature
products have ceased to grow. Nevertheless, the trade balance of the chemical
industry has continuously improved as a result of a sufficient number of pro-
duct innovations. These are the industries, the Harvard group comments, that
should be assisted in expanding their resources, rather than older industries
which are no longer competitive in world markets.

Emergency Committee for American Trade (ECAT)

The information developed in the survey of 74 MNC's re-enforces the prevalent
view that both the United States and foreian cconomies benefit from technology
transfers. Eighty-five percent of all survey respondents made at least some

of their production technology available to foreign firms, while 69:; obtained
technology from abroad. Some firms indicated that licensing their technology
had permitted them to export parts, components, or capital qoods to markets
which they previously had found impenetrable. In some industries, foreign
technologics had enabled the U.S. importer to hold or regain a significant part
of the U.S. market from import competition.
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The survey also found that most of the respondents regarded licensing of
technology the third best alternative when neither exports nor direct invest-
ments appeared practicable.

As far as the possible curtailment of technology transfers is concerned, ECAT
warns that, since the exchange of technology has had a positive effect on the
U.S. trade balance, attempts to combat unemployment by curbing the export

of technology is to seek "simplistic solutions to complex problems....U.S.
dependence on foreign technology did not end with the discovery of penicillin
or the invention of the computer or the jet engine (both foreign inventions),
but continues to the present day with a major dependence on imported technology
in numerous industries, such as flat-glass and the metal-working industries."”

National Foreign Trade Council (NFTC)

The results of the survey of 86 MNCs among its members show that the problem of
"run-away" plants is centered in a very few industrial sectors and in a few
components or relatively simple products. "Highly advanced" technologies had
been transferred to foreign affiliates in only one or two cases. In all the
rest, the technology was labeled "intermediate" or "low level."

NFTC found considerable evidence in its survey that the continuation of U.S.

. foreign direct investment and the transfer of American technologies were held

beneficial to the United States and other economies and to international
economic growth. The economic problems of this country would not be solved

by restricting the outflow of technology, HFTC concludes, since technologies
withheld would almost entirely involve lower-grade skills that could readily be
imitated elsewhere, especially by lower-wage labor.

National Association of Manufacturers (NAM)

The National Association of Manufacturers acknowledges that the multinational
corporation is one of many important channels for transmitting technology
throughout the world. It stresses, however, that the technological lead of the
United States is dwindling and attributes this to - among other things - better
education, improved technical abilities, and more aggressive innovations abroad.
The survey confirms that, in the long run, rather than damaging U.S. trade and
employment, technology transfers by U.S. multinational corporations actually
help them. In addition, it points out that many U.S. innovations are based

on scientific breakthroughs imported from abroad.

The NAM doubts that technology exports by U.S. firms are responsible, to a
significant extent, for the recent rise in U.S: imports. The Association
reaffirms what other studies said before: in such high import areas as
steel and automobiles, foreign countries have been a "unique" source of
technology for U.S. corporations.
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THE MULTINATIONAL CORPORATION - AN OVERVIEW

The Problem

Multinational corporations (MNC's) are not a new dcvelopment and, in the
case of the United States, they go back at least to the 1850's. However,
during the 1940's a new element emerged. This was not the concept of

the multinational enterprise, with its perception of a common corporate
strategy, which was already well established, but the capability of having
the management of that strategy take place at a comwon nerve center based
on a fTow of comnon information.” Thus, when nations began to articulate
national goals and priorities, often on the basis of economic development
plans, they were confronted by entities (the MNC's) that could move across
boundaries, institute policies, and undertake activities which could
frustrate these national efforts.

This apparent conflict between the multinational corporation, with its
supranational point of view, and the nation-state, with its national
economic concerns and special interest groups, has given rise to a host
~0f economic and political problems. What is at issue at this juncture
is the degree of freedom that should be allowed the multinational cor-
poration or the nature and extent of reaulation that should be imposed
on its present operations and future growth in order to make it better
serve often divergent national interests.

In the last 15 years, two events have focused public attention here and
abroad on the activities of U.S. multinational corporations. One was

the massive influx of American capital into Europe, especially into the
Comnion Market countries. This investment produced an economic revolution
in management and tecanology. As a direct consequence, the EEC countries
became potent competitors of the United States in our own as well as in
foreign markets within relatively few years. The impact of this movement
has been dramaticakly (but not completely accuratelyg portrayed by the
French journalist-politician Servan-Schreiber in his book The American
Challenge. As Fortune magaz1ne observed, Servan-Schreiber apvcared to
miss the main point which is that not only U.S. business but business
everywhere is outgrow1ng national boundaries; an economic infrastructure
is evolving which is laying the basis for a world economic and political
conmunity.

The second event vias the persistent deficit in the U.S. balance of payments
during much of the past two decades. This was a deliberate U.S. policy
during the early 1950's to promote European recovery from the Second

World tar. Although the causes of the deterioration in our balance of
payments position were a composite of many trade and non-trade factors,
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some critics focused on the massive outflows of investment capital which
were attributed to the activities of multinational corporations. U.S.
trade unions blamed "runaway" plants in Mexico, Hoag Kong, Taiwan and

Korea which operated with cheap labor and efficient American technology

for the "export of jobs" which, they alleced, were jeopardizing the
traditionally high standard of living of American workers. These
allegations led to proposals for restrictive trade and investment measures.
Recent legislation introduced at the urging of the AFL-CIO leadership (S. 2592,
"The Foreign Trade and Investment Act of 1972," introduced on September 28,
1971 by Sen. Hartke) calls for stiingent controls on all direct investment
activities, withdrawal of certain tax privileges, and also advocates strict
regulation on transfers of U.S. technology to U.S.-owned subsidiaries and
non-affiliated companies abroad.

These developments, as well as the large growth in imports after 1965, are

in the view of some critics related to the operations of multinational
corporations. In this situation, there is a general feeling that "something
needs to be done" to insulate highly vulnerable sectors of the American

economy from external competition in order to prevent a loss of U.S. jobs

and to stem the capital outflow associated with U.S. foreign investment.

One reaction was the imposition of mandatory foreign investment controls in
January 1968, There is, however, some feeling that this does not go far enough
and that perhaps our whole attitude toward liberal trade and investment policies
needs to be re-evaluated.

There is a similar ambivalence toward the multinational corporation as
viewed by the capital-receiving country. There the fear is that giant
American corporations will devour native industries and impose alien
controls over their economy. On the other hand, those countries do not
dispute the fact that the international corporations have contributed
substantially to their welfare and technoloqy, and there is understandably
a reluctance on their part to do anything to disrupt the benefits already
attained by the presence of these companies. Yet in a world of rising
economic nationalism, there is a kind of inchoate uneasiness that
economic policy formulation is slipping into foreign hands and that
something needs to be done to retrieve the levers of economic control

and to reassert political sovereignty.

The Statisitcs of International Investment

Definition of the multinational cornoration. There is no agreed
definition of what constitutes a multinational corporation and many
authorities look at it in different ways. Some authorities define it
as a company whose foreign sales have reached a ratio of, say, 25%

(or some other figure) of total sales. Some find the definition in
organization, i.e., a company that has global product divisions rather
than an internatioral division. Others look to the distribution of
ownership, nationality mix of managers, or directors as the principal
characteristics. Professor Raymond Vernon of Harvard University, an

89-126 O - 13 - 4
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outstanding authority on the multinational corporation, regards it as

a company that attempts to carry out its activities on an international

scale, as though there were no national barriers, on the basis of a

common strategy directed from a corporate center. According to Vernon,

affiliates are locked together in an inteyrated process and their policies

are determined by the corporate center in terms of decisions relating

to production, plant location, product mix, marketing, financing, etc.

Mr. Maisonrouge, President of IBM Horld Trade Corporation, characterizes
the multinational corproration as one that: (a) operates in many countries,
ib; carries out research, development and manufacturing in those countries,
c) has a multinational management, and (d) has multinational stock

ownership.

Number of multinational corporations. Cecause the definitions are
inprecise, it is impossible to say how many companies qualify as multi-
national corporations. For purposes of regulation, the Office of Foreign
Direct Investment (OFDI) lists over 3,000 U.S. companies although not all
would satisfy the criteria cited above. Mr. Judd Polk of the International
Chamber of Commerce (ICC) estimates that 150 companies, about half of
them U.S. comnanies, fall into the category of international comnanies.
Perhaps 200-300 large firims form the bulk of the multinational corporation
universe. Fortune's lists of the 500 laraest U.S. and the 200 largest
foreign corporations include most of these.

Significance of the Multinational Corporation

A 1968 study of inte-national investment by the Organization for Economic
Cooperation and Development (OECD) (based on 1966 data) provides the most
recent investrment information available on a relatively comparable basis
(see Table 1 below). This study indicates that in terms of book value at
the end of 1966. there was close to $90 billion in overseas direct invest-
ments by Development Assistance Conmittee (DAC) countries (Belgium, Canada,
France, Germany, Italy, Japan, the Metherlands, Sweden, Switzerland, the
United Kingdom, and the United States). Thirty billion dollars, or 33%,
was invested in the less developad countries. Of this sum, $11.9 billion
was invested in petroleum, $8.0 billion in manufacturing and $2.8 billion
in mining and smelting. The comparable total U.S. direct investment
figure for 1966 is $54.5 billion, or about 60:; of the global total. The
United Kingdom is second with $16 billion, followed by France, Canada,
Germany and Japan.

The OECD fiqures also show that, despite the allegations of Servan-Schreiber,
about 40% of total dircct invesiment abroad is held by non-U.S. citizens.
Since the figures are based on incomplete data, actual investments are
probably sorewhat hiaher. It should be stressed that for all countries
covered by the OECD report, the data are reported in terms of bock value
which understate the current or warket value. If the data are adjusted

for accrued value, the $35 billion of non-U.S. investrents could, according
to Professor Rolfe, easily reach $50 billion. This would still exclude
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the countries not covered in the OECD study and would also exclude port-
volio investments which are fairly substantial in terms of European
investments in the United States.

The real significance of the multinational corporation is further high-
lighted if one relates its annual output to investment, trade and GNP.
According to Polk, there is roughly a 2 to 1 relationship between output
and asset values. Applying this ratio to the $90 billion in direct invest-
ment of the DAC countries for 1966, the total value of international pro-
duction associated with this direct investment would appear to be at least
$180 billion. If to this one adds portfolio investment, associated output
rises to around $240 billion. In comparison, the $130 billion of exports
frgg these countries is dwarfed by the output of their overseas investment
holdinys.

Looking at the United States alone, direct investments in 1966 were
about $55 billion, which implies about $110°billion in associated output.
By 1970, direct investment had risen to $78 billion, so that the total
output figure would have risen to $156 billion. If portfolio invest-
ments are included, total long-term private investments for 1970 rose

to $105 billion and estimated output to close to $210 billion. Output
associated with U.S. production abroad is thus five times the size of
U.S. exports. This disparity is expected to widen if present arowth
trends continue, since exports are growing at about 7% a year while the
output of international companics is growing at 10%.

Another indicator of the significance of U.S. foreign investment is the
fact that since 1968 net foreign investment income ?repatriated earnings,
royalties and fees less direct foreign investment outflows) has been
greater than net receipts from the trade account. This shift, as compared
to the earlicr 1960's, has resulted from the decline in our export surplus
and the continued increase in investment income net of direct investment
outflows. The latter contributed $3.5 billion to our balance of payments
in 1970, compared to $2.1 billion from the trade account. This comnares
to a $4.9 billion net balance on trade account and a $0.5 billion net
balance on direct foreign investment account in 1960. The trend is even
more pronounced in this direction in the past few years.

In terms of total national income and production, the United States
actually invests abroad a smaller proportion of GNP than do other major
investing countries. According to Professor Rolfe, the United Kinadom,
the Netherlands, and Switzerland invest proportionatcly more of current
income than we do; France and Germany lag behind the United States but
promise to catch up. (See Table 4)

Highlights of Investment Experience

The following are amenyg the important international investment trends in
the 1960-70 period:
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1. Book value of U.S. direct invettments more than doubled, rising from
$32 bi11ion in 1960 to $78 billion in 1970. The bulk of this investment
was accounted for by direct investments by U.S.-based multinational
corporations. Total long-term private investments, direct and other,
rose from $49 billion to $120 billion over this period.

2. Of the $78 billion in book value of direct investments in 1970,
developed countries accounted for $53 billion and developing countries
for $25 billion. Awmong the developed countries, the largest investments
were in Canada ($23 billion), and Europe ($25 billion), including $12
billion in the EEC countries. Among developing countries, investmnents
with a book value of $15 billion were in Latin American and other West-
ern Hemisphere countries.

In comparative terms, direct investments in Canada dropped from 35% of
total U.S. direct investments abroad in 1960 to 30% in 1970. Invest-
ments in Latin America declined from 25% to 20%, while those in Europe
rose steeply from 21% to 31% of the total over this period.

3. In terms of industrial distribution, of the $78 billion in direct
investments in 1970 about 70% are in manufacturing ($32 billion) and in
petroleum ($22 billion).

In terms of comparative trends over the 1960-70 period, direct investments in
manufacturing rose from 35% of the total to 42%, while investments in
petroleum, although rising absolutely, declined in proportion from 34%

to 28%.

4. Total carnings on direct investments by U.S. affiliates abroad were

$62.3 biliion over the 1960-70 period. They rose from $3.5 billion in 1960 to
$8.7 billion in 1970. Of the $8.7 billion, $4.6 billion came from

investments in developed countries and $4. ] billion from developing

countries. In terms of direct investment income renatriated to the

United States( i.e, direct investment interest, dividends and branch

earnings plus direct investment fees and royalt1es), such income came

to $57.2 billion between 1960-70. In 1960 such income was $2.9 billion;

by 1970 it had risen to $7.9 billion.

Motives for Investing Abroad

Sorting out the motivations underlying either individual or collective
behavior is a very complex process which is not readily amenable to
quantification or to facile generalizations. Yet criticisms of the
motives underlying activitics of multinational companies by certain
industry and labor groups have tended to oversimplify the motives for
investing abroad or have even implied invidious motives to specific
investments.

If one were to inquire into the motives for international investment
by multinational companies, the following might be typical: (1) a need
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to get behind tariff walls to safequard a company's export markets;
(2) greater efficiency and responsiveness by producing in the local
market as compared with exporting to it; (3) the possibility of lower
production costs which make it cheaper to produce components abroad;
(4) the fear that competitors going abrcad may capture a lucrative
foreign market or may, by acquiring cheaper sources of supply, threaten
the domestic market position of the company; (5) a need to diversify
product lines to avoid fluctuations in earnings; (6) a desire to
assist licensees abroad who may need capital to expand operations;
(7) a desire to avoid home country regulations, as, for example, U.S.
antitrust laws.

In a more general sense, Iowever, a fundamental force impelling corpor-
ations to invest abroad is the quest for profit. As with domestic invest-
ment, foreign investment must be weighed in terms of alternative investment
opportunities in order to reach an optimum return on capital within a
reasonable time period and with a reasonable differential for the risks
involved in foreign operations.

Certain industries are by nature international and their motives for
investing abroad are clear. These include the extractive

and plantation industries. In these cases, the sources of materials
are located abroad and developing these resources has required inter-
national investment. Thus, companies have had to set up international
production, refining and marketing facilities abroad.

The proliferation of international companies in the manufacturing field
is governed by a more complex set of motives. Firms may be motivated

by offensive or defensive strategies. An example of the former is the
case when an international firm attempts to link its technology, reputation,
and managerial capacity with low cost production inputs (i.e., labor, raw
materials, etc.). The company may feel that producing abroad is cheaper
than exporting from the United States. Much of the migration of U.S.
capital to Europe in the last decade may be explained in these terms. On
the other hand, Pechiney Aluminum Company of France came to the United
States because it felt it could profit by combining superior technology
with lower cost capital and electrical energy here rather than elsewhere.

Licensing often leads to direct investment because in time the licensor
feels he can better exploit his technological advantage by manufacturing
abroad rather than by licensing foreign firms. V2ry often the opportunity
to expand sales may be inhibited by the lack of capital of the licensee
and manufacturing facilities may be established to take advantage of
anticipated opportunities.

Another dominant motive for going abroad is the desire of companies to
be near the market so that products can be supplicd and serivced more
quickly. In addition, products can be tailored to local tastes and costs
of production and transportation costs can be minimized.
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The desire.to surmount tariff walls is a major defensive reason for
investing abroad. Getting behind the EEC tariff wall was certainly a
major consideration in U.S. companies going abroad in the last 15 years.

Another defensive motive is the "follow the competitor strategy." In

this case, the investment is made to prevent market preemption by a
competitor and/or to keep market outlets and sources of supply open.
Service companies often invest abroad for defensive reasons because their
customers have also done so. This is particularly true of banks, insurance
companies, management consulting firms as well as manufacturing companies.

Another motive for investing abroad is to diversify product lines.
Diversification can also serve as a defensive motive and can shield

the international company from cyclical movements, strikes or threats
to its sources of supply. Some large U.S. multinational companies have
at times been able to supply their domestic requirements by importing
components from subsidiary companies or affiliates abroad.

The Impact of the Multinational Corporation

The most significant impact of multinational enterprise is in the
internationalization of production and in the incipient development of

a world economy. In this process, the investment decisions and operations
of companies are increasingly viewed in terms of world allocations of
resources and of maximizing world welfare. The international company

has become the most important vehicle for developing a world system

based on a more rational allocation of resources than has been the case

in the past.

Closer to home, multinational corporations are alleged to have adversely
gf{ected several areas in the domestic U.S economy. These are discussed
elow.

Export displacement. The charge that MNC's foreign production
displaces U.S. exports appears to arise from a small number of specific
cases; the working assumption ought to be that the establishment of
facilities abroad may displace particular exports, but not exports

generally.

U.S. exports have grown about 7% a year in the past decade despite the
large capital outlays abroad. A Department of Commerce study disclosed
that in 1965 (the most recent year studied) about $7.9 billion of total
manufactured exports of $17 billion were shipped to U.S. affiliates
abroad. This amount was accounted for by a sample of 271 U.S. parent
firms. Thus, if this sampled estimate were to be applied to total U.S.
manufactured goods exports, somewhere around 25% is shipped to U.S.
affiliates by international companies based in the United States.
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The usual reasons cited in support of the view that direct investments
abroad by U.S. firms are beneficial to U.S. exports include the following:

. (a) Relative production costs, tariffs and other trade restrictions

make it difficult for American firms to export from the U.S. Thus, pro-

ducing affiliates are established. Profits and dividends are generated .
which are repatriated to the home country. Incomes in the capital

receiving country are increased which in turn generate demand for imports

from other countries including the United States.

(b) If investments in foreign production facilities were not made
by U.S. companies, others would, so that U.S. exports would eventually be
displaced by foreign competition.

(c) Foreign-based production facilities enable U.S. companies to
expand their line of goods sold abroad.

(d) U.S. investments especially in developing countries lead to
demand for U.S. capital goods exports and for replacement equipment.

(e) Even when finished goods cannot be exported from the U.S.,
establishment of foreign production facilities makes possible an outflow
of U.S. components for further processing and assembly abroad.

The defensive character of most foreign investment has been shown again

in recent studies. Most of the firms surveyed insisted that their foreign
production operations do not affect their exports adversely and that with-
out them, most exports of intermediate and capital goods and about half
of all associated exports to their subsidiaries would be lost. As a

rule, production by U.S. affiliates abroad does not compete with U.S.
domestic manufactures, Most of it is sold in foreign markets, and only

a small amount in a few industrial sectors is shipped back to the United
States. Excluding Canadian automobile exports to the U.S. because they
are governed by special factors, only about 7.5% of all U.S. imports came
from U.S.-owned foreign companies.

Effect on employment. Among the most vociferous opponents of the
multinational corporation and of 1iberal trade and international
investment policies in recent years have been the trade unions. In appearances
before Congressional comnittees, labor spokesmen have advocated protec-
tionist trade policies and drastic curbs (as exemplified by the Burke-
Hartke bi11) on direct investment and technology transfers by U.S.-
based multinational companies. The ostensible reason for this historical
reversal of labor's traditional free trade philosophy was the claim that
by investing abroad multinational corporations were "exporting jobs"
and highly efficient U.S. technology to low cost labor market areas
and were as a result undermining living standards of American workers
and causing a loss in export markets formerly served from the United
States. Labor further alleges that these companies caused additional
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harm to the American worker by importing goods manufactured in their
foreign subsidiaries with cheap labor and efficient U.S. technology
which competed unfairly with products manufactured by high wage labor
in the United States.

In general, U.S.-based multinationals went offshore when it was necessary
to protect an existing foreign market which it could no longer serve
economically with exports from the United States. Thus, there was no
real choice between going abroad or exporting from the United States;

the real choice was to go abroad or lose a profitable foreign market.

The issue, therefore, is whether, in the face of international competi-
tion, U.S. firms should abandon the field to competing companies and
thereby give up existing or prospective markets for U.S. products, or
whether they should take the preemptive or defensive investment needed

to retain or perhaps even extend these markets.

Another relevant consideration is that U.S. firms are often forced to

go abroad to protect their share of the U.S. market. By servicing imports
from foreign subsidiaries, and by maintaining the emnloyment of workers
in the design, distribution and engineering end of the operation, existing
jobs are being preserved rather than eliminated.

In pushing its claim that foreign direct investment exports jobs, labor
unions overlook the fact, noted above, that about a fourth of all U.S.
manufactured exports go to U.S. affiliates abroad. The jobs supplying
this portion of the export market would not exist or would be materially
reduced without the foreign affiliates.

It is also useful to point out that much of labor's criticisms have

little to do with U.S. multinational corporations. Those industries

with heavy foreign direct investments send few imports to the United
States. In 1968, only 8% of total U.S. foreign subsidiaries' sales

were exported to the United.States. If automotive imports from Canada

are excluded because they are governed by the terms of the 1965 U.S.-Canadian
Auto Agreement, the proportion of total sales by U.S. foreign subsidiaries
of U.S. multinational companies to the United States was only 4.6%. On
the other hand, the areas of greatest competition from imports are in
shoes and textiles which are served mainly by foreign-owned firms and

not by U.S. multinationals. There is very little direct U.S. investment
by multinational companies in such enterprises. Even in the case of

auto and steel imports, it is not competition from foreign-based sub-
sidiaries of U.S. multinationals that is giving us trouble but competition
from foreign-owned auto and steel plants which have relatively free

access to the American market.

Studies of this problem have indicated that, on the average, manufacturing
industries with the highest investment abroad reported the largest
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increase in domestic employment. Actual reductions in domestic employment
and production in industries with high foreign investment were found to
be quite rare. These jobs would have been o5t at any rate since the
products or components involved had come to be manufactured by competitors
abroad or were no longer cost-competitive in overseas markets. Foreign
production actually saved U.S. jobs in that the import of components and
parts from low-wage countries kept the final product competitive in

world markets.

A reasonable interpretation of available evidence leads to the conclusion
that U.S. foreign direct investment is not contrary to the interests of
U.S. workers but may, in fact, be a positive factor in stimulating U.S.
employment and economiz &ctivity. The preceding observations suggest that:

(1) U.S. import competition problems stem from the output of
foreign-owned enterprises, not from U.S. affiliates;

(2) U.S. foreign direct investment accounts for one-quarter of
total U.S. exports and provides an important stimulus to the
domestic economy and employment;

(3) Where the United States and third country markets are
supplied by American affiliates abroad, elimination of these
facilities would result not in increased U.S. employment but in
replacement of such output by production by foreign competitors;

(4) variations in employment resulting from fluctuations in
domestic economic activity are greater than changes often
attributed to import competition or to the alleged export of
Jjobs abroad.

Transfer of technology. This concept involves much more than the
transfer of "technical know-how". Technology is itself part of a complex
social process which involves many other factors and institutions. In
the framework of this discussion it includes, in addition to new techniques,
such elements as control systems, accounting systems, managerial and '
marketing skills, etc. Beyond that it involves educational develonment,
motivational factors, and a favorable political and economic milieu in
which technology is fostered and stimulated.

There is a tendency sometimes to think that technology transfer is
essentially a one-way street, from the United States to other countries.
Available evidence strongly indicates that” the United States has been

a net supplier of new technologies to the world. It has, however, bene-
fited substantially from the free international flow of technology by
acquiring foreign scientific inventions, foreign innovations, and an
unquantifiable amount of technology through the acquisition of foreign
firms and the grant-back of improvements made by foreign firms on
licensed U.S. technology.

Technology transfers are hard to measure, but have often been expressed
in terms of royalty and fee receipts and payments. U.S. receipts for
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the use of patents, licenses, and other services from overseas companies

have consistently outstripped such payments by U.S. MNC's to foreign

firms. From 1960 to 1970, receipts for such services amounted to $17 billion
compared to a mere $1.6 billion in U.S. payments to foreign companies.

The fact that royalty and fee receipts from affiliated firms( over $13
billion) exceeded those from non-affiliated companies ($4 billion) is

an indication that most U.S. technology was exported to U.S.-controlled
enterprises and not to unaffiliated companies.

Political impact. Professor C.P. Kindleberger of MIT has compared
the development and spread of the multinational corporation to the role
of the domestic corporation in developing a national market within the
United States. In its development, it has broken down regional barriers,
has led to an equalization and a wider distribution of economic benefits
and to an impressive surge in overall economic growth. But it has also
produced political problems to which adjustments had to be worked out.
Similarly, a good deal of the visibility which the multinational company
has attained in recent years has resulted from the political impact it
has had on various national governments as they attempt to adjust to
the economic impact.

The ambivalence toward the multinational corporation by nation-states
has tended to blur the articulation of policy. Professor Kindleberger
has described this attitude as a "love-hate syndrome.” In the case of
many Eurcpean countries, it has been estimated that the multinational
corporation has contributed about 2-10% a year to overall capitai formation
and about 5-15% a year to the growth of industrial capital. It has
increased employiment in depresssed areas and has contributed to national
welfare and, as such, it was welcomed. But it has also sharpened com-
petition and has tended to lock host countries into relationships with
other national economies. International companies have often taken
decisions which have interfered with national economic development plans,
and introduced an element of “"foreignness" into national decision making
which has often been resented. Because of its mobility and flexibility
the international company can change technology, product mix, markets,
etc. Host countries have not decided how much they like, what they do
not like, and what they should do about it. This uncertainty and
ambivalence have often led to complaints about foreign ownership when
the real question is one of control. Proposals to dilute control of
the international corporation by the head offfice through use of joint
ventures is a technique favored in many countries which want the

capital and know-how these companies bring in but prefer to retain
policy control within their countries.

In the less developed countries the success of the multinational cor-
poration is both a source of its strength and weakness. It has proven

itself to be a most efficient mechanism for deploying financial resources,
technological know-how, managerial expertise and the latest scientific
organizational techniques to maximize production and profit. In the

process it has tended to disturb old cultural patterns and antiquated
economic practices while bringing many benefits in the way of new industries,
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social infrastructure, more employment, a more skilled labor force, as

well as increased taxes, revenues and exports to -the host country. The
adjustment process occasioned by these changes has led to frictions with
indigenous economic interests and with host governments. Nationalistic
tendencies have often led to an anti-foreign investment bias, expropriations
of foreign-owned companies, to advocacy of quasi-socialistic development
plans and to espousal of nationally owned public sector enterprises or
Jjoint ventures where the foreigner holds a minority interest. These conflicting
cross currents have come at a time when the possibility for developing

an integrated world economy based on a more rational allocation of world
resources, which the multinational corporation is uniquely equipped to
bring about, run counter to the inward looking, essentially nationalistic
and statist biases of many less developed countries.

In fact the future role of multinational corporations in assisting the
development of the less developed world hinges on the possibility of
working out a modus vivendi between the companies and the national
governments which preserves enough autonomy and profitability for both
parties. The international company has played and can continue to play
an important part in their economic development if a favorable invest-
ment climate can be fostered.

Even among developed countries this ambivalence toward the international
company is an issue. In Canada where foreign capital (principally from

the United States) controls close to half of manufacturing industry and gener-
ates a substantial proportion of the nations's GNP, there has been active
controversy over what should be done to limit activities of foreign companies.
The issuance of the Gray Report in May 1972, which proposes to set up a
high-1evel review board to scrutinize foreign takeovers of Canadian enter-
prises and to veto those proposals it regards as contrary to the national
interest, is a case in point. In Japan, the policy is more clearly expressed.
It is to keep control of the economy in Japanese hands. In France, the
government has looked askance at the penetration of American companies

in advanced technology fields and in a number of cases has intervened

to prevent pending mergers. Even in the United Kingdom, one of the

major recipients of American capital, there have been rumblings over

foreign control and the need to preserve national sovereignty. The same

is true of Australia. The United States, too, has not been immune.

Recent experiences with the British Petroleum-Standard 0i1 of Ohio and

the Zout Organon, N.V.-International Salt Company mergers, which led

to intimations of antitrust actions by the Department of Justice (but

which were, however, never carried out), have stirred rumblings in Europe
over our real commitment to unhampered international investment in the

United States.

What the foregoing illustrations reveal is a general uncertainty and
uneasiness on the part of political authorities as they try to grapple
with, and adjust to, the fact of economic 1ife wrought by the growth of
international corporations. Thus, while there may be active controversy

~over the impact of the multinational corporation on the economies of the
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capital exporting and recipient countries, the political impact is unam-
biguous. In this arena, a whole rrange of proposals have been made --

from forcing joint ventures on new investors to outright exprorriation of
old ones -- in an attempt to exert political sovereignty over a field in-
creasingly revealing characteristics of economic internationalism. In a
number of countries, U.S. investments have been nationalized; in others,
proposals verging on confiscation have been approved by national parlia-
ments; and, in still others, disinvestment schemes are under consideration.
As indicated above, the anti-foreign investment climate is not confined to
the less-developed world; more subtle schemes to hamper the future growth
of foreign direct investment are under consideration in a number of
developed countries as well, with pressures arising from disaffected

labor in the investment-originating country and from political factors

on the side of the recipients.

It was to a certain extent inevitable that the rapid growth of the
multinational corporation in the last two decades should have evoked

the kinds of reactions that have been experienced in many countries. It
is equally clear that a modus operandi needs to be worked out between
investing and recipient countries in which new ground rules for future
investment are articulated and accepted. The conclusion that one is

led to from recent experience is that purely national solutions to invest-
ment disputes only serve to exacerbate rather than solve them. An inter-
national mechanism for setting conventions of conduct and for settling
investment disputes has been advocated by knowledgeable observers as a
way out of the presently developing impasse in this area. A number of
organizations already exist which can be utilized and expanded for these
purposes: The World Bank, the OECD, UNCTAD, and the GATT. Without the
requisite arrangements for balancing national and corporate objectives,
the unique contribution which international investment, and, in particular,
the multinational corporation, can make toward advancing world living
standards and building a worid economy would be jeopardized.

May 5, 1972
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Table 1

Direct Foreign Investment, Accumulated Assets,

by Major Countries, End 1966

(book value, in miliions of dollars)

Total

Countries Petroleum Min. & Smelt. Mfg. Other
(LbC) (LbC) (LbC) (Lbc) (Loc)
World 25,942 5,923 36,246 21,472 89,583
(11,892) (2,801) (8,047) (7,230) (29,970)
United States 16,264 4,135 22,050 12,113 54,462
(6,975) (1,827) (4,124) (3,915) (16,841)
United Kingdom 4,200 759 6,028 5,015¢/ 16,002
(2,167) (298) (1,471) (2,255) (6,184)
France d a a a 4,000b/
(670) (200)b/ (1,230)b/ a (2,100)
Germany 200 100 1,800 400 2,500
(65) (38) (645) (97) (845)
Sweden a a a a 793
a (65) (96) a (161)
Canada a 250b/ 2,988b/ a 3,238
a (202) (332) a (534)
Japan a a a a 1,000
(222) (71) (270) (33) (605)
Note: Italy, Holland, Switzerland, and Belgium data not available;

Australia total investment is $300 million.

a Not available.
b Estimate.
c
or LDC's
d
Source:

Compiled from OECD, DAC (68) 14, Annex C (April 23, 1968).

Inc]udin? agriculture of 1,022 (864 in the less-developed countries,

Total French o0il production estimated at 57.2 million tons in 1966.



U.S. DIRECT INVESTIENT ABROAD

TOTAL, ALL INDUSTRIES, millions of dollars

ALL AREAS
1960
1961
1962
1963
159Gy
19G5
1966
1967
1968
1969
1970

DEVELOPED COUNTRIES
1960
1961
1962
1963
1964
1965
1966
1967
1468
1969
1970

LESS DEVELOPLD COUNTRIES ~
1960
1961
1962
1963
1964
19G5
1966
1967
1968
1969
1970

BOOK
VALUE

31865
34684
371485
840736
4an€g0
40474
56799
52491
6u9eC3
7101¢
75090

18391
20979
22290
25539
22635
32312
36661
46570
L3599
47886
53111

13474
13705
14255
15CG97
15245
17162
12138
15421
214¢c4
23130
24979

EARITXIIGS

3546
3C15
L2335
452

5G71
5460
57¢C2
6o3n
7022
8123

c733

1675
1748
£co
2219
2503
2722
2781
2801
41cs
4629

1871
20C7
2236
2348
2562
2738
2921
3xe3
3676
1020
eicy

REINVESTED CAPITAL OUTFLOWS

EARNINGS

1254
1054
1128
1507
in3l
1542
1739
15238
2175
2604
2835

£45

663

758
1195
1659
1Cc74
1130
1143
1891
2135
2059

£09
331
549
312
372
458
552
35
cch
469
626

TOTAL

1624
1599
1654
1976
2328
3668
3C61
3137
3209
3254
4:03

1472
1145
1364
1471
1203
23535
3187
2263
1875
2129
3221

222
454
290
505
425
833
574
g74
1334
1125

1182

“a

TABLE 2

FOR.BOR.

n.a.
n.a.
n.a.
n.a.
n.a.
52
ans
278
785
631
373

nN.a.
‘Nede.
N.Qe.
nN.a.
N.2e.
N.Qe.
n.a.
N.a.
N.a.
Ne.de.

n'a.

N.2e
N.ae.
Nede
N.2.
N.a.
n.a.
N.Ae.
N.ae.
N.ae.
Nedle

Ne.Ae.

TOTAL DIRECT
INVEST.FLOWS

2048
2¢53
2082
233
3759
501¢
5400
4735
5334
5258
728

2317
lece
2122
25666
. 2962
37¢Ce
4367
3406
3356
L£264
52¢€0

631
cLS5
730
817
797

1301

1033

1329

2018

1554

200¢

Y
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Table 3

Growth of U.S. Direct Investments Abroad, by Area and Industry

1929 - 1970 a/

Amount in Billion “Percent of
Dollars Total
p/ 9
A1l Areas, Total . . . . . .. 7.5 11.8 78.1 100.0 100.0 100.0
Canada . . . .. ..... 2.0 3.6 22.8 26.7 30.5 29.2
Latin America . . . ... 3.5 4.6 14.7 46.7 39.0 18.8
Europe . . . . . . .. .. 1.4 1.7 24.5 18.7 144 34
Middle East & Africa . . . 0.1 1.0 5.1 1.3 8.5 6.5
Other areas . . . . ... 0.5 0.9 1.0 6.6 7.6 14.1
Developed Countries, Total . . n.a n.a. 53.1 n.a. n.a. 58.0
Less Dev. Countries, Total . . n.a. n.a. 21.4 n.a. n.a. 27.4
International, Unallocated . . n.a n.a. 3.6 n.a. n.a 4.6
A1l Industries, Total 7.5 11.8 78.1 100.0 100.0 100.0
Mining and Smelting 1.2 1.1 6.1 16.0 9.3 7.8
Petroleum . . . . .. ... 1.1 3.4 21.8 14,7 28.8 27.9
Manufacturing . . . . . . . 1.8 3.8 32.2 24,0 32.2 4.2
Other . . . . ... . ... 3.4 | 3.5 17.9 45.3 29.7 23.0
Notes: Detail may not add to totals because of rounding.

Source:

a/ Book value at yearend

g/

n.al

Provisional

Excludes Eastern Europe

Not Available

Survey of Current Business, passim
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Table 4

Capital Outflows Compared to Gross Domestic
Product for Selected Industrial Countries, 1968
(Millions of U.S. Dollars or Equivalents)

Capital Outflows, (Direct,
Gross Domestic Portfolio, Other Private

Product Investment Abroad) Percentaae

Canada $ 67,2090 $ 1,685 2.5%

United Kingdom 102,480 2,035 2.0%
Belgium 19,420 336 1.7%
France 127,202 2,762 2.2%
Someny 135,000 2,n62 1.5%
Italy 74,932 1,547 2.1%
Netherlands 25,248 709 2.8%
Japan 142,494 1,631 1.1%
Switzerland 16,899 696 4.1%
United States 860,200 7,386 n.9%

Source: International Monetary Fund. Balance of Payments Yearbook, Volumes
22 and 23 and International Financial Statistics, December 1971.
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An American Trade Unfon View
of International Trade and Investment

The subject of international trade and investment is, unfortunately,
as complex and confused, as it is important: Moreover, it is usually an
emotional i1ssue, too, because it involves terms and code-words that are
carried over, as in & religious ritual, from the English economists of
100-150 years ago. And it involves national interests, business interests
and workers' jobs, as well as international relationships.

Take the theory of comparative advantage -- the bedrock on which
the free trade concept rests., It is an elegantly logical theory. But
its reference points involve the production of such products as wine,
nails and lace, the industrial world of the early 1800s. The comparative
advantage of the Bordeaux region for the production of wine, I think, is
fairly clear. But that's hardly an issue in internmational trade and in-
vestment today, when technology is a key factor. For example, the theory
gives us little insight into the comparative advantage of Taiwan, for the
production of consumer electrical goods for the U.S. market, in the 1970s.

The theory assumes that international trade is arm's length trans-

actions between nationals of one country with nationals of another, in

markets that involve price, as well as product competition., This is also

89-126 O - 713 -8
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elegant, but it's not true. Governments have direct and indirect subsidies
for exports and barriers to imports -- Japan, in particular, but every
other important nation, as well, including, to a relatively small degree,
the U.S., too.

Moreover, as far as the U.S. goes, In the neighborhood of about 25%
of what the U.S. government reports as imorts and exports is composed of
closed-system, intra-corporate transactions between U.S.-based multi-national
companies and their foreign subsidiaries. Perhaps as much as an additional
25% is between the U.S.-based multi-nationals and their foreign licensees and
other foreign firms with whom they have patent and joint venture arrangements.
What do these realities of global intra-corporate tvansactions and technology-
transfers have to do with the theory of comparative advantage?

In addition, the theory assumes the complete mobility of workers, as
well as capital and management across international boundaries. I don't
believe that detailed comment is needed on such assumption.

So the theory serves no useful purpose for American policy makers
-- or the policy makers of any country -- in the 1970s. Yet this is what
one finds in the economics textbooks, in the newspapers and, frequently, in
the speeches of government spokesmen. It's hardly respectable, in most
academic and government circles in the U.S. -- or in most international
circles -- to question the theory of free trade. To do so, is cften con-
sidered bad taste or evidence of poor education. Nevertheless, in the real
world of current international economic relationships, the theory has little

relevance.
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Another difficulty is the ¢$§t of characters on this issve.
Obviously, there are those who find.}t most difficult to break with the
elegant theory. But more importantly, there are those, who use this basic
and increasingly obsolete article of liberal economic faith as a cover for
their vested interests. There is nothing wrong in openly.and directly
representing an interest group, but there is a considerable identity-crisis
or fraud among the cast of characters on this issue. Frequently, the name
and the face may be those of a prominent liberal academician or political
leader, who claims to be completely objective, while the voice is the
voice of a multi-national corporation, an international bank or a foreign
government.

So it's a complex and confused matter and sometimes emotional, as
well,

Let me try to present an outline of what we of the AFL-CIO have been
trylhg to explain,

The American econumy is in trouble in its international relation-
ships. The monetary aspects of this trouble -- on which most bankers and
economic theorists have concentrated their attention -- these monetary
aspects are largely the reflection of basic problems concerning production
and employment, merchandise exports and imports, American investment in
other countries and the transfer of American technology to foreign operations.
At stake are the American s{andard of living and whether the U.S. will

remain an industrial nation, with various types of industries and production.
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So the issue is not a labor and trade union problem, alone. It is
also a business and management problem., It is a national issue that in-
volves the nature of the national economy and American society.

The world economy has been changing considerably in the past 20
years. As part of that change, the American position in world trade has
been deteriorating rapidly since the early 1960s. Imports shot up, while the
rise of exports lagged far behind. Moreover, the U.S. position in world
trade deteriorated in composition, as well as in total volume -- the de-
terioration was concentrated in manufactured goods and components, including
new and sophisticated production.

This deterioration has resulted in the net loss of about 900,000 job
opportunities from 1966 to 1971. The situation is worsening in 1972 --
with the further loss of tens of thousands of additional job opportunities.
The industrial base of the American economy is being undermined and narrowed.

Merchandise fmports were $2.7 billion greater than exports in 1971
-- the first officially reported trade deficit since 1893. This trade
deficit jumped to a yearly rate of $7.2 billion in the first-half of 1972,
Many more jobs are being wiped out by the rising tide of imports than are
involved in lagging exports.

Between 1965 and 1970, there was the direct displacement of 122,500
Jobs in radio, TV and electronic component production, according to the in-
dustry association. Scores of thousands of additional jobs are being wiped

out in a rapidly spreading number of industries.
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Communities throughout the country are adversely affected. The loss
of industrial payrolls -- due to the deterioration of America's position in
world trade -- means the erosion of the tax base of many communities, as
well as the loss of potential retail sales for local merchants,

Substantial parts of entire industries or product-lines are being
displaced. These adverse impacts are hitting relatively new and sophisticated
product-lines, as well as older industries.

Suddenly, during the course of the 1960s, the U.S, became a net importer
of a growing, wide variety of products -- including steel, consumer electrical
goods, autos, trucks and parts, as well as clothing, textiles, footwear and
glass. Even in such goods in which the U.S. remains a net exporter, such
as construction and mining machinery, the U.S. share of world exports de;
clined in the 1960s, the U.S. position deteriorated.

Many imports, of course, do not compete with American products.

Some imports are obviously essential for U.S. production. Some other im-
ports are important to provide diversity for the American standard of
living., But the sharp rise of imports, in recent years,has been over-
whelmingly in goods that are directly comparablie to U.S. made products.

During the 1950s, trade experts told us that sbout 30% to 40% of im-
ports were comparable to American products. But, in 1966, according to the
U.S. Department of Labor, approximately 74X of imports were comparable with
U.S.-produced goods, while 13X were not produced here and 13X were in short

supply in the U.S. at that time.
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It is reasonable to assume that about three-quarters of imports into
the U.S., at present, are comparable to U.S.-produced goods. So, during
the past two decades, while the volume of imports skyrocketed, the percentage
of these imports, that is comparable to U.S.-produced goods, approximately
" doubled. The obvious result of this compound deterioration has been ihe
substantial displacement of U.S. production and employment.

This deterioration has been located essentially in manufactured goods.
Imports of manufactured products more than quadrupled between 1960 and 1971
-~ from $6.9 billion to $30.4 billion. In the first-half of 1972, manu-
factured imports soared to a yearly rate of $37 billion -- more than five
times greater than in 1960. And the September 1972 issue of Fortune magazine
points out that "the bulk of U.S. imports of manufactured goods today
compete head-on with American goods."”

The deterioration can also be seen in the following: 1In 1960, U.S.
exports of manufactured goods were close to twice as great as manufactured
imports. However, by the first-half of 1972, imports of manufactured goods
were at a yearly rate of $3.4 billion greater than manufactured exports.
And the actual gap is undoubtedly greater, in terms of impact on the American
economy, because the Commerce Department's figurés on imports are under-
stated, since they are the foreign port value of the products, rather than
their value at the U.S. port of entry, which includes the additional costs
of transportation and insurance.

Estimates indicate that, in 1971, imports were about 15X of steel

sales in U.S.; approximately 20X of the U.S. auto market; something like 35%
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of TV sets; over 60% of phonobraphs; more than 90% of radios and tape
recorders; nearly 60% of sewing machines and calculating machines; 80% of
electronic microscopes; about 35% or more of shoes. Baseball is an American
game, but about 90% of baseball mitts, sold in the U.S., are imports.

Similarly, large proportions of U.S. production of other industries
are being displaced -- such as typewriters and shirts, industrial equipment
and knit goods, pianos and tires, work clothes and glass.

It's not only finished products. It is also components. Look at a
U.S. made TV set, for example, if you can find one -- and many of its com-
ponents are imported.

This process, which displaces U.S. production and employment, often
results in little, if any, price benefit to the consumer, who is also a
wage or salary earner. Imports are usually sold at the American price or
close to it. The mark-up on imports is almost always significantly greater
than on U.S. products. So the economy loses a growing part of its productive
base, workers lose their jobs, while the major benefits go to the profit
margins of the companies involved.

Moreover, the recent devaluation of the American dollar -- which was
loudly advertised as th§ solution to these problems -- has actually made a
small contribution to the continuing inflation that plagues the American

people. And the U.S. position in the world economy continues to get worse.
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Major Causes of the Deterioration

Some decline in America's economic position iﬁ the world was to be
expected in the early years, after World War II. This was the period in the
late 1940s and 1950s, when the war-ravaged economies of the other industrial
nations were reviving, with the assistance of American aid. But this decline
did not halt or taper off, by the end of the 1950s, when the other industrial
nations were back on their feet. Instead, it accelerated in speed and
widened in scope, during the course of the 1960s.

Temporary factors in the latter 1960s -- such as the rising U.S. price
level, the capital goods boom and the Vietnam war -- rggravated the deteriora-
tion, temporarily, but did not cause, it. The basic, under-lying causes of
the deterioration are to be found in the rapid changes in world economic
relationships, which are continuing at present -- retarding the expansion of
U.S. exports and spurring the very rapid rise of imports of an increasing
variety of products.

The major causes of this accelerated and widespread deterioration
are the following:

1. In the world of the 1960s and 1970s, nations manage their economies.
Other countries have direct and indirect subsidies for their exports plus
direct and indirect barriers to imports. The result is that foreign
products surge into the huge and still lucrative American market, while

U.S. experts are often blocked or their expansion is retarded.
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U.S. government policy, however, has not responded to these major
changes in the world economy. Instead, government policy has been based
on the 19th century theory of free trade and on world economic conditions
of the late 1940s and 1950s, which are hardly relevant in the 1970s.

2. The export of American technology has been reducing or eliminating
America's technology and productivity leadership in many industries and
product lines. U.S. firms have transferred American technology and know-
how to their foreign subsidiary plants, And there have been additional
technology transfers through patent agreements and licensing arrangements
of U.S. firms with foreign companies.

As a result, foreign plants, operating with American technology,
probably are as efficient or nearly as efficient as similar factories in
the U.S. But with wages and fringe benefits that frequently are 50 to 90
percent lower -- and longer working hours -- the unit-cost advantage can
be substantial. There may be the additional advantages of lower taxes and
operating in markets protected by foreign governments.

So while the pace of productivity ad¥ance in the American economy
in 1947-1971, shot up about 45% from the rate of advance in 1919-1947 --

a yearly rate of 3.2X per year in 1947-1971 as against 2.2% per year in the
previous 28 years -- the transfer of American technology and know-how con-
tributed substantially to the sharp advance of productivity in other countries,

particularly since the rise in those countrics started from a much lower level.
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One description of this process was indicated by Nathaniel Brenner,
Director of Marketing, Coates and Weller Corp., in an article in the Chemical
and Engineering News. He wrote:

"For many years our advanced products enabled us to compete in inter-
national markets despite high prices (and high wage rates).

"What has happened in the 1960's and continues is that American cor-
porations, via licensing agreements, foreign plant construction, and other
multi-national arrangements, have given away for a very small portion of
real cost and value, this advanced technology and with it, the jobs it
created. When a multi-national corporation licenses a product abroad, it
gives away the technology created by Americans educated at public expense,
and the American jobs which produce that product, for the 5 or 10% profit
represented by the license fee or return on invested capital. Result -- the
American worker loses a job, the U.S. loses an export product and becomes
an importer of that product, but the corporation still nets 5 or 10%.

Result -- unemployment plus balance of payments problems. Naturally, the
foreign producer can sell for less -- he hasn't had to invest in the
education, the RED, or the wages which support the American System."

One example of technology-transfers can be seen in the following
items of U.S. technology that have been licensed by General Electric to
Japanese firms -- from a list of 84 separate licensing agreements: Carrier
System Microwave device; torpedo; a new type of radar; an M-61 Vulcan type
of 20 mm machine cannon for defense aircraft; gun sight for F-4E jet fighter;

technologies pertaining to the hull of space ships, communications systems
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of space ships and other controlling mechanisms for space ships; nuclear

fuel energy; aircraft gyro compass system, and boilers for nuclear power

reactors. These involve some of the most sophisticated types of industrial
products -- including defense-related items.

There probably are thousands of additional examples of direct
technology transfers through the operations of foreign subsidiaries of U.S.
companies and additional thousands of such transfers through patent and
iicense agreements and other joint-venture arrangements of U.S. companies
with firms in other countries.

3. Sharply rising investments of U.S. companies in foreign sub-
sidiaries have been key factors in the export of American technology, the
displacement of U.S. production and loss of American jobs,

Direct investments of U.S. firms in foreign facilities shot up from
$3.8 billion in 1960 to $14.8 billion in 197i. The book value of such in-
vestments in foreign facilities rose from almost $32 billion in 1960 to
more than $78 billion in 1971,

Although an estimated 25,000 foreign affiliates are controlled by
about 3,500 U.S. corporations, the bulk of thése foreign operations is
highly concentrated among the corporate giants. Prof. Peggy Musgrave of
Northeastern University reports that, in 1966, "over 80 percent of taxable
income which U.S. corporations received from foreign sources... went to
430 corborations with asset size in excess of $250 million."

The Chase Manhattan Bank's newsletter reported last year that "foreign
sales of U.S, affiliates in manufacturing alone totalled almost $60 billion

in 1968 and are estimated at between $70 and $75 billion in 1970."
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The sales of U.S. foreign affiliates in manufacturing, therefore,
have been more than twice the volume of exports of manufactured goods from
the U.S. in recent years. Some of these shipments have been to the U.S.,
where the goods and components are sold in direct competition with U.S.-made
products. Another portion of these sales is in foreign markets, often in
competition with U.S. exports.

Mr. Stddart Perkins, president of Volkswagen of America stated: “The
Americans exported their industry, where other countries exported their
products.”

This process, which displaces U.S. production and employment, is en-
couraged and subsidized by the U.S. government. The deferral of federal
income taxes on varuings of foreign subsidiaries until the profits are
repatriated and the full crediting of foreign tax payments against the U.S.
income tax liability -- both of these tax devices amount to about $3.3 billicn
per year, according to Prof. Musgrave. That's not small potatoes,

Prof. Musgrave points out: "It should be recognized that the economic
and political effects of maintaining a share of foreign markets via foreign
production are very different from doing so via domestic production and
export. The principal difference lies in the effects on labor productivity
and shares in national income. Foreign investment may enhance the private
profitability of U.S. capital, but it is likely to reduce the real wage to
U.S. labor as well as the Government's tax share in the profits.”

4. The mushrooming growth of multinational corporations, msst of
them U.S.-based, is a new factor in the accelerating deterioration of the

American position in the world economy.
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Multi-national companies attempt to use a systems approach to global
production, distribution and sales, which are spread through plants, offices,
warehouses, sales agencies and other facilities in as many as 40 or more
countries. Such companies can and do juggle the production, distribution
and sales of components and finished products across national boundaries and
oceans, based on the decisions of the top executives for the companies’'private
advantage. They can and do transfer currencies across national boundaries,often
beyond the reach of the central banks of nations.

A U.S.-based multi-national corporation can produce components in
widely separated plants in Korea, Taiwan and the United States, assemble
the product in a plant on the Mexican side of the border and sell the goods
in the United States at American prices -- perhaps with a U.S.-brand name.

Or the goods produced in foreign subsidiary plants are sold in foreign
markets, in competition with U.S.-made products.

The complex operations of multi-nationals -- with the aid of advertis-
ing techniques -- have utterly confused the picture of the national origin
of products. Ford's Pinto has been heralded as the U.S. answer to imported
small cars.\for example., But major parts of the Pinto are imported.

The complexity of multi-national corporate operations and their dis-
placement of U.S. production and employment also can be seen in the agreement
between the Chrysler Corporation of the U.S.and the Mitsubishi Motor Corp-
oration of Japan.

. Chrysler will buy an interest in Mitsubishi Motor Corp. of Japan.
The Chrysler sales agency set-up in the United States is distributing the
Dodge Colt -- an American brand-name compact, imported from Japan and produced
by Nitsubishi, ™itsubishi, in turn, will sell in Japan the Plymouth Valiant

-- produced by the Chrysler subsidiaxy in Australig,
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The potential benefits of this deal to the Chyrsler and Mitsubishi
executives and stockholders are rather obvious. However, the result is the
displacement of U.S. auto production, and with it, auto parts and assembly,
as well as steel, glass, and tires, Moreover, the deal will also probably
tend to result in the loss of U.S.-produced replacements of tires and parts.

What may be a rational decision for a U.S.-based multi-national company

may be harmful to the American economy.

Mushrooming Foreign Investment Is Different

From Domestic Shifts In Industry Location

The global mushrooming of foreign investments of American firms
is far different from the development of national companies, within the
the U.S., in the latter 19th and early 20th centuries. It is far different
from the shifts of industry location within the borders of the U.S.

The multi-national movement is not from a base in the industrial
North and Midwest to other parts of the country, where U.S. laws apply,
within reach of the Congress and federal courts. This is a movement to
subsidiaries in other countries, with different laws and institutions, in-
cluding different labor and social standards.

Within the confines of U.S. national frontiers, the spread of large
national corporations was met gradually by institutionmal responses,such
as the growth of national trade unions, and by government regulations,
standards and controls. In the case of multi-national corporate operations,
there is no common international culture or legal structure. There is hardly
even an international framework for the rapid development of international

social controls and regulations,
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In addition, the closed-system, global intra-corporate transactions
of multi-nationals are surely not trade, in the sense of arm's length
transactions between the nationsls of one country with another. They are
not quite competitive. And they are not quite foreign. Yet they are
entered in the U.S. government's economic accounts as merchandise exports

and imports.

Some Major Effects of the Deterioration
If the deterioration of the U.S. position in world trade is permitted

to continue through the 1970s, the consequences could be widespread and
far-reaching for American society.

For example, with the U.S. record of failing to adjust adequately
to the rapid displacement of labor from agriculture and coal mining in the
1950s and 1960s -- witness the urban problem and the depressed Appalachia
region -~ what will be the consequences of the continuing, rapid displace-
ment of production and employment, by imports, in a growing and widespread
number of industries and comsunities?

In addition, what are the long-run implications for American society
of an economy with a narrowing production-base, increasingly dependent on
imported industrial goods and even some services and whose income is largely
derived from foreign investments and a variety of services? What kind of
economy and society would that be?

American workers, in particular -- and the American people, generally

PR

-- cannot afford to dodge these fundamental issues.
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The continued deterioration of the U.S. position in the world economy
will probably have an adverse impact on the future advance of productivity
in America. And, as Prof. Musgrave indicates, the foreign investments of
U.S. capital -- with technology-transfers and displacement of U.S. manu-
factured production -- are "likely to reduce the real wage to U.S. labor
as well as the Government's tax share in the profits,” while they "may
enhance the private profitability of U.S. capital.”

In addition to these different impacts on labor and on the firms en-
gaged in foreign manufacturing investments and in imports, there is also the
issue of mobility. The adverse impacts of the deterioration of the U.S.
position in world trade sre much greater and tougher on workers than on
capital, although there are adverse impacts, as well, on local businesses
in hard-hit communities and on the communities, themselve:. ?

Capital is mobile. Investments can be moved out of one business
to another. They can be moved from one part of the country to another or
to other countrics, |

Workers are less mobile than capital, and communities are not mobile,
at all. Labor is not an automatically interchangeable economic resource or
statistic, as some economists seem to believe. A displaced shoe worker in
Maine does not automatically become a clerical worker in New York or even
in Portland. With good fortune, the son of a displaced electronics production
worker in Chicago may eventually become a computer programmer in the San

Francisco area. But the displaced worker probably will be unemployed for
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many months and probably'will wind up with a job at lesser skill and pay,
if he is fortunate enough to find a job.

Unfortunately, international trade experts -- in government agencies,
business and the universities -- usually show little interest and much less
knowledge about the labor and social impacts of developments in international
trade and investment. As a result, so very little is known, in detail,
about the employment impacts and other consequences for workers and communities.

In a statement to the Congressional Joint Economic Committee, the
then Secretary of Labor, Dr. George Shultz, presented a rough estimate of
the employment impact of imports. He reported that "about 1.8 million jobs
in 1966 would have been required to produce the equivalent value of the
74% of imports that were competitive with U.S.-made products.” Dr. Shultz
later updated these estimates, in a statement to the Ways and Means
Committee of the House of Representatives: "In 1969, if we had attempted
to produce domestically goods equivalert in value to such imports, the
Bureau of Labor Statistics has estimated that we would have needed 2.5
million additional workers..."

These estimates reveal the loss of aLout 700,000 job opportunities
in the three years, 1966-1969, due to the sharp rise of those imports that
displace U.S. products. During the same three-year period, the Bureau of
Labor Statistics estimates that the number of jobs attributable to
merchandise exports -- including jobs in agriculture, the services and

transportation -- increased only 200,000.

89-1260-73-8
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In combination, these rough estimates indicate the net loss of
approximately 500,000 job opportunities in 1966-1969.

The extension of this methodology through the year, 1971, by the
AFL-CIO Research Department, indicates the net loss of about 900,000 employ-
ment opportunities in the five years, 1966-1971. The further deterioration
in 1972 has undoubtedly meant additional net. losses of job opportunities,
bringing the total to approximately one million in the period from 1966 to 1972.

Although anything like a full picture of the direct displacement of
production and employment, due to the deterioration of the U.S. position
in world trade, is lacking, newspaper reports indicate the widespread nature
of direct displacements. In March, 1970, for example, The Wall Street Journal
reported that Zenith Radio Corporation, in the process of completing a
large plant in Taiwan, had said it would "reduce its workforce by about 3,000
jobs this year, and more than one-third of those laid off will be blacks."

Paul Jennings, president of the International Union of Electrical
Workers, reported to the Joint Economic Committee of Comgress on July 28,
1970: "Last year, Westinghouse closed its Edison, N.J., TV plant and
transferred production to one of its Canadian affiliates as well as to
Japanese firms. It imports sets now for distribution under its own label...
Emerson Radio and Phono division of National Union Electric also discontinued
production of TV sets, closing down its Jersey City, N.J., plant, and trans-
ferring production to Admiral, which, in turn, transferred production of major
TV product lines to Taiwan. Warwick Electronics transferred production from

its Arkansas and Illinois plants to its Mexican facility...



77
- 19 -

"About a year ago, General Instrument Corp. transferred TV tuner
and other component production to its Taiwan and Portuguese plants, shutting
down two New England plants and most of a third. Between 3,000 and 4,000
workers were permanently laid off... A few months ago, Motorola shut down
its picture tube plant, selling its machinery and equipment to a General
Telephone and Electronics subsidiary in Hong Kong."

An article on the electronics industry in The New York Times of
September 19, 1971, stated:

"The Electronic Industries Association estimates that there has been
an absolute loss of 30,000 jobs in radio and TV set manufacturing, or 18.6
per cent down from the peak in the years between 1965 through 1970. To
this should be added 92,500 jobs in the manufacture of electronic components,
down 22.6 per cent.”

The article also reported:

"Mr. Reavey, vice president of Motorola, believes that the next step
will be a race for big manufacturing facilities in Mexico with low wages,
favorable taxes and reduced shipping costs. ﬁe set 1973 as the target date
for major expansion there."

These are merely a few random examples of reports on the rapid,direct
displacement of U.S. production and employment that is spreading across the
American landscape -- throwing scores of thousands of American workers out
of jobs, wiping out large segments of American product-lines, narrowing
the nation's industrial base and adversely affecting many communities in

different parts of the country.
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Even, under the best conditions, there usually are some adverse employ-
ment-impacts from international trade and investment. But, under such con-
ditions, the general benefits are far greater than the specific difficulties;
the number of people, adversely affected, is relatively few. the troubles‘are
localized, and the speed of troublesome changes is slow. Such process is |
susceptible to social and economic adjustment, if the government provides
adequate assistance,

From the viewpoint of American workers and trade unionists, such policy
would have made sense, under the conditions of the 1950s and early 1960s. It
was organized labor that proposed an adjustment-assistance program in the
mid-1950s and insisted that such program be included in the Trade Expansion
Act of 1962; after it was enacted, in somewhat mutilated form, and the
authorities failed to provide any assistance, it was the AFL-CIO that sought
to make it workable and effective .

However, within a few years after the early 1960s, the whole picture
changed. The speed of change accelerated sharply, involving the rapid dis-
placement of U.S. production and the loss of scores of thousands of jobs each
year. The adverse impacts became widespread -- through most parts of the
country and in a spreading variety of product-lines, including advanced
technology and sophisticated production. The accelerated speed and rapid
spread of adverse impacts, since the early 1960s, drasiically changed the
nature of the problem. Under these conditions, adjustment assistance can
no longer be viewed as an important policy mechanism.

There are other adverse impacts on workers in addition to job losses.
Imports are sometimes encouraged as a supposed "discipline" on prices.
However, the American consumer,.who i; overwhelmingly a wage and salary

earner, often receives little if any benefit -- the imports are fre-

quently sold at the American price, with substantially widened profit
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margins to the importer. Or the price differential to the consumer is
relatively small and the profit margin widens. So, frequently, the process
results in the displacement of U.S. production and employment, while the con;
sumer receives little, if any, benefit., The major benefit goes to the profit
margin.

The "discipline” of imports is sometimes most effectively directed
at workers' wages and fringe benefits and at the unions' ability to
negotiate improvements. For example, the copper imports of major U.S. cor-
porations. in 1967 and 1968, contributed to prolonging the strike of American
copper workers.

Moreover, it is false to claim that expanding imports of manufactured

goods, which displace U.S. products, somehow are always of benefit to

.American consumers, in the form of lower prices. There is little, if any,

effective price competition in many major domestic markets, which are
dominated by key, price-leading corporations, frequently U.S.-based multi-
nationals. For example, the auto companies increased their prices on
their 1971 models, despite a surge of auto imports. And shoe prices rose
36% between 1960 and 1970 -- faster than the 31% increase in the Consumer
Price Index, as a whole -- while shoe imports mounted, displacing tens of
thousands of job opportunities in American shoe plants and spreading dis-
tress in numerous comﬁunities.

The rapid and widespread deterioration of the American position in
the world economy is undermining and narrowing America's industrial base,
with the potential of far-reaching adverse impacts, in the period ahead,

if it is permitted to continue. American society canmot prosper in the
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long-run -- not even most of the businesses that may enjoy a short-run
advantage -- if the national ebonomy becomes dominated by hamburger stands,
motels, importers, international banks and similar activities,without the

broad base of diverse and varied industries and production.

The Need For Workable Remedies

Unfortunately, the U.S. government has failed, thus far, to develop
and put into effect a set of policies that can halt the continuing deter-
ioration.

The recent emphasis on changes in international monetary relation-
ships and machinery,in itself,cannot possibly solve the problem,

The overdue action in late 1971 and early 1972, to bring about an
increase in the value of major foreign currencies, such as the Japanese
yen and German mark, in relation to the American dollar, can have only un-
certain, uneven and essentially temporary effects on the U.S. position in
world trade. The actual impacts, if any, will differ from one product to
another; they will depend on the degree of changes among the world's
currencies in relation to the dollar, the extent of offsets to such changes
by foreign governments and the amount of time it takes multi-national
companies to adjust to the changes in currency values. The much-needed
improvement of the international monetary mechanism --to replace the machinery
established towards the end of World War II -- cannot possibly be viewed as
a major solution to the export of American technology, capital and jobs

and to the accompanying deterioration of the U.S. position in world trade.
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Moreover, a continued process of devaluing the American dollar would
tend to increase the price level and thereby would threaten to undermine the
American standard of living. Yet it does not offer assurance that the de-
terioration of America's position in international economic relationships
would be halted.

In the setting of the world economy of the 1970s, there is an urgent
need for the U.S. government to face up to the realities of managed national
economies, technology-transfers, American business investments in foreign
manufacturing subsidiaries and the operations of multi-national companies and
international banks.

Ideally, major parts of the solution to the causes of America's
deteriorating position in the world economy probably are in the international
arena, through international regulation of trade and investment. But there
isn't even an {nternational organization, at present, to develop and im-
plement regulation of the operations of the multi-nationals., Moreover,
there is no international law on the operations of multi-nationals, even
for the protection of the multi-nationals, which have their own variety of
problems.

On merely one aspect of international action -- the development of

international fair labor standards in world 'trade -- organized labor has
been urgihg the development of an international policy and international
machinery for well over a decade. There are, as yet, not even any be-

ginnings in this area,
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Trade union coordination, among unions representing workers in the
different plants and countries of multi-nationals -- by the unions directly
or through the International Trade Secretariats -- holds forth a potential
promise. Realistically, however, this valuable potential, which will un-
doubtedly expand as experience develops, has its limitations -- the degree
to which collective bargaining can effect the basic operations of multi-
national companies and the inherent limitations of coordinating collective
bargaining among unions in different countries, with different labor relations
systems and practices.

The world is still a world of nation-states. International action,
in the future, will require policies of national governments. And, at présent,
there is the need for U.S. government policies to deal with the realities of
the world economy, which are considerably different from the 1930's or even
the 1950s.

U.S. Rep. James Burke of Massachusetts, and Sen. Vance Hartke of
Indiana have introduced the Foreign Trade and }nvestment Act of 1972, which
is aimed specifically at dealing with the basic causes of America's deteriora-
ting position in the world economy.

The bill, for example, would remove the tax subsidies and other in-
centives that encourage U.S. companies to establish foreign subsidiary
operations. It would provide government regulation of the export of American
technology and capital -- not elimination, but regulation and restraint.

It would also set hp a "sliding door" limitation on most imports,
except those that are not produced here or are in short supply. These limita-

tions would be related to the level of American production -- annual import
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quotas, based on the numbér of items imported into the U.S. in 1965-1969, as
a percentage of U.S. output. In that way, imports would be guaranteed a
share of the American market and would be permitted to increase as U.S. pro-
duction rises.

This bill represents a pragmatic and moderate American response to the
realities of the world economy, today -- a world that is far removed from
the textbook theories of comparative advantage, free trade versus protectionism
and free competition across national boundary lines.

The bill attempts to deal with the specific causes of America's troubles
in the world economy -- troubles that will not go away and will not be solved
by gimmicks, band-aids or peripheral actions. Moreover, America's problems
in the world economy will probably get worse in the coming decade -- par-
ticularly, if the forecast of a serious energy shortage comes to pass --
unless there is a basic change in U.S. government policy. If existing
difficulties are not solved, in a practical and workable way in the near
future, they will mount in magnitude and scope in the cbming years -- and
will probably provoke extremist proposals and actions.

The Burke-Hartke bill's restraints on imports and on the outflows of
technology and capital are tailored to meet America's needs in a world of
managed national economies, technology-transfers and multinational cor-
porations. The bill represents a practical way of dealing with a serious

economic and social problem.
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We, of the AFL-CIO, seek a strong and growing American economy that
is an integral part of a strong and growing world economy. We are not
isolationists. We are convinced that the practical alternative to senseless
cconomic isolationism is the adoption of realistic government policies to
meet America's needs in the world economy of the 1970s.

Moreover, a depressed American economy would not merely depress the
condition of American workers and American business. It would also depress
the economies of the rest of the world., A prosperous America, as a huge and
lucrative market, is essential for the prosperity of the nations with whom
we have continuing economic relationships. One of the things that is needed
for a prosperous America is updated, modernized policies to deal with the
realities of international trade and investment.

Opponents of the AFL-CIO's views usually have failed to present con-
structive alternatives. Some thoughtful critics may not agree entirely with
all of the remedies we are proposing, but, I think, on reflection, they
would agree that the AFL-CIO is placing the focus of public attention, in
a practical and reasonable way, on a serious problem. And that problem is
a serious one for American society as a whole, not for American workers
and trade unions, alone. The long-run health and prosperity of American
business and American workers -- and all Americans -- are linked together in
the need to strengthen the position of the American economy, at home, as part

of the world economy of our time.
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THE BENCFITS AND PROBLEMS OF MULTINATIONAL CORPORATIONS

Submission to the Senate Finance Committee
Subcommittee on International Trade*

INTRODUCTTON

The multinational company, however defined, has come to
symbolize many fundamental changes occurring in business and
finance throughout the world. The entity is sometimes credited--
and more often blamed--for changes whieh would have happened
whether or not the multinational firm had existed.

The early years of this century saw establishment of many
of today's best-known multinational business firms. There are
really only two major qualitatively new ingredients since World
War II. The first might be called the internationalization of
management systems. This development is a logical outgrowth of

the technological advances in communications and transportation.

*This paper was prepared in response to the invitation of the
Subcommittee on International Trade for submissions on the key
issues raised by the activities of multinational corporations.

The Center for Multinational Studies is affiliated with the
International Economic Policy Association, a nonprofit research
group based in Washington., It was created to research the issues
involving, and publish factual information about, the multinational
corporation and its impact on the U.S. and world economies. While
the Center works with both academic scholars and business executives,
the Center alone is responsible for the facts and opinions presented
herein,
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For example, the collection and use of market data on a global

basis permits swift and informed investment decisions. The second
new ingredient is internationalized production, especially in
manufacturing industries, necessitated by the growth of international
markets and made feasible by the technological and management
revolutions.

Pages of argumentation can be devoted to the problem of -
defining a multinational company. For working purposes, a satis-
factory definition considers a firm "multinational" when it maintains
major production facilities in two or more countries outside its
country of principal incorporation, and which derives a significant
proportion of its total income from international operations,

It probably does not make much difference whether such business
entities are termed‘"internatiﬁnal," "transnational," or
"multinational."

ADVANTAGES AND BENEFITS

The principal benefits of multinationalism fall under the
"heading of "expanded markets." 1In a sense, by expanding and linking
international markets in thg modern world, the multinational corpo-

ration helps do for the global economy what the limited liability
company did for the development of national markets in the nineteenth
century by pooling capital and applying technology. Internatjonal
trade has increased dramatically since World War II, but the develop-
ment and servicing of growing international markets continues to be

handicapped by tariff and nontariff barriers to trade. Foreign
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exchange restrictions and differentials in various factors of
production and transportation are also influential. Because of its
inherent flexibility and management skills, the multinational firm
has often been able to surmount such problems and thus expand into
foreign markets. A classical case in point is the upsurge of U.,S.
direct investment in the countries of the Common Market to enable
U.S. companies to operate from within instead of outside the common
external tariff. U,S. direct investments abroad rose from a book
value of $32 billion in 1960 to over $86 billion in 1971. Approxi-
mately 30 percent of this investment is in Western Europe, another
30 percent in Canada, 20 percent in Latin America, and the remaining
20 percent in the Middle East, Africa, Japan and elsewhere.

The Balance of Payments

As explained in Annex I of this paper, U.S. direct foreign
investment--which in large part, although not entirely, is made by
multinational firms--has had a positive effect on the capital and

income account cumulatively and annually. It is not always recognized

_that this is the case, for U.S. balance of payments difficulties are

often attributed, incorrectly, to foreign investment outflows. The
accompanying chartl/ speaks for itself. It should also be noted that
for every year following World War II until 1971, the American private
sector--including trade, tourism, and all forms of investment and

private capital transactions--netted a surplus. The deficits were

1/ Reprinted with permission from The International Economic
Policy Association's The United States Balance of Payments: From
Crisis to Controversy, Washington, 1972.
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created entirely in the government or public sector accounts, that
is, for military expenditures and foreign aid grants and long-term
government lending. ¥ In 1971, U.S. direct foreign investment
produced a net suéplus of income and royalties over and above outflows
of $4.7 billion. The cumulative net total was $21.8 billion from
1965 to 1971. Conservative estimates show a substantial further
increase in the years ahead.

Trade

Precise measurements of the balance of trade effects of multi-
national corporations are difficult; nevertheless, based on reasonable
assumptions, as explained further in Annex I, foreign affiliates of
U.S. manufacturing firms can be easily credited with a total surplus
of between $4 and $5 billion, aftor adjusting for the special U.S.-
Canadian Automobile Agreement. Studies recently released by the
Commerce Department tend to validate the foregoing aggregate estimate
by showing for a sample 298 companies a 1970 surplus of $2.3 billion
in total exports to their foreign affiliates as opposed to imports
from them.g/ Vhen petroleum and other extractive industries--obviously
large (and essential) net impoyters--are excluded from the sample, its

trade surplus rises to $3.2 billion., The figure for all affiliates

would be substantially higher.

2/ See The United States Balance of Payments, cited, Appendix B for

details.

3/ U.S. Department of Commerce Speciul Survey of U,S. Multi-
national Companies, 1970, Washington, D,C,, November 1972. The

companies surveyed accounted for 66 percent of total sales by foreign
affiliates of American firms.
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Combining the net surplus on investment with the net trade
surplus of the multinational companies yields a net positive
contribution by MNC's to the U.S. balance of payments of between
$8 and $9 billion dollars.

Effects on Employment and Production

Although, as discussed in Annex II, there may be some adverse
employment effects on a spot basis, there is ample evidence that
multinationals have increaséd their domestic U.S. employment at a
substantially greater rate than total U.S. private employment., The
extent to which any domestic jobs have been displaced or "exported,"
as some labor spokesmen allege, depends on how much of the expanded
production abroad might have been carried on successfully in the U,S,,
given foreign éariffs, import controls, transportation costs and other
factors. Most studies published to date indicate that little, if any,
of the production could have been performed in the U.S. on competitive .
terms, But even assuming that some could have been retained, the
evidence is that U,S, multinational companies create even more American
jobs, not only in production related to exports to overseas affiliates,
but also in managerial, scientific, technical and service positions--
which tend to be higher paid with higher skills.ﬂ/ While difficult to
quantify, there is little doubt that the ability of multinational firms
to expand and to service foreign markets stimulates the U.S. economy
and employment , especially in the skilled categories, and in the

practical use of research, technology, and development.

4/ For some detailed estimates and an analysis of the
methodological problems, see¢ Job Displacement and the Multinational

Firm: A Methodological Review, Robert G. Hawkins, Center for
Multinational Studies, Occasional Paper No. 3, June 1972.

89-126 0-13 -1
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Do the MNC's foreign affiliates displace domestic production
through imports to the U.S.? In the last year for which complete
figures are available (1968), 78 percent of the overseas production
by manufacturing affiliates was sold in the country of production, 14
percent went to third countries, and only eight percent was sold in
the United States. U.S. sales of transportation equipment by American
manufacturing affiliates in Canada are a special case because of the

U.S. -Canadian Automobile Agreement. If these are excluded, less than

-$2.5 billion was imported into the U.S. by Aﬁerican manufacturing

affiliates throughout the world in that year. If Canada<-is omitted
from the analysis entirely, the total was less than $1 billion.

One of the lesser understood aspects concerns the "demand-pull"
effect which foreign direct investment exerts on American exports. If
foreign production dispiaces U.S. production, as some critics claim,

a drop in U,S. exports should be expected. But at least one U,S,
corporation, in researching its own history, found the opposite to be
true. Union Carbide found that its exports expanded proportionately toz
its own foreign investment. The corporation found that fully 57 percent’
of its exports in 1970 werelsent to its own foreign affiliates. Many of
these exports were intermediate products which would probably have been
bought elsewhere had Union Carbide not owned the affiliates. The corpo-
ration found, additionally, that exports to éreas where Carbide has
manufacturing facilities are at a higher level and grow as fast or
faster than exports to areas where it has no plants or direct invest-

3/
ment.

5/ Union Carbide's International Investment Benefits the U.S.
Economy, October 1972, pp. 2, 28, and Chart 1.
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A survey by Business International explored this same question
for a sample of 125 American manufacturers. It also found a direct
correlation between the intensity of foreign investment by these
companies and the growth rates of their exports and domestic employ-
ment. For exémple, the exports of Caterpillar Tractor rose substantially
in four major markets after local manufacturing was initiated, the
actual growth rate exceeding any reasonable projection that might have
been made on the basis of pre-investment export performance.g/

Aggregate figures from the Commerce Department also show that .he
export performance and domestic employment growth in industries
characterized by heavy foreign investment has been better than those
with light foreign investment. Even though foreign production and
employment has also grown--and in some cases even more rapidly than at
home-~there has certainly been no aggregate displacement in the "heavy"
foreign investment industries.l/ The question of the adjustment burden
in meeting whatever displacement effect there may be in individual
cases is addressed below. |

Advantages to the U,S, Economy

The economy of scale that accrues to multinational c- mpanies from

regional and eontinental efficiency tends to result in cheaper

6/ Business International Corporation, The Effects eof U,S.

Corporate Foreign Investment 1960-1970, Special Research Study, New'York,
November 1972, .

7/ A detailed comparison (by three-digit SIC industries) is
contained in Robert G. Hawkins' U.S, Multinational Investment in Manu-

facturing and .Dpomestic Economic Performance, Center for Multinational
Studies, Occasional Paper No, 1, Washington, D.C,, 1972,

t
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domestically produced goods which benefits consumers. Higher income
to stockholders from repatriated earnings, license fees, and royal-
ties also tend to increase real purchasing power in the U.S. To the
extent that there is a shift of employment from labor intensive to
capital intensive and higher paid employment, there is a benefit to
workers as well,

Access to Raw Materials

U.S. multinational firms help to assure the U,S. economy access,
on a commercially viable basis, to vital industrial raw materials--
including petroleum and other energy resources. As the demand for
energy increases dramatically over the next few years, access to
clieap and reliable supplies of fossil fuel will be even more important.
Estimates of the trade deficit for fuel imports range from $20 to $30
billion annually by the early 1980's, The Secretary of the Interior
projects a $32 billion (in 1970 prices) gap Letween domestic metal and
fuel consumption and production by the year 1985.§/ To avoid crippling
cost increases in the domestic price structure, or vulnerability to
supply shortages, American firms must have assured access to the
rubber, bauxite, fibers, etc., involved. This function of locating,
developing and importing - : distinct from the manufacturing and
marketing role of the MNC's; for here the MNC acts in the broad sense

as a "purchasing agent" for the economy as a whole and to that extent

deals with an increasingly critical national problem.

8/ First Report Under the Mining and Minerals Policy Act of 1970,
Government Printing Office, Washington, March 1972,



96

Political Advantages

Fofeign investment and multinational operations are, of course,
multidirectional, and a case can be made ;hat the interpenetration of
national economies by foreign firms, on mutually beneficial terms, tends
to create a reinforcing of interests in rooperative rather than antago-
nistic international economic behavior. The point has been made, for
example, that the investment by the oil-producing couqtries in down-
stream production and marketing operations in the U,S, will create a
"peverse hostage" for the U,S, investment in production facilities in
those countries. A number of observers believe that the multinational
company's far-flung interests lead it to exert such influence as it may
have toward peaceful resolutions of international conflicts rather than
their exacerbation and that, in many cases, the institution serves a
conciliatory function, Rather than one-nation dominance over a set of
resources, techniques and markets, a system now exists whereby each
nation hosting or managing an MNC receives substantial quantifiable
benefits from the operation. These operations meld national economic
interest, however imperfectly, into a structure whose basic stability is
everybody's concern. When all nations gain even slightly from the success
of an institution, the probability of conflict is commensurately reduced.

Summary

The multinational companies are the most competitive sectors of‘ ,
the U.S. industrial economy and the cutting edge of American competitive-
ness in a world economy which is increasingly characterized by aggressive
foreign competitors gearing themselves to operate in transnational markets.
The U.S. multinationals have a significant positive effect on the balance
of payments, and on the balance of trade. They provide access to resources
and to markets, and tend to have a favorable qualitative impact on U.S.
employment. They also can exert a positive influence for international

cooperation.
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THE PROBLEMS _AND COSTS OF MULTINATIONAL FIRMS

The principal problem is posed by the MNCs' role as an agent
of the adjustment process which is required by continuously changing
patterns of international trade and investment. The speed with which
technology and managerial techniques can be transferred has cut
dramatically the lag between an innovation in a product or process
and its international application. The familiar problems of regional
or sectoral economic maladjustments have tended to become international
adjustment problems and concerns, as the world becomes increasingly
interdependent.

These developments would occur with or without the multinational
corporation, but that institution is both a response to these develop-~
ments and an agent which, in the process of responding, tends to ac-
celerate their effects. Thus specific product lines and facilities are
now rendered competitively obsolescent faster than in the past, and the
economic and social costs of responding to these shifts are more
concentrated over time and more readily apparent.

Effects on Labor

The allegation that "multinational companies export jobs" is not

factually correct, as shown by the numerous detailed studies of this

[

question which are discussed in Amnex II. In the relatively few

examples where domestic production lines have been closed down and

reopened abroad, such as in some electronic industries, a case can usually

be made that the production could not have been carried on successfully

in the U,S. to serve either domestic or foreign markets, because of the
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competition from imports. The so-called "multinational" question of

who owns the production facilities abroad_is distinct from the "trade"
issue of what level of imports the U,S., can afford--and what are the
consequences of restricting them., For it is often the case that if
a U,S, firm did not service a foreign or the U,S, market with a par-
ticular product, a foreign firm would do so, and that of the two
alternatives, participation instead of abdication by a U.S, firm is in
the best interest of the U,S. economy. The alternative of closing of
the U,S. market to most foreign production, implies the acceptance of
economic inefficiency in production to the benefit of some interest
groups, e.g., business and labor in the affected industry, but to the
disadvantage of others, including consumers as a whole, and particularly
the least affluent ones. .

The belief that MNC's reduce domestic johs is not supported
by the actual domestic employment figures of multinational firms. The
latest Department of Commerce study shows that domestic employment by
the sample of 298 multinational companies surveyed grew by 2.8 percent
a year between 1966 and 1970? while total manufacturing employment grew
less than one percent, and total private employment grew by only 2.3
percent annually. However, the employment abroad by the firms in
this study grew by 5.8 percent annually; so an answer to the "export
of jobs" question must rest on an estimate of how much, if any, of this
employment increment abroad could hgve been achieved in the U,S, Many

economists believe that relatively little of the foreign production

9/ Special Survey of U,S, Multinational Companies, 1970, Bureau
of Economic Analysis, U.S, Department of Commerce, November I972 The
aggregate employment figures are calculated from 1971 Business Statistics,
Office of Business Economics, U.S. Department of Commerce, Oct. 1971,

p. 69.
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has truly displaced U.S. production, since the markets reached by
the foreign production of American affiliates could not have been
profitably served from the United States faciiities for a variety
of reasons. What has been happening is that markets have been growing
both domestically and overseas, and the MNC has played a role in both,
without one being at the expense of the other. U.S. business,'it is
generally agreed, has a built-in conservatism regarding operations in
an uncertain foreign environment and a preference for domestic produc-
‘tion unless substantially lower profits or lost markets would result
by not going abroad.

The allegation that multinational firms go abroad to seek "cheap
foreign labor" has not been supported by any of the findings of
numerous case studies and surveys cited in Annex II, Three-fifths
of U,S, direct investment is in developed countries in Western Europe
and Canada, where wage differentials are not that significant; and a
substantial part is in the extractive industries which are necessarily
located where the resources are. Moreover, there is substantial evi-
dence, as noted earlier, that foreign investments have a significant
"pull effect" on U,S. exports, adding to U.S. employment in manufac-
turing.lg/ The production jobs thus created or maintained are augmented
by others in management, in technical fields, and iﬁ supporting
services. There is reason to believe that the job creating role of

the multinational firm is at least as great as, if not greater than, any

;g/ See the Business International Corporation survey and the
Union Carbide study cited in notes 5 and 6.
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job displacing effect which may exist, Despite the favorable aggre-
gate picture, there can be a significant adjustment problem insofar
as particular individuals, skill categories, and communities are
concerned.

The Adjustment Burden

It is in this area, that of meeting the burden of adjustment to
changing employment patterns, that those concerned about the effects
of multinational companies may have the strongest case. The
benefits cited above tend to accrue to the economy as a whole, and to
new and higher skilled and salaried groups, while the jobs most likely
to be lost by the acceleration in changes of production and trade
patterns affect the less skilled elements of the work force. This
suggests that one of the actions open to governments is an expanded
and improved adjustment assistance mechanism; but, of course, realistic
account must be taken of the total costs of such expanded programs and
the impact of such costs on inflation and industrial competitiveness.
This important subject was the subject of comprehensive hearings before
the House Foreign Affairs Subcommittee on Foreign Economic Policy in
April and May 1972.ll/IEPA's submission to these hearings proposed a
revised and reorganized program of adjustment assistance with an "early

warning" system for potential skill losses. More details are contained in
Annex III.
Labor Relations Problems

From a union point of view, the spread of the multinational firm
has increased the complexity of collective bargaining. It is more

difficult for a union to discover the nexus of corporate power with

11/ Trade Adjustment Assistance Hearings, 924 Congress,

Second Session.
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which to negotiate; and some international union leaders express con-
cern that employers can shift production of vital components to affili-
ates in other countries to avoid production and sales losses from labor
disruptions. The attempt by some labor spokesmen to stop technological
progress and shifts in production patterns is, in a sense, a new
incarnation of the familiar "featherbedding" issue, But these same
people are also seeking to develop their own remedy, namely, inter-
national collaboration among unions and what might be called

"tpansnational collective bargaining,"”

Technological Transfers
The transfer of technology by direct investors produces real benefits

for the U.S. in the form of royalties and fees--$2,2 billion in 1971

and about $14.6 billion in total, from 1961 to 1971--as well as profits.
It also helps to stimulate interest in U,S, products, and thus expands
markets for exports, There can also be some costs, in that the compara-
tive advantage from high technology innovation can be diminished

and foreign competition increased. However, research and technology,
like other forms of ideas, cannot be imprisoned. The U,S., experience
with government secrecy in both the atomic energy and missile tech-
nology areas since World War II shows that in the most sensitive areas,
at most a delay factor can be introduced. The flow of basic scientific
information now appears to be such that any advanced industrial nation -
can reproduce innovations. Efforts to control licensing and the transfer
of technology--for example, whenever there might be an adverse effect

on employment --might have the effect of forcing some competitors to
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duplicate research and development efforts, with some higher costs

to them but with no benefits to the U,S, economy. The only way in
which the U,S, innovator can protect his invention abroad is to
patent it, which means revealing whatever "secrets" may be involved.
In many countries, others cannot be restrained from using the pateﬁts
unless they are "worked" or available for licensing.

The flow of technology--contrary to some popular beliefs--is a
two-way street and the U,S, has no monopoly on inventiveness, Other
countries will surely attempt to retaliate by restricting foreign
licensing of indigenous inventions. The ultimate costs from efforts
to restrict technological transfers--efforts which are unlikely to be
successful in any event--will probably outweigh any shorter term gains,

Problems for Governments

National governments are now beginning to repeat the arguments
of state and local authorities in past years who felt the flexibility
of diversified nationwide corporations enables them to avoid some local
taxes or controls. Efforfs to regulate multinational firms in the
public interest, it is argued, might be met by large-scale transfers
of operations to foreign jurisdictions., Currently, for example, there
is talk about‘the possibility of companies moving to "pollution havens"
if they cannot meet strict environmental protection standards. Con-
sequently, the ability of national political systems to exert desirable
political, economic, and social controls in such a world is sometimes
questioned. All of these fears seem to conflict with the fact (explained

further in Annex V) that a multinational corporation is subject to the
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control of each jurisdiction in which it does business, and is
therefore subjected to multiple layers of control, from local through
state and regional to national governments, and in some cases, inter-
governmental agreements,

The existence of different national tax systems and rates has
created a complicated international problem; but, as discussed further
below and in Annex IV, the international system has developed double |
taxation conventions which generally maintain approximate tax equality
among operating subsidiaries of different nationalities in a given
country,

Most multinational corporations have learned that their own ,
economic survival in a given country depends on their ability to function
as good local citizens, The few highly publicized cases of plants being
abruptly closed or major policy changes being introduced contrary to the
wishes of the host government on a takeover, have been shown to be an
exception rather than the rule. The notion that international business
can operate in a foreign country regardless of the wishes of that
government is patently false, as shown by the cases of France and Japan
which have been particularly sensitive to the issue, and whose adminis-
trative controls and "guidance" have proven quite effective. Even
relatively small and weak countries have successfully imposed natibnali;
;ation schemes on companies from many of the world's most powerful countries

Where the problems of political harassment, xenophobia anﬁ un-
compensated expropriation are rampant, as they have been at various' times
in some Latin American countries, foreign investors are going to respond
by reducing their commitments in that area and seeking whatever inter-

national legal remedies may be available. But despite the recent
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complaints of Chilean President Allende, the "multinational" status

of the corporation whose assets have Been seized contrary to national

or international laws has not really been helpful. They have been taken
over anyway. Such a company may have a wider range of alternative invest-
ment choices, and one of them is to stay out of inhospitable countries.
Who is the greatest loser from such decisions is an open question.

In view of this record, many of the political attacks on
multinational companies can be seen as a search for a convenient
scapegoat,

Taxation

Proposals to change the present system of multinational taxation
have been made by tax reformers who seek a "neutrality" of tax effects
on decisions as between domestic and foreign investment, and by critics
of the MNC who seek to constrain its operations., The following chart
shows the effects on American affiliates abroad of substituting a
business deduction for the present tax credit. The 26 percent éompeti-
tive handicap in terms of taxation and its effect on cash flow means
that any so-called neutrality would become "inequality" in the treatment
of U.S, subsidiaries abroad vis-a-vis their foreign competitfon. In
addition, of course, such action would contravene the entire structure
of international treaties designed to avoid double taxation and could
subject the U,S, to various forms of retaliation,

Contrary to some popular misconceptions, income from foreign:
subsidiaries is taxed to the parent company--which is the U.S, taxpayer--

when it receives the income, just like any other taxpayer. The so-called
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"deferral" privilege reflects the fact that parents cannot always
control the payment of dividends on earnings by their overseas
affiliates due to government regulations, capital controls, or rights
granted to other shareholders.

Finally, even though U,S, federal tax liabilities are reduced
by the foreign tax credit, multinational companies, both American
and foreign owned, pay billions of dollars to state and local authori-
ties in the U,S, as well as abroad. In fact one recent survey shows
that 83 companies earned $18.3 billion before taxes on $152 billion of
world-wide sales, on which $8.5 billion, or about 46 percent was paid
;n taxes. In this sample, income and withholding taxes on foreign 12/
corporate income took a larger share than those on domestic income.
This pattern seems reasonable, since taxes are a form of payment for
services rendered by governments at all levels where the facilities are

actually located. Further data on the tax question are contained in

Amnex 1IV.
International Monetary Effects

It has been widely stated that multinational corporations are a
major factor in causing international speculative movements of funds
and hence monetary crises, For example, a recent Newsweek article says
that, "They (MNC';) were probably the prime force behind the whole
currency crisis."13

There is, however, very little empirical evidence bearing on_this

point, What actions international treasurers do take is a reaction to

[

12/ National Association of Manufacturers New Proposals for
Taxing Foreign Income, New York, 1972

13/ Issue of October 13, 1972, p. 28.
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existing or oncoming disequilibria in currency markets and international
payments imbalances, rather than a cause, Although there is no doubt
that hedging by buying "forward" currencies and utilizing leads and
lags in settling accounts can add to instabilities, when these instabili-
ties occur, they are results of underlying economic facts. Business
corporations, moreover, unlike banking institutions, do not often
maintain large volumes of liquid, nonworking capital with which to
engage in speculative transactions, A survey by the Commerce Department
in May 1971 showed that a sample of large U;S. multinational corporations
contacted had not moved significant amounts of funds in the period of
intense speculation preceding the deutsche mark float.1u

The rapid development of the Euro-currency market, from roughly
$2 billion in 1960 to approximately $71 billion in 1971 (of which -
$54 billion were Euro-dollars) has created a pool of liquidity which
can ghift rapidly among financial markets, sgrving the positive function
of linking them together, while also being a destabilizing factor,
Data is not available to identify the relative importance of various

Euro-currency depositors nor to distinguijt/the role of multinational
15

. corporations from bankers, oil producers, and others,

The measures which governments and international financial
institutions can use to control currency crises, ranging from controls

to deposit requirements, dual exchange rates, currency floats, wider

14/ Department of Commerce, Office of Foreign Direct Investment
News Release, May 20, 1971, ‘

15/ According to the Bank for International Settlements the U.S.
was the source of only $6.1 billion of Euro-currency deposits while the
Middle East was responsible for $5.1 billion,
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bands, and adjustment mechanisms, are too complex for discussion
here.lg/ But the problems an@ possible solutions exist quite inde-
pendently of the multinational corporation, which often gets wrongly
singled out as a scapegoat for monetary instabilities of which they
are as often victims as causes.

However, the MNC has served to tie the world more closely
together; so that balance of payments disturbances are transmitteq*
more rapidly than before, although not necessarily through currency
speculation., This requires a less sluggish international adjustment
process if further balance of payments criscs are to be avoided. Thus,
monetary reform is needed; and it might very well improve the environment
in which MNC's operate by reducing the need for the controls and re-
strictions which are now beginning to proliferate. Also, it is important
to stabilize exchange rates so as to avoid artificial impediments, or

stimuli, to international investment.

International Political Effects

There is a reverse side to the argument that multinational firms
have a conciliating effect on international conflict, in that disputes
between private business entities and host governments can and do
exacerbate relations between governments. This is probably inevitable,
since companies of a given primary nationality look to their govern-
ments, as they should, for support in cases where they are not
granted reciprocal or national treatment or are treated other than in
accordance with the principles of international law. The answer to

problems in this area would appear to be the development of efficient

16/ See IEPA, The United States Balance of Payments, cited, ch. 6-8.
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and trusted mechanisms for international arbitration of such disputes
as that provided by the International Centre for the Settlement of
Investment Disputes.lZ/
CONCLUS IONS

While the foregoing suggests that there are some problems as
well as advantages to be had from the institution of the multinational
corporation, the latter are identifiable and quantifiable, for example,
the gains for the balance of payments and trade. The problems, on the
other hand, tend to lie more in the qualitative area--and often involve
factors of which the multinational firm is merely a manifestation
rather than a contributing cause, such as the increasing inter-
dependence of the world economy and the acceleration of technological
innovation. This tends, however, to make the MNC vulnerable to
political attacks as a convenient scapegoat.

To the extent that one is concerned about such basic trends, there
is, realistically, relatively little that can be done. Attempts to
set back the clock of political economy, exemplified by the Hartke-Burke
and other proposals to impose new taxes and capital and licensing controls
on international business and establish restrictive quotas on imports,
could damage the United States and world economies for years to come.

To the extent that the problem consists of adjustment to these
trends, social, political, and economic mechanisms can be used more
effectively by national governments to ameliorate, if not solve, the

problems. The adjustment assistance proposals in Annex III are

17/ The Convention establishing the Centre has been signed by
63 states including many developing countries, but significantly, none
of the major Latin American countries are parties. The Centre's first
arbitration proceedings occurred in 1972, so that much remains to be
done in this area. See Proceedings, ICSID, Sixth Annual Meeting,
September 28, 1972,
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an example, If the problem is seen as one of corporate responsi-

bility, the corporations themselves are proﬁably sufficiently alert

to their own self-interest that they will avoid being labeled unresponsive
to major currents of public opinion, whether the subject matter be
employment, prices, taxes, or pollution. Indeed, one consultant to the
labor movement has made the valid point that the mere raising of the

issue about multinational corporations may have accomplished more

good in constructive modifications to corporate behavior than any of

the proposed legislative solutions could do. J

Finally, to the extent that the problem is seen as one of a
conflict between the economic power of multinational companies and
the "sovereign" political power of nation-states, there have been a
number of proposals to seek international chartering and regulation of
MNC's, As noted in Annex V, the feasibility of this approach is open to
question in today's world, since nations are reluctant to give up any
of the controls they now exercise. And if they did not do so, merely
another layer of controls would be added to those existing.

At the intergovernmental level, there are numerous conventions and
agreements which regulate international trade, transport and monetary
affairs, and which affect multinational business and investment. But
a "GATT" for investments does not seem a practical possibility in the
near term, A minimum requirement of such an agreement would be most
favored nation, reciprocal, and national treatment of foreign private
investments. It does not seem politically feasible right now that many
less-developed countries will agree to such principles. Even regional

efforts, such as the EEC's proposed European company law, continue to
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encounter practical obstacles, The "Andean Code" may serve to
harmonize local regulations affecting foreign investment, but the
overall effect is likely to be to deter the inflow of private capital
needed for development, Further data on the legal aspects of multi-
national business, including antitrust regulations, are contained in
Annex V. Despite the numerous problems, however, consistency and
harmonization of the internatioﬁal treatment of foreign investment
(in taxation,standardization, antitrust, and other fields) is a
desirable objective; and progress can be made through both inter-
governmental and industry efforts, even if not on a "supernational
level,

Some of the apparent, if not actual, conflicts of interest
could be reduced by wider acceptance of international "codes" of
good behavior--for both investors and host countries. But despite
numerous proposals and draft investment charters, such as the Pacific
Basin Charter, these are necessarily voluntary and general in scope,
mostly expressing the hopes of developed country interests. They can,
however, serve as evidence of good will and thus help to disarm
suspicions.

On balance, in the short to medium term, the clearly ascertainable
gains and benefits of American multinational corporations outweigh the
alleged harm they do. In the longer term, the picture is clouded by
uncertainties about the pace and direction of global development and
the kinds of national and international systems that are going to be
required to motivate and control human behavior in the masé society.

But to approach those problems, one must get through the intermediate
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period with both as strong and healthy an economic base and as much
international cooperation as possible. The multinational corporation
is making an important contribution to that end.

Dr. N. R. Danielian, President of the International Economic
Policy Association, has described the world's choices this way:

The primary issue confronting world leadership is how
to organize the productive human and material resources,
within each nation and among all nations, to meet human needs,
without war. Since World War I, three competing concepts have
been vying for public acceptance and political favor to ac-
complish this organization of resources within nations and on a
worldwide scale.

One is the Communist system, based upon state ownership
and control of productive resources within each nation, and
through international subversion in other countries. Make no
mistake about it, the Communist International is the twentieth
century version of the nineteenth century economic imperialism.

Another form of economic organization, a remnant of the
nineteenth century, is the national enterprise, based in one
country, owned and controlled by private and governmental
interests in varying proportions. Its two characteristics
have been limited and inefficient markets wrapped in mercan-
tilist mentality and the tendency to enfold themselves in the
flag and identify with narrow nationalism. This system is
clearly outdated; witness the development of trading blocs, of
which the most prominent is the European Common Market.

The third is the multinational corporation, spanning
nations and continents on the wings of jet transports and
instantaneous wave lengths of satellite communications, If
there is a wave of the future, this is it,

A thoughtful analysis will show, I believe, that the last
has many advantages over the first two. It is more efficient,
more flexible, more interested in a peaceful world, more con-
sistent with personal freedom and political democracy. This
does not mean one approves of everything some multinational
corporations do; but there are other ways of improving their
performance than by destroying them-—}S some critics, in and
out of Congress, seem to be urging.lg

18/ Economic Development and Multinational Enterprise: New
Perspectives, remarks of Dr. N. R. Danielian at The Wharton School,
University of Pennsylvania, November 28, 1972.
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ANNEX I

THE IMPACT OF THE MULTINATIONAL FIRM ON THE U. S.

BALANCE OF TRADE AND PAYMENTS

American direct investments abroad rose from a book value of
+$31.9 billion at the end of 1960 to $86.1 billion by the end of
1971, spread throughout the world but concentrated méét heavily in
Canada and Western Europe. This immense growth was financed by
$20.7 billion of retained foreign earnings and by $33.5 billion of
direct investment capital outflows by U.S. firms from 1961 to 1971
inclusive.l/

These capital outflows, however, were more than counterbalanced
by the income on U.S. direct investments. From 1961 through 1971,
U.S. direct investors received $49.1 billion in interest, dividends,
and branch earnings, and a further $14.6 billion in direct investment
fees and royalties. This amounted to balance of payments receipts
of $63.7 billion in the same period compared with $33.5 billion of
capital outflows--for a net balance of payments advantage to the

United States of $30 billion.

Lgf the $33.5 billion in capital outflows, a portion (about $3 billion)
of the funds was acquired by sales of U.S. securities abroad by parent
corporations and their Netherlands Antilles financial subsidiaries from
1965 to 1971,inclusive (only a minimal amount was involved prior to 1965).
The substantial amount of securities issued by overseas subsidiaries
themselves are not reflected in the book value figures, nor are the bank
loan and other credit funds obtained abroad by U.S. corporations for
direct investment purposes. The book value figures attempt to reflect
the net foreign direct investment assets owned by U.S. residents and are
thus not offset by direct investors' foreign liabilities.



113

In 1971, capital outflows totaled $4.8 billion, but total income
on direct investments was nearly twice as large, $9.5 billion, for a
$4.7 billion surplus on direct investments--in a year which was
almost totally devoid of surpluses in other balance of payments
accounts.

Beyond the income and capital outflow statistics there is the
contribution of direct investment to the merchandise trade balance
of multinational firms. Only sketchy data is available on this
subject. The U.S. Department of Commerce conducted a benchmark
survey of direct investment for the year 1966, which was mandatory
for U.S. direct investors. This survey found that for the 3,000
parent companies with 23,000 affiliates abroad, sales by affiliates
overseas in the United States totaled $5.9 billion, and U.S. exports
to affiliates, $7.8 billion. More significantly, as the total .
figures include imports of petroleum and minerals from affiliates,
U.S. sales by manufacturing affiliates alone totaled $2.7 billion,
and U.S. exports to them, $5.3 billion, for a $2.6 billion surplus
in 1966.

Since the 1966 direct investment survey, no further comprehensive
study has been conducted on this matter. The most recent and most
authoritative data is contained in the Commerce Department Special

Survey of U.S. Multinational Companies, 1970, published in Novemher

1972. This survey includes a sample of 298 companies with 5,200
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majority owned foreign affiliates, a sample which, in the 1966
general survey, included 55 percent by value of foreign affiliate
assets and 66 percent of affiliate sales; obviously the largest
multinational companies. In 1970 the sample had $7.5 billion in
affiliate sales to the United States and $9.8 billion in U.S.
exports to affiliates, for a surplus of $2.3 billion (up from
$1.8 billion for the same sample in 1966). Again, the inclusion of
petroleun and mineral extraction industries, which are obviously net
suppliers of essential raw materials to the United States and are
not usually competitive with U.S. sources, distort the picture. The
manufacturing affiliates--which are the subject of the major contro-
versy--were responsible for $u4.8 billion in sales to the United States
in 1970 compared to $8 billion in U.S. exports. This surplus of $3.2
billion for the sample compares with their $2.6 billion in 1966.
Another factor distorts the quantitative measurement of the
manufacturing affiliates' trade balance; the U.S.-Canadian Automobile
Agreement of 1966 has resulted in an excess of U.S. imports of
automotive supplies and automobiles from Canada over exports. This,
of course, is included in the special survey in the accounts of
the U.S. auto manufacturers. The "free trade" in automobiles and
parts between the United States and Canada is a special case, since
the agreement was reached with the accord of both industry and labor
in the two countries. Removing exports and imports to and from Canadian

transportation industry manufacturing affiliates, 1970 U.S. sales
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by manufacturing affiliates are $2.4 billion; U.S. exports to
affiliates are $6.2 billion, and the adjusted MNC trade balance
is a surplus of $3.8 billion for the special survey MNC sample.
Including the remaining, smaller direct investors, would bring
the total trade surplus in 1970 to well over $U billion.

Beyond these measurements of what contributions MNC's and
direct investment actually make to the balance of trade and balance
of payments, there is the hypothetical question of what these U.S.
accounts would have been without any direct investment at all. In
other words, is there a demonstrable cause and effect relationship?
The best answers are to be found in the many studies per-
formed on specific industries or companies, rather than in aggregate

data. For example, the recent Union Carbide study, Union Carbide's

International Investment Benefits the U.S. Economy, examines the

-

company's major market products and affiliates. Assuming that there
had been no direct investment activity from 1951 through 1970, it
estimates that instead of the actual 1970 company total exports of
$253 million, a probable level of $163 million in exports would have
been achieved. The difference would have been due to the lack of
purchases by affiliates of intermediate goods, the lack of aggressive
marketing affiliates of U.S.-made goods to complement a foreign made
line, and similar relationships. Such a pull for U.S. exports f?om
foreign affilates is probably the general rule rather than an exception.
The survey of 125 American manufacturers recently released by Business

International also found a correlation between foreign direct
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investment and exports from the United States, with the latter
tending to rise sharply once an overseas subsidiary had started

t§ manufacture in a given market.g/ The Commerce Department's

1970 special survey showed that the MNC's included had 43 percent

of their total exports of $20 billion shipped to foreign-owned
affiliates. The same percentage also applies to the manufacturing
MNC's, which had $16 billion in total exports. Although the evidence
is not conclusive, it does not seem unreasonable to credit the MNC's
foreign affiliates as a causative factor in about half the exports
to them?/in the sense of being additive to what otherwise might

have occurred. Applying, arbitrarily, a similar causative factor

on the import side, there is still a substantial net plus for the

U.S. balance of trade due to the operations of American multinational

firms.

2/
Business International Corporation, The Effects of U.S.
Corporate Foreign Investment 1960-1970, Special Research Studies,
New York, November 1972.

3/

“This is also the conclusion of Professor Robert G. Hawkins;
see Job Displacement and the Multinational Firm: A Methodological
Review, Center for Multinational Studies, Occasional Paper No. 3,
June 1972, pp. 22-23.
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ANNEX_TI
MULTINATIONAL CORPORATIONS AND U.S, LABOR IN

MANUFACTURING INDUSTRIES

It is alleged by some spokesmen for organized labor that
'"hundreds of thousands" of American jobs have been "exported" by
U.S., multinational firms through their investments in manufacturing
affiliates abroad.l/ In rebuttal, it has been argued that on the
contrary, these same investments have saved hundreds of thousands
of American jobs which otherwise would have been jeopardized by
loss of markets to foreign competition.g/

The facts are that overseas manufacturing affiliates of U.S,
multinational firms have greatly expanded their production--to nearly
$60 billion a year in 1968, the last year for which detailed figures'
are available. At the same time, however, the industries where such
foreign investment has been the heaviest have significantly outperformed
the industries with light foreign investment in terms of domestic sales,
exports and domestic employment.z One camnot, however, automatically
deduce a cause and effect relationship between investment and performance,
since these "superior" industries have expanded both at home and abroad;
and it may be that the most aggressive management was in, or entered,

the most promising fields, and tended to be "multinational™ in outlook.

By the same token, this evidence refutes the notion that jobs have

1/

~ See, for example, the statement by the AFL-CIO Executive
Council issued at Bal Harbour, Florida, February 19, 1971, and Stanley
Ruttenberg, Needed: A Constructive Foreign Trade Policy, AFL-CIO
pamphlet, October 1971, pp 70-73.

2/

= Robert Stobaugh and Associates, U.S. Multinational Enterprises
and the U,S, Economy, Harvard Business School, 1971.

¥ U.S. Multinational Investment in Manufacturing and Domestic
Economic Performance, by Robert G. Hawkins, Occasional Paper No. I,
Center for Multinational Studies, Washington, D.C., February 1972.
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been "exported" in any aggregate sense because of overseas investments;
for multinational firms have expanded their domestic employment

u/
significantly faster than American industry as a whole.

The question, therefore, is whether the U.S. production would

have been higher in the absence of overseas expansion. Few, if any,

U.S. firms go abroad simply to go abroad. They invest overseas because

they have no realistic alternative. In other words, markets, and hence

domestic production, might have been less had they not done so. A

recent survey by the Emergency Committee for American Trade on 74

U.S. corporations%'representing a broad spectrum of industries, shows

that 57 percent of the respondents considered market demands the most

important reason for the foreign investment decision. By contrast,

only five percent of this group considered labor cost advantages--

what the AFL-CIO calls "roaming the world in search of profits by

using cheap labor abroad"g/as the primary cause of investing abroad.
Another studyzéone by the U.S. Chamber of Commerce on 160 companies

with foreign investments showed similar results. The most important

and second most important reasons for establishing local operations

[

were to service an existing market better, and to overcome tariff and

4/
U.S. Multinational Investment in Manufacturing and Domestic Economic

Performance, by Robert G. Hawkins, Occasional Paper No. 1, Center for
Multinational Studies, Washington, D,C,, February 1972,

éfhe Role of the Multinational Corporation in the United States and
World Economies, Emergency Committee for American Trade, February 1972,

gfhe Multinational Corporation, pamphlet published by the AFL-CIO
Industrial Union Department, Washington, D.C., 1972.
1/
Trade Adjustment Assistance, hearings before the Subcommittee on
Foreign Economic Policy of the Committee on Foreign Affairs,
April-May 1972, p. 440,
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trade barriers, The third reason was preemption of a market. In no
case were low wage rates cited as of major importance. This is supported
by the fact tﬂat about two-thirds of U,S, foreign direct investment is
eitﬁer in developed countries or in extractive industries, where wage
rates are not likely to be a decisive factor.

. U.S. multinational rubber companies discovered that raw material
availability, freight costs, tariffs and inventory requirements all
required investment in local foreign plants.'g In almost every case,
Goodyear, for example, had no choice but to invest abroad or lose a
market. Notwithstanding, the U,S, multinational rubber companies
consistently show a positive balance of trade that has actually
incfeased in the past few years when the U. S. trade surplus diminished and
while foreign competition, especially from European rubber processors,
increased dramatically. The positive balance of exports over imports
increased from $129 billion in 1967 to $228 billion in 1971,

Other case study research also shows that companies have little
choice but to go abroad or lose their share of the market,g/ For
example, a recent study by Union Carbide reports an instance in which a
foreign country told it that Carbide has to service that country with a
particular product from a plant inside that country. W If the company

had opted to lose the foreign market, the inevitable result would be

reduced product lines, and lower sales and profits--and, most important

8/
Information on the Multinationals , The Goodyear Tire and Rubber Co.

9/

“The Impact of U.S. Foreign Direct Investment on U.S. Emcplovment
and Trade - An Assessment of érificaI Claims and Legislative ﬁroposaIs,
National Foreign Trade Council, Inc., November 1971,

10/

1)
Union Carbide's International Investment Benefits the U.S. Economy,
study pubIished by the Union Carbide Corporation, New York, 1972, page Zg.
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to its employees, a reduction in overall exports. The "demand-pull"
effect of foreign investment on exports from the United States is
demonstrated clearly in the numerous cases reported by this study.

Some crities claim that micro-economic examples do not really
‘establish the proposition. Aside from the cumulative evidence
presented by Business International,ll/aggregate figures based on
Commerce Department daita also confirm the case study results, for
"high" foreign investment industries have out-performed "low"
industries in domestic production, exports, and employment. In the
late 1960's the trade surpluses tended to decrease and in some cases
turned to deficits; but even where deficits occurred, the trade
deterioration was less than in industries with low foreign investment
intensities.;g/ In other words, U.S. corporations which had high |
foreign investment tended, in the aggregate, to protect their job
holders and create additional jobs at home better than firms which
had little or no foreign investments. Despite the belief of some
European and labor critics of the multinational firm that the "U.S.
has exported its export base," there is no evidence that foreign

investment was a proximate cause of the trade balance decline which

the United States has recently suffered.

11/
Business International, The Effects of U.S. Corporate Foreign
Investment, 1960-1970, New York, November 1972.

12/
U.S. Multinational Investment in Manufacturing and Domestic

Economic Performance, by Robert G. Hawkins, Occasional Paper No. 1,
Center for Multinational Studies, Washington, D. C., February 1972,
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- .
That average domestic employment growth has tended to be
higher in industries with high foreign investment than in industries
with lower investment can be ascribed, in part, to the ability of
foreign-based plants and operations to participate more intimately
in the Western European economic recovery and to sell in these
and other markets more efficiently than American firms without such
overseas affiliates. The recently released survey by Business
International of 125 American manufacturers found a direct correla-
tion between intensity of their foreign investments and growth
rates in domestic employment.lé/ A Commerce Department survey shows
that a sample of 233 multinational manufacturing firms increasedl
their domestic employment between 1966 and 1970 by 7.6 percent,ll/
while total American manufacturing employment rose less than 1 percent
in the same period.
The difficulty with attempting to measure the net aggregate

effects of foreign investment on domestic employment is that several

assunptions must be made on which little empirical evidence is available.

13/ The Effects of U.S. Corporate Foreign Investment, 1960-1970,
New York, November 1972,

14/ U.S. Department of Commerce, Special Survey of U.S.
Multinational Companies, 1970, Washington, D. C., November 1972,
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The most critical one is the percentage of the production by
overseas maﬁufacturing affiliates of U.S. multinationals which
might have been carried out in the United States on a competitive
“basis; for only that which could have been performed domestically
can be considered potentially displaced.

One study has posited a formula for measuring the net employ-
ment effeet,lé/ the negative effect of the displacement of local
production, noted above, plus three separate positive employment
effects: (1) the stimulation of exports and its effect on U.S.
production and employment; (2) "home office" i.e., managerial and
technical, employment; (3) supporting firm employment, such as tbose
supplying services.

The labor, or job equivalent has been calculated as a function

of the dollar volume of output or shipments; a widely used average16

coefficient is 70 jobs or man-years per million dollars of output.
Using that coefficient, the net job effects become negative only

when a high proportion of foreign production is asserted as

15/

" Job Displacement and the Multinational Firm: A Methodological
Review, by Professor Robert G. Hawkins, NYU Graduate School of Business
Administration, Center for Multinational Studies, Occasional Paper No. 3,
Washington, D. C., June 1972,

16/
This represents a rounded average of Labor Department estimates
of direct and indirect labor requirements in manufactured exports and the
ratio of employment to gross production in manufacturing derived from
Commerce data. See Table 2 of the study cited in note 15 above.
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displacing domestic jobs. Reasonable assumptions about this dis-
placement factor suggest that it is probably less than 10 percent

of foreign production. This can be confirmed by common sense estimates
of the world's ability and willingness to absorb increases in the

U.S. exports which are allegedly displaced. And on this basis, the

net job impact of multinationals is positive because the jobs lost

are more than offset by the jobs created.

Whatever jobs may or may not have been displaced in the past,
the adjustment has already had to take place; for a given job can
only be lost once. But the annual increases in foreign production
by American affiliates do requive a continuing adjustment process.
And here the true measure of the adjustment burden may be the gross
displacement effect, since, even if an equal number of jobs are
being created, the workers involved must still be retrained, often
into new fields, and even relocated to take advantage of them.

Even the 40,000 to 60,000 gross annual adjustment burden posited
by Professor Hawkins (on the basis of the medium and most reasonable
assumptions about displacement) is quite small in relation to either
the annual expansion of the U.S. labor force or the current lng&s
of unemployment. The costs of meaningful adjustment assistance (as
discussed in Annex III) should not be unmanageahle for this segment
of the overall problem. Normal attrition by retirement and job
changes would account for many displaced workers. Indeed, a recent

breakdown of Ford blue collar workers showed that 28 percent had

89-126 0-13 -9
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three years or lessa and 50 percent had seven years or less employment
with that company.;;/ Thus, turnover, in the aggregate, would compen-
sate for many displacements. A further mitigating fact is that

even in 1971, a period of relatively high unemployment, only 10.4
percent of the jobless remained unemployed more than 26 weeks.lg/

In conclusion, the aggregate employment effects of the multinational
firm and the tendency toward internationalization of production do not
seem harmful. But the effects on particular individuals, skill
categories, and local communities can be severe. This creates a
presumption that the burden of adjustment should be shared by the

economy as a whole and thus reinforce the case for a more effective

adjustment assistance program, as outlined in Annex III.

17/
Statement of Douglas A. Fraser, Vice President, United

Automobile, Aerospace and Agricultural Implement Workers of America,

UAW before the Subcommittee on Foreign Economic Policy of the Committee
on Foreign Affairs, House of Representatives, hearings on Trade Adjustment
Assistance, May 17, 1972, p. 328.

18/
Tbid., p. 329.
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ANNEX ITI
ADJUSTMENT ASSISTANCE

\

"Solutions" involving protectionism in trade and
restrictionism in international investment are bound to be
counterproductive. But if the national interest requires
continued efforts to maintain the maximum possible freedom of
movement for goods, capital, people and ideas, we must ask what
can be done to prevent the adjustment burden from falling
unfairly on a few, For labor is one of the least mobile of the
capital-management-resource-technology-labor inputs to
production. Numerous studies have shown that the activities of
multinational companies probably create, in the aggregate, at
least as many jobs as they displace through their production in
foreign affiliates. These companies and their foreign investments
are also not responsible for more than a tiny fraction of the
American problem with imports, While this is a most relevant
fact from a national policy standpoint, it is cold comfort to

the worker whose job has been displaced.

There appears to be a widespread consensus that the present
fragmented and highly limited program of adjustment assistance is
totally inadequate to the national need. In the past decade only
about 20,000 workers and two or three industries have been helped.

Four things should be done:



126

First, the program as a whole must be overhauled, upgraded,

redefined and reorganized and given central government direction,

Second, eligibility must be redefined so as to eliminate the
requirement that the injury stem from increased imports due to
. negotiated tariff concessions. Instead the program should apply
generally to import-related employment adjustments. Benefits
can also be expanded and improved in level and duration with
particular emphasis given to liberalizing the incentives to

retraining and relogation;

Third, mechanisms must be devised for effective government-
business-labor collaboration in a dual system of "forecasting":
specifically, a reporting network must be established to give
"early warning" of skills likely to become surplus. Similarly,
the best information obtainable must be used to develop projec-
tions of skills likely to be in short supply; and finally,
public and private resources must be mobilized to facilitate
the transfer of skills from declining industries to new employ-
ment opportunities with the least possible human cost and with
the economic cost transferred from the individual to the

economy as a whole,

Fourth, some formula must be devised to provide a cutoff
point in an expanded program so that its costs do not become an
additional burden on the competitiveness of the American economy--
whether via the inflationary effects of financing by borrowing,

or the additional cost of prbduction involved in financing by
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taxation. Adjustment assistance can help to alleviate burdens
of particular individuals, localities, and skill programs.
Such assistance can facilitate transitions; but it will
obviously be self-defeating at the point that substantial
segments of the labor force are transferred, in effect, to the
- public payroll--or that it becomes an indefinite subsidy for
inefficient or obsolescent industry. At some levels of domestic
production displacement by imports, every country finds it
politically and economically necessary to restrain further
import growth, whether through voluntary quotas, action on
balance of payments grounds under Article XII of GATT, or

other means.

How the cutoff point can be defined, and how the responsi-
bility for determinations should be allocated among Congress,
the Executive Branch, and independent agencies, such as the Tariff
Commission, are extremely complex questions. Detailed study needs
to be devoted to answering them. There is considerable room for
development in adjustment assistance before any such danger point

is reached, but a theoretical upper limit must be provided.

One of the critical questions in the feasibility of such a
program concerns the willingness of industry to disclose the
"early warﬁing" it often has as much as a year ahead of a probable
plant closing. Some businessmen have indicated that they would be
willing to give such notice as soon as the handwriting is clear on
the wall, not only to the Government, but also to the workers

affected; others are understandably more cautious, feeling that
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premature disclosure on a speculative basis could be harmful

not only to the company but to the employees., But most seem to
agree that if a method could be devised whereby projected
changes in demand for skill categories could be reported, but
with individual company reports being confidential and the skill
" categories aggregated by regional area, they would be willing

and able to cooperate.

What about the forecasting of skill needs? This may

depend upon investment and plant expansion plans, and here too,

a better system of industry reporting could be used; but over
and above this, ways must be found to induce such expansion in
labor surplus areas., This is by no means a problem unique to

the United States, and a recent UNCTAD survey shows that many
countries have programs for inducing location in depressed areas.
This is too complex 2 subject to explore at length here, but the
adequacy of the present dozen separate U,S, programs dealing with
employment, business, or regional development would appear to

merit the detailed scrutiny of Congress.

A general comment is pertinent here. Dislocations are the
price of progress. The magnitudes of adjustment requirements are
much greater in domestic technological and regional shifts than
any that can be attributed to foreign investments, or imports.

It is important, therefore, for the U.S. government to view this
problem in its total national scope. Is there not a better way of

utilizing the billions of dollars expended every year for
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unemployment insurance, relief, rehabilitation and welfare

than to pass out government handouts for not producing? Those
concerned about redistribution of wealth often forget the

primary fact that for everybody to have more to consume, we must
all produce more. And the first starting point is to train

" unemployed workers for gainful employment, If we could develop

a cohesive program to achieve this nationally, the relatively

small part of this problem caused by foreign imports or investments

would disappear.
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ANNEX IV
THE MULTINATIONAL FIRM-AND

INTERNATIONAL TAXATION

The corporate tax rates of developed countries do not differ
greatly, ranging from 35 percent for Japan to 50 percent for
France and Canada (with the U.S. rate at 48 percent). There is
a tendency toward even closer alignment of rates, especially with
the advent of an expanded EEC. But the treatment by different
countries of their multinational corporations operating abroad
can vary greatly. Some countries follow a strictly territorial
approach and exempt foreign income from tax, both when earned
abroad and when brought home. Much can be said for this practice
from the standpoint of equity and simplicity.l/ Many countries
adopt policies, some of an administrative nature difficult to
quantify, which encourage direct investment and trade through tax
reductions, deferrals or even subsidies. The general U. S.
policy has been to give a credit up to the amount of the U. S,
tax (48 percent) for foreign taxes paid on earnings from overseas

subsidiaries to prevent the inequity of double taxation.

There have been recommendations, such as those in the Hartke-

Burke bill, that U.S. tax laws be revised to treat as a business

'deduction, the tax credit now given U.S. firms for payments of

foreign income taxes, and to impose U.S. taxes on foreign source

income from controlled foreign corporations when earned (rather

1/ -
Report of the President's Task Force on Business Taxation,
September 1970, p. Ul.
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than when received by the U.S. stockholder). Other proposed
changes include: imposing capital gains taxes on foreign income,
tightening depreciation rules for foreign operations, imposing
taxes on income for licenses and patents transferred abroad, and
terminating the special tax exemption for U.S. personnel working

abroad.

The present U. S. tax policies relating to foreign-source
income are the outgrowth of decades of experience and study,
and many so-called "loopholes" were corrected in the Revenue
Act of 1962. Their application to U.S. MNC's operating abroad
has been coordinated with the tax systems of other countries in
more than thirty treaties, listed in Table 1. The President's
Task Force on Business Taxation in 1970 found that the U. 8.
tax laws present unnecessary obstacles to American business in
selling goods or services in foreign markets and recommended

steps to reduce these obstacles.

From the standpoint of the U.S. balance of trade and
payments and competitive access to vital resources it is
important that the MNC's operating abroad should be able to
maintain and even improve their competitive position in the
world economy. Thus the case for worsening that position
through new and punitive tax rules must sustain the

burden of proof that the inequality of international

taxation which would result-will not harm the national interest
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3
in an increasingly competitive world. The objective of those who
advocate neutrality of tax facfors affecting domestic and foreign
investment must, therefore, be defined in an international as well
as a domestic context, and must take account of all kinds of
taxes, not just those on income, and the difficulties of effectively

harmonizing international tax rates and systems.

Sales of foreign manufacturing affiliates grew at 12 percent
per year from 1960-1970 while total U.S. production grew at 6.7
percent annually. While there are a few reported cases of
spectacular windfalls, there are no systematic and factual
analyses now available to show that overall profits abroad are
substantially higher than at home in the same business. One
recent study found that taxes actually take a higher percentage

of foreign—source corpora.e income than domestic corporate
2

income. As pointed out by the numerous studies cited in Amnex II,
business generally goes abrnad not to seek higher profits but to
keep markets, expand into new markets which cannot be served by
exports, for access to natural resources, and to lower costs by
expanding the volume of production and sales. But the benefits of
expanded business are balanced by the additional risks involved in
operating abroad. These risks are only partially compensated

by the tax treatmént now accorded to foreign-source income. 'If
treated as domestic income for tax purposes, as some tax reformers
propose, the risks of foreign direct investment could‘eome to

outweigh the gains.

2/ This is based on a survey of 83 companies which earned $18.3
billion on $151.9 billion in 1971 of worldwide sales. Of this, $8.3
billion went to pay U.S. and foreign income and withholding taxes.
Fifty percent of foreign corporate income went to taxes compared with
44.5 percent of domestic. Some 58 percent of the after-tax foreign .
earnings were actually remitted to the U.S. See New Proposals for
Taxing Foreign Source Income, National Association of Manufacturers,
New York, 1972, page 20.
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Multinational corporations pay taxes of various kinds not only to
the U.S. Treasury, but to all of the U.S. State and local juris-
dictions, as well as to local, regional and national jurisdictions
abroad, wherever they operate. The available tax credits serve to
avoid double taxation, but MNC's in no way escape taxation; and

'they generally bear a tax structure far more awkward and costly to
administer than if they had remained purely domestic in their scopé.

The present U.S. tax treatment of foreign investments reflects
a considered U.S. policy decision that it is in the best interest
of the United States to compete successfully in foreign markets
by foreign investment as well as by exports. Congress in 1961
and 1962 held lengthy hearings on taxation of foreign-source
income and concluded that the United States must continue to
encourage U.S. foreign investments.

Conflicting views were presented then and continue to be
advanced as to what the U.S. position should be regarding foreign
direct investments, the operations of multinational corporations,
and the tax principles to be applied. But the issue is not one
of "tax reform" or of "tax loopholes" since any that may have
existed were closed in 1962; rather, it is one of fundamental
importance to both the U.S. and the international economy.

The possibility, cited by proponents of change,g/that up
to $3.5 billion in additional tax revenue could be gained

3/ See, for example, Peggy Musgrave, Tax Preferences to Foreign
Investment, Joint Economic Committee: The Economics of Federal
Subsidy Programs, Part II, International Subsidies, Government Printing
Office, Washington, D.C., June 1972. Some of Mrs. Musgrave's argu-
ments are answered in the July 31, 1972 statement of Dr. N. R. Danielian,
- President, International Economic Policy Association, submitted in these
same Joint Economic Committee hearings.
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depends on the assumption that business could and would continue
to operate abroad even with net profit margins substantially
reduced while the risks continue the same.

If they could not continue, however, and did not have comparable
investment opportunities in the United States, their earnings
and hence the entire tax base would be reduced. Consequently,
tax gains would be far less in reality than might be calculated
hypothetically. Even the objective of "tax neutrality" may,

in fact, be unobtainable since inequality for the foreign
operations of U.S. firms would result unless other countries
also changed their tax systems. If they did revise them in
analogous ways to discourage foreign investment, the U. S. tax
revenues and employment would suffer as foreign investors withdrew
from the U.S. market. If they retained their present system,

U. S. firms would be at a considerable competitive disadvantage
in terms of cash flow as well as net earnings. The effects of
unilateral U.S. changes of the type proposed in the Hartke-
Burke bill on the taxation of subsidiaries in the United Kingdom,
for example, with parents of U.S., U.K., German and Japanese

nationality are shown in Table 2.

To measure the aggregate national effects of tax changes
is admittedly a complex and controversial calculation; but effects
on individual companies can be calculated. They are undoubtedly

adverse; and this in itself would harm the economy as a whole.
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~The study on this subject by the American Cyanamid Company
found that the tax provisions on Hartke-Burke would force it to
withdraw from many foreign markets and to decrease exports by about

50 percent with a proportionate loss in domestic employment.

The 3M Company estimates that one in eight, or 5,000 of its
40,000 U. S. empl&yees are dependent upon 3M's ability to
compete in the international market. The Bendix Corporation
believes that adoption of the Hartke-Burke bill would be extremely
serious for the company, and that a significant share of their
direct exports would not have been possible in the absence of
their foreign investment base. Goodyear believes that "the tax
provisions alone of the Hartke-Burke bill could seriously impair
not only our foreign operations but also our domestic operations..."
The Chairman of the Board of the Eaton Corporation has referred
to "the tragic effect passage of the bill could have on U. S.
business and the economics of the world," and has suggested
as a more apt title for the bill, the "Depression and Unemployment
Act of 1972."

While it is impossible to calculate the potential loss of
market value in stocks of companies affected by tax changes of
this magnitude, it is clear that a multinational firm which has
the taxes on its overseas earnings rise to 72 from U8 percent,
could suffer substantially and might undergo permanent distortions.
Domestic capital spending, dividends, debt service and capital

structures would all be altered. Even though these consequences
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cannot be measured econometrically on the basis of the data
and models now available, the proponents of change clearly
have the burden of proof that the substantial losses would not
outweigh the gains sought. The "revenue" gain might, as
suggested above, prove illusory in the long run, as the income
being taxed dried up under competitive pressures. The "gain"
of forcing reinvestment in the United States in the hope of
stimulating domestic production and employment also seems
illusory in the light of the analyses presented in Annex II.
And the losses of the present benefits to the U,S, balance of
trade and balance of payments, as outlined in Annex I, could

well prove serious in the long term.
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TABLE 1

U.S. DOUBLE TAXATION TREATIES ON INCOME TAXES

In force January 1, 1972

l. Australia, 1953
2: Austria, 1957
3. Belgium, 1953
4.. Canada, 1942
5. Denmark, 1948
6. Finland, 1952
7. France, 1949
8. Federal Republic of Germany, 1954
9. Greece, 1953
10. Ireland, 1951

11. TItaly, 1956

12.
13.
14,
15.
16.
17.
18.
19.
20.
21.
22.

Japan, 1953, 1972
Luxembourg, 1946
Netherlands, 1948
New Zealand, 1951
Norway, 1951, 1972
Pakistan, 1957
South Africa, 1952
Sweden, 1939
Switzerland, 1951
Trinidad & Tobago, 1970
United Kingdom, 1946

The following treaties are in force through extension of the
operation of the treaties indicated to newly independent countries:

U.S.~U.K. Treaty, 1946:

23. Barbados

24, Gambia

25, Jamaica

26. Malawi (formerly Nyasaland)
27. Nigeria :.
28. Sierra Leone

29. Zambia (formerly Northern
Rhodesia)

U.S.

-Belgium Treaty, 1953:

30.
31.
32.

Burundi (formerly Urundi)
Rwanda (formerly Ruanda)

Zaire (formerly Belgian Congo)
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TABLE 2

COMPARISON OF AFTER TAX EARNTINGS
FROM COMPANY OPLRATIONS IN
THE _UNITED KINGDOM

German Japanese
U. S. Parent Co. Parent Co. Parent Co. U. K. Co.
With
Present Hartke-Burke
U.K. Earnings .
before tax 100 100 100 100 100
U.K. éorporate '
Income Tax _4o _40 _40 _uo _40
Net After U.K.
Corporate Tax 60 60 60 60 60
1y == 2 oL 24 .t
Distribution (70%) y» 42 42 ) -
U.K. With-
holding on ;
Dividend® 6 6 6 0 N.A.
Total U.K. -
Tax u6 u6 u6 uy 1o
Home Country
Tax on Parent 3/
Company - 26 - -~ N.
Total Tax _u6 12 _46 4y 40
Net After Tax .54 _28 _54 _56 __60

Table 2 shows the after-tax earnings of a U.S. corporate shareholder
on the profits derived from the operations of a subsidiary in the U.K. and
the effect the enactment of the Harike-Burke tax provisions would have on
those earnings. A comparison is also made with German and Japanese corporate
shareholders having subsidiary companies in the U.K. as well as with a local
U.K. company.

1/ A seventy percent distribution percentage was assumed.

2/ U.S. and German withholding based on 15 percent rate: Japanese on lU
= ---percent rate pursuant to U.K.-Japanese bilateral agreement.

3/ An average corporate tax rate of 45 percent was assumed.
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ANNEX V
LEGAL AND ANTITRUST ASPECTS OF MULTINATIONAL CORPORATIONS

In recent years, some inexact notions about the legal status
of multinational corporations have come into common usage through
suph phrases as, "American companies in Spain," or "British multi-
national firms in the United States."” The point is, of course,
that there is no such thing as an "American" corporation in Spain--
as any Spaniard will quickly point out; there are only Spanish
companies organized under, and in accordance with, Spanish laws.
They may or may not be wholly or partially owned by foreign individuals
or companies, but they are, of necessity, Spanish corporations. Like-
wise, British Petroleum is fully as much an American company as
Standard 0il when it operates as a Delaware or other corporation in
the United States.

While it is an obvious consequence of the present international
legal system, this fact and its implications are not always fully
recognized. Jurisdiction is based primarily on the legal situs of
the corporation, and not its parentage. Each country, including the
United States, has certain categories of restrictions, e.g., that
foreigners may not own certain real estate judged as strategic or
control communications companies. But this is an illustration of,
rather than an exception to, the principle that a corporation is
subject to the law of the place in which it does business, and/or

which grants it the status of a limited liability organization.
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In addition to this jurisdictional base, various countries and
particularly the United States also apply extraterritorial jurisdiction
to foreign affiliates owned by parent companies of their nationality.
Thus American subsidiaries in Europe can be enjoined or indicted for
actions in violation of U.S. antitrust laws, if they could reduce
the competition affecting the international or domestic commerce of
the United States. Likewise, foreign subsidiaries have often Leen
subjected to U.S. strategic trade controls on the ground that there
is no reason for an American firm to be able to fill orders from
Germany which public policy prohibits being filled from Detroit.

Although there are a few much publicized examples of conflicts
of jurisdiction, e.g., American companies in Canada prohibited from
selling to Communist China or Cuba, these are exceptions rather than
the rule; and private international law has developed a fairly coherent
body of conflict of laws principles for resolving jurisdictional
problems. This is not to say that there are not many and complex
problems in the fieid of international business law and regulation;
but thé modern multinational corporation has established itself
within the framework of traditional notions of sovereignty and extra-
territoriality, rather than by creating new legal forms.

Generally speaking, countries attempt to apply the principles
of national and reciprocal treatment to foreign investors, whether
direct or portfolio. These two principles mean that corporafions

owned by nationals of State A are allowed to do in State B whatever
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corporations owned by nationals of that state are allowed to do, and
that State A allows corporations established under its jurisdiction
but owned by nationals of State B the same privileges as B extends
to State A's investors. While this pattern is usually followed among
developed countries, there have been major problems in obtaining
such treatment for foreign investors in developing countries, particu-
larly in Latin America. This is, however, more a political, and to
a lesser extent economic, problem than a legal one. It follows that
the more established norms of international law and objective arbitra-
tion and conciliation procedures can be accepted and applied, the less
will be the tendency for investment disputes to create political
frictions between states.

In spite of the move toward international regulation of trade
through GATT, regional blocs and commodity agreements, international
regulation of investments has been left primarily to bilateral treaties,
such as those of friendship, commerce, and navigation (FCN) and taxa-
tion. Even the proposed EEC Company Law and the Andean Regional Pact
constitute supplements to, rather than substitutes for, national laws.
Major producing countries for petroleum and some other raw materials
have attempted to coordinate their positions regarding investments.

A number of international organizations engage in studies and
advisory recommendations, such as the Organization for Economic Co-
operation and Development (OECD), United Nations Conference on Trade
and Development (UNCTAD), the International Labor Organization (ILO),
and the regional bodies of the United Nations such as the Economic

Commission for Europe (ECE), the Inter-American Economic and Social
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Council (IA-ECOSOC), the Inter-American Committee for the Alliance
for Progress (CIAP), the Economic Commission for Asia and the Far
East (ECAFE). In recent years, these bodies have taken up the
subject of the multinational corporation in various forums, but
without producing either significant new data, or as yet, a con-
sensus on actions for governments.

Granting some success in international regulation of trade and
monetary arrangements, international agreement on investment and
international business and the rights and duties of investing
companies and host countries have usually been unsuccessful. The
U.N. Conference on Trade and Employment in 1948 attempted to
establish a code of conduct that failed of ratification. Efforts
to control restrictive business practices have resulted only in
agreement to consultation. Numerous different conventions have
been proposed on foreign investments: 1949, International Chamber
of Commerce, Quebec; 1958, The Swiss Government; British Parliamentary
Group; 1959, Sir Hartley Shawcross and European Colleagues; 1963, OECD;
1969, The Atlantic Institute; ICC, Istanbul; 1971, The Pacific Basin
Council. The World Bank's International Centre for the Settlement of
Investment Disputes was established in 1966. As of July 1, 1972, it
has been ratified by 63 countries, but conspicuously lacking are
the countries of Latin America and the Near East oil-producing countries
(although Egypt has ratified). Codes of behavior on international

investments have had their greatest hurdle with differing attitudes
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between dgveloped and developing countries. Some countries have
resorted to bilateral investment guarantees to give protection
from expropriation, depreciation, and civil violence, and the
World Bank is interested in fostering international guarantees.
..Fven with this record of failure in multilateral cooperation
on 1ﬁvestment policies, many scholars continue to advocate interna-
tional controls; some see it as the only relief from international
chaos, as MNC's are developing a "one world approach" and are the
"surge of the future." George Ball has referred to the "withering
away of the state."l/ Raymond Vernon sees problems unless there is
a "joint exercise of national economic sovereignty."g/ Charles
I. Kindleberger recommends international controls.i/

While greater harmonization of business regulation principles
and practices appears desirable, and in certain respects could be
helpful to international business, multinational agreements are
always difficult to negotiate. In the investment field they would
have to touch on expropriation, antitrust, taxation, export controls,
security regulations (trading with the enemy), capital transfers,
balance of payments controls, and perhaps even accounting practices,

every one a contentious subject and also one which affects the national

interest. Individual states have adequate, if differing, national

pv4
Joint Economic Committee, Subcommittee on Foreign Economic Policy,
Hearings on Multinational Corporations, July 1970, Part 4, pp. 904, 760.

2/
Ibid., December 1969, Part 1, p. 1u8.

3y
Ibid., July 1970, Part 4, p. 759.
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standards which can be exercised to give greater control of operation
within their borders. Consultation and cooperation will always be
useful, of course; and the greater the harmonization and standardiza-
tion on an international basis of the basic bilateral undertékings,
the better. But the prospects for effective international legal forms
for the operation and regulation of multinational business seem, at
best, to be very long term. The fundamental sovereignty of the
nation-state is proving to have a ﬁuch longer "half-life" than the
would-be innovators have imagined.

Antitrust Aspects

The U.S. antitrust laws to control unfair businesé practices have
long been considered the most stringent in the world. The 1914 Webb-
Pomerane Act was an unsuccessful effort to grant American companies
exemption from antitrust laws in their competitibn with foreign cartels.
During the occupation of Germany and Japan, a U.S. policy effort tried
to break up the monopolies of those countries and to encourage an
"American" attitude toward combinations in restraint of trade.

The U.S. attitude has been one of encouraging competition. Except
for monopolies of public utilities and others, which are controlled
by administrative agencies, there has been an antipathy to "bigness."
By contrast, the Europeans fear big business less, and resort to
greater stress on price and other administrative controls. Articles
85 and 86 of the EEC Rome Treaty prohibit restrictive agreements and
practices which are apt to affect trade between the member states,

but they do not apply to activities outside the EEC. Although foreign
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reaction to the extraterritorial effects of U.S. antitrust laws has re-
sulted in international incidents, the American Courts have, in general,
been careful to avoid action abroad in conflict with local foreign laws.

There have been a number of international efforts to control
restrictive business practices. The United Nations Conference on
Trade and Employment in 1948 produced the Habana Charter which
contemplated the establishment of an International Trade Organization
and a code for the conduct of the members' mutual relations. Chapter
V of the Charter deals with control of restrictive business practices;
but the Charter was never ratified by a sufficient number of countries
to come into operation.

From 1951-1955, an ad hoc committee of the United Nations Economic
and Social Council prepared a draft proposal based on Chapter V of
the Habana Charter, but ECOSOC took no action on the proposal. There
were negotiations on this matter in GATT over ghe period 1954-1960;
a mild proposal was adopted in 1960 providing for bilateral or
multilateral consultations but it seems never to have been used.

The Council of the Organization for Economic Cooperation and
Development (OECD) on October 5, 1967 adopted a recommendation "Con-
cerning Cooperation Between Member Countries on Restrictive Business

Practices Affecting International Trade." The paper recommends closer

§/This material draws on testimony of Anthony M. Solomon,
Assistant Secretary of State for Economic Affairs, before the
Hart Subcommittee on Antitrust and Monopoly of the Senate Judiciary
Committee, which is printed in the 1966 hearings at pp. 452, 456-8.
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cooperation between member countries as their laws permit in the
form of consultations, exchanges of information and coordination
of efforts regarding restrictive business practices, but makes it
clear that this should not, in any way, be construed to affect
such questions as sovereignty or the extraterritorial application
of laws on the subject.

Many insist that the administration of the U.S. antitrust laws
places American MNC's at a disadvantage in competing with firms
abroad. Certain exceptions have been made under the Defense Produc-
tion Act to allow cooperation between o0il companies and in certain
other cases considered to be in the national interest. Additionally,
the courts have taken into consideration the importance of U.S.
foreign economic policies. Yet more could probably be done in the
antitrust field by enforcement officers and the courts to adopt a
reasonable or "common sense" attitude toward the special problems of
American firms operating abroad, as well as toward the inhibiting
effects which "literal" enforcement policies can have on prospective
foreign investment in éhe United States. In short, administrative
guidance and discretion is probably a better tool for solving the
problems that do exist than sweeping reforms of the basic legisla-
tion--which could open up a veritable Pandora's box of new problems!

In conclusion, what seems reasonable (and historically most
doable) is, in the first instance, to achieve greater tolerance

among sovereign nations of each others laws by withdrawing from the

extraterritorial assertion of their jurisdictions, except.when

4
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faced with serious questions of national security. In the longer

term, countries should work towards greater harmonization of policies
in taxation, antitrust laws, rules of fair competition, accounting

practices, protection of investments and environmental standards.
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Preface

U. S. automotive manufacturers have been substantial
overscas investors for more than half a century in order
to participate in foreign markets. Assertions are now
being made that such investments result in moving jobs
and taxable income outside the United States. As will be
shown 5elow, the industry's overseas investment in foreign
corporations has been absolutely necessary to compete
effectively in the world automotive markets and has, in

fact, increased U. S. employment and taxable incore.
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I. Introduction

This papcer discusses some aspects of the foreign invest-
ments which have becen made by U. S. motor vehicle manufacturers.
The leading automobile manufacturcrs have substantial foreign
operations and may thus be classified as "multinational"
corporations. It should be recognized that the word multinational
is used as a convenience only. There is really no such thing
as a corporation which is multinational in the sense of being
outside the normal governmental control applicable to all
operations in each country in which a company has subsidiaries.

The U. S. automobile manufacturers are incorporated in the
U. S. Their operations abroad almost invariably take the form
of investments in corporations organized in the respective
countries in which they operate. Both the U. S. corporations
and the foreign corporations in which they invest are subject
to the laws of the country in which they are incorporated and
in which they operate. Generally speaking, the laws of all
countries require that dealings between the affiliated corpora-
tions be at arm's length. The idea that a "multinational"
company is somehow free of the laws of all.countries is a

myth.
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II. U. S. Automotive Overscas Investments

U. S. firms invest abroad becausc therc is no practical
alternative by which they could participatc in the foreign

markets.

A. Foreign Restrictions

The U. S. motor vehicle manufacturing industry gained
early world dominance in the production of vechicles. In 1900

U. S. production was almost half of the world total and by
1920 it exceeded 90 percent (Exhibit 1). During these early

years the automobiles used in Europe were basically the same

size as those used in the United States -- for example, the

Model T, and later the Model A, were sold in both places. However,

freight costs, and in some cases, tariffs, forced the American

producers to assemble cars in foreign countries to serve the foreign

markets; Ford was an early leader, setting up assembly operations

in Canada in 1905 and in Britain in 1911; General Motors acquired

a Canadian manufacturer in 1914 and Vauxhall Motors in Britain in

1925; Dodge Brothers established United Kingdom operations ip 1922,
During the early years the U. S. manufacturers typically

shipped components from the United States to be assembled abroad.

Later, two factors caused the U. S. manufacturers to begin manufac-

turc of components abroad. First, tariff restrictions in some

countries forced them to do so; for example, in 1915 Britain imposecd

a 33-1/3 percent tariff on automobiles and components. Second, in
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the 1950'5 a new markct era began. In the United States, larger

cars began to be made; whereas, in Europe, manufacturers concen-

trated on small cars, as shown,

1920
1930
1940
1950
1960
1970

Size of U. S. and European Automobilcs*

U.

S.

Overall

Length

in.

146
155
192
198
211
216

Engi

Displaccment

ne

cu'

171
194
217
217
348
350

in.

Europe**

Overall Engine
Length Displacement
in. cu. in.

N.A. N.A.

144 62
158 64
160 69
160 73
159 91

*Based on largest volume model in each year.

**pata are for Germany.
countries would be even smaller.

SOURCE: Correspondence with U. S. firms.

Cars in other European

There are many reasons for the difference in vehicle size; more

crowded road conditions in large consuming countries such as

many in Europe, and lower per capita incomes abroad. Road dis-

tances and trip lengths are greater in the U. S.

The fact that

cars used in Europe were different in size from those in the

United States encouraged the U.S. manufacturers to begin the

manufacture of components in Europe to serve the European

assembly operations.

(Relative vchicle size is considered

further in a subsequent discussion of U. §. imports, Section

III. AL)
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After World War II the less developed countries, realizing
the importance of the automotive industry to industrialization,
began a systcematic pattern of forcing firms to assemble locally.
This was followed by "local content" laws requiring an incrcasing
amount of the components to be made locally. The Latin Amcrican
nations particularly have hsed lccal content requirements to develop
their local industry (Ethbit 2).

Tariffs and tax structures which penalize large car and
high horsepower engines also inhibit the use of U. S. built
vehicles in foreign countries. Exhibit 3 shows that a Mercedes
Benz 220 is generally taxed much less than an American Motors
Gremlin of much lower purchase price. In addition to tariffs
and taxes on vehicles, gasoline in most of the European countries,
for example, is two to three times as costly to the motorist as
in the United States. This also discourages the use of high
horsepower engines.

The resulting pattern in most countries, whether developed
or less developed, was that U. S. firms began to export to serve
local markets, then established assembly operations, and finally
began to produce the components locally.

Japan is a different case. Since the late 1930's the
Japanesc government has discouraged foreign producers and limited

forcign investment in domestic automotive companies. Only very



recently have non-Japancse firms been allowed to invest in the
Japanesc automobile industry -- on a limited basis -- and only
in companics controlled by Japanesc nationals.

An indication of rccent levels of foreign investment by
the transportation cequipment industry in foreign countries is
contained in Exhibit 4. Responding to the actions of forcign-
owned producers the largest portion of the investment has bhecen
in Europe. The automotive industry accounts for the preponderant
share of these expenditures.

B. Cost Differences Betwcen the U, S. and Foreign Nations

An examination of technological and cost considerations
also demonstrates that exporting from the U. S. is not a real
alternative.

Cost Comparison

U. S. labor costs are substantially higher than any other
industrialized nation. The table below, showing comparative

hourly labor costs in several countries, illustrates this point.

89-126 O - 73 - 11
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MANUFACTURTNG _TNDUSTRY

1970
Average Total
llourly Labor Cost
Japan s .95
Great Britain 1.60
Italy 1.73
France 1.82
W. Germany 2.27
U.S' 4.18

* Including fringes and benefits,

Source: Industry Week, October 4, 1971

Further, material costs appear to be somewhat lower in foreign
nations. For example, in 1971 sheet steel was about $170 a
ton in Engiand, $180 on the continent, and $220 in the U. S.l
In 1968, U. S. Steel Corporation had an average sales revenue
of $205 for every ton of shipments, whereas Yawata, the largest
Japanese producer, had only $1102, Although -these differences
are reduced by the revaluation of 1971, they remain substantial

in many cases.

Technology and Productivity

Operating at a substantial disadvantage in terms of labor

and material costs, U. S. firms could hope to compete by exporting
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only if they enjoyed offsctting advantages in technology and
productivity. This is not the casc. While precise comparisons
of reclative productivity are not available, some rcasonable assump-

tions can be made, bascd on obscrvable facts. First, automotive

technology is available in all industrialized nations, as are the
capital resources to mobilize this knowledge. It is argued by
some that U. S. multinational firms give away superior U. §.
technology which is a national resource. However, the U. S.

does not monopolize the development of technology. The variety
of automotive innovations created in foreign nations and applied
in the U. S. is extensive and impressive. Further, the existence
of foreign operations provides a broader base of production

over which U. S. firms can spread the high costs of research

and development.

Second, foreign nations héve skilled management and labor
resources. Third, industries in many foreign countries possess
plants and equipment that are relatively newer and more efficient
than U. S. facilities because they were substantially rebuilt
after World War II.

The largest non-U. S. motor vehicle manufacturing companies
arc shown in Exhibit 5. Exhibit 1, referred to in Section II. A.,
shows the growth in world wide vehicle production to the point
where U. S. production now accounts for only 32 percent of the

world total.

gy
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Thus, although there are no direct productivity comparisons,
there is no basis to assume that the U. S. enjoys any special
position in terms of tecchnological capability. This fact, coupled
with a manufacturing cost disadvantage including transportation,
indicates the virtual impossibility of exporting U. S. built
vehicles in any substantial numbers.

Another factor affecting comparative costs is that of currency
exchange rates. An improved international monetary system should
provide for timely adjustments in the exchange rates of those

currencies that have become either over valued or undervalued.

III. The Impact of the U. S. Investment on the Balance of

Payments/Trade
A. Imports

L

To date, foreign car manufacturers have primarily ex-
ported compact cars to the U. S. market. These exports have
represented a relatively low-risk entry strategy for foreign
firms, because cars exported to the United States are basically
the same as those made for local usc. Hence, if the foreign
firm has a bad year in the U. S. market, it still has its own

local market to take a substantial part of its output. Of
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coursc, lower costs make it possible for them to absorb the freight
and duty and still have competitive prices in the United States.
In addition, many forcign firms have a large local market for
small cars which allows them to achieve significant efficiencics
of scale in this vehicle size (low unit costs) and this is reflected
in relatively low prices in the U. S.

Automotive imports reached an early peak in 1959, but
then declined with the advent of American-made compacts which
reduced imports until the mid-1960's. Imports have increased
from 7.3 percent of the U. S. market in 1966 to 15.1 percent in
1971. This increase occurred in spite of an increase iﬁ
American-made compacts and subcompacts from 8.4 percent in 1966
to 19.5 percent in 1971 (12.1 percent compacts and 7.4 percent
subcompacts -- Exhibit 6). These figures suggest that regardless
of the production of compacts and subcompacts in the United
States, imports can capturc a significant share of the U. S. market.

yost of the imports are from foreign manufacturers rather
than subsidiaries of U. S. firms. Exhibit 7 shows that in 1971,
1.3 million cars werc exported to the United States by foreign
manufacturers comparced with only 170,000 from cxporting U. S.

subsidiarics abroad. Furthermore, the percentage of production
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exportcd to the United States ‘also confirms the high propensity

of forcign firms to export to the United States. For example,

in 1971, U. S.-owned firms abroad that cxport to the U. S., exported
about 7 pcrcent of their production to the United States. In
contrast, the European and Japanese firms exported about 13 per-
cent of their production, with Volkswagen's percentage being 35

percent and Toyota's being 19 percent.

B. Exports

With an ever-increasing number of nations manufacturing
automobiles; with an increasing amount of production abroad; with

different market conditions abroad compared with the United States;

and, with substantially lower costs abroad than within the United
States, it is not surprising to find that the U. S. share of the
world export market has declined. The volume of U. S. unit
exports has changed little in the past two decades while other
producing nations, such as Japan and Germany, have sustained huge
increases (Exhibit 8). 1In spite of the growing value of exports
from the U. S. to countries other than Canada, including a

growing volume of parts to foreign subsidiaries, the long-run.
. ¢ ‘e’ .
net trade balance has declined from a $1 billion surplus in

1951 to a $2 billion deficit in 1971 (Exhibit 9).
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A large proportion of U. S. vehicle exports consists of
exports to Canada. This is a special relationship resulting
from the 1965 Automotive Products Trade Act. The Act provides for
duty-free trade by manufacturers between the two nations in vehicles
and components (subject to certain protective conditions). U. S.
motor vehicle manufacturers have been able to integrate the opera-
tions of their Canadian subsidiaries with their own U. S. operations

in order to achieve production specialization.

Although net exports to Canada have recently shown a deficit,
figures for the first nine months of 1972 show that the deficit
has narrowed. (The figures in Exhibit 9 exclude snowmobiles which
are also covered under the terms of the U. S.-Canadian Automotive
Products Agreement.)

C. Non-Trade Transactions

The effects of non-trade transactions on the U. S.
balance of payments are illustrated in Exhibit 10. The motor
vehicle and parts industry has experienced a steadily increasing
positive net contribution over the past decade, reaching the
level of $197.9 million in 1970, nearly one-third of the total
of all industries. (These data are taken from a 1972 survey by
the Emergency Committee for American Trade (ECAT) and include
responses from three motor vechicle manufacturing firms accounting
for over 90 percent of U. S. production, and thrce large parts

supplier firms3.) :
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Iv. Impact on U, S. Employment

Dircct investment overscas has contributed a net increasc in
the lecvel of U. S. employment over what it would be, had U. S.
automotive firms not cxpanded operations into foreign nations.

Overseas investment does not "export" jobs that would otherwise be

filled by U. S. workers. In most instances, it is a case of manu-
facturing abroad or losing those markets entirely. 1In the process,
substantial numbers of U. S. jobs are created by the export of
parts, capital equipment, and associated exports.

Employment in the motor vehicle and equipment industry over
the past decade has shown a gradual rise (Exhibit 11). To be
sure, in some years employment has slumped because of strikes,

as in 1969 and 1970; however, the general trend has been upward.

The average hourly earnings of production workers has shown a
steady increase, being higher in each year than in the prior years.
Furthermore, these earnings have increased at a higher rate than the
consumer price index.

Data from the 1972 ECAT survey show that average annual
employment growth rate for 1960-70 for the manufacturing firms
surveyed,was 1.4 percent. This is less than the rate of 2.5 per-
cent for motor vehicle and parts manufacturing firms, and 3.3

percent for all respondent multinational manufacturing firms3,
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Contrary to the views sometimes expresscd, the main deter-
minant of the overall cmployment level is government fiscal and
monctary policy, not foreign trade or the employment condition

within a particular industry.

V. Conclusions

U. S. motor vehicle manufécturing firms invest abroad because
there is no alternative except to abandon sales in foreign
markets.

The result of this investment is a positive contribution to
the level of U. S. employmenc, tax revenuzs, and the balance of

payments and trade.
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Exhibit 1
MOTOR VEHICLE PRODUCTION IN UNITED STATES AND WORLD, 1900-1971

(000 units)?

United States as a

Year United Statesb World Percent of World
1900 4 9 b4
1905 25 63 40
1910 187 255 73
1920°¢ 2,227 2,383 93
1929 5,337 6,348 84
1939 2,508 4,021 62
1946 3,100 3,913 79
1955 9,204 13,743 67
1958 5,121 11,289 45
1965 11,138 24,267 . 46
1968 10,820 28,383 38
1969 10, 206 29,810 34
1970 8,284 29,403 28

1971 10,672 33,411 ° 32

aThroughout this paper, units include all motor vehicles (cars, trucks,
and buses) unless otherwise stated.

bForeign subsidiaries of U.S. firms are not included in United States.

€1920 data for Germany and United Kingdom uncertain; recorded as zero
in world trade.

Source: "1971 World Motor Vehicle Data," Motor Vehicle Manufacturers Association
of the U.S., Inc., Detroit; Wards' 1970 Automotive Yearbook (Powers & Co., 1970,
Detroit), as quoted in Raymond Vernon, Manager in the Tnternational Economy
(Englewood Cliffs, New Jersey: Prentice-lall, Inc., 1972), pp. 435, 437, 44l.
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Exhibit 2
LOCAL CONTENT SUMMARY FOR PASSENCGER CARS MANUFACTURED IN SELECIED COUNTRIES

Percent Local Content Required

Country 1961 1966 1971
Germany 0 0 0
England 0 0
Australia 0? 8 o?
Mexico 0 60 60
Brazil 98 100 100
Venezuela 0 25.75b 43.25b
Argentina 60 95 95
Uruguay 0 MD 16
Chile? 0 50 70.2
Peru 0 0 35
South Africa 0 45 54.5
New Zealand MD MD MD
Belgium 0 . 0 0

- Switzerland? 0 0
Denmark 0 0 0
Portugal 0 15 25

8Local content is encouraged by duty reduction incentive,

bLocal content requirements have changed in six month periods., Yearly average
shown,

““p = Mandatory Deletion Requirement,

dInt:ent of government but no producer has met these requirements.

Source: Private correspondence, major automotive manufacturers.



Passenger Ca-

Filat 500
Renzult RS
Fiat 124
Volks.Bectle

Toyota Cor. 1600
Datsus FL 510
Ford Tinto

Flat 125

Peougeet 404
Cpecl Rek, 17008
volvo 142-2
ford Tacnus

\
Mercedes Beaz 220«
G¥ Vega
Cpel Alriral
ANC Gre=lin

Clhiev.Feclair 6
Tuick Skylark 8
Ford Galaxy 8
Chry.Kewpt. 8
Cadillsc 62-8

wt. (1bs)

1,146
1,720
1,885
1,807

1,900
2,140
2,050
2,205

2,405
2,315
2,640
2,470

2,890
2,213
3,329
2,572

3,980
3,610
4,132
4,315
4,845

* State of Victoria

** Commedity Tax:

Exhibit 3

Annual Motor Vehicle Use or Registration
Taxes for Selected Countries (1972)

Eng.Cap.
(cec) US(NYC)
500 $ 12
1,000 13
1,197 14
1,584 14
1,588 14
1,595 16
1,600 15
1,608 17
1,618 18
1,698 17
1,986 20
1,998 19
2,197 22
2,296 17
2,784 25
3,802 20
4,098 32
5,738 27
5,75% 33
6,557 35
7,738 (31

(u.s. %)

UK Austria Belg. France Gern. Italy Neth.

$55 $19 $ 18 § 12 $ 22 $ 12
55 19 27 18 45 37
55 21 31 18 54 47
55 31 40 47 71 80
55 31 40 47 71 80
55 31 40 47 71 80
55 NA NA NA NA 80
55 31 40 47 76 80
55 31 40 47 76 80
55 31 40 47 76 88
55 31 52 47 89 111
55 3 52 47 89 111
55 35 60 59 98 123
55 as 60 59 103 168
55 52 88 59 125 217
55 77 136 196 174 316
55 103 150 196 183 314
55 116 266 196 259 500
55 116 286 196 259 500
55 116 349 196 259 573
55 116 445 196 349 632

levied on duty paid value at time of purchase.

Source: Motor Vehicle Manufacturers Association of the U. S., Inc.

$ 44
71
80
71

8o
89’
NA
89

98
89
106.
98
115
89
133
106

160
142
168
177
195

Den.

§ 43
s3
72
74

72
72
NA
72

72
72
96
96

125
72
173
96

173
173
173
173
211

Sweden

$ NA

52
43

52
52
NA
60

69
60
69
60

87
NA
104
NA

103
113

NA
148
174

Austl.»

$ 12
N\
21
21

NA
286
NA
NA

27
XA
R%Y
NA

32
NA
NA
NA

NA
R\
63
NA
NA

Brazil

$ 114
116
151
161

161
1ol
161
161

161
61
151
203

2923
61
203
203

223
247
425
426
426

163
153
163
1£3

163
163
1%
27

271

991



Year
1960
1961
1962
1963
1964
1965
1966
1967
1968
1969
1970
1971P

1972P

Source:
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Exhibit 4
Estimates of Plant and Equipment Expenditures
by U.S. Corporations' Forcipn Affiliates
in the TRANSPORTATION EQUIPMENT Industry

(In Millions of U.S. Dollars)

AR E A
European
All Latin Common Other
Arecas Canada America Market European
336 63 47 128 74
473 60 52 181 141
585 65 81 245 123
530 94 50 155 166
726 167 76 161 178
873 224 73 278 180
966 255 71 373 191
795 234 88 245 134
618 194 90 146 86
796 211 104 210 180
1,060 289 112 335 216
1,000 173 116 440 165
1,032 183 204 360 149

Survey of Current Business; U.S. Department of Commerce, Office of

Other
Areas

23
39
71
65
144
118
75
9%
102
91
108
106

136

Business Economics, Volume 51, Numbers 3 and 9, March and September, 1971.

P *® projection,
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Exhibit 5

Pagsenpger Car Production of largest
Non-1.8. Compmies in 1971

/ooo")

Country Firm Total Production
Japan “Toyota 1,400
Nissan (Datsun) 1,102
"Toyo Kogyo (Mazda) 301
Mitsubishi 261
Honda 215
Italy Fiat 1,372
Germany Volkswagen 1,361
Daimler-Benz 284
Audi NSU Auto Union 276
France Renault 1,069
Citroen 578
Peugeot ’ 559
Britain British Leyland 887
Sweden Volvo 214

Source: Compiled by Motor Vehicles Manufacturers Association from
various sources.
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Exhibit 6

1.5, NEW CAR REGISTRATIONS BY GENERAL MARKET CATEGORIES, 1966-70

High price

Medium price

Regular size
Intermediates
Specialty/sports
Compacts

Subcompacts
Miscellaneous U.S. cars

Imports

1966

2.8
17.9
30.4
23.6

9.4

8.4

0.1

7.3

(percentages)

1968 1969 1970 1971
2,6 2.9 2.3 2.9
17.0 16.8 13.7 15.1
27.0 25.9 22,5 20.9
24.0 22,2 21.0 18.1
11.7 11.1 10.3 8.6
7.1 9.8 13.8 12,1

- - 1.6 7.4
0.1 0.1 0.1 0.1
10.5 11.2 14.7 15.1

Source: Ward's 1971 Yearbook, p. 145; 1972 Yearbook, p. 125.




II.

170

EXIBLT 7

PASSENGER CAR EXPORTS TO UNTTED STATES, (1) AS A PERCENTAGE OF PRODUCTION, 1971

Name
OWNED BY U.S. FIRM

Opel (Germany)
Chrysler-France
Ford (Germany)
Ford (U.K.)
Chrysler (U.K.)
Vauxhall (Britain)

Total
NOT OWNED BY U.S. FIRM

Toyota (Japan)

Fiat (Italy)
Volkswagen (Germany)
Datsun/Nissan (Japan)
Renault (France)
Austin-Morris (U.K,)*
Citroen (France)
Peugeot (France)
Toyo-Kogyo (Japan)
Daimler-Benz (Germany)
Audi NSU Auto Union (Germany)
Mitsubishi (Japan)
Honda (Japan)

Volvo (Sweden)

B.M.W. (Germany)
Standard Triumph (U.K.)¥
Alfa Romeo (Italy)
Subaru (Japan)

Saab (Sweden)
Jaguar/Daimler (U.K.)*
Porsche (Germany)

Total

(000's)

Production
(no. of units)

Exports to
United States (2)
(no.of unjts)

730
484
446
« 367
282
199

2,508

1,400
1,372
1,361
1,102
1,069
666
578
559
301

- 284
276
261
215
214
164
137
123
115
13

31

22

10,323

86
53

26

170 (7% of productica”

271
43
509
182
16
37
1

6
18
33
19
27
8
47
12
20
2
10
12
6

16

1,295 (13% of productic:’

1. North American type passenger cars produced in Canada are not included.

2. Data in this column are new registrations of passenger cars in the U.S.

Source: Motor Vehicle Manufacturcers Association of the U.S., Inc,
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Exhibit 8

MWOTOR VEMICLE EXPORTS FOR SELECTED COUNTRIES
(000 Units)

Canada France Germany Ttaly Japan Sweden U.K. U.S.A.
1926........ 4.3 59.8 2,2 34.2 - - 33.4 N6
1927.. ..., 57.4 52.0 4.1 33.3 - - 36.3 393.1
1928........ 79.4 46.0 8.0 28.) - - 32.8 515.8
"~ 1929........ 101.? 49.2 7.8 23.7 - - 42.2 546.2
1930, ...... 44 .6 .1 5.6 19.2 - - 30.0 245.2
1931........ 13.8 26.3 11.5 11,9 - - 26,4 135.8
1932........ 12.5 19.2 1.3 6.4 - - 40.3 70.1
<1933 ..., 20.4 25.5 13.5 7.1 - - . 519 111.5
9% ..., 43.4 25.0 13.4 9.0 . - 57.9 242.2
“1935. ..., 64.3 18.9 24.9 14.4 - . 68.6 271.4
1936........ 53.6 1.2 37.4 15.0 - . 62.3 285.8
1937........ 65.9 25.1 69.6 25.9 - . <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>