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U.S. EMPLOYMENT AND FOREIGN TRADE
STATEMENT BY GEORGE H, HILDEBRAND
DEPUTY UNDER SECRETARY FOR INTERNATIONAL AFFAIRS,
U.,S. DEPARTMENT OF LABOR
TO THE SENATE FINANCE COMMITTEE,
SUBCOMMITTEE ON INTERNATIONAL TRADE
JUNE 14, 1971
Introduction
Recent changes in the world economic structure pose new
problems for U, S, international economic relationships,
Significant changes inciude the internationli'zation of production
by the multinational corporation, the startlingly rapid economic
growth of Japan, the increased economic power of the European
Economic Community, and the Green Revolution in less~developed
countries, All of these changes affect the U, S. competitive trade
position, and accordingly, U, S. income and employment,
This relationship between trade and jobs is a fundamental basis
for Department of Labor invol;rement in the formulation of U. S.
trade policy. The Department of Labor is part of the Interagency
Trade Organization which deals with trade policy, tariff negotiations,
escape clause actions, adjustment assistance, fair labor standards,
etc, It has the primary responsibility of assuring that U, S, foreign
economic policy takes full account of U. S, employment and man-

power programs, and, speciﬁcaily the impact of U.S. foreign trade

and investment on jobs, income, and the standard of living of
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American workers. At the same time, the impact of foreign
economic policy upon domestic employment should be viewed
against the broad sweep of changes in the domestic economy.
Examination of the influence of foreign trade on employment
and on workers' incomes must consider the basic economic

conditions of the period under analysis.

Economic Background

A, The Implications of U, S, Domestic Changes

The United States has contributed to the growth of the
international economy of the FFree World over the past quarter
century in two conspicuous ways. First, it contributed leader-
ship and resources, in the aftermath of World War II, to the
reconstruction of war-torn economies, the development of
international trade and investment and an economic environment
of increasing openness, Second, the U, S, contributed by main-
taining a generally high level of domestic activity, which yielded
a growth of productive capacity that was the source of exports on
a huge scale, and that allowed the development of a relatively
open domestic market that was both an attraction and a challenge

to foreign suppliers.
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During the period 1950~1969, real output in the U.S. more than
doubled; the annual rate of change in the 60's was even faster than
in the 50's-~from 1961 to 1969, it was in excess of 5 percent. From
1958~ -the end of the post-war reconstruction and the beginning of
active international competition~~to the present the growth of the
annual real output of the U, S, economy amounts to $280 billion
expressed in 1958 dollars. This' enormous increase in U.S. output
over a period of 12 ycars is more than twice the present level of
annual real output of West Germany,

The achievement of thi s growth has been made possible by a
great expansion of the labor force and of the numbers of those
employed, and at the same time by a substantial increase in the
efficiency of labor, capital, and management.

In 1958, the civilian labor force was 67,6 million; in 1970 it
was 82,7 million, an increase of 15,1 million or 22 percent., The
increase in civilian employment was even greater-~15, 6 million-«
and, since farm er.nployment continued its long down-trend, the
increase in non-agricultural employment from 1958 to 1970 was
17. 7 million, or 31 percent,

Data for non-agricultural establishments indicate that there

was an even faster rate of growth of payroll employment in that
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interval; between 1958 and 1970 it grew by 38 percent, from 51. 4
million to 70.7 million, The salient feature, however, was that
the growth in manufacturing payroll employment was a little less
than 22 percent (and for all goods-producing industries it was just
20 percent), whereas service-producing industries showed an
increase of over 48 percent. By 1970, there were twice as many
people on service~producing industry payrolls as on goods-producing
industry payrolls, Since the real product of those two industrial
groups increased at about the same rate, it is possible to charac-
terize this development as a shift of labor towards the service-
producing industries.

In money terms, personal consumption expenditures on
services in 1970 exceeded expenditures on nondurable consumer
goods for the first time ever and accounted for over 42 percent
of total personal consumption expenditures, as compared with
only one~third in the immediate aftermath of World War II. The
movement is not surprising--it reflects not only the increased
demand for services as ma‘terial @ants are satisfied but also of
the above~average increases of the prices of services in which
‘labor productivity may Be hard to raise but where wage rates

tend to follow the general upward trend.
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It is in the nature of mature economic development that later
productivity gains are harder won than earlier gains, since initial
gains are in some measure deriveci from economies of scale.
Nevertheless, the U.S. postwar record has been highly creditable,
averaging an annual increase of 3.1 percent in output per man-hour
in the private economy over the 20 years ending in 1969. The slower
productivity gains of 1967, 1969 and early 1970 may be symptoms of
cyclical sensitivity rather than changes in the long-run trend--a
view that finds support in the resumption of high productivity growth
in the second quarter of 1970. As activity picks up in 1971-72, we
may expect to have a continuation of productivity growth rates above
the trend rate cf 3.1 percent, with increasing utilization of capacity
and the resultant improved efficiency of labor.

The achievement of industrial maturity by many other countries
has enabled them to record productivity gains far in excess of U, S.
gains, In some cases, this result arises from the very low output
base from which they began a quarter century ago, and the attendant
benefits from new technology and increasing scale of output. With
much lower earnings levels, these countries have in recent years
been able to increase their payments for labor and yet to record

only small rises, or even a few declines, in labor costs per unit
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of output. By contrast, the United States in the 1965-69 period has
had an annual average increase in unit labor costs of 3.6 percent,
which is higher than that of all the other major industrial countries
except Canada. Yet in that same period, the annual average 5.8
percent rise of compensation per man-hour in the United States was
lower than in any of these countries, with the exception of Italy,

It appears, then, that a critical question for the U, S, is whether
it can maintain its international competitiveness by at least matching
the performance of other countries in limiting the rise ofvlabor costs
per unit without asking labor to bear the cost of this action. This
calls for a lower rate of increase of prices in general in the United
States than elsewhere; and it is worth remembering that until 1965
this was the general rule. To take consumer prices, it was only
in 1966 that the rate of price increase moved above 3 percent per
annum on a sustained basis, and it appears that the peak rate of
6.1 percent was reached in 1969 and early 1970, Since that time
we have moved back to the range of 4-4-1/2 percent. Experience
suggests that other countries will have difficulty in matching this
performance over any long period.

The U.S. ability to control price increases will depend not
only on the actions of business and labor, but also on Federal,

State, and local policies., For example, new standards on
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environmental protection which are not imposed on foreign pfoducers
may weaken the competitive position of U, S, producers vis~a-vis both
imports and exports. Similarly, diversion of resources to defense
needs, or policies which place a premium on transfer of production
to overseas plants adversely affect the competitive capability of
domestic U. S. firms.

Changes in Trade Patterns

As the foreign trade of the U.S. grows and changes, employment
in domestic industries is affected in a number of ways., Just as
exports comprise a significant part of total demand for many domestic
industries, export-related jobs are an important part of the labor
force in these industries. Some jobs in other industries which supply
the exporting industries are also export-related. The Bureau of
Labor Statistics has estimated that the number of jobs involved in
producing the goods that were actually shipped out of the country rose
from 2.5 million in 1965 to 2. 7 million in 1969, an increase of about
12 percent. In all, the jobs related to merchandise exports repre-
sented 3. S‘éercent of the private labor force in 1969.

Imports that compete directly with domestic products may limit
job opportunities in the industries producing those products. How-

ever, imports of items not produced in the United States, or produced

62-790 O - 71 -pt.2 -2
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in insufficient quantities, are entirely consistent with expanding job
opportunities in consuming industries. It is extremely difficult to
determine the employment effect of imports, but the Bureau of
Labor Statistics has estimated that in 1969 it would have requir ed
about 2.5 million domestic jobs to produce the value of competitive
imports; this reflects an increase of nearly 64 percent over 1965,
The 2.5 million is neither the number of jobs lost to U. S.
imports nor the number of new jobs which would be created if we
did not inport. It is the best available estimate of the number of
man-years which would have been required in 1969 to produce the
value of replaceable imports in that year. It assumes that both tl.e
physical and human resources would have been simultaneously
available to produce these goods, that any decline in imports
would not have affected exports and export-related employment,
and that there would have been no effect on U.S. price levels,
There has been a significant change in the pattern of U, S, trade
over the past 10 or 15 years. In the years 1956-1960, our imports
divided about evenly between crude materials an;1 food on the one
hand, and semi-manufactures and finished goods on the other hand.
Now the balance has swung heavily in favor of finished goods.

Imports of finished manufactures have risen from less than one-third
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to well over half of our trade. The concentration of finished goods

in exports has also increased (largely in the form of high-technology
items like computers and aircraft), but not as rapidly as the increase
in imports of finished goods,

Labor intensity involves both the amount of work required to
produce a given product compared with other producfs and the skills
of the workers, (Normally, wage levels are used as a measure of
skill levels). The entire question of labor intensity is one in which
little work has been done and where most statements are based
either on greatly outdated studies or on limited observations. With
these qualifications in mind, it is noted that recent import increases
have been concentrated in a few industries such as footwear, elec~
tronics assembly, and certain other consumer goods. These are
relatively low-wage industries which are clearly labor intensive in
terms of skill levels and are probably labor intensive in terms of
manhours. Thus, the problems of adjustment are intensified. The
simultaneous shift towards a service-oriented economy amplifies
the problem.

There has also been a significant change in the composition of
import sourcing. In 1962, imports from the Far East (Japan,

Hong Kong, Taiwan, Korea and the Singapore area) were $1. 8

billion and accounted for less than 11 percent of our total imports.
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In 1970, imports from these countries had jumped to $8.1 billion,
over 20 percent of our trade. The switch to the Far East as a
source is particularly significant in that labor costs in that area
in most cases are significantly lower not only than those in the

1
U. S. but those in European countries, intensifying the competitive

pressure of imports.

Foreign Trade Theory

Since the time of Adam Smith, most economists have tended to
support a liberal trade policy. This prescription is largely based
on the theory of comparative advantage which says that freedom of
goods to move around the globe will lead to the most eificient use
of world resources. For each nation the prescription is the same:-~
if you want to export, then freely admit imports. If you do, in the
long run you will concentrate your resources on what you can make
more efficiently, buying from others what they can make more
efficiently., In this way, workers will earn the highest possible
real wages, capital will earn its optimum return, and cbnsumption
possibilities will be maximized.

Unfortunately, the comparative advantage model requires a
number of rigid assumptions, many of which are unrealistic in the
second half of the twentieth century, It is a static model, assuming

no change in consumption patterns or the devélopment of new products.

It assumes that all the factors within a country--capital, labor and
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natural resources--are perfectly mobile and fully employed and
that adjustment takes place instantly, The model also requires
perfect competition and the absence of barriers to trade.
The problem with comparative advantage theory has been

clearly stated by Paul Samuélson in his 1970 Principles textbook:

"Perhaps a more serious defect of comparative

advantage is the static assumptions. The theory

is stated in terms of barter and relative price

ratios, It disregards all stickiness of prices and

wages, all transitional inflationary and over-

valuation gaps, and all balance of payment

problems, It pretends that when workers go out

of one industry, they always go into another more

efficient industry--never into chronic unemploy-

ment. To the extend that we can in the future

count on the successful macroeconomic manage-

ment, which mobilizes modern theo;‘ies of monetary

and fiscal policy to banish chronic slumps and

inflations~-to that extent will the old classical

theory of comparative advantage retain its vital

social relevances.
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Perhaps the most serious challenge to comparative advantage
theory has been the recent rise of the multinational corporation
(MNC). Multinational corporations respond to a diversity of
motives, many of which are non-market in nature., Direct foreign
investment is influenced by such factors as differences in tax laws,
trade barriers, antitrust policy, and political conditions. The size
of many MNC's indicates they have substantial market power, and
will behave mor e like oligopolists than like perfect competitors.

These corporations enable a speedy transfer of capital, tech-
nology, and managerial experience among countries, To the
extent that this transfer involves moving labor-intensive operations
to countries with particularly low labor costs, the size and rate of
growth of direct foreign investment will have a substantial impact
on employment and job opportunities both in the U, S, and abroad.
We can obtain some idea of the relative magnitudes involved by
noting that in 1966 U. S, overseas production was estimated at
$110 billion, compared to exports of goods and services of $43
billion, or 2-1/2 times as much. The book value of U.S. invest-
ment overseas rose from approximately ;329 billion at the beginning
of 1960, to approximately $71 billion in the beginning of 1970,

At present there is a dearth of both theoretical and empirical

knowledge concerning the net effect of the multinational corporation
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on trade and investment patterns., These concerns may serve to
increase the competitiveness of international trade, to hasten
industrialization in the developing countries, to promote exports
of production equipment and of components, and to strengthen

the balance of payments of capital-equipment producing countries.
Conversely, they may operate at the expense of social reponsibility,
they may be solely motivated by profit maximization based on the
availability of lower wages, and increasingly they may involve
products destined for U.‘S. markets which had previously been
produced domestically. Critics also assert that cross-border
intra-company shipments are often artificially valued for company
accounting purposes and seriously distort the interpretation of
trade statistics.

. The facts are that there are no firm data on the impact of the
multinational corporation on U.S. trade and employment, There
is need to develop accurate data on the moveme nt of production
to overseas sources; the effect of such movement on domestic
employment and collective bargaining; the volume of both imports
and exports which reflects intra-corporate transfers i.ncludiné
transfers between non-subsidiary affiliates, Without such data,
attempts to define, evaluate, or control actions of multinational

corporations are bound to generate even greater problems.
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IV, - The Adjustment Mechanism for Workers

The goal of liberalization is obviously long-run, In its
pursuit we cannot overlook the shozlt-run consequences for some
domestic import-competing industries and their workers. When
imports increase rapidly and are concentrated in product sectors,
economic dislocations do in fact occur, Where imports contri-
bute to the displacement of workers, for example, our trade and
manpower programs should provide the means for appropriate
correctives, One of the central tasks of manpower policy is to
cushion the shocks of both temporary and limited structural dis-
placement by providing adequate means for adjustment. In this
sense, adjustment policy and trade policy must go hand-in-hand.

Since as a general rule, the U, S, has benefited from increased
trade, the use of restrictive trade measures is not desirable and
should be considered only in extraordinary cases and as measures
of last resort. To the extent that measures of domestic adjustment
assistance coupled with external adjustments and improved inter-
national labor standards can meet the problem, we are ahead of
the game, and in a position to move ahead in the direction of

expanded reciprocal world trade.
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With the Trade Expansion Act of 1962, the Congress broke
new ground in establishing a program of adjustment assistance
for particular firms or groups of workers injured or threatened
with injury by competitive imports. Howeéver, between 1962
and 1969, it was all promise and no performance. But the log
jam was broken by the Tariff Commission in November, 1969.
Since that time some 40 worker cases have been processed and
about 15, 000 workers certified by the Department of Labor as
eligible to apply for adjustment assistance., Another 20 to 30
worker cases are in varying stages of processing and about 10
cases involving firms are being handled by the Department of
Commerce. The certifications issued by the Department of
Labor include workers in 15 atates and in industries ranging from
steel fabrication through electronics assembliy vperations. The
largest number of workers have been in the footwear industries,
both leather and rubber soled; consumer electronics; and sheet
glass. |

Assistance now available to workers under the Trade Expansion
Act of 1962 includes monetary payments to help tide them over
between jobs; training to help prepare for alternative employment;

job counseling and referral; and if necessary, and where the workers
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are willing, relocation to places where jobs are available.
The emphasis is on training and job placement rather than
on income maintenance. The obstacles are formidable to
speedy placement in a job at least as good as the one which
he lost, but a concerted Federal-State effort is now showing
signs of significant‘progress.

It would appear, however, on the basis of recent actual
experience that the program could be improved, In this
regard we are currently conducting an intensive study of the
implications of a number of possible changes in the statutory
authority underlying the present program,

International Fair Labor Standards

. To some extent import competition reflects loweér labor
costs abroad. In turn, in some cases lower costs for labor
may reflect undesirable working t.:ondition; 'or wages that are
below normal for the industry or even the whole economy of

the exporting country. Cost advantages of the latter types
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tend to undermine labor conditions in the importing country, posing
the question of whether international minimum 1ab9r gtandards
should be sought, which would reduce the impact of low-wage
import competition. To do this two basic steps would be required:

1, To obtain international agreement on the definition

of fair labor standards--what are appropriate
criteria for deciding when unreasonable differences
in labor costs occur, given the vast disparities in
real income among countries.

2. To establish an international mechanism to enforce

these standards, at least with respect to goods
moving in international trade.

Clearly, too, the height and the range of such standards can
adversely affect job opportunities in lower wage export countries.
This influence must be weighed against the setting of standards
for job protection purposes in the importing countries.

In its report on the ‘Proposed Trade Act of 1970 the Ways and
Means Committee indicated that the President should take steps
with respect to trade agreements which would lead to the elimi-
nation of unfair labor conditions which substantially disrupt
international trade. They suggested that machinery be set up

in such trade agreements to provide for 1) the international
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recognition of basic principles with respect to earnings, hours, and
conditions of employment; 2) the development of a complaint pro-
cedure (presumably in the GATT) under which situations of unfair
labor conditions affecting international trade could be brought
before the parties of the agreement for appropriate remedial action;
and 3) the establishment of a syste;rx of periodic reports, by all
parties to the agreement, on earnings, hours, and conditions of
employment for workers in the exporting industries of the countries
involved.

This is a possibly fruitful approach that has the special advantage
of reflecting awareness of the need of the poorer countries for
increased employment opportunities, in many cases, through
exports., Ideally, such opportunities, however, would provide
for an equitable sharing.by those workers in the output of their
labor. As the leader in world trade; the U.S, should take the
initiative in encourag”mg serious study of the issue of international
labor standards and the practical potentials of the device itself,

%k * * * % 4 * % * * * * £

In conclusion, the relationship between trade and employment
must be examined against the background of a broad scope of

events in both the domestic economy and the international economy.
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Changes in trade patterns constitute only one source of economic
dislocation, but because of thei;‘ concentration and other unique

characteristics, trade-generated dislocations offer opportunities
for special treatment as well as a ready excuse to blame under-

lying problems on the outsider.
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Ashland
~a—

ASHLAND OIL, INGC. « POST OFFICE BOX 391 « ASHLAND, KENTUCKY ¢ 41101 « PHONE (6506) 324-11M1

ORINE ATKINS May 21, 1971

Presicdent and Chief Executive Officer

Senator Abraham A, Ribicoff
321 Old Senate Office Building
Washington, D. C, 20510
Re: U. S. Balance of Payments
Situation

Dear Senator Ribicoff:

In view of the hearings which you have conducted on world trade

and investment issues on May 17-21, I believe you will be inter-
ested in the study carried out for Ashland Oil by Mr. Alan Greenspan,
President of Townsend-Greenspan & Co., Inc., which deals with

the effects of investment controls on U. S. operations overseas,
Recent action of the German Government and other governments
which reflect their uncertainty as to the value of the dollar have
clouded the basic issues. However, in the not too distant future

we see the present investment control system as a threat to American
investments abroad. We believe that controls on capital movements
should be removed at the earliest practicable date.

Cordially yours,

AN

Orin E. Atkins

OEA:mw
Attachment
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THE U.S, FOREIGN DIRECT INVESTMENT PROGRAM:
A THREAT TO THE AMERICAN DOLLAR

A Study of the Financing Problems Confronting U.S, Foreign Affillates

For: Ashland Ofl Co,, Inc,

By: Alan Greenspan, President
Townsend-Greenspan & Co., Inc,
January, 1971
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Summary and Ccnclusions

1. The mandatory foreign direct investment program after
three years of operation is finally beginning to threaten the
competitive viability of U.S., foreign affiliates,

2. To date, although under pressure to redirect their fi-
nancing requirements to foreign sources, affillates' asset ex-
pansion has continued unabated. Rapidly rising debt/equity
ratios, however, indicate that further expansion, under exist~
ing regulations, ls golng to become progressively more diffi-
cult.

3. 1Inevitably, the earnings capability and growth of these
affillates will be restricted and their market values as going
concerns impaired.

4. Since these assets serve as the major standby reserve
supporting the U,S. dollar as the key world reserve currency,
the direct foreign investment control program is threatening the
status of the dollar. This is directly counter to the stated ob-
jective of the program.

5. 1If a major purpose of our foreign economic policy is to
preserve and reinforce the UJ.S, dollar in its key reserve
currency status, a rapid unwiading of the foreign direct invest-
ment control program is mandstory.
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Financing Diﬁlcu;ties

Under the existing direct investment control mechanism,' Iforeign‘
affiliates of U.S. corporations 'are going to encounter severe difficuilties
financing the capital expenditures planned for 1971, Plant and equipment
outlays by affiliates, excluding those domiciled in Canadal, were scheduled
at $9.7 billion for 1970, up 16% from 1969, according to the most recent
survey taken {n June 1970.2_ Expenditures planned for 1971 were $11,7
billlon, up 21% from last year's level. Unless plans were cut back late
in the year, we estimate thg; afffliates had to raise approximately $8.2
billion of external funds to finance last year's investments. Approximately
$5.5 billion was in the form of debt, both long and short-term, raised
in foreign money markets., A modest amount’(a few hundred million
dollars) represented issuance of equity securlﬁeg abroad., The remainder
came _from US direct investment sources, almost all from the U:S.
parent corporations, Las.t year's foreign financing requirements were
more than triple those of 1967,

Even with markedly higher internal fund generation and eased
limits on parent financing, foreign affiliates will have to borrow nearly

$7 billion abroad in 1971 to meet their capital expenditure projections.

1 - v .
Throughout this paper affiliates will refer only to non-Canadian direct
investments, i,e,, those subject to controls under the Office of Foreign
Direct Investment, '

See Survey of Current Business, September, 1970, p. 22. The
data in Table 1 differ slightly, owing to an alternate method of calculation,

62-790 O - 71 - pt, 2 - 8
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Total external financing, excluding U.S. net capital outflow,

would reach $7.9 billion.>

(Table 1) Should such financing actually
materialize, it would amount to 2.6 times the estimated net receipts of
funds from parents and other U.S. direct investment sources, This
compares with an estimated 2.5 times in 1970 and a range of .9 to
1.7 from 1958 through 1967, the ten years immediately prior to the
imposition of mandatory direct investment controls, It would also mean
that, by the end of 1971, 48,3% of affiliate assets would be financed by
other than U.S. direct investment sources, a sharp rise fz:om last year's
46.8% and the 43.6% at the end of 1967, (Table 3) Although no data
are avallable directly, our numbers also imply marked increases in
debt/equity ratios in recent years,

However, these shifts in the sources of financing of foreign
affiliates do not take Into account the pronounced increase in the propor-
tion of the parent companies' investment in affiliates obtained through funds
raised abroad., U.S. domiciled companies!' flotations in the Burobond and
international bond markets have rigsen dramatically, Of the $4.0 billion
raised abroad during 1968-1970 by U.S. corporations, approximately
$1.8 billion w#is reported to have been directly Invested In foreign af-
filiates (27% of the reported net U.S. capital outflow to such affiliates).

In addition, other borrowing abroad by U.S. corporations increased

sharply since there are no restrictions on the investment of such funds

to finance affiliates.

This includes some funds from the U.,S.,, borrowing from other af-
fillates and minority retained earnings. See Appendix for inclusions,
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Thus, If we consolidatehthe financial operations of U,S, corpo-

rations abroad, we find that of all the foreign assets owned directly and
indirectly (through affiliates) by U.S. corporations, 46.3% were financed
by other than U.S. funds at the end of 1967 and an estimated 55.1% at
the end of 1970, 5

In the near-term the recent sharp reduction in Eurodollar bor-
rowings by U.S. commercial banks and the eased money market condi~
tions abroad are likely to facilitate U.S. parent and affiliate foreign
borrowings. It Is questionable, however, whether amounts approximating
$7 billion can be raised abroad this year, even in a relatively accommo=-
dating climate,

The rapidly riging debt/equity ratios have already restricted
borrowings of some companies. A recent survey by the U.S., Council
of the International Chamber of Commerce indicated a '"growing appre-
hension about being able to find alternative financing to meet investment
schedules if the control program c:om:in'u.es."6 This concern is rein-
forced by uneasiness on the part of some European officials that U.S.

companies are far too deeply in debt, Moreover, they are cracking

The consolidation is for statistical comparisons only. Some U.,S.
domiciled corporations have foreign assets and liabilites resulting from
commercial transactions only, The consolidation also masks important
industrial and regional trends,

5 See Table 5,

6 The Impagt of U, S, Controls on Direct Investment -~ A Survey
of Company Experience With The Foreign Direct Investment Program,
(United States Council of the International Chamber of Commerce, Inc.,

New York, 1970), summary.
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down when they think debt is too high."7 There is no evidence, however,
that any wholesale curtailment of overseas investments has as yet taken
place,

However, even should foreign affiliates, with the assistance of
their parent corporations, somehow manage to raise abroad the external
funds required to meet the capfital investment schedules for 1971, the trend
in financing of affiliates would still be in fundamental disequilibrium, The
rapidly rising trend in debt-equity ratios simply cannot be extended much
further, Although some equity offerings to foreign investors undoubtedly
viill occur in the near future, the basic financing problem is not likely to
change.

Our statistical analysis confirms the conclusions in the Inter-
national Chamber of Commerce survey that '"contlnuation of the program
will soon adversely affect the level of finance; that is, the extent of the
investment support which is crucial in maintaining the competitive position
of American business abroad and the effective use of American technology
and managerial grasp."8

Should deterioration in the competitive position of U.S, affiliates
begin to occur, it is unlikely to show up immediately in any measurable
increase in our balance of payments deficit. In fact, the immediate effect

could conceivably be an improvement in our balance of payments if

5 .
Business Week, December 19, 1970, p. 102

8 Impact of U, S, Controls, op. cit, summary,
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discouraged U,.S. corporate managers decide to liquidate investments
abroad and repatriate the capitél. More important to the status of the
dollar as the world's key reserve currency is the fact that the market
value of U,S. forelgn affiliates would inevitably undergo a severe down-
ward adjustment as rapidly growlng income flows? slowed, causing im=
plicit price/earnings ratios to fall.

The viability of the U,S. dollar as the key reserve currency
depends, not on short-term international flows, but on the structure of
our International assets, The U,S, foreign direct Investment position,
excluding Canada (approximately $54 billion), is by far the most Impor-
tant backup reserve to the U,S. dollar In world transactions,

While for balance of payment bookkeeping purposes we count
our direct investments as long-term assets, much of this huge stock
of capital is, in fact, quasi-liquid. Many foreign affillates could be
sold wholly, or in part, for foreign currencies, In a broad sense,
they are only moderately less marketal;le than equity in domestic U.S.
corporations,

The worst investment the United States can make is to trade
some modest, and questionable, 1mprovementioin a statistical proxy
(our conventional balance of payments deficit measures) for a deter~

foration in the market value of our foreign assets,

See Table 9.

10 See p.15, below,
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The Case for a Balance of Payments Program
The mandatory direct foreign investment program {s merely an
extension of earlier efforts to hold down our conventionally measured

balance of payments deﬁclt11

and prevent a deterioration of the dollar
as a reserve currency.

The conventional view has malntained that if the expansion of
U.S, short-term foreign llabilities continued beyond the point at which
forelgners were willing to absorb the flow, then the foreigners would
exchange the dollar claims at thelr own central banks for their local
currencles. Since the forelgn central banks would not be likely to
acquiesce In an indefinitely expanding hoard of U.S, dollars, they
would begin turning them In, in quantity, for our relatively meager gold
stocks, At the point where the U.S. gold stocks were depleted or
where the U.S. Treasury was no longer willing to exchange our re-
maining gold for U,S, dollars, the whole structure of fixed exchange
rates would break down. To avold this sequence of events, '"temporary!
controls are needed to slow the expansion of U.S. dollar liabilitles,

While differing In form, all Justifications for direct investment
control programs require the belief that an activist balance of payments

policy is essential if the U,S. dollar is to remain the kingpin in the

world fixed exchange rate system,

11
Direct investment controls were first introduced on a !"voluntary'

tasis in February 1965 in line with a long series of actions, dating
back to 1959, designed to improve the United States balance of pay-
ments position, For a detalled listing of the major measures see
The Cost of World I.eadership (American Bankers Association,
New York, 1968), pp.23-25.
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Some Problems

Certainly, much can be sald for the concern over foreign eco~
nomic policy implicit in such “justifications, But are controls over direct
investment helpful or counterproductive? It is often argued that foreigners
have no choice but to finance our deficlis. To cease to be willing to hold
dollars, it is averred, would plunge the International monetary system into
disarray, to the detriment of all major flnanclal powers=-« particularly those
who are the major dollar holders. Thua, it s to the self-interest of
West Germany, Japan, Switzerland, et, al,, to support the dollar.

Doubtless in the short-run, the willingness of foreign central
banks to accumulate dollar denominated liquid assets is affected by poli-
tical considerations, Concern over threats to the existing international
financlal structure can have a major influence upon the quantity of dollars
central banks would be willing to absorb, Foreigners have been, and
apparently are still, willing to subsidize the United States to a certain
degree, DBut it {g a subsidy. If the dvolla.r's are overvalued (i.e,,
claims with a presumed real asset liquidation value of, say, 90¢ on the
dollar), then at least part of any "involuntary' absorpton of dollars is
an exchange of real assets for overvalued claims.

In the longer-run, however, it is the underlying supply and
demand for dollars based on real asset purchasing power equivalents
which will govern the holdings of such central banks. It is scarcely
likély that foreigners will continue to absorb dollars when, in effect,

their real value is eroding,
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A well-calibrated revaluation by a reluctant holder of U.S,
dollars would have the immediate effect of redressing the imbalance and
shutting off the flow of new dollars, but at the expense of writing down
the value of already existing holdings of dollar assets in terms of the
home currency. Such revaluation would also place the revaluing
country at a competitive trade disadvantage vis-a-vis other countrles.13
Dollar reserve markdowns are likely to occur perhaps once or twice,

but recognition of a chronic13

overvaluing of the dollar must finally lead
to attempted liquidation of dollar holdings. This certainly would hasten
the emergence of a common currency in Europe and a major shift out
of U.S, dollars as a reserve currency. Moreover, it would have
staggering consequences for U.S, foreign, if not domestic, economic
policy. Thus, the belief that the major financial powers cannot afford
to allow the dollar to be undermined as the international reserve cur-
rency is an illusion.

If foreign central monetary authorities finally begin to stop

supporting the U,S. dollar, what type of mechanism can we expect

to generate foreign exchange values? As a last resort, the U.S.

12
Of course, if a group of countries, e.g., the Common Market mem-

bers, all concurrently revalue by the same proportion against the dollar,
competitive disadvantages would diminigh,

13 If the revalvation permanently (or over a protracted period) restores
equilibrium, then no further problem exists, However, if the cause of
the imbalance, e.g., Inflatlonary U.S. domestic policies, continues to
erode the dollar relative to the foreign currency, a new imbalance will
emerge requiring further revaluation.
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dollar might be allowed to "float" and seek its own level relative to other
currencies, Alternatively, U,S., monetary authorities could attempt to °

support a new set of exchange parities by buying and selling dollars for

other currencies.

There would, of course be no difficulty in obtaining dollars to
sell -~ they would merely be '"printed." The problem would lie in ob-
taining foreign currencies or their equivalent, gold and SDR's, with
which to.buy dollars, U.S. reserve assets of $15 billion may seem
large, but they would rapidly disappear if the United States attempted
to support the dollar at too high a value.  1In fact, any indication of a
further decline in our basic reserve assets could accelerate the sale of
dollars by foreigners. -

Where are the secondary reserves to support the dollar in the
foreign exchange markets? We rule out further bérrowings of foreign
currencies via swaps from foreign central banksg since by our hypothesis
they would no longer be willing to sup;.;ort the dollar (a swap is merely
another way of accumulating additional dollars).

The penultimate fallback is the very substantial porifolio of foreign
currency denominated securities held by Americans ($10 billion) , a8 well
as the U.,S, direct investments abroad which can be valued directly in

1y

their domiciled currencies, Direct investment enterprises are readily
convertible into foreign currencies either by sale of equity shares or by

outright sale or liquidation of whole affiliates.

1y

The ultimate support, of course, is the vast real wealth of the United
States: domestic assets denominated in dollars, but saleable for foreign
currencies,
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This substantial block of U.S. owned foreign currency denomi-
nated assets is the major secondary support underlying the demand for
the U,S, dollar in foreign exchange markets.

To undermine the value of these highly marketable secondary
reserves In order to obtain some small and questionable improvement
in our primary reserve position (f.e., gold, SDR's, convertible cur-
rencles) Is a-very dublous transaction, to say the least.

And so we come full circle, Granting the basic purpose of
a capital outflow control program, when tracked to its final conclusion,
it becomes self-defeating. If the purpose of the U.S. foreign direct
investment program is to. preserve the status of the dollar as the cri-
tical reserve currency, our policles must be considered to be short-
sighted at best,

The_ Source of Our Difficulties

In Tables 6 through 9 we have rearranged the balance of
payments accounts in an attempt to seéregate the items directly associ-
ated with the United States government receipts and expenditures and,
as a residual, those items associated with the private sec:tor‘.15 Even
before the Vietnam buildup, there was a persistent outflow on govern-
ment account only partly offset by modest surpluses on private account
(Tables 6 and 7). A large part, if not all, of the buildup in the

government account deficit between 1965 and 1969 reflects the escalation

1 15
See Appendix for details,
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in our military expenditures owing to tie Southeast Asian war (Table 8).
However, with military expenditures showing little change in 1970, the
basic government deficit has now widened substantially further.

Although there are a number of analytical questions which may
be raised regarding this form of balance of payments analysis, it is dif-
ficult not to conclude that our problem is essentially a unilateral ouiflow
on government account, Unless, and until, major improvement is made
in this area, the belief that we can restore a basic balance in our in-
ternational position is wishful thinking. If one accepts the conventional
view of our balance of payments problems, there are no shortcut solu-
tions -~ the U.S. government!'s foreign outlays must be reduced.

There is, however, a large and growing body of views which
largely dismisses concern over the U.S. balance of payments deficit and
threats to the status of the dollar., Although these positions differ in many
respects, they all egsentially conclude that the United States official bal-
ance of payments policy should be passive; that U.S. controls on direct
foreign Investment outflow are neither necessary nor releva.nt.16 Hence,
justification for O,F.D.I. controls can not be found in either the conven-
tional arguments or the newer conceptual frameworks governing balance

of payment policies.

16 One group, with Prof, Milton Friedman as its leading proponent, argues
that the U.S. dollar (and other currencies) should not be supported either

by a tie to gold or by official intervention in the foreign exchange markets,
They believe that if the dollar were allowed to 'float" it would seek its own
relationship with other currencies, facilitating the free flow of goods and capital.

There is a second and growing view among international financial econo-
mists which holds that the United States has become the central bank for the
world and for that reason need not be concerned with its balance of payments
deficits. They believe the United States should maintain a''passive position"
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The Permanence of the Temporary

When originally promulgated in January 1968, it was maintained
that the program, then instituted and now in force, would save $1 billion
annually in foreign exchange. It was believed that once domestic infla-
tionary pressures were brought under control, the United States' histor-
ically large trade surplus would re-emerge and a basic international
financial balance could be restored. But since this process would take
time, it was argued, an interim ''protection! of our foreign exchange
reserves was necessary,

One must now seriously question the length of the "interim!
period of adjustment., The cynicism of the expression that there is
""nothing so permanent as a temporary control" is not without historical
precedent, The durability of the controls on direct investment depends
not only on economic criteria but on bureaucratic considerations as Well.17
Moreover, the expectation of the occurrence of the type of international
economic improvements required for direct investment controls to be
gradually phased out seems to be based more on hope than analytical
conviction, Numerous past forecasts, official and otherwise, of imminent

improvement in our balance of payments have veered far from the mark,

16 (Cont'd)

with respect to its international financial accounts and require foreigners
to make the adjustments, See, for example, '"The Future of the Dollar,"
First National City Bank L.efter, November 1970,

See pp. 16-18 below,
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The reason is that the forces underlying our international financial balances
are so subtle and difficult to measure that even sophisticated models have
been unable to capture even the basic trends with reasonable accuracy.

Obstacles to_Decontrol

The attempt of U.S, multinational coporations to Yadjust" to the
existence of controls has inevitably led them to alternative, presumably
less desirable sources of funds. There are now some who, while ack-
nowledging that the initiation of direct investment controls was a mistake,
are also opposed to decontrol. I:Iaving now been factored into the multi-
national corporate financing structure, an unwinding of the controls would
produce major problems,

Implicit in the controls is the presumption that foreign borrowing
by either parent or affiliate corporations does not generate offsetting sales
of other U,S. assets from tlie portfolios of foreign financial institutions
and others., It is presumed that these claims against U.S. companies
are absorbed by newly created loanable funds, coming in large part from
real savings.19 Against the alternative of financing affillates with U.S.
funds, such borrowing would represent a dollar for dollar savings in
U.S. foreign exchange.

The corollary to this argument is that, should O.F.D.I. controls

18
See, for example, W.S. Salant, et. al, The United States Balance of
Payments in 1968 (The Brookings Institution, Washington, D.C., 1963).

19 This would Imply a marked shift in the proportion of real savings
being funnelled into U.S. assets, a somewhat tenuous position.
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be scrapped, U.S. companies would immediately refinance these foreign
borrowings with a resultant huge drain on U.S, foreign exchange reserve .

Hence the underlying assumption of O,.F.D,I. controls is that
foreigners dei not disgorge other U,S, assets when absorbing the new
U.S. debt Instruments; and conversely that they would not repurchase
other U.S, assets if Americans repaid recent borrowings.

What is the evidence? At the initiation of capital controls, a
clearcut balance of payments improvement occurred, Hence there could
not have been an immediate, major sale of other U.S. financial assets,
The impact of the Interest Equalization Tax is evident in the sharp im-~
provement in 1965 and the impact of the mandatory direct investment
controls, with its accompanying large increase in foreign borrowing,
in a major improvement in 1968 (Table 9). Both were only temporary
gains, however., A relapse inthe balance on private account followed
within a year in both cases, This suggests then that net sales from
foreign portfolios were only delayed,

If this is the case, then, the problem of refinancing is unlikely
to be a difficult one when direct investment controls are unwound. What-
ever reflnancing does occur would leave foreigners with cash instead of
previously held claims against U,S. business., We must presume that
at least part, if not a large part, would be reinvested in other U.S.
financial assets, Moreover, a substantial part of affiliate and parent
company labilities are longer-term and therefore would not be re-

financed for years,
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The "Liaw" of Regulation

Much of what has been said here on controlling direct invest~
ment has been sald before, Certainly, there are few government con-
trols which have ralsed such a furor of opposition. Ewven those administering
the Office of Direct Foreign Investment have publicly stated thefr opposition
to this control system as a permanent vehicle and have urged that it be
used only as a short-term expedient,

Yet the controls persist and show disturbing signs of permanence,
How is this possible? 1Is there some law of governmental regulation which
somehow supercedes even the best judgment of the people who are most
knowledgeable in the area?

In a sense, the answer Is yes. Aside from the technical dif-
ficulties of terminating capital controls, it is instructive to approach the
problem from the viewpoint of the controllers -- those whose self-interest
lies not so much with the total consequences to the economy as with their
specific positions and/or their authority‘.eo

Since an administrator does not lniti'ate the controls, only their
continued functioning in a mechanistic, {.e., administrative, way is his
concern., He therefore adjusts regulations to make the control system

appear to function as efficiently as possible, or at least institutes policy

20 : .
There are numerous low-ranking individuals whose jobs are inevitably

eliminated in a decontrol process but these individuals rarely, if ever, can
cause a meaningless system to be perpetuated. To be sure, they may
buttress the arguments of those making the final decisions, but second

and third-level administrators are not the problem,
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directives towards that end. Major changes always run the risk of dis~
rupting the system and falling tt.a achieve their objective, But a major
expansion in control coverage, if it works or appears to work, has a
.definite bureaucratic benefit to match the risk. However, an unwinding
of controls that allows the system to adjust with no obvious adverse con-
sequences is a success which grants little bureaucratic or political advan-
tage to an administrator, It may even indicate that the controls were
never really necessary and that the controller himself had been advocating
an unnecessary bureaucracy.

Moreover, the benefits from eliminating any control system must
be judgéd over the long-run since the adjustment process will create at
least some temporary disequilibrium. But the administrator!s political
time frame {s highly foreshortened., From his point of view, the possible
political costs, Including the personal risks involved in eliminating controls,
may seem to outweigh even monumental long-term benefits to the economy
as a whole, Consequently, the reluctance to end controls from an imme-
diate short-term bureaucratic point of view is exceedingly strong. This,
of course, is not a phenomenom which applies only to economic controls,
It is a far broader problem which confronts any attempt to eliminate out-

moded governmental programs,

" Fine~-Tuning the Controls
Ag the difficulies in financing the expansion of U.S, foreign

affiliate assets emerge, as they inevitably must, the temptation will be
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not to scrap the whole program, but to somehow adjust the degree of
restrictions so as to facilitate the short-term capital requirements of
our foreign affillates, However, the belief that the deleterious compe-
titive effects of the control programs can be prevented without the
complete elimination of the control structure is naive.

There is no way to adjust the control system sufficiently quickly
to meet the contemplated financing requirements of the affiliates. As with
almost all types of regulation, the adjustment invariably occurs just a bit
too late: after some, if not considerable, damage has been done. More~
over, exemptions would inevitably mean an increcse in direct investment
outflow, which is precisely what the control program was constructed to
avoid.

To have a control mechanism, and not the presumed benefits,
elevates the control apparatus itself as the goal of the whole exercise,
There is no purpose in affording private corporations permission to
implement decisfons they would have made without the controls unless
the control mechanism is a value, in and of itself, independent of any
ends It seeks to achieve,

A Summing Up

We are led finally to the conclusion that in principle, and in
i
practice, control over foreign direct investments will eventually under-
mine, rather than support the U,S, dollar as the world's key reserve

currency. The program is misdirected as to purpose. It is focusing

62-790 O - 71 -pt, 2 - 4
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upon altering a statistical measure that is only a proxy for the under-
lying status of the dollar, It is allowing the means to obscure the end,

Attempts to modify the stringency of the regulations from year
to year, as circumstances in foreign financfal markets change, are
misdirected, There is no alternative to a rapid dismantling of these
counterproductive controls.

The longer the regulations are kept in place,the greater the
cumulative damage to U,S, affillates abroad. Delay in terminating

tham is both unnecessary and costly.



619

TECHNICAL APPENDIX

A, U.S. Owned Foreign Affiliates: balance sheets and sources
and uses of funds

Although there are no consistent official data on balance sheets or
sources and uses of funds for U.S. foreign affiliates, sufficient infor-

mation is available to construct useable estimates.

The last published census of U.S. owned foreign affiliates is for the
year 1957.1 A census, taken for the year 1966, is currently in the

process of tabulation.

There are, however, selected industry (mining, petroleum, and manu-
facturing) and area data on sources and uses of funds for foreign af-
filiates for the years 1958 through 1965 and on a sample basis for 1967
and 1968.% 1In .addition, consistent historical data are available on
plant and equipment expenditures for all years, Industries and areas,
Complete net capital outflows are available quarterly from the official
balance of payments accounts, Finally, U.S. shares in retained earn-

ings are reported annually.

An all-industry sources and uses of funds set of estimates was con-

structed for the years 1958 through 1969 and tied to the 1957 asset

1 U.S. Business Investments in Foreign Countries, U.S. Depart~
ment of Commerce, 1960,

2 See Survey of Current Business, November, 1970, and earlier
issues.
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level base to generate corresponding balance sheets for all areas ex-
cluding Canada, {.e., the Office of Foreign Direct Investment
"Scheduled Areas." Data on direct foreign investment and plant and

equipment expenditures were the "base" elements on the sources and

uses side respectively against which all other elements were estimated.

Ratiog of the annual increases in recelvables, inventories and other
assets for the covered industries (mining, petroleum and manufacturing)
to plant and equipment expenditures were calculated for the available
years, with estimates assumed for 1966 and 1969, These were then
applied to the plant and equipment expenditure data to complete the

'ugses!" side.

Sources of funds for the covered industries include:

1. Net capital outflows as reported in the balance of payments ac-
counts, less net acquisitions by u.s. companies of foreign enterprises
in areas other than Canada. These include not only direct investments
by U.S. parents in their affiliates but also sales of securities to U.S,
vesidents and certain other nonparent investments which are defined as
part of the direct investment account. No attempt was made to adjust
for the small net capital flows between affillates in Canada and else-

where,

2. Reinvested earnings of affiliate corporationg. By definition, undis-

tributed earnings of foreign branches of U.S. corporations are assumed
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to be repatriated and simultaneously reinvested, Hence, they appear

as a net capital outflow.

3. Depreciation was estimated from ratios calculated to plant and equip-
ment expenditures. No attempt was made to remove the small but un-
known amount of depletion allowances from the sample published data,

In terpolations were made for 1966 and 1969,

L. Net sales of fixed assets less associated deletions from depreciation

accounts was estimated from the sample data "other sources and ad-

justments."

5. All other. Excluding statistical discrepancies the residual source
of funds to finance the estimated uses would include (a) foreign minority
interests in undistributed earnings of affillate corporations, (b) borrow-
ings from U.S. sources other than oh direct investment account,3

(c) issuance of equity securities to foreigners, (d) long aﬁd short-term
borrowing from foreign financial institutions and others, and (e) funds
from other affillates. These last two items would also include a small
amount of financing from Canadian sources. An estimated distribution

of such residual funds for mining, petroleum and manufacturing (including

3 This would include mainly short-term bank borrowings and open-book
credit accounts,
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Canada) for 1965 is as follows:

Millions of dollars

Foreign minority interests in retained earnings $ 206
U.S. financing, ex, direct investment 232
Issues of equity securities to foreigners _273

Borrowing from financial institutions
Long-term 678
Short-term 653

Other increases in foreign liabilities
Long-term 153
Short-term . 1,596
Funds from foreign affiliates 225
Total $4,016

Source: Survey of Current Business, Januvary, 1967, pp. 29,31.

Sources and uses of funds for nonéover-edi industries, i.e.,, transporta-
tion, utilities, trade, and other (which account for approximately a fifth
of U.S. direct investment) had to be estimated indirectly. By deﬂrﬁtlon,
plant and equipment expenditures for these industries minus net capital
outflow and reinvested earnings is equal to other sources of funds less
other asset additions, The sources and uses tables were filled in on
the basis of fragmentary data from thé 1957 Census and the Office of
Foreign Direct Investment's sample survey data of foreign affillates

for 1968,

Balance sheet

Two additional adjustments were required to create the changes in the
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affiliate balance sheet. First, 44% of net acquisitions of foreign enter-
prises were distributed to net fixed assets and 56% to other assets,
Secondly, valuation adjustments of the direct foreign investment account
were applied entirely to net fixed assets, The U.,S. foreign affiliate
balance sheets were constructed by linking the changes for 1958-1969
to the end of 1957 levels shown in the last published Census. Attempts
were made to compare the results with the O,F.D.I.'s sample sur-
vey of U.S, foreign affiliates. Our total estimated net fixed assets at
the end of 1968, for example, are $35.7 bilion compared with the
estimated $28.) billion obtained from the O.F.D.I.!s sample. Al-
though it is difficult to make exact reconciliations because of definitional
differences, it appears that the 1968 ratio of U.S. direct investment
to total affiliate assets is slightly higher in the O.F.,D.I. survey than

in our estimated balance shest,

Estimates, 1970: Projections, 1971

Plant and equipment expenditure estimates for 1970 and 1971 come

from the Department of Commerce'!'s semi-annual survey.l* Other asset
additions were assumed consistent with historical experience. Net capi-
tal outflow data are available for the first three quarters of 1970, the

fourth quarter flow was assumed to be negative. Net capital outflow

b Survey of Current Business, September, 1970, pp. 21-25. See
especially notes to Table 2,
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for 1971 was assumed a fourth higher than 1970, Retained earn-~
ings were also projected up slightly for 1970 and 1971. VOther"

claims were derived as a residual for both years,

B, U.S. Corporations: foreign balance sheet (excluding Canada)

These data represent the balance sheet of all U.S, corporations im-
plicit in their transactions with the rest of the world, excluding Canada.
(Table 4) The asset levels shown are consistent with the sources
and uses shown in the official balance of payments table 02.5 The
data for the end of 1970 were obtained using nine months of reported

sources and uses data and estimates for the fourth quarter of the year.
The balance sheet in Table 5 reflects the underlying assets and la-
bilities of the direct investment account { Table 3) as well as U.S,

corporation direct assets and liabilities. (Table 4)

C. Balance of Payments Accounts

The segregation of U.S. international transactions to U.S. government
and private accounts was based on official balance of payments tables 1,
5, A2, C1 and D1.° Al receipts and payments clearly designated to
U.S. government account were tabulated, with the private account

being the residual,

5 See, for example, Survey of Current Business, December, 1970,
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Although official data on special financial transactions are not available
on the current definitional basfis historically, we have attempted to re-
construct their major components and have cross-classified them be-
tween government and private account on the one hand and as they
affect the official reserve and liquidity basis for the calculation of the

U.S,. international balance on the other.



Table 1

SOURCES_AND USES OF FUNDS OF FOREIGN AFFILIATES OF U.S. FIRMS (Ex. Capada) (1)
Millions of Dollars

Sources of Funds
Foreign Net Seles

Net Capital Retained and of Total

From U.8.(2) Earnings Depreciation _Other (1)  _Assets
1958 640 656 1,207 gou 82 3,490
1595 793 681 1,320 63 72 2,730
1960 973 ng 1,k65 905 75 +296
1961 1,147 g 1,705 1,102 93 4,836
1962 1,140 2 1,835 1,209 7 5,091
196 1,474 97! 1,991 1,819 13 »397
19 1,708 925 2,432 2,335 556
1965 2,249 1,002 2,735 3,370 193 9,550
1966 2,000 1,192 3,085 3,447 157 9,882
1965 2,615 gsh 3,&52 2,461 426 9,912
196 2,139 1,503 g,za 4,060 272 1, g
1969 ,ﬁgl 1,595 shol »462 2 13,83
1970e 2,480 1,700 5,164 ,212 3 15,901
1971% 3,100 1,800 5,934 7,947 15 19,197
e = Estimate
* = Projection

1 See Appendix A for description of terms.
2) See Table 2.
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Table 1 (Continued)

F_F 0,
Millions of Dollars
Uses of Funds
Plant &

Equipment Other

Expenditureg Assets
1958 2,738 752
1959 2,427 1,303
1960 2,530 1,766
1961 3,106 1,730
1962 3,455 »636
196 3,789 2,608
196 4,646 2,919
1965 5,593 3,957
1966 6,282 3,600
196g 7,034 2,878
196 5,259 4,544
1969 s451 5,387
1970e 9,830 6,071
1971% 11,860 7,337

e = Estimate
* = Projection

1 See Appendix A for description of terms.
2 See Table 2.

19,197

) (1)

229



Table 2

C
Millions of Dollars )
—.—Capital Outflows

Book Value To Book Value

Beginning Existing Net New Retained Valuation End of

—of Year Acquigitions Earnings AdJjustment
1958 15,776 640 100 656 =50 17,122
1959 1 s122 793 100 681 =73 18,623
1960 62 973 250 855 —37 20,686
1961 0 168 1,147 150 g 344 23,115
1962 23,115 1,140 200 2 -139 25,143
196 25,143 1,474 137 97 -36 27,692
19 27,692 1,708 322 925 -22 30,625
1965 30,625 2,249 25 1,002 23 34,156
1966 34,156 2,000 50 1,192 - 37,782
196 37,782 2,615 114 Zsu -76 41,388
196 l&l Eag 2 139 QJu5 1,bh03 72 45, 44
1969 gg 460 1,595 194 49,688
1970e ug ,688 2,4Bo 400 1,700 ] 54,268
1971% 268 3,100 400 1,800 0 59,568
e = Estimate

* = Projection
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Table 3

Net

Fixed Other Total Invest- Other Total Other Claims/

Assets Asgets ment Claimg Claims —~Total
195 12,677 16,619 29,296 15,776 13,520 29,2 461y
195 14 119 17,427 31,546 17,122 1 ,2214 31,526 4572
1959 15,125 18,785 3 ,gll 18,623 15,288 33,911 4508
19 16,187 20,691 36,879 20,686 16,193 36, 79 4330
1961 17,904 22,505 40,410 23,115 17,295 0,410 4280
1962 19,394 24,25 ug, 25,143 18,505 g 4239
1963 21,077 26,93 48,016 27,692 20,324 4 016 4232
1964 23,246 30,038 53,284 30,625 22,659 53,284 252
1965 26,047 34,138 60 185 34,156 26,030 60,185 4324
1966 29,236 38,023 67,259 37,782 29,477 67,25 L4382
1967 32,363 40,965 73,328 1,388 31,939 g3 4355
1968 35,620 45,758 81,448 45,44 36,000" 448 420
1969 3 s TH7 51,1403 91,150 49,688 Li,462 91,150 U548
1970e »245 57,69 101,943 5k,268 1&7 675 101,943 L676
1971* 49,932 65,259 115,191 59,568 55,623 115,191 .hgag
e = Estimate
* = Projection

629



1964

Direct investments 30,625
Other long-term assets 964
Short-term assets 2,258
Total Assets 33,847
Short~term liabilities 1,43

Euro-and foreign bonds
Other long-term liabilities 385
Total Liabilities 1,798

Net Assets 32,049
Annual Change

Table 4

38

Million

1965

34,156
1,008
2,213

37,377

35,274
13,225

AN SHEET
s of Dollars

1966

37,782
1,087

2,
h,515

45,665
+2,332

48,308
+2j6u3

0€9



Table 5

U.S. CORPORATIONS' FORELGN BALANCE SHEET, CONSOLIDATED (End of Year) (EX. Canada)

Millions of Dollars

196k 1965 1966

Net fixed assets 23,246
Other assets: Affiliates 30,038
Parents 3,222

Total 56,506

Liabilities & claims
Affiliates 22,658
Parents 1,79

Total 24,457

Net assets 32,049

26,047
34 138
3,221

63,406

26,030
2,103

28,133

35,273

29,236
38,023
3,733

70,992

29,477
3,116
32,593

38,399

1967

2,363
30’965
229

77,557

31,939
3

k]

35,892

41,665

1968

5,690
5,758
5,129

86,577

36,000
75204

43,244

43,333

1969

39,747
51,403
5,222

96,372

41,462
9,245

50,707

45,665

1970
Estimate
4, 245
57,698
5,700

107,643

47,675
11,66

59,335

148,308

189



TABLE 6

U. S. BALANCE OF PAYMENTS
Millions of Dollars

—eeeBOlance on Liquidity Basls .

Excluding Special

Special

US Govt, Private Financial
Yeax Account  Account Irangactions Iotal
1960 ~-3954 -8 63 -3901
1961 =399 925 703 -2371
1962 ~350 359 QU2 -2204
19563 -3339 321 346 -2670
19 -33 3 173 368 -2800
1965 —E 82 2123 1 -1335
1966 -liohg 13 1529 -1337
196 -5017 211 1262 -3544
19 -5041 2490 272 171
1969 -1g01 -14 =62 ~7012
1970(1) “5579 =199 484 -5283

lNine months, seasonally adjusted at an annual rate. Excludes allocations of special

drawing rights, $868 million at an annual rate.

Note:

Totals may not add because of rounding.

289
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TABLE 7

U. S. BALANCE OF PAYMENTS
Millions of Dollars

Excluding Special

Special

Us. Govt. Private Financial
Xear Account  Account Total
1960 ~3954 499 54 -3403
1961 '3983 1957 695 ~1347
1962 ~35 123 0 -2702
19213 -3339 1000 326 -2011
19 -33 3 1655 123 ~1564
1965 -ﬁ 82 2480 -28 -1289
1966 ~layg 4188 32 266
196 -5017 }38 -388 -3418
196 -5041 9 185 1641
1969 -4901 Z678 -78 2700
1970(1) -5579 -4353 389 -9534

1Nine months,seasonally adjusted at an annual rate. Excludes allocations of special
drawing rights, $868 million at an annual rate.

Note: Totals may not add because of rounding.
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TABLE 8

U. S, INTERNATIONAL TRANSACTIONS: U, S. GOVERNMENT ACCOUNT

Millions of Dollars

1960
Goods, services and uni%iseral transfers
Receipts: Exports 2072
Services 368
Income on investments 348
Total recelpts 2788
Payments: Military expenditures 3087
Services 313
Income on investments 332
Grants and other transfers 1878
Total payments 5610
Net receipts -2822
Asset transactions (net fsgeipﬁs)
U. S. Gov't, assets -1158
Foreign assets in the U. S. 26
Total net receipts (excluding special transdctions) -3954
Special financial transactions (net receipts) 54
Balance on liquidity basis -3900
less: AdJustments(3) -
Balance on official reserve transactions basis ~3900

1Includes transfers under military sales contracts.

2Excludes official reserve assets.

961 1962
7o
3307 3657
O
ook 2idh
5770 6006
-2463  -2349
R
-3999 -3508
695 930
-3304 -2578
- 250
~3304 -~2828

3Net increase in certain nonliquid liabilities to foreign official agencles.

ded in special financlel transactions.

2201 23 8
2167 2177
5953 6035 6167

These are also inclu-

§23Y)
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U. S. INTERNATIONAL TRANSACTIONS: U. S. GOVERNMENT ACCOUNT
Millions of Dollars

1966 1967 - 2968 1969  agzo(¥)

Goods, services and uniitﬁeral transfers

Receipts: Exports 344 3913 3800 3625 3379

Services 79 755 69 791 37

Income on investments 293 63 831 932 955

Total receipts 483 5318 5600 53 5171

Payments: Military expenditures 3764 4378 ussg 4850 4863

services 642 75 710 707

Income on investments 549 5 702 777 984

Grants and other transfers 2277 22 211 2050 2007

Total payments 7232 790 810! 8387 8560

Net receipts -2398 ~2588 -2508 -3039 -3389
Asset transactions (net fgs:eipts) '

U. 8. Gov't. assets -1963  ~2427 -2423 -2054  -1837

Foreign assets in the U, S. 112 -2 - 192 -352

Total net receipts (excluding special transé.ctions) ~-4249 -5017 ~5041 ~4901 -5579

Special financial transactions (net receipts) 397 458 2112 -225 927

Balence on liquidity basis -3852 ~4559 -2929 ~5126  -4652

less: Adjustments(3) -32 452 1806  -162 609

Balance on official reserve transactions basis ~-3820 -5011 -4735 ~Ug964  -5261

1Incluc\es transfers under military sales contracts.
2E:):cludes official reserve assets.

3Net increase in certain nonliquid liabilities to foreign official agencies. These are also inclu-
ded in special financial transactions.

I‘Nine months, seasonally adjusted at an annual rate.



TABLE 9

U. S. INTERNATIONAL TRANSACTIONS: PRIVATE ACCOUNT
Millions of Dollars

Goods, services and uni%iseral transfers
Recelpts: Exports
Services
Income from portfolio investments
Direct investments: income
Direct investments: fees and royalties
Total receipts

Payments: Imports
Services
Income on investments
Private remittances
Total payments
Net receipts
Asset transactions (net receipts)
U. 8. private assets
Direct investment capital flow
Other
Foreign assets in the U, S.
Unrecorded transactions (net receipts)
Totel net receipts (excluding special transactions)
Special financial transactions (net receipts)
Balance on liquidity basis

plus: Foreign private 1?%¥id funds (net receipts)
* less: Other adjustments

Balance on official reserve transactions basis
llncludes transfers under military sales contracts.

2See footnote 3, Table 3.

1960 1961 1962 1963 1964 1965

1791 18080 18919 19991 23177 2423
3(3,312 % 1 3

-1674  -1598  -1654 -12@6 -2328  -3468
3 -uago ~U476

146 418

-1156 ~1103 ~-1246 -509 -1118 -576
-8 925 359 321 173 2129

9 8 12 68 77 -188

1 933 37 389 250 1941

498 1024  -2u8 620 1554 131
- - - 9 149 ~38

499 1957 123 1000 1655 2110
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TABLE 9 (Continued)

U, S. INTERNATIONAL TRANSACTIONS: PRIVATE ACCOUNT
Millions of Dollars

Goods, services and uni%gseral trahsfers
Receipts: Exports
Services
Income from portfolio investments
Direct investments: income
Direct investments: fees and royalties
Total receipts

Payments: Imports
Services
Income on investments
Private remittances
Total payments
Net receipts
Asset transactions (net receipts)
U, 8, private assets
Direct investment capital outflow
Other
Forelgn assets in the U. S.
Unrecorded transactions (net receipts)
Total net receipts (excluding specilal transactions)
Speclal financial transactions (net receipts)
Balance on liquidity basis

plus: Foreign private l%ggid funds (net receipts)
less: Other adjustments

Balance on official reserve transactions basis

1Includes transfers under military sales contracts.

3Nine months, seasonally adjusted at an annual rate.

1966 1967 1968 1969  arof3)

26775 28008 31083 34363 40143
sgga 5506 5837 527 7400

1030 1136 12 369

38527 408 45088 50165 57735

22833 26821 32964 35835 39408
1593 1764 2231 3686 4303
53] 7 784 943

33636 36053 L42B4g 48012 53352

4801 4831 2239 2153 4383

ERE R E'E
1331 2165 6056 Y2 4061
"-514  -1088  -514  -2841  -20L0
1364 211 2490  ~1484 -199
1132 8o4 611 -403 ~439
2496 1015 3101  -1887 -637

2384 1472 3810 8716  -4464
793 894 534 -834 -821

4087 1593 6377 7€63  -4280
25ee footnote 3, Table 3.
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FOREIGN PETROLEUM AFFILIATES OF U.S. CORPORATIONS

Sources:
Net income
Funds from U.S.
Funds obtained abroad
Depreciation & depletion
Total sources

Uses:
Property, plant & equipment
Inventories .
Recelvables
Other assets
Income paid out
Total uses

Assets: (end of year)
Current & other assets
Net fixed assets

Total assets

Claims: (end of year)
By ownership:
U.8. investment
Foreign investment
Total claims

By type of claim:

Total claims

Millions of Dollars

1957 1958 1959 1960 1961 1962 1963

14,750

10,376

6,583
16,959

9,961
6,998
16,959

1,221
2,930

7,35
10,35
17,711

10,96
) i3

17,711

10,855
6,856
17,711

1,553
T43
301

1,099
3,696

1,534
’85
292
398

1,387
3,696

8,128
10,793
18,921

11,864

16,580

3,765

8,699
11,326
20,025

12,450
7,575
20,025

12,257
7,768
20,025

9,755
12,092
21, 2807

13,443
8,404
21,847



FOREIGN PETROLEUM AFFILIATES OF U.S. CORPORATIONS
Millions of Dollars

1964 1965 1966 1967 1968 1969

Sources:
Net income
Funds from U.S.
Funds obtained abroad
Depreciation & depletion
Total sources

Uses:
Property, plant & equipment
Inventories
Receivables
Other assgets
Income paid out
Total uses

Assets: (end of year)
Current & other assets
Net fixed assets

Total assets

Claims: (end of year)
By ownershif:
U.S. 1nvestment
Foreign investment
Total claims

By type of claim:
Equity
Debt
Total claims

v

3R
a:3g7

1,891 1,926

997 724
b b
5,161 512&7

2,267 2,526
80
399 } 1,100
320

1,895 1,821

5,161 5,447

11,153 12,253
14,029 15,240
25,182 27,493

15,124 16,003
10,038 11,490
25,182 27,493

14,979 16,327
10,203 11,166
25,182 27,493

Note: 1Includes producing, refining, marketing and transportation.

2,173

18,942
14,467
33,409

2,580

15,653
21,0k,
36,694

20,492
16,202
36,694

6€9
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Statement of Henry Ford II
Chairman of the Board
Ford Motor Company

I appreciate the invitation to submit a statement to this Subcommittee
on International Trade of the Senate Finance Committee, The subject
of your hearings is of vital importance to Ford Motor Company and the
entire automobile industry.

Since 1934, every President of the United States - Democratic and Republican -
has recognized the benefits that flow from expanding trade and has based his
foreign trade policy on the objective of achieving freer international move-
ment of goods and capital on a reciprocal basis through mutual agreement.
Despite some growing current problems, the policy.undoubtedly has been

and remains the right one for our nation.

During the period since this policy has been in effect, the growth in the
volume of international trade and the prosperity of the world's industrial
nations has been phenomenal. As contrasted to the severely limited trade
and general economic stagnation which preceded the inauguration of the
reciprocal trade program, clearly the policies in effect since 1934 have
benefited the entire free world.

Although trade between the United States and other nations represents a
relatively small share of the U.S. gross national product, it is highly
significant to our overall economy. Such trade encourages better resource
allocation, specialization, and large scale production, which benefit
producers and consumers. Worldwide competition-disciplines prices,
stimulates continual improvement of products and by'encouraging techno-
logical innovation increases productivity and the real v&ages of labor.

At the same time, it must be recognized that there are grave risks to the
country if the United States continues to follow liberal trade policies while
other countries maintain nationalistic trade policies and follow C\irrency
policies that perpetuate international cost-price imbalances.

In this paper, I shall point to some of the problems inherent in a liberal

trade policy, drawing heavily on the experience of the automobile industry,

In addressing myself to these problems, I do not intend to condemn the basic
system. On the contrary, fully recognizing its past and potential contributiors
to the welfare of our nation, and other industrial nations, I shall suggest ways
of strengthening and preserving the flow of goods and capital between nations.
In my judgment, few actions could be more detrimental to the welfare of the
people of this country than to have our government reverse its liberal trade -
posture. In order to help avert such a possibility, however, I think it is
incumbent upon friends of the system to recognize its weaknesses and actively
participate in its repair.
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I have the utmost confidence in the ability of American corporations and
businessmen to compete successfully in world markets if they are not
made non-competitive by forces beyond their control, Unfortunately
they may face such a possibility in the future unless greater effort is
directed toward halting run-away costs in this country and removing
unfair restrictions by some of the other major trading nations.

There are many facets to international trade which need attention, but

in my opinion three issues - soaring costs in the United States, restrictive
practices of some of the major trading countries of the world, and inter-
national currency imbalances - must be dealt with immediately and effectively
if the United States is to maintain its historic place in the world market. Let
me illustrate these problen: areas from the experience of the U.S. automobile
industry. - : i

Soaring Costs and Their Effect on International Competition

Between 1960 and 1970 Ford's total hourly labor costs in the United States
per hour worked increased by 78 percent (this included increases in social
security tax payments of 160%); in addition we experienced large increases
in other costs, including other taxes. The cost per car for safety and
pollution control also increased substantially.

These increases have been especially rapid since 1965, Between 1965 and
1971, the cumulative increase in costs for these factors has totalled nearly
$800 per car.

In addition to restricting the overall growth of the U,S. car market, rising
costs and prices have also made the U.S. auto industry increasingly vulnerable
to foreign competition in the United States and abroad.

Until the 1950's, the free world auto market was composed of two main seg-
ments which, because of product differences, did not directly compete with
one another. American consumers wanted and the American autd industry
supplied them with large and relatively expensive cars. Foreign consumers
wanted and foreign manufacturers supplied them with small and lower priced
cars., Neither segment of the industry could compete effectively in the other
segment's market because neither had a home market for the products desired
in the other.

The two major car markets are now becoming one world market. With grow-
ing United States demand for small economy cars, a significant portion of

the U.S. car market is now vulnerable to foreign competition. The imported
car share of total car sales in the United States has climbed steadily from
the recent low of 5.1 percent in the 1963 model year to 13.2 percent in 1970
and an estimated 16, 3 percent in 1971,
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The shift toward economy cars, including imports, reflects the desire of
American consumers to offset the steadily rising costs of purchasing and
operating a car. Additional increases in these costs will expose a still
larger share of the United States market to foreign competition.

Labor costs are a major element in the costs of vehicle manufacture. In
1970, the total hourly labor cost in Ford U.S. plants averaged $6.40. The
comparable figure for our plants in Germany was $3.12 and we estimate
that automotive labor costs in Japan were about $1. 30 per hour. Thus,
Germany and Japan, the two major exporters of cars to the United States,
had an advantage in labor costs, including fringes, of $3.28 and $5.10 per
hour, respectively, over the United States.

Even though auto industry wages have been rising faster on a percentage
basis in Germany and Japan than in the United States, the dollar difference
generally has become larger. From 1960 to 1970, we estimate that although
auto industry labor costs increased at an annual rate of only 5.9 percent in
the United States, compared to 10.9 percent in West Germany, and 8.6 per-
cent in Japan, the actual labor cost advantage of West German producers
over U.S. producers increased by about 80¢ per hour, while the advantage
of Japanese manufacturers increased by about $2. 08.

The argument that higher labor costs in the United States are offset by
greater volume and more efficient plants is no longer valid. Both West
Germany and Japan have reached volume levels that make it possible for
them to maximize efficiencies of scale.

West German and Japanese manufacturers also benefit from fewer work
stoppages. In 1968, the last year for which data are available, time lost
because of labor disputes in all industries averaged 73. 7 man-days per
hundred workers in the United States, compared to 9.1 man-days for Japan
and 1/10 of a man-day for West Germany.

Steel prices are also lower in West Germany and Japan. At year-end 1970,
cold-rolled sheet steel cost $188 per ton in the United States, and the equivalent
of U.S, $176 in Germany, and U.S. $142 in Japan.

Foreign production and marketing cost advantages have been accentuated in
recent years by the growing imbalance between currency values - particularly
with respect to Germany and Japan. An appropriate realignment of currency
values would substantially improve U.S. competitiveness with foreign auto
makers.
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Adverse international cost trends affect not only the automobile industry
but many other industries as well, and it is extremely difficult to restore
economic vitality once a nation's industry becomes non-competitive in
world markets because of cost imbalances.

In these circumstances, it seems apparent to me that governmental policies
must be geared toward making it possible for U.S. industry to reduce costs
and increase productivity. First, the serious inflation that has lasted so

long must be brought under control. Second, I believe that we must face

up to the need for establishing priorities for national objectives, including

our determination to improve the environment and increase highway safety,
These are important objectives, but efforts to achieve them must give adequate
weight to the impact of government policies on American businesg costs.

1f U.S. industry is unable to meet foreign competition, as a result of

imbalances in currency values, inflation and the burden of costly government
programs, many basic national objectives will suffer. What is needed, I
believe, 18 a determined governmental effort to help U.S. producers keep

costs in line with those of foreign producers. This would entail a re-examination
of international monetary arrangements; and on the domestic side a review of

tax policy, labor statutes, regulatory activities, export incentives, and many
other aspects of government impingement on industry.

Restrictions Abroad

In its desire to help restore the economic health of nations ravaged by World
War II, the United States willingly adopted trade policies and practices which
favored the efforts of these countries to rebuild their industries and strengthen
their financial structures.

Today the industrial and financial strength of many of these nations has been
restored and nations such as West Germany and Japan have become major
creditors while the U.S. balance of payments has reached a near critical

stage. . Obviously it is time for trade agreements which are genuinely reciprocal.

The agreement on tariff reductions in the 1967 Kennedy Round of the General
Agreement on Tariffs and Trade (GATT) was a major step in promoting the
expansion of world trade. Many believed we had jumped the last major hurdle
and the way toward maximizing growth and stability in international trade had
been found, However, experience has shown that additional efforts are needed
if we are to achieve maximum growth and stability in our own and the world
economy. Although many tariff rates were reduced in the last GATT round,
the non-tariff barriers were left virtually untouched. GATT now has officially
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before it some 800 complaints over non-tariff barriers, including many
against the United States. These complaints should be the basis for new
multinational negotiations.

In some instances even a substantial cut in duties has done little to expand
foreign markets to imports from the United States. Their duties remain
higher than those of the United States and this factor, along with their non-
tariff barriers, has been sufficient to prevent any significant inroads by
foreign competition.

To be more specific, the U.S, duty on all sassenger cars imported into the
U.S. after December 1971 will be 3 percent while in the European Economic
Community and in the United Kingdom it will be 11 percent. The rate in
Japan probably will remain at the current 10 percent. Duty rates on cars in
most other countries are well above these levels.

In our industry, foreign governments often resort to non-tariff barriers to
protect their markets from foreign competition. For example, foreign
investment in the Japanese automobile industry continues to be severely
restricted by governmental policy and until Japan substantially reduces its
restrictions on foreign car imports and on investments in its automobile
industry, outside manufacturers will have little hope of gaining the freedom
to do business in that market equal to the freedom the Japanese enjoy in the
United States and other markets of the world.

The United States should intensify its efforts to obtain more equitable tariff
treatment for U.S. products, and the removal or appropriate modification of
non-tariff barriers, especially in those areas where these restrictions add
to a competitive advantage derived from basic economic factors.

Multinationa! Corporations

An aspect of international trade which has received much attention recently

is the so-called multinational corporation. Some nations are studying possible
further regulation of the multinational corporation, which has been for decades
the backbone of international trade. Some consider multinational corporations
a recent innovation in world trade, and describe them as selfish economic
giants which run roughshod over national governments, In truth, there is
nothing new about multinational corporations but the name by which they are
now described. Most such corporations, United States and foreign, serve well
the economies of multiple host nations and have learned to live - not above

and beyond - but properly and appropriately within the laws and customs of

the host countries.
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Often the multinational corporation is considered an invention of the
United States, but it certainly is not an exclusively U.S. phenomenon,
As a rnatter of fact, multinational corporations based in Europe played
an important role in the early development of the United States.

According to one recent estimate, about 80 of the 200 largest American
companies have more than one-fourth of their sales, earnings, assets

or employment outside of the United States. Among the 200 largest
European companies, there are also about 80 which have the same pro-
portion of their business outside of their home countries. Companies with
such familiar names as Shell, Unilever and Philips are among the largest
in the world and are major factors in the United States market. Most
Americans who buy their products are not even aware that they are
European multinational companies.

Almost since its creation Ford Motor Company has been what is today .
termed a multinational corporation. It was incorporated in 1903 in the
United States and in the second year of its corporate life moved into inter-
national operations. In August 1904 - nearly 67 years ago - the company's
first foreign subgidiary, Ford of Canada was incorporated and it shipped
its first car six months later, in February 1905,

Ford's first assembly plant outside North America was established in
Manchester, England in 1911 - 60 years ago - and we have been a corporate
citizen of many other countries for almost half a century.

Today we manufacture or assemble cars, trucks or tractors in 21 countries,
and we have sales companies in eight others. We supply dealer assemblers
in 11 nations and dealers in about 100 more. Profits returned to the United
States from Ford's foreign operations over the years have contributed billions
of dollars toward the U.S. balance of payments largely from supplying
markets which were substantially closed to exports from the United States
because of various restrictive barriers or competitive factors.

In the mid-1920's Ford had a major reorganization in Europe largely as the
result of hostility toward foreign-owned companies and a general protectionist
trend in Europe. Thereafter protectionist pressures continued to build and
several nations drastically increased tariffs, n‘nposed import quotas and
restricted money transfers.

Adding fuel to the fire, in 1930 the United States enacted the Smoot-Hawley
Tariff Act and, as many experts predicted, France, Italy and other European
nations retaliated with a vengeance, particularly against foreign car manu-
facturers.
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Perhaps Ford Motor Company's experience of being caught up in a vicious
trade war contributes to our deep concern over the signs of protectionism
today which seem to parallel those of that earlier era. Our concern grows
when it appears that the United States might make the same mistake it did
in 1930, with even more devastating results,

Multinational corporations sometimes are caught in conflicts between
national governments on matters such as anti-trust, export controls,
monetary transfers, and the like, but as in the past, I think these conflicts
will occur infrequently enough to permit the nations involved to work out
mutually acceptable solutions. The present trend in the United States toward
reducing the number of restricted items on the export control list will reduce
internaticnal friction from this source. However, the Unifed States should
carefully review the application of its anti-trust policies to the foreign -
subsidiaries of U.S. corporations. Some of these policies are not only
detrimental to U.S. companies but are also a source of irritation to foreign
governments. A forum for discussions regarding conflicts between nations,
such as the OECD or, as proposed by many experts, a GATT-like organi-
zation, possibly could serve a useful purpose, but placing a straightjacket
on multinational corporations through governmental controls would create
far more problems and conflicts than it would solve.

Summary and Conclusions

Certainly there are serious problems in international trade which are of
vital concern to the United States, but I continue to believe that solutions
must be found within a framework that will provide lower rather than higher
barriers to international trade and investment.

We face one of the greatest challenges in our history and this challenge will
not be met by building a trade wall around the United States: In my judgment,
three things should receive immediate attention. First, we must get our own
economic house in order to enable us to compete aggressively in the world
markets of today. Second, we must use the tools already available to open
the markets of the world on a fair and reciprocal basis. Third, we must
achieve a better relationship among international currency values.

The first goal can be reached only through tough, economic discipline in
government, labor, and industry. Government must become more efficient
and economical itself and must do what is necessary to halt inflation. Wage
increases must be matched by productivity gains. Management must become
more efficient and more responsive to customer needs.

The second goal, requires an equally tough stance toward discriminatory
trade and investment practices by other natioas.

The third goal requires that the United States take the initiative in working
toward changes in international monetary arrangements that would permit
greater flexibility in exchange rates,
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STATEMENT OF FREEPORT MINERALS COMPANY*
TO THE
SUBCOMMITTEE ON INTERNATIONAL TRADE
COMMITTEE ON FINANCE, U,S, SENATE

JUNE 15, 1971

Testimony presented to the subcommittee has dealt with thg question
of whether national trade policies and international rules end institutions
are adequate in light of the cheanging conditions in the world, This memo-
randum will focus on one area of change in the world economy with which
existing law is not adequate to deal. v

* * %

In the United States and throughout the worid, man's need for minerals
has grown at an extremely rapid rate during the last three decades, While
production has -~ with few exceptions -~ kept pace, the simple and higher
quality sources for these minerals are becoming exhausted, causing increased
reliance upon more compléx and lower grade mineral sources, Technologies

have been improved to permit the separation and recovery of a number of

different mineral components from these complex sources,

Removal of one or more components Irom a mineral source is sometimes
necessary in order to meke another component saleable to a consumer. 1In the
past, the components removed were often discarded, Today, in many cases,
they may be recovered as other valuable products. The growing emphasis on
the protection of the environment, and the economic need to recover all
valuable components, make it virtually impossible to discard any major
component today and, consequently, recovered products are entering the

marketplace at an increasing rate,

Submitted by E. Bruce Harrison, Vice President
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Because one mineral component is of'ten in great deménd at a given time
and will bring a premium price, other component products are often sold at
very low prices -- prices which relate nelther to the costs of recovering
and producing the product nor to the existing market for the product., For
all practical purposes, the producer is using the proceeds from one product,
while it is in high demand, to subsidize the movement of a less desirable

product,

When the second product is produced in a foreign country and is imported
into this country to be sold at these unreasonably low prices, the effect can
be severe injury to a domestic industry producing the product as a primary
product. The domestic industry can be badly crippled and in extreme cases
eliminated. Then, if the conditions affecting the foreign mineral produc-
tion and marketing change and the foreign supply is cut back or made
available only at very high prices, our national economy suffers, Existing

legislation is not adequate to deal with this problem,

This company is faced with such a problem in the form of sulphur
produced in foreign countries as a component of sour natural gas, and we
can attest both to the injury and to the inadequacy of existing law to
provide effective relief, Additional problems, involving other products
and other mining industries, will develop from this time forward as industry
and national demands encourage the development of more and more complex
mineral sources, We urge the subcommittee's assessment of current law and
policy in view of ‘changed -- and still-changing -~ economic conditions and
trade practices associated with mineral products derived from complex

mineral sources,

EBH/gt
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/ > : UNITED STATES-JAPAN TRADE COUNCIL

1000 CONNECTICUY AVENUE, WASHINGTON, D. C. HDDSB/GDB 85833 Ceble TRAODETIED

June 23, 1971

The Honorable Abraham A. Ribicoff
Chairman, Senate Finance Committee
Subcommittee on International Trade
014 Senate Office Building
Washington, D. C. 20515

Dear Senator Ribicoff:

The following letter is submitted on bebalf of the United
States-Japan Trade Council, 1000 Connecticut Avenue, N.W., Washington,
D. C. 20036. 7ane Council is a trade association concerned with the
development of trade and investment between the United States and
Japan and with the progressive elimination of the current tensions
between the two nations which now appear to occupy much too prominent
a place in their relations.

The initial hearings conducted last month by the Senate Finance
Committee's Subcommittee on International Trade performed the very
useful function of allowing a legislative committee to take a longer-
term view of American trade policy for the 1970's. When specific,
pending legislation is under consideration, it usually is difficult
to focus on broader and emerging issues. This is especially unfortunate
when foreign trade legislation is under consideration. Postwar Ameri-
can trade policy is clearly at an important crossroads.

If American trade policy is going to be changed to reflect the
international economic realities of the 1970's, a broad perspective
is necessary. The stakes are high and the issues are complex. Objec-
tive deliberations, such as your Subcommittee's hearings last month,
are necessary. In our opinion, your basic thesis that the U.S. trade
policy must shift from a geopolitical to an ecopolitical basis is
entirely sound. It is necessary, therefore, to seek a policy shift
which contains a maximum amount of good economics.

To determine what is good economics for U.S. trade policy in
the 1970's, two key questions must be answered. The first is the
relative impact of imports on the American economy. The numerous,
loud and prolonged pleas by certain segments of American business
and labor belie the fact that imports directly compete with only
about 2.5 percent of total U.S. production.. Total imports represent
only four percent of U.S. GNP; imports of raw materials, agricultural

The UNITED STATES-JAPAN TRADE CQUNCIL, INC., 15 a _non-| -profit trade association with a membership of over 700 firms in the United States
interested in fostering trade relations between the two . Because a member, the Japan Trade Promotion Office, 39
Broadway, New York, New York, is financed by the Japanese go the Council v i with the Department of Justice under provisions of
22 US.C. Sec. 611 et soq. as an agent of such foreign principal, Copies ol the Councn! 's rewlmnon statement are avaitable for public inspection in
Department of Justice files. Registration doas not indicate approvat of the contents of this communication by the Umtod States Government,

62-790 O - T1 - pt.2 - &
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goods, and manufactured specialty items either not produced at all
or in limited quantities in this country represent at leasc 30 per-
cent of total imports. Nonetheless, a means of redress for the
minority injured by a U.S. policy of liberal trade is in order.

The question which must be resolved by this country's policy makers
is whether this minority can be properly aided and st reasonable
costs in a positive manner, without jeopardizing the fmports wanted
and needed by American industry and the American consumer. It is
our belief that even at the temporarily high rates of import growth,
the various existing forms of relief from rapid import increases
and unfair methods of foreign business competition can protect U.S,
interests in a satisfactory and adequate manner.

The second key trade question to be resolved is the significance
of exports. Although a trade surplus is often hailed as proof of a
successful economic policy, the often ignored fact remains that
exports are only a means of paying for imports, the ultimate rationale
for engaging in international trade, There are two factors which
will hamper a U.S. export growth rate commensurate with its import
growth rate. In the first place, the United States is increasingly
becoming a service-oriented economy; the production of goods is
steadily becoming a less important factor for the U.S. labor force
and GNP, Secondly, American industry is increasingly servicing
foreign markets through overseas production, rather than direct export.
We would submit that a thorough reconsideration of the significance
of U.S. exports (and a U.S. trade surplus) in the changing economic
realities of the 1970's is called for.

On the export side, innovations are necessary to retain existing
levels of U.S. international competitiveness at a time when other
economies are becoming sophisticated and when technology is becoming
internationalized. On the import side, however, two fundamental
economic facts remain unchanged. First, the American economy is
centered on the concept of competitiveness and the open market. Fair
foreign competition is a vital ingredient in this process; unfair
competition can be dealt with by existing statutes. Secondly, Ameri-
can imports are another country's exports, i{.e. the latter's means of
paying for U.S. exports.

It is our hope that the International Trade Subcommittee will
continue to examine the extremely complex question of what trade
policy mix will best serve the long-term national interests of the
United States in a changing international economic environment.

Japanese Trade Policies

Japan's trade policies continue to be the subject of extensive
criticism in this country. As recently as two or three years ago,
most of these criticisms had some foundation. However, the relatively
sudden development of Japan's ability to compete effectively in the
world marketplace has necessitated a wholesale dismantling of import
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curbs which were necessary in the postwar period for balance of
payments reasons. A casual observer of Japan is hard pressed to
keep up with the swift moving pace of Japanese trade and investment
literalization in recent months. To bring this record up to date,
I am enclosing for the record recent publications by the United
States-Japan Trade Council, as well as a speech by the Japanese
Ambassador to the United States, Mr. Nobuhiko Ushiba and a speech
made recently in Washington by the President of the Japanese Federa-
tion of Economic Organizations, Mr. Kogoro Uemura.® Above all, we
urge the Finance Committee to take cognizance of the dynamic--and
one-way-~-movement of Japan towards international economic liberali-
zation.

Finally, I would like to set the record straight on a number
of points raised concerning Japanese trade policies during last
month's subcommittee hearings. In Chairman Ribicoff's opening
remarks, he said that "Japan's steel production will surpass that
of the United States by next year . . . ." In the view of most pro-
fessional observers, Japan's steel production will still be below,
this country's production, at least as late as 1975.

The Japanese steel industry, like the steel industry of any
industrialized country, is faced with competition for funds, spiraling
raw material cost, a relatively dwindling labor force, and the high
costs of pollution control. These factors must cast substantial
doubt on forecasts of unimpeded production growth. e

On page eight of the statement by Mr. Nathaniel Samuels of the
State Department, it is said that Japanese quota restrictions will
be down to about 80 from 122 of two years ago. While Japan currently
has 80 items under restriction, the number is scheduled to decline
to 40 by the end of September of this year. When this happens, Japan
will have more goods under "voluntary" export restraint than under
import quota.

On page 13 of the statement by Mr. Joseph Wright, Chairman of
the Zenith Radio Corporation, Japanese workers were said to be making
73 cents an hour, excluding bonus and benefits. In a country like
Japan, where an annual or semiannual bonus is regularly paid, fringe
benefits must be included to permit an undistorted picture of labor
costs. Mr. Wright also implies that Japan has restrictions on large-
size televisions. There are no such barriers against American TVs.
He also says that Japanese government regulations still block the
entry of spare parts. This is completely untrue.

On page 20 of his testimony, Mr. Wright suggests that the
remission of commodity taxes by Japan and other nations represents
a subsidization of exports. According to current interpretations of
GATT rules, the remission of an indirect tax is not an infringement
of GATT and is not considered a subsidization of exports. The United
States exempts states sales taxes on exports. This is of the same
legal nature as the remission of commodity taxes by other countries.

¥These documents were made a part of the official files of the Committee.
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In general, the Zenith Company's frustrations with the Japanese
TV market reflects conditions of several years ago.

Mr. Fred Borch's testimony contains a technical defect in that
he compares export price indices with consumer price indices. The
export price index should more appropriately be compared with whole-
sale price indices. Exporting companies pay wholesale prices for
their raw materials, not retail prices. In addition,retail price
indices include the costs of services, which aré not involved in
international trade. The disparity between Japanese export price
and domestic wholesale price indices is relatively narrow; indeed,
Japan's disparity is not as wide as in some other industrial countries.
On page 16, Mr. Borch compares tax incentives in Japzu with those of
the United States. The serious flaw in this comparison is that the
material which he used is outdated. For instance, the entertainment
expenses allowances are now abolished completely; other tax incentives
are largely reduced in size,

The United States-Japan Trade Council is prepared to supply any

necessary informatioh on this or other aspects of the U.S5.-Japan
relations on request from the Committee.

Sincerely yours,

Wl AT

Nelson A. Stitt
Director

NAS :hk
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.Summary Statement
before the
Subcommittee on International Trade
of the

Senate Finance Committee

HEARINGS ON MAJOR INTERNATIONAL
ECONOMIC PROBLEMS

MAY 17-21, 1971

OBSERVATIONS ON AMERICAN TRADE POLICIES
INCLUDING THE POSITION OF THE
AMERICAN FOOTWEAR MANUFACTURERS ASSOCIATION

‘ON FOREIGN TRADE

Statement of
Iver M. Olson
Senior Vice President and Chief Economist

American Footwear Manufacturers Association
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FIXED EXCHANGE RATES ARE A FUNDAMENTAL CAUSE OF U.S. TRADE PROBLEMS.

The explosion on the Europ.eon currency markets durtrng May, 1971, brought to a
head the net effects of having fixed exchang;e rates geared to the U.S. dollar, and its
value, in turn, pegged to a fixed value of gold ~~ all started under an international
agreement made in Bretton Woods, N. H., in 1944, This exchange rate decision was
pretty much forced on Americans, Europeans and other trading nations. Many of them
disliked exchange controls because they interfered with the free market. The controls,
however, greatly helped our trading partners recover from the effects of World War 11
and grow‘strong industrially in the following 25 years. But in recent months the fixed
exchange rates that favored the exports of these nations also forced them to absorb more
dollars, with a consequent burgeoning of their money supplies and accompanying inflation.

From the American viewpoint it has meant an unjustly competitive situation,
manifest in ever-mounting increases in imports. Lower wage rates abroad, irrelevant
under free, floating and flexible exchange rates, became very relevant under fixed rates.
Also, the artificial valuing of currencies resulted in general price levels that benefitted
foreign goods in relation to American produéts.

But most Americans, including many economists who should have known better, .
have lived with their heads in the sand. There were a few exceptions. The economist
Milton Friedman of the University of Chicago saw a long time ago that fixed exchange
rates would result in painful dislocations, odiushﬁenfs and patchwork remedies. Friedman

saw that such a system could not allow the international economy to move definitively

toward the ultimate goal of free trade.
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He said: "A system of floating exchange rates would therefore enable us to proceed
effectively and directly toward complete free trade in goods and services - barring
only such deliberate interference as may be justified on strictly political and military
grounds; for example, banning the sale of s;rafegic goods to communist countries. So
long as we are firmly committed to the straitjacket of fixed exchange rates, we cannot
move definitively to free trade. The possibility of tariffs or direct controls must be
retained as an escape valve in case of necessity. ‘

"A system of floating exchange rates has the side advantage that it makes almost
transparently obvious the fallacy in the most popular argument against free tradz, the
argument that ‘low' wages elsewhere make tariffs somehow necessary to protect ‘high'
wages here. s 100 yen an hour to a Japanese worker high or low compared with $4 an
hour to an American worker? That all depends on the exchange rate. What determines
the exchange rate? The necessity of making payments balance; i.e., of making the
amount we can sell to the Japanese roughly equal to the amount they can sell to us. '_'_l_/

Mysteriously, the U,S, Department of Commerce, perhaps, abetted by each
Administration and the State Department saw fit to ignore the bad realities of fixing
exchange rates. Its esonomists who would not dream of fostering the fixing of prices
within cur economy are nonetheless for fixiné the prices of exchange in the international

money market. Incredible.

1/ Milton Friedman, "Capitalism & Freedom, " p.7l, the University of Chicago Press,
Chicago, ., 1962,
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THE U.S. GOVEKNMENT FOSTERED AN [LLUSION.

To keep the illusion that all was lwell, our government published monthly ~~
and still does -~ frade balance figures that indicate dollar trade balances in our
favor; that is, unfillMay 28, 197!, when even with "loaded" figures, the U.S.
Department of Commerce had to report, as the "New York Times" put it, "a rare import
surplus in April of $214.7 million." Simply put, even with the inclusion of phony export
values averaging around $200 million monthly, the outgo of cash for imports exceeded
the incoming receipts from exports.

On, February 6, 1971, the General' Accounting Office disclosedihat the United
States holds more thar: $1.5 billion in foreign currencies that can be spent only ina -
trickle. In Indian currzacy alone the government holds $678 million, enough to last
for 19 years at the allowable current rate of spending.

The United States has amassed the Indian 1upees through American food and economic
assistance programs. Commodities and equipment are sold in India butthe rupee payments
for them are kept there. This money can be used only in India and cannot be used to buy
goods for export.’ They can be converted .into other currencies only in small amounts.
U.S. government agencies cannot spend the excess rupees unless the dollar equivalent is
appropriated by Congress. )

Also, the government must buy the rup.ees at the official rate of exchange.which is
usually less favorable than the current market rafe. This adds to the piling up of
unspendable rupees. 2/

What has all this got to do with our trade balance? Plenty, because we include
the dollar equivalent of the rc;ypees in our export figﬁres, thus, overstating our ;ru;ie

surpluses or understating our trade deficits.

3/ Richard Halloran, "The New York Times, " February 7, 1971.

- =
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In early January, the U,S. Department of Commerce forecast that the trade
surplus this year could be as low as $2.2 billion, compared with $2.7 billion for 1970.3/
In this public announcement, just as in all its news releases about our nation's fmvports,
exports and trade balances over the past two decades, the Department of Commerce has
hidden the fact that its export figures includes AID giveaways*, and Public Law 480
exports** that are paid for in f'oreign currencies. |t does circularize within the
Department a monthly report "Trends in U.S. Foreign Trade, " that does reveal AID and
P.L. 480 exports, but is loath to send it to outsiders even though it has been referenced
in FT 990, a statistical monthly publication on foreign trade.

Thus, the U.S. trade accounts are always painted in a rosy hue, and the newspa.pers
innocently pass it on to their reo;iers.

Consequently most Americans today == businessmen, economists, Congressmen and
the man-in-the~street =~ have not been aware of our continuvous deficit balance~-of-trade
and that this has generated, in turn, our continuous deficit balance-of~payments. Instead,
they blame the flights of capital-to higher yield areas and other transactions as the cause.
These are more the result of the inequities and imbalances brought on by fixed exchange

.rafes.

As a result, very few have seen fit to question the wisdom of fixed exchange rates.

3/ George W. Telfer, "Journal of Commerce, " January 18, 1970.

¥ Exports under the "Foreign Assistance Act." Disbursement figures are supplied by
the Agency for International Development.

** Agricultural Trade Development and Assistance Act of 1954, " as amended.
Statistics are supplied by the Department of Agriculture.
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From 1965 through 1970, the U.S. Department of Commerce reported a yearly
surplus in our balance of trade that ranged from $837 million to $2,270 million.

These figures reflect the value of U.S. exports less only military grant-aid shipments
as valued by the Department of Defense (plus 5% added by the Bureau of Census for
estimated transportation costs to the port of shipment). AID loans and grants and
Public Law 480 exports were kept in the exports total, thus inflating it. They are not
bona fide commercial transactions for which we receive ;':aymgnts in-U.S. dollars.

If they were properly excluded from exports, the trade balance figures would be
lower by $2 to $2.5 billion in each of the six years. Thus, for example, we actually
had a deficit commercial balance of trade in 1968 ofl $1.5 billion and in 1969 of
$722 million. For details, see the appended table, especially sections marked "A"
and "B."

These estimates of the deficit commercial balances are very much in line with
those of Michael Boretsky of the Office of Policy Development, Office of the Secretary, '
U.S. Department of Commerce. - For 1968 and 1969, his estimates of the commercial
balances are ~$1, 304 million and ~$582 million, respecﬁvely.'_4_/

The U.S. Department of Commerce uses another practice that tends to gild the
lily. It values the imports segment at its F.(‘).B.A foreign point of shipment value, and
exports on an F.O.B. or F.A.S. point of shipment value. For trade purposes, most
nations estimate their trade balances by subtracting imports at their c.i.f. value=-which
includes the cost of insurance and freight from the shipping nations-~from their exports

af F.O.B, (F.A.5.) volue._S_/

4/ Michael Boretsky "Conc erns About The Present American Position In Foreign Trade. "

T A paper be ore the National Academy of Engineering Symposium Technology and
International Trade, October 14-15, 1970.

5/ Foreign Trade Division, U.S. Dept. of Commerce, "Highlight of U.S. Export and

~  Import Trade, FT 990, " September, 1970, pp. IlI-IV.
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If the U.S. Department of Commerce did likewise, in addition to subtracting
AID and P.L. 480 shipments, it \'4vou|d have shown deficit trade balonces for each of
the post five years ranging from $|86.million. to nearly $3,500 million. . For details,
see section C of fhe; attached table.

These estimates are contervatively below those of Senator Russell Long, Chairman
of the Senate Finance Commiftee. In a statement before the Senate on May 11, 1971,
he estimated the 1970 commercial balance of<$3, 200 million after the adjustments: for
c.i.f. and non-commercial exports; for 1969;~$4,400 million, and for 1968~$4, 700
million. &/

In defense of its practices, the Department of Commerce states its case as follows:

"The export statistics published by the Bureau of the Census are intended to
measure the physical movement of all merchandise out of the U.S. customs area, except
that to U,S. Armed Forces abroad for their own use, without regard to method of financing.
To meet a need for estimates of the value of that part of our total exports which moves
under the Foreign Assistance Act and Public Law 480, the following information on exports
financed under these programs has been assembled from data developed by the three
agencies responsible for the major programs. "_7_/ .

It would seem to me that the "physical movement" which the Census data "are
intended to measure" do not realistical ly reflect dollar trade balances if they are, as
stated, made "without regard to method of finan;:ing. " The dollar exchange is, after all,

what the problem is all about.

&/ Russell B. Long, "Congressional Record, " Vol. 117, No. 68 May I, 1971, pp.56580-56590.
7/ Op, cit., p. i
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The Census' rationale for an F,Q.B. valuation of imports Is somewhat more
credible, although it too raises s;ome questions. Here is its explanation in FT 990:
"NOTE: The f.o.b. port of export estimates provide U.S.
import data in terms of the foreign port of exportation '
equivalent of the transaction valuve. The c.i.f. U.S. port
of entry estimates provide U.S. import data on a valve basis
comparable with the import data of most foreign countries.

Readets interested in calculating the U.S. trade balance
should be aware that this balance can be derived only By
relating exports and imports valued on the same basis. "§/

In addition, Census goes on to explain that estimated c.i.f. valves are "defined
as the cost (to the U.S. importer) of the commodities at the foreign port of exportation,
plus insurance and freight. to the U.S. port of entry, regardless of whether earned by
a U.S. or a foreign firm,

This raises the question as to the proportion of insurance and freight charges that-
are paid to foreign and to U.S. < ipping and insurance companies. According to
Senator Russell B. Long, Chairman, Senate Finance Committee, only obout_ 6% of U,S.
foreign trade are carried by U.S.-flag vesse.ls. Obviously, the U.S. government should
value its imports on a c.i.f. basis and President Nixon has reportedly approved this

new manner of reporting, over the objections of his economic aides.9/

8/ Op. cit., p. 1l
9/ Senator Russell B. Long, Op, cit., p.56583
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The whole point of all this is to demonstrate that we have been misled into
thinking that the fixed exchange rate system has been effective. Through the device
of phony statistics about our trade balance, the government has led us to bel‘ieve all
was well with the fixed rate system; that this system overcame an alleged hampering
effect that flexible rates would have on trade and Investment; that is, until recently,
when it announced the "rare import surplus in April." |

A floating exchange rate for Canada in the last year apd from 1950 to 1962 "had
not had the feared bad effects of 'instability of the rate caused by perverse speculation,
instdbility of prices among traded goods and an alleged depressing effect on trade and
investment.'" Also, "the current German experience with a floating mark, and no
fixed time limit for a return to a fixed exchange rate, will add to the evidence on this
issue. "_l_(_)_/

Milton Friedman has stated the case eloquently: "Being in favor of floating
exchange rates does not mean being in favor of unstable exchange rates. When we
support a free price system at home, this does not imply that we favor a system in which
prices fluctuate wildly up and down. What we want is a system in which prices are free
to fluctuate but in which the forces determining them are sufficiently stable so that in
fact prices move within moderate ranges. Ti’uis is equally frue of a system of floating
exchange rates. The ultimate objective is a world in which exchange rates, while free
to vary, are, in fact, highly stable because basic economic policies and conditions are
stable. Instability of exchange rates is a symptom of ir;sfobilify in the underlying economic
structure. Elimination of this symptom by administrative freezing of exchange rates cures

none of the underlying difficulties and only makes adjustments to them more painful. "Il /

10/ Edwin Dale, "N. Y. Times, " June 7, 1971, page 5!
1T/ Friedman, Op, cit., p.69
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What has this got to do wtih the shoe industry? This is, perhaps, already too
evident.

The U.S. footwear industry 1s 25% to 35% more efficient in terms of productivity
per man hour than the European and Japanese industries. But, via th'e mechanism of
fixed exchange rates, unreal currency values and foreign labor cost advantages are
almost completely translated into a wholesale price advantage for imported footwear
in ou'r market.

There are other basic economic inequities among the nations, but if we are going
to use a s"ystems approach, here is where we should start in developiné a realistic trade

policy. Otherwise, the'doctrine of comparative advantage seems footless and, as a

goal, totally unattainable for those of us who wish to liberalize trade.

AMERICAN FOOTWEAR MANUFACTURERS ASSOCIATION'S POSITION ON FOREIGN TRADE

Free trade is supposed to operate within the con/rext of certain conditions. These con-
ditions include free-floating exchange rates, absence of trade barriers except in cases of
national health and defense, roughly parallel marginai productivity rates, common monetary
and fiscal policies, no spezial tax privileges or subsidies and uniform arri-trust laws.
Absence of these conditions are const.rainfs that have molded AFMA's positi‘on. That
position is to have reasonable trade Iegisloﬁ;'m that enables the domestic industry to

maintain stability and to share in the growth of the U,S. market.
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U,S. FOREIGN TRADE BALANCE (1IN MILLIONS OF DOLLARS)

1965-1968 ARE NOT SEASONALLY ADNJUSTED.

1969 & 19T0 ARE SEASONALLY ADJUSTED

Est.,
1970 1969 1968 1967 1966 1965
EXPORTS
GROSS VALUE OF EXPORTS - F.0.B. (F.A.8.)¢eees | 13,360 38,006 34,636 31,526 39,320 27,478
MILITARY GRANT-ATDassvsuroscones 560 67h 573 592 90 79
#EXPORTS EXCLs MIL. GR-AIDssocscensrsnvesssees | 42,800 37,332 34,063 30,934 29,380 26,63(9)
AID LOANS & ORANTSeeanescasonses 990 993 1,056 1,300 1,186 1,1
PUBLIC LAW 480,vscunssocrnessoes 1,086 1,008 1,178 1,237 1,306 1,323
EXPORT VALUE (LESS MILITARY GRANT-AID,
AID LOANS & GRANTS, AND
PUBLIC LAW 480)svuesacesacnranss | 40,724 35,321 31,829 28,397 26,888 24,236
IMPORTS )
*U,S, GENERAL IMPORTS ~ F.0uBiesocases 140,000 36,043 33,226 26,889 25,618 21,b29
U,5, GENERAL IMPCRTS - CuX.Fucueesereroasenss | 42,520 38,314 35,319 28,583 27,232 22,719
*A, AS REPORTED BY GOVERNMENT: :
EXPORTS {LESS MIL, GRANT-AID)seessosaeses | 142,800 37,332 34,063 30,934 29,380 26,699
LESS IMPORTS @ Fu0uBuvereossnssecncncesss | 40,000 36,043 33,226 26,889 25,618 21,429
BALANCE (+ OR =)usrevecscsavsacsossonsaes | 42,800 +1,289 + 837 +k,045 +3,762 +5,270
B. EXPORTS (LESS MIL. GR-AYD, AID, & P.L.U480)| ko,7eh 35,321 31,829 28,397 26,888 24,236
. LESS IMPORTS @ F.0.B . 0,000 36,043 33,226 26,889 25,618 21,429
BALANCE (+ OR =)eesanss [ I - - T2 -1,397 +1,508 +1,270 +2,807
C. EXPORTS (LESS MIL. GR-AID, AID & P.L.480) | bLo,72k 35,321 31,829 28,397 26,888 24,236
LESS IMPORTS @ C.I.Fauvecosonsonancoarses | 142,520 38,314 35,319 28,583 27,232 22,779
BALANCE (+ OR -)usvesasosaronsaoascnasess | =1,T796 -2,993 -3,h00 - 186 - 34 41,457

Source: Compiled by AFMA from U.S. Dept. of Commerce-Census publicationss

FT990 end "Trends in Foreign Trede.”"

£99



664

U.S. Trade Balance Off Sharply in April

Record Imports Result
in First Surplus Over )
Exports Since 1969 o

By EDWIN L. DALE Jr.
Spectal 1o The New York Times

WASHINGTON, May 27—The
United States trade balance de-
teriorated sharply in April, the
Commerce Department reported
today.

There was a rare import sur-
plus in April of $214.7-million,
the first such monthly surplus
since February, 1969. In March
there was an export surplus of
$245.4-million, meaning that

_UNITED STATES EXPORTS AND IMPORTS

{in billions of doMars. All figwen seasonslly adjusted)

¥ (ucludes military aid espors)
1 1 1

the trade balance worscned be- XY WA SR SN N L 1 L

tween the two months by about M 3 1 A s 6N D J F KA

$460-million. 1970 197
While one month does nat| "t TR P—

establish a trend, the poor fig-

%ccic‘)):::gggn ?reane}\’::I ;}“i':;;most $200-million higher than |billion export surplus would

ternational discussion and con- i1 March. Exports  droppedihave disappeared.
cern about the long-standing about $270-million to $3,543,-
gililcit binl the otyoirall Unilcc} log‘f g perts, though most Government

ates balance of internationall ere is growirg criticism in|q¢fici: i i
payments in light of the re-iConpress, led by Senator Rus. 2:5\1.512,1,5052,1;3%1“}}: an%:,rrcsp‘?
cent international monctary dis-iscll B, Long, Democrat of Louis- ture. Senator Long, chairman of
tu:bange. lana, that the trade figures—'pe Finance Co'mmiuec is

An improvement in the ex-|poor as they were for AP""“prccsiny for legislation "that
port-import trade balance isimake the picture look bcuer-“-o[ﬂd \)‘equire the publication
almost universally regarded asithan it really is. This is because!nf the figures cach month on
the key to a solution of theiimports aré recorded withoutlbmh bases of calculation.

‘ Regardless  of this

deficit in the balance of pay-|inciuding insurance and ‘reight,| issue,
ments. Instead, the trade bal-fand exports include shipments'thore was no dispute that the
ance got worse. financed by Government for- April figures worsened hadly.
. Iniports rose to a record total|eign aid, With' adjustments for} . .
of $3,757,800,000 in April, al-|these factors, last vear's $2 7-1Officials said they believed the;
April results were an “aberra-|
tion" and did not expect a con-|
tinuation of import surpluses.
Some Administration econ-
X . omists pointed out that the
. N poorer trade figures were likely
to increase sentiment in Con-
gress for limijting imports, How-
ever, the present prospect is for!

no trade legislation this year,

The figures should also im-
prove the chances of legisla-
tion, now at the hearing stage!
in the House, to make major’
improvements in the availabil-,
ity of credit to finance export
shipments.

German Trade Surplus Dips

WEISBADEN,  West  Ger-
many, May 27 (Reuters)—West
Germany's trade surplus nar-
rowed to 1.067-billion marks in
Aprii  from  1.885-billion in
March and  1.121-billion in
April, 1970, the ¥ederal Statis-
tics Office reported today.

The trade surplus in Lthe ﬁrsl'
four months rose to 4.720~bl|-‘|
tion marks from 4.074-billion
marks in the like ;criod last
‘vear, the office added.
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STATEMENT OF THE
NATIONAL ASSOCIATION OF MANUFACTURERS
° ON
TRADE, TAX AND INVESTMENT POLICTES
SUBMITIED TO
THE SUBCOMMITTEE ON INTERNATIONAL TRADE
SENATE FINANCE COMMITTEE
UNITED STATES SENATE

June 15? 1971

Tbe National Association of Manufacturers apéreciates the opportunity to
state its views on certain trade, tax and investment issues being considered
by the Subcommittee on International Trade. The Association is a voluntary
organization of industrial and business firms, large and small, with members
located in every stace and represenﬁing the major part of manufacturing
output in the country.

The bgll of this statement is directed to several issues of taxation
and foreign investmént where we think Congress should act now to providé a
better policy climate for recognized national objectives, By way of
introduction, we would like to comment briefly on some background issues.

In our view, the purpose of foreign economic policy is to provide a

consistent framework in which international trade and investment car flourish

to the mutual benefit of the pebples involved. This 1s a simple statement
of purpose which is obviously far more difficult to implement than to declare.
However, when we have not paid attention to devising or maintaining such a
consistent framework and instead have relied on patchwork responses to
various crises, the country's position has suffered ~- as ekemplified by the
ill-conceived controls on foreign investmgnt. .

We are heartened by indications of broader perspective being taken both
within the Administration, particularly with the appointment of Mr. Peter G.

Peterson as Assistant to the President for International Economic Affairs,

BEST COPY AVAILABLE

[ P i A LEYPN Gy eyt
THA A Yary e

62-790 O - 71 - pt. 2 - 7



666

and by the Committee on Finance with the creation and activation of this
Subcommittee, The breadth of the subjects covered by testimony at thesec
hearings, in itself, is helpful for developing a proper overvicw. We
sincerely hope that the results of this re-examination of the foreign
economic policy, both by the Administration and by Congress, will emphasize
an integrated, rather than a piccemeal, approach to the problems of world
trade, taxation and investment.

Our basic ability tc¢ compete abroad will dépend on the productivity of
our work force -- both at the production and management levels -- and how
well we control our costs of production., In the late 1960's and last year,
“rends in these key faclors were not favorable. Productivity growth sagged
and inflation accelerated. Furthermore, though rates of inflation may be
even higher ir. jome key competitive nations abroad, the actual effect on
export prices has been far more pronounced for U,S, products, mainly because
of our much nigher cost base.

Thus, getting our domestic house in order -- winding down inflation,
gaining better control over unit labor and other costs -- has compelling

international implications and must be constantly kept in focus in tﬁ%

formulation of foreign economic policy. This has been urged often and from
many qQuarters. Yet it bears repetition and emphasis because the temptstion
in the past has been to ignore or downplay the fundamentals and attempt to

solve balance-of-payments problems with short-term expedients.

One basic reform we consider fundamental for raising domestic productivity

and staying competitive internationally Over the long-term, already has been

initiated earlier this year, Our depreciation practices are years out of date,

and a major overhaul is very much in order. The Asset Depreciation Range (ADR)

system, when implemented, will be a significant step in this direction though

I ;A SENVAY Y .1y
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it still does not achieve thc degree of rapid capital recovery enjoyed by our
principal foreign competitors. Exploration of further means tu rr.iernize our

capital recovery policies will be welcomed by the business community.

Foreign Investment Policy

Direct U.S. privabe investment abroad over the post-war period h.s made
a net contribution of $22 billion to our balance-of-payments position and has
become one of the single most important supports of that position, The $22
billion represents the exccss of repatriated earnings from, over the total
smount of dollar outflows for, direct investment abroad.

This salient facl about the private business role abroad keeps getting
lost in the arguments and policy~-making proceduvre, particularly, of course,
when the investment controls were instituted, Even now, we hear new calls
to penalize the private investment scctor, to place new tax burders on it
and stop it from expanding overseas market opportunities, in the name of
"protecting" the balance-of-payments and jobs in the United States.

One thing that there is agreement on is that U,S, investment abroad has
become a very significant factor in world business. 1In fact, after the U.S.
domestic economy and the Common Market domestic ecdnomy, it is the largest
economic element in the free world. It has largely supplanted government
economic nid as an effective means of raising living standards abroad.

Private capital from the U,S., as a key factor in worldwide economic
development at no cost to the U,S, taxpayer, has created vast amounts of
purchasing power to buy our exports. It is no coincidence that we still

enjoy a most favorable balance of merchandise trade with Western Europe

where direct U.S. investment has been most heavily concentrated. A signifi.
cant portion of overall merchandise exports, up to 25 percent according to

some estimates, represents cémponent and other sales to U.S, affiliates

BZST COPY AVAILABLE
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overseas dependent on U,S. capital for their development, We sibmit that the
U.S. export stimulus from foreign investment is significantly greater than
any export displacement or substitution effect from locating manufacturing
facilities abroad.

Claims that U.S, international companies are "flooding" the U.S, market
with cheap products from abroad are wildly exaggerated., In 1968, the last
year of record, 92 percent of the merchandise sales of 1,8,-owned affiliates
were sold in local markets or exported to other countries and only 8 percent
were destined for the U.S, Almost half of that B percent represented a special
situation ~- exports to the U,S, from Canadian affiliates manufacturing

transportation equipment.

What the critics often fail to realize is that the direct investment
approach in many cases is required for doing any business abroad. To quote
Mr, John J, Powers, Jr., President of Pfilzer Inc,:

To those who argie that direct investment is an alternative
to exports, or that the process damages our international
position because it involves export substitution, I would
say that we would like nothing better than to sit in New
York and manage an export operation, How very much simpler
it would be to do that than to put down roots abroad, .
establish local organizations, build plants, negotiate

with governments, and manage assets in foreign countries,

Why don't we do it? Are we wrong? Is this a vast management
error? I do not think so. We have not gone the exporting
route because we can't get the business that way. Wherever
we put a plant, where before we were exporting, it is
because it was necessary to maintain and expand our business,
If we had not done it in most cases, we would have lost the
exports anyway and not gained more business through local
production and distribution,

These are the facts of life for much of international business. Dis-

couraging U.S, investment abroad does nct save any U,S, jobs, It does

diminish market opportunities and damage our overall international position,

ER LA A B PR P
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The premise of the foreign investment controls was that the balance-of-
payments could be divided up into neat pluses and minuses ~- that investment
could be held back for strictly short-term gains but that other parts of the
international accounts would not be affected. The interrelationships of
initial investment, return on investment, exports and other money flows were
not considered.

The controls, instituted on a "voluntary" basis in 1966, and on a
mandatory basis in 1968, have been in existence for six years., By any
reasonable logic this is no "temporary" or short-term period that the framers
of the program claimed it could be applied without damage to our long-term
balance-of-payments position. While the aggregate volume of investment
abroad -- financed by U.S. dollar outflows, retained earnings of U.S.
affillates and local borrowings -- has increased in the interim, it is less
than it would have been without the controls. The evidence suggests that our
current account, including the merchandise trade balance, has suffered as
a result,

Moreover, the controls have forced a huge build-up of costly corporate
debt abroad -- over $17 billion ~-- incurred by both U,S, parent compshies
and foreign affiliates to finance on-going programs. Interest and principal
payments on such debt will be an adverse balance-of-payments factor in the
long=run and much more costly in total dollars and in balance~of-payments
terms than direct investment outflows.

In response to these problems, the investment controls ﬁere liveralized
in 1969 and subsequently. However, becatise of it, major obstacles to the
free flow of capital remain and in some cases are becoming more restrictive
than before, The program'has far outlived whatever usefulness it had, if
any, and should be dismentleé completely, We urge this Subcommittee to make

a strong recommendation to.}his effect.
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Treatment of Foreign Source Income

As opposed to the practice of many other industrialized countries which
wholly or partially exempt foreign source income from domestic taxation, the
U.S. imposes its corporate income tax on a worldwide basis, Double taxation
is avoided through allowance of the Torecign tax credit and deferral of U,S,
tax until dividend earnings of U,S, affiliates are reputriated. In general
principle, this is a rcasonable system and for the overall circumstances of
international business it has worked perhaps better than would be expected
considering the administrative problems involved.

By no means, however, is it a "liberal" system compared to those of our
foreign competitors, 1In addition to the territoriality practice of exempting
foreign source income from tax and the granting of various incentives for
exports, other countries are far morc lenient in their administration of rules
on intercompany pricing, which are designed to prevent shifting of income to
lower tax jurisdictions, As a result of the 1962 legislation, according to
John S. Nolan, Deputy Assistant Secretary of the Treasury for Tsx Policy,

"no other country's administrative enforcement policy even approaches the
sophistication or severity of our own." Unfortunately, this policy also has
created severe and costly administrative problems for both the taxpayers and
the government.

Thercfore, considering the balance-of-payments and other benefite that
flow from such private investment, it is distressing to hear calls for more
restrictive trcatment of foreign source income, A commonly-ﬁade proposal
along these lines is to deny deferral of ‘U,S, income tax on foreign earnings,
thus imposing tax before dividends are paid to the parent companies.

This would certainly'damage and complicate the U,S, business role inter-

nationally, but in all likelihood, it would not result in additional U.S. tax
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collected, The effect would be to force U,S, subsidiaries to distribute a
much higher proportion of carnings in order to obtain the foreign tax credit.
Because U,S, direct investment is concentrated in countries where the
combination of the corporate income tax and withholding taxes approximates
the impact of our own corporate rate, there is a very minimal U,S, tax
collected now on earnings from such investments, The effect of denying
deferral would be to raise taxes collected by foreign countries but would not
benefit the U.S. Treasury.

A corollary effect would be to force even more overseas borrowing on the
part of U.S, affiliates -- with attendant adverse effects on the balance-of=
payments in the future -~ to replace funds that otherwise would have been
reinvested directly to maintain business operations.

Instead of such counterproductive proposals, we urge thls Subcommittee
to consider several steps that should be taken to ease the tax burdens of U.,S.

business abroad, with insignificant, if any, cost to the U.S, Treasury.

Many of the most trying and complex tax problems on doing business
abroad involve the intercompany pricing rules under Section 482 referred to
earlier, We understand that the Treasury currently is studying means' of
alleviating this situation through new regulations, and we will not comment
on it here.

As for the areas whiere Congress itself must act, there are two major
recommendations wude and stressed by us and other business organizations in
the past, This is by no means an all-inclusive list, and we.would be pleased
to submit further information on particular points when the Senate Finance

Committee becomes more immediately involved.
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Subpart F

This addition to the Code, as part of the Revenue Act of 1962,
is one of the most complex statutes ever enacted. According
to best estimates, Subpart F is not productive of significant
revenue, and its provisions literally terrify middle and small
business enterprise which does not possess the staff or the
resources to cope with it. We suggest that serlous consideration
be given to outright rcpeal of Subpart F sinc; the recasons for
enacting 1t no longer apply. At minimum, active consideration
should be given to repealing or amending its most burdensome
and counterproductive provisions, including Sections 954(a),

(a) and (e), and Scction 956,

Section 367

- This section was originally enacted for the purposc of preventing

tax.avoldance in certain exchanges involving foreign corporations
and U,S. taxpayers. Its operation is unique in the area of tex
administration in that it requires a U.S, taxpayer to establish
in advance, to the satisfaction of the Secretary, that tav *
avoidance is not the principal purpose in certain types of
transactions,

We submit that the kind of tax avoidance schemes which the section
was originally designed to prevent are effectively controlled
under existing case law and by Section 1491 of thé Code. We
believe that corporations should be permitted to proceed with
international acquisitions and reorganizations in the same manner
as they do undér the general principles of the reorganization

sections of the Code., There would still remain the obligation
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by taxpayers of establishing, either before the Internal Revenuc
Service on audit or before the courts, that the transaction
involved is not onec having tax avoldance as its principal
purpose.,

Section 367 should be amended so as to remove the requirement

for advance approval to avold the administrative delays involved,

Export Trade and DISC

As indicated, there arve many internstional wmarkets that just cannot be
reached without a substantial commitment to direct investwent no matter what
the policy framework, There are others, however, in which direct exports from
the U,S. have played or could play a major role, We still ﬁaintain a sub~
stantial favorable trade balance in agricultural products and in many
technology intensive manufactured products where high levels of U.S,
productivity and technology offset lower production costs abroad.

But our export tradc faces even more serious tax disadvantages than do
American business operations abroad., In addition to the territoriality and
relatively lax administrative practices, foreign exporters cnjoy a wi?e range
of special incentives, including rate reductions, tax credits, special reserves
or deductions and accelerated depreciation for export production assets.
Furthermore, under the General Agreement on Tariffs and Trade (GATT), indirect
taxes are eliminated from exports and imposed on imports. These indirect taxes
include value-added taxes as in France and Germany, turn-over taxes, and the
United States' excise taxes. The adjustment for taxes at the border treats
all indirect taxes as identical assuming these taxes increase product brices

but direct taxes (income, payroll) do not.
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These assumptions are not supported by economic evidence, The real
effect of indirect taxes on price is controversial but it is clearly not
consistent with the maximum allowance given under GATT to countries with
high indirect taxation and minimum allowence to those with relatively little
indirect taxation, such as the United States, To the extent that direct
taxes do raise product prices or indirect taxes do not raise product prices
by the full amount of the tax, the present system overcompensates for
indirect taxes. The United States, which relies primarily on direct taxes,
is thus put at a disadvantage. This is being compounded, of course, by the
spread of value-added taxes within the countries of the European Economic
Community to replace turn-over taxes of lower rates,

Particularly where there is a reasonably close balance of other factors
(production costs, productivity, etc.), our foreign competitors can utilize
these tax advantages to shade prices and obtaln bigger market shares for
their exports. To counteract this situation, many proposals have been made
but nothing of substance has been done, The GATT organization has not seen
fit to change its rules at all despite U,S, urging. Adoption of a U,S.
value~added tax to be imposed on imports and rebated on exports also has *
been urged, but this would involve substantial questions of domestic tax
policy which are not likely to be resolved over the near term,

Last year, however, when the Treasury Department made its proposal for
the Domestic International Sales Corporation (DISC) regime, we appeared to be
close to at least one answer to our export trade problems, Essehtiglly, the
DISC proposal would allow tax treatment of export-related income of a domegtic
subsidiary similar to that of a foreign affiliate. It would set up a special

class of U.S, corporation -- a Domestic International Sales Corporation =--
TINAIAYA Yaua v
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to engage 1n export sales of U,S. products. Intercorporate pricing
arrangements would permit part of the profit on manufacturing and sales to
be accumulated in the DISC, and the U,S, tax on the accumulated profits
would be deferred so long as such profits are employed in export-related
activities. These activities would include loans to the parent company for
financing of export facilities including domestic plant and equipment.

This proposal would crcate a simple and flexible vehicle to encourage
thousands of small and middle size U,S, firms to participate in export
markets, It woulé help other firms expand their present export volume by
substantial amounts in many cases, Last year, we polled our own Inter-
national Taxation Subcommittee, consisting of 69 firms with significant
inte;est in international markets, who had carefully analyzed the DISC
proposal, Fifty-seven percent of respondents expect that the availability
of the DISC tax regime would lead to a substantial or noticeable increase of

thelr own company's exports. Twenty-seven percent felt that DISC would not

have a significant impact on their own operations, and 16 percent were unable
to assess the impact at that time. Individual members already have submitted
material to Congress specifying in detail how the DISC structure would aid
and expand their export efforts.
The DISC proposal has several advantageous features which commend it to
active consideration by Congress:
1. It fits in well with the rest of the U.S. tax structure., It
meets the policy objective of maintaining a consis£ent
framework for international buSiness without impinging on =«

other objectives,
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2, Within the market framework, it would have a direct and

favorable effect on U,S., employment by encouraging domestic
manufacturing operations.

3. The revenue cost to the Treasury would be modest, particularly

with phase-in provisions that could apply. Within a relatively
short span of years, the incentive effect of DISC on U,S,
employment and income probably would result in a net gain to
the Treasury.

In sum, this is a prectical means of stimulating U.S. exports and U,S.
employmeht in an increasingly competitive world ' economy,

The NAM was among the {irst of the business organizations to endorse the
DISC p?oposal. In the year and s half since it was unveiled, it has gathered
considerable support among the business community and elsewhere. While it by
no means provides a complete foreign trade policy, it serves the public interest

and we urge its early enactment by Congress,
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NATIONAL COUNCIL OF FARMER COOPERATIVES, 1129 TWENTIETH STREET, N.W., WASHINGTON D.C. 20036,

” et Ow, TELEPHONE (202) 659-1525
o Ne,
< (4

Honorable Abraham A, Ribicoff
United States Senate
Washington, D, C. 20510

Dear Senator Ribicoff: ‘ . -

The National Council of Farmer Cooperatives, a nationwide association of
farmer-owned, private enterprise bualnesées engaged in purchasing and marketing
of farm supplies and farm products, is vitally concerned with recent develop-
ments in international trade matters -~ including adverse trends in the U.S.
trade balance, widespread drift toward tlzew non-tariff barriers which further
restriot U,8. export opportunities or threaten unfair import competition, and
other policies or actions by nations of the world which conflict with principles
of the General Agreement on Tariffs and Trade or heighten risks of a damaging,
perhaps uncontrollable trade war,

Trade is of critical importance to the welfare of our country, as it is to
U.8. agriculture. Opportunities for expanded farm export markets are vital to
our farmers, our agri-business sector,' and our national welfare., We oppose the
unilateral establishment of trade barriers which restrict world trade growth,
including such insidious non-'tariff barriers as variable levy systems and
arbitrary or unfair import regulations which seriously disrupt effictent and
desirable trade patterns,

The National Council has consistently endorsed the principle of trade
liberalization through reduction of trade barriers, by GATT negotiations to the
maximum extent possible, to the benefit of all nations through expanded world
trade. We support the principle of reciprocity as a basis for negotiating trade
barrier reductions, and we favor the extension of Presidential authority for
continuing multilateral efforts to expand trade opportunities.
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Farm commodities must also be considered as an integral part of the net
reciprocal concessions made by all nations in multilateral negotiations. Even
though we recognize the strong representations made by U.S. Kennedy Round
negotiators on behalf of U,8, farm exports, we deplore the circumstances which
limited our agricultural gains to only a small fraction of gains made in industrial
sectors,

The strong interest of our membership in expanded trade is reflected in the
following National Council policy statement on "Expansion of Foreign Trade in

Farm Products":

"The National Council of Farmer Cooperatives endorses the
objectives of expanded world trade and encouragement of market
opportunities abroad for American agricultural products. We
recognize also that the lowering of barriers which now limit
world trade may create serious economic dislocations and that
adjustments in trade patterns must normally come about through
careful and gradual reduction of trade barriers.

"Under GATT (General Agreement on Tariffs and Trade) or
other international trade negotiations, expanded trade to benefit
all countries is possible only if offers by all trading partners
represent comparable concessions, This principle of economic
reciprocity must continue to be the keystone of the U,S. trade
agreement policy,

“The National Council recommends renewal of Presidential
authority to enter into further trade agreements based on true
reciprocity. Many forms of non-tariff barriers, such as quotas,
embargoes, unrealistic inspection procedures, and lack of
uniformity of grade regulations and tolerances hamper efforts
to achieve such reciprocity and severely limit U.S, export
opportunities. Negotiations toward trads-agreements should
be focused on reduction of such non-~tariff barriers, and
particularly on the variable levy system widely used by the
European Economic Community \EEC),

"We are unalterably opposed to the recognition of the
variable levy system as a valid policy for trade liberalization,
and request that U.S. negotiators press vigorously for its
elim!nation.
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"The National Council i8 concerned over increasing use
of international marketing subsidies which are disruptive of
long established United States markets. Such practices
lead to chaotic marketing patterns which tend to allocate
resources on a political rather than a most economic basis.

"We recommend that United States agencies or negotiators
involved in such matters view such practices wherever they
exist as a sevious disruption of attempts to increase world
trade on a fair and equitable competitive basis and work to
have such practices stopped immediately.

"We favor and urge that if attempts to eliminate such
unfair practices are not successful, programs providing
funds already available to perishable commodity industries
be used (to the extent such funds are available) to meet such
unfair trade practices in order to maintain historical marketing
opportunities in the markets of the world,

"We also deplore those unilateral increases in tariffs or
introduction »f other trade barriers which have been made since
the termination of the Kennedy Round negotlations. We urge
that prompt and positive actions be taken by the U.S. insofar
as is practical to offset trade losses and damaging effects to
our balance of trade through such unfair practices.

"Trade agreement bargaining which is limited to farm
products alone would be ineffective., Farm commodities must
be considered an integral part of the broad spectrum of
international trade, If we are to grant import concessions on
inustrial goods, farm products must be part and parcel of the
trade package for which we, in turn, must secire concessions,
Any concessions granted by us on industrial and other goods
should be accompanied by corresponding reduction of market
barriers on commodities for which the U,S, has important
historical markets, or by other arrangements which would
give satisfactory conditions of access for U.S8, farm products.

"Undue protectionism on the part of the EEC will reduce
opportunities for world wide relaxing of trade barriers, rational
growth of world markets and the consequent economic benefits
of specialized production. It will increase the incentives for
uneconomic production of many commodities within the Common
Market area and will simultaneously exclude competing
commodities from the U,8, and other countries,

AR R A e 7o
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"We urge that all possible advantage be taken of
legislative provisions which may be useful in reducing or
withdrawing concessions in order to implement the purpose
of expanded trade, where such purpose i8 being impeded by
action not in conformity with the rules of GATT or where
there has been arbitrary refusal to fully implement con-
cessions which have been granted to us,

"Before concluding specific trade agreements, full
cons{deration should be given to the possible effects of the
extension of the agreement to other countries under the
Most Favored Nation Policy."

The National Council favors legislative proposals each as S, 834 which
would expand trade and strengthen adjustment assistance provisions for firms
and industries which are unfairly damaged by foreign competition. We believe
that procedures for relief of U.S. groups damaged by trade agreements or by
abrupt or arbitrary trade actions by trading nations are now inadequate.
Substitution of the concept of "substantial cause" rather than the "major
factor" as a criterion for import injury represents a distinct improvement in
this respect,

We also support other amendments or administrative actions designed to
streamline procedures for petitioning for relief, hearings, and application of
findings,

Removal of the American Selling Price system for applying certain chemical
and other tariffs would offer special benefits to U.S. farmers as well as possible
speed=-up in the schedule for lowering European and Japanese tariff cuts agreed
on in the Kennedy Round. Since ASP is seen by many of our trading partners as
the epitome of American non-tariff protectionism, i{ts removal would help our
negotiators to move more agressively toward reduction of non~tariff barriers
on a wide front,

The provisional "ASP package" offers gains for U,S, agriculture through
reduced barriers to some U,S. tobacco and fruit exports, Perhaps of greater
significance, though, is the opportunity for lowered costs for pesticides, drugse
and feed supplements having benzenoid chemical components. A billion dollai
farm supply market is involved and substantial reductions in farm costs could be
possible if tariff reductions were even partially passed on to farmers.

BEST COPY AVAILABLE
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The Nationai Cogncil is also urgently concerned about the extensive use of
non~tariff barriers which threaten many of our export markets for American
poultry, grains, fruits, and other farm products. Regrettably, these trade
barriers seem to be proliferating since the conclusion of the Kennedy Round,
particularly those occasioned by or at least concurrent with further h\armonlzation
of the trade and tax policies of the EEC, Major international efforts are needed
to measure and agree upon the impact of these barriers on world trade. Before
effective progress can be made in reducing these trade impediments, there must
be better agreement on the degree of trade restraint imposed by such complex
barriers as indirect subsidies, food additive controls, import licensing require-
ments, and many other damaging or cumbersome procedures, taxes or other
trade regulations.

One of the most notorious and damaging barriers to expanded world trade
is the variable levy system of the European Economic Community, which we
have vigorously opposed as a subversion of the basic principles of the General
Agreement on Tariffs and Trade,

We continue our strong opposition to the variable levy. Its damage and its
threats are not iimited to the harm it does to world wide efforts toward liberalizing
trade, It cirectly and unfairly limits many U,S. farm export markets and
establishes a dangerous precedent in the international trade policy arena, It
has already done great harm to the American poultry export trade and has
hampered U,S. grain export opportunities, in both instances resulting in
industry dislocations and uneconomic allocations of European resources which in
the long run will likely hurt EEC farmers more than it will help them, It also
represents a severe cost burden on European consumers.

Application of the variable levy system as the foundation for a Common
Agricultural Policy which would include the United Kingdom as a part of the
EC would also represent a staggering further cost for U,8, farmers and a serious
blow to the U.S. balance of payments position. As observed in your report of
March 4, 1971 to the Senate Finance Committee, "The variable levy system is
far worse in its trade effects than import quotas. It is a total negation of any

trade competition, "
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Export subsidies in various forms have also posed serious recent problems
for a number of U,S, farm commodity interests., Established U.S. markets at
home and abroad have been threatened by such actions as the Australian subsidy
program for canned fruit exports, Israeli citrus subsidies, and European subsidies
for certain dairy products, canned ham, and tomato products,

We are greatly concerned also at increasing trade preferences which are in
clear violation of the basic spirit, and in some instances of the legal provisions,
of the General Agreement of Tariffs and Trade. EEC citrus import preferences are
a recent example of restrictive, inward-looking actions which not only damage
U.S. farm export markets, but which threaten the entire framework of reciprocity
in world trade. EEC tariff reductions on citrus products from Israel, Spain,
Morocco and Tunisia which are not extended to other suppliers undercut the
credibility of the GATT as an international code of fair trading rules--and in
spite of its limitations and its inadequacies, GATT still represents a vital
channel for dealing with many crucial problems in world trade.

We believe it is important the EEC be made aware of the broad interest of
the U.S. agricultural and trading community in this issue which goes far beyond
the extent of damages to the U.S. citrus industry. In a letter of January 26, 1971,
sent to key cabinet and other administration officials, (attached for the record),
the National Council called for strong efforts by the executive branch to secure
favorable response from the EC in returning to the "most favored nation"
principle in its import trade. Other farm and non-farm groups have also made
similar appeals. We are hopeful this issue can be resolved through negotiations,
which are generally preferable to unilateral legislative solutions. We fully
support the efforts of the California-Arizona Citrus League in this matter and
will continue to support them in their efforts to get a satisfactory response
either from the EEC or through GATT. -~
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We wish to express' our support for the objectives and the continuation of
PL 480, our Food for Peace program, While the primary thrust of this program
has been changed from that of "surplus disposal" to encouragement of self-help
for economic development, PL 480 remains vital to export markets for such
U.S. products as cotton, Furthermore, through the market development activities
carried out under this law, broad new commercial markets for U,S. farm products
have been opened up,

Our policy on problems relating to excessive imports 18 set forth in the
following current policy statement:

"The National Council of Farmer Cooperatives recognizes
the need for safeguards in any nation's trade policy against
excessive imports of commodities glready produced domestically
in substantial quantities. Such provisions should allow
domestic producers of agricultural products to enjoy their
fair share of an increasing market at home as well as in
world markets,

Provisions of Section 22 of the Agricultural Adjustment
Act and of the Trade Expansion Act of 1962 should be promptly
invoked when necessary to protect domestic producers or
industries against undue import competition, Procedures
for adjustment assistance under the provisions of the Trade
Expansion Act should be liberalized to provide for more
effective and prompt relief. We are greatly concerned over
the restrictiveness of interpretation of Congressional intent
in this regard, and the negligible benefits which have been
available in efforts made to date to obtain such assistance.

United States legislation pertaining to international trade
negotiations or arrangements should include:

1. Reaffirmation of the "peril-point" principle, with such
determination to be made by the Tariff Commission,
and mandatory requirements that the Executive Branch
be accountable to Congress for exceptions made in
peril-point proceedings.

2, Liberalization of "escape clause" provisions of the
Trade Expansion Act of 1962, with emphasis on
strengthening of procedures for prompt review and
action to protect domestic producers and industries
against abrupt or critical damage from imports,
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3. Specific recognition that the producers of any
agricultural product used in the manufacture of a
commodity involved in peril-point or escape clause
proceedings shall be considered part of the domestic
industry producing that commodity, and any organi-
zation or group of such producers shall be considered
to be interested parties in such proceedings,

Adopted 1953. Revised 1969."

In summary, the National Council has consistently endorsed the principle of
trade barrier reduction and other measures for expanded world trade., We favor
reciprocal actions toward this end, preferably through multilateral negotiations
under the General Agreement on Tar;ffs and Trdde. In such negotiations,
reciprocity should be considered and applied for al‘l‘ products in international
trade, specifically mcluding agricultural items.,

We recognize the risks involved in current threats to establish quotas or
other arbitrarily imposed barriers, in the U,S. or other countries. We believe
that inequitable, arbitrary or unilaterally imposed non-tariff barriers represent
the greatest present threat to a contimied healthy growth in world trade., We
urge all possible efforts through GATT or through other avenues to identify,
measure and negotiate for reduction of these barriers.

We particularly object to the use of the variable levy system of trade
restrictionism as applied by the European Community in contravention of the
trade liberalizing aims of GATT. We express strong opposition, too, to
non-~tariff protectionist barriers unilaterally applied or increased by some
nations since the conéluslon of the Kennedy Round, including extreme and
unfair export subsidies which have been increasingly used by several countries
as basic devices for export expansion.

Partiéqlarly as a means of protecting U.S. industry groups against the
undue losses or sudden dlslocations'which may result either from unilateral
trade policy aqtlops or in some instances from negotiated trade barrier reduction,
we urge that provisions for relief under tradeé policy legislation be liberalized
and streamlined for more prompt and equitable relief. W'ie aék, too, that growers
of any agricultural commodity used in the manufacture of a commodity involved
in such relief proceedings be recognized as a part of that domestic industry.
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We commend you and your Committee for conducting extensive hearings
on trade policy matters of crucial importance to U.S. agriculture and to our
nation.

We would appreciate the inclusion of this statement as a part of your

subcommittee hearings record on current trade issues.
Sincerely yours,
Robert N, Hampton

Director of Marketing
and International Trade

co: Members, Senate Finance Committee



686

NATIONA[ COUNCIL OF FARMER COOPERATIVES, 1129 TWENTIETH STREET, N.W., WASHINGTON D.C. 20036,
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January 26, 1971

Honorable Peter M. Flanigan fo)
Assistant to the President p
The White House Y
Washington, D.C., 20500

Dear Mr. Flanigan:

On behalf of U.S. farmer cooperatives and their many farmer members,
the National Council wishes to express its grave concern over the unfair
and continued discrimination of the European Economic Community against
U.S. fresh citrus exports. This action will be severely damaging to our
balance of payments position in a $70 million export industry. Of even
greater significance, however, it jeopardizes our worldwide credibility in
calling for international adherence to the "Most Favored Nation" principle
which is the comerstone of U.8. trade policy and of the code of fair trading
rules established through the General Agreement on Tariffs and Trade.

We are deeply concerned that if the EEC can openly and successfully
discriminate against citrus, then the world trading community will believe it
can also discriminate against any other commodity, agricultural or industrial.
It is urgent that the principle of MFN be defended and reestablished, if any
meaningful code of fair trading rules such as GATT is to survive as a beacon
toward expanded world trade and international harmony. We urge your
encouragement of that strong prompt action by the U.S, which is necessary
to prevent the erosion of MFN and the crumbling of GATT, in the interest
of world trade expansion which will continue to serve the best interests of
the U.S. and all nations,

Sincerely,

Kenneth D. Naden
Executive Vice President

cc: Honorable William P. Rogers Honorable Henry A. Kissinger
Honorable Clifford M. Hardin Honorable John B. Connally
Honorable Maurice H. Stans Honorable Rogers C. B. Morton

Honorable George P, Schultz
Honorable Paul. W. McCracken
Honorable Carl J. Gilbert
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NATIONAL CANNERS ASSOCIATION

1133 - 20th STREET, NORTHWEST * WASHINGTON, D. C. 20036
Area Code 202/338-2030 FOUNDED 1907

Before the
Subcommittee on International Trade
Senate Committee on Finance
June 15, 1971

STATEMENT OF LEONARD K. LOBRED, DIRECTOR, INTERNATIONAL
TRADE DIVISION, NATIONAL CANNERS ASSOCIATION, ON THE
NEED FOR MORE EFFECTIVE PURSUIT OF MARKET ACCESS
AND EQUALITY OF TRADE OPPORTUNITY FOR
UNITED STATES CANNED FOODS

The National Canners Association is supported voluntarily by approx-
imately 600 firms engaged in the production and sale of canned foods. The
members of the NCA produce some 90 percent of all canned foods packed in this
country, including canned fruits, vegetables, juices, meats, poultry, fish and
shellfish, and many formulated canned food products such as soups and baby foods,
and other specialties. U. S. exports of canned foods in 1970 totaled $156.1
million, all for cash. The principal export markets are the European Economic
Community, which accounts for about one-third of the industry's total exports,
the EFTA countries, Canada and Japan.

We respond to the Committee's invitation for submission of written
statements with this enumeration of the kinds of trade barriers and trade policy
deviations, particularly those of the European Economic Community, which most
seriously impede U. S. exports of canned foods, and our stated conclusions that
the United States should attend to the rights of market access and equality of
trade opportunity to which this country is entitled, and should press more
forcefully for faithful adherence to principles of fair play in international

economic relations.



688

We are obliged to emphasize that the effective administration of
the trade agreements program depends on forceful and effective pursuit by the
Executive Branch of Unifed States trade objectives. We consider that the
Executive Branch should pursue more forcefully and more effectively the rights
of market access to which U. S, canned foods are entitled.

NTB'S AND TRADE DISCRIMINATIONS, THE CHIEF OBSTACLES TO CANNED FOOD EXPORTS

Although the majof items of canned food exports are covered by bound
fixed tariffs in the most important markets, market access and equality of
trade opportunity for United States canned foods are being curtailed by non-
tariff barriers and trade diecriminaéions against the United States.

The most serious export trade problems confronting the United States
canning ifadustry at the present time are:

The EEC variable levy on calculated added sugars in canned fruits;

Discriminations in the EEC against canned foods from the United States;

Import quotas in France;

Import quotas in Japan; and

Discriminations in Japan against canned foods from the United States.

Each of thése problems has been an obstacle to United States canned
foods for a number of years and is well known as such to the Executive Branch.
Each is illegal under the GATT or is inconsistent with trade agreement provisions.

At the end of this Statement are descriptions of each of these export
trade problems, together with estimates of their dollar impact on U. S. exports.

EEC TRADE ABERRATIONS

Without minimizing the importance of any other trade problems, we focus
on the trade aberrations of the EEC, whose member states comprise the largest

foreign market for our industry's production.
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(1) The EEC Common Agricultural Policy: Excessive import protection and
export subsidies

We regard the variable levy as an absolute violation of GATT

principles., It 1is the basis for a complicated regulation under which ti.e LEC
asgesses a variable levy on the calculated added sugars in canned fruits,
varying in ad valorem effect from one shipment to another, in addition to the
tariff,

In a public hearing held by the Trade Information Committee on
November 12, 1970, the National Canners Association contended that the levy
on added sugars is incompatible with the applicable trade agreement p;ovision
and is an unjustifiable foreign import restriction within the meaning of
Section 252 of the Trade Expansion Act. We asked the Executive Branch to take
all appropriate steps to eliminate this EEC restriction, and we believe some
progress 1s being made in that direction.

The variable levy concept 1s in direct conflict with the GATT in the
following respects: It 1s incompatible with the basic principle of the GATT
which calls for import protection exclusively through the customs tariff
(Article XI). The variable levy, reference prices, and minimum import prices
are even more trade-restrictive than the measures which are expressly pro-
hibited by GATT Article XI. The variable levy is in conflict with the GATT
principle that customs valuation be based on actual values rather than
fictitious values (Article VII(2)). Contrary to the GATT requirement that
import protection should be stable and predictable (Article VII(5)), the amount
of the variable levy is subject to change frequently. The regulations are the
opposite of the GAIT requirement for minimizing the incidence and complexity
of import formalities (Article VIII(1l)). Moreover, the levels of protection

in the variable levy are not negotiable.
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The Community itself does not pretend that the variable levy system
is legal, but only that it is an adjunct of its Common Agricultural Policy.

The variable levy is infinitely more protective in effect than the
ASP and is applied to a value of trade four times the inflated ASP values of
U, S. imports subject to the ASP valuation. It is a paradox of trade policy
that the United States consented in the Kennedy Round to recommend repeal of
the American Selling Price while apparently ignoring that the Community
Selling Price~~the variable levy--is a much more formidable import barrier,

The variable levy also is the gource of funds with which the EEC
gsubsidizes its canned foods in export markets, including the United States,
in competition with United States canned foods. Moreover, the levy system
is the basis on which the EEC seeks to develop new market regulations, in the
form of minimum import prices, on canned fruits, vegetables, and fishery
products, that would also be in clear violation of GATT.

(2) Probable Effects of Geographic Enlargement of the EEC Agricultural System

The variable levy system and in fact the EEC's entire agricultural
protection and subsidy system are of great potential significance in an
enlarged EEC,

Tariffs on canned foods (and other agricultural products) in the
United Kingdom, Denmark and Norway are relatively low. Tariffs on the principal
U. S. canned food exports are covered by bound fixed tariffs. However, in the
event of EEC enlargement tﬁe low tariffs on canned foods (and other agricultural
products) in the applicant countries will be scrapped, and will be replaced by
variable levies and other market regulations under the EEC Common Agricultural
Policy.

It 18 to be expected simultaneously that tariffs on industrial products
in the United Kingdom, Denmark and Norway will be reduced to the levels in the

EEC, Following are the estimated average tariff levels (based on post-Kennedy
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Round tariff rates weighted by 1964 trade) on dutiable industrial products in
various countries as reported by the Office of the Speclal Representative for

Trade Negotiations:

United Kingdom . . 10.9%
Norway . . « . . . 10.2%
EEC . . . « « . . 8.3%
Denmark . . . . . 7.9%
United States . . 7.8%

On the basis of the foregoing it is evident that adoption by the
applicant countries of the EEC's Common External Tariff will result in lower
protection on industrial products entering the United Kingdom and Norway and
a slight increase in such protection in Denmark.

However, as import protection on canned foods in each of the applicant
countries is a fixed tariff, and at rates generally no higher than 15% compared
with EEC protection of 20 to 25% plus the variable levy on calculated added
sugars, the adoption of EEC import protection systems will result in signif-
icantly increased protection on U, S. canned foods entering the U. K., Denmark,
and Norway.

The geographic scope of the objectionable import systems will thus
be enlarged from the present six EEC members to apply equally in all applicant
countries.

EEC enlargement will lead to a curtailment of U. S. canned food
exports as a result not only of more restrictive import barriers in tﬁe EEC
member states but also as a result of EEC export subsidies favoring exports
from the member states to other destinations, outside the EEC. Moreover,
with U. K. membership in the EEC its Commonwealth suppliers, such as Australia,
will be competing with the United States in all world markets, including even
the United States.

It appears that the United States will look after its market access

rights in the enlarged Community only following enlargement, It is doubtful
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that the United States will receive any tariff benefits other than the
reductions in the U, K. and Norwegian tariffs on industrial products. On
the basis of our experience in the Kennedy Round, and in recognition of the
protectionist character of the EEC's agricultural program, we may expect
nothing in the way of improved market access for U. 5. agricultural products,

By its failure to safeguard its market access rights during the
negotiations, the United States will have sacrificed market access for U. S.
canned foods and most other agricultural exports in favor of some reductions
in tariff rates on industrial products. American agriculture, which is one
gegment of the U, S, economy which generally enjoys comparative advantage in
the world economy, will have lost much and gained nothing.

There is no way other than a challenge to the EEC agricultural
protectionism to avert further serious losses in U. S. agricultural exports.

(3) EEC Discriminatory Trading Arrangements

Another major trade aberration of the EEC is its preferential trade
arrangements each of which includes a tariff and trade preference which is
discriminatory against the United States.

The EEC is well on the way toward creating a trading orbit which
virtually excludes the United States. Preferential arrangements are already
in force with 18 West African countries in the Yaoundé Convention, 3 East
African countries in the Arusha Agreement, and with Greece, Turkey, Morocco,
Tunisia, Spain and Israel, as part of the EEC's Mediterranean Policy. The
EEC 18 discussing preferential trade arrangements with numerous other countries.
Following enlargement of the EEC from its present six members to include the
United Kingdom, Denmark, Norway and Ireland, the EEC will have created a
common market and preferential tyading orbit which will embrace most of Europe

and Africa.
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On the outside of the EEC trading orbit will be only the United States,
Central and South America, Japan, and the "White Commonwealth' countries such as
Canada, Augstralia, and New Zealand. Of these, the United States and Japan may
be the only truly MFN countries left in the world.

Each of the EEC trade preferences falls short of GATT criteria which
provide for common markets or free trade areas within a specified period of time.
The United States has challenged the GATT legality of these arrangements, and the
Executive Branch is to be commended for its firm stance on this issue. However,
it appears that the Executive Branch had better devise a more effective opposition
to them, or else a long-range plan which will take account of the United States'
eventual isolation outside the EEC trading orbit,

SUMMARY AND CONCLUSIONS

(1) The United States has been too willing to sacrifice its trade
interests, particularly its rights of market access for agricultural exports, to
the concept of European unification and the needs and desires of other countries.
To the extent that the United States receives no reciprocal trade advantages from
the EEC's trade aberrations, the citizens of the United States are paying the
economic price of European unification and economic development elsewhere.

The United States will pay the price of European unification not only
in its diminished agricultural exports to Europe as a result of reduced market
access there, but also the United States will become the market outlet for
canned foods and other agricultural products from Australia and other Commonwealth
suppliers who will simultaneously lose their market access rights in the U. K.

The United States has been too willing in this respect, and should
more vigorously defend its rights of market access and its rights of non-
discrimination, to which U. 8. traders are entitled pursuant to the GATT and

trade agreement provisions. It is inconceivable that the GATT should be regarded
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as a viable instrument to which the United States should adhere but which other
countries will claim only in defense of their rights but not in the exercise of
their responsibilities.

(2) The Committee on Finance has inquired whether GATT provisions are
adequate with respect to various aspects of trade. The answer seems to depend
on whether the GATT is to be rerpected in principle or only according to the
letter. The EEC appears to interpret the GATIT to permit any practice that is
not expressly forbidden, while most other countries still abide by the GATT as
a set of principles for fair play for mutual advantage.

Some have speculated that the GATT is defective in that it was hind- -
sighted but not foresighted, in the failure of its drafters to.foresee the
development of common markets in their present form and their special needs.

To this it can only be said that if all international agreements are to be
regarded as satisfactorily hindsighted but lacking in fotesight;~:hgfe would
be no point in having any international agreements at all., Arnd the EEC should
not be permitted to excuse its own deviations from th; GATT on the pretense
that it is an imperfect instrument.

All of the EEC's trade aber;ations——ita Common Agricultural Policy
import restrictions and export subsidies, its deviatioms from the MFN principle,
and 'its complete exploitation of the provisions applicable to direct and
indirect taxation--take advantage of the GATT's silence. Yet these trade
aberrations appear nonetheless incompatible with GATT principles.

(3) The alternative to principles of fair play in internationdl economic
relations would seem to be chaos,” and that is almost the state of affairs today
as a result of EEC deviations from GATT principles. The United States should
press more forcefully--and should use its political as well as economic influence

more effectively--for faithful adherence to GATT principles and requirements by
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the EEC and other countries which maintain unjustifiable import restrictions
on United States canned foods.

The time is long past due for the Executive Branch to attend to the
rights of market accéss and equality of trade opportunity to which the United
States is entitled pursuant to the GATT and trade agrzement provisions. The
United States has adequate authority under existing law to do so. It 1is hoped
that with the establishment of the Council on International Economic Policy the
U. S. trade interests will be given more consideration in over-all U. S.
policy and programs. The alternative to effective action by the Executive
Branch will be the further loss of U. S. agricultural export markets due to
the prohibitive import protection and export subsidies of the EEC, its geographic
enlargement from the present six to additional countries, and the establishment
of an EEC trading orbit founded on trade preferences which discriminate against
the United States.

It is a paradox of U, S, trade policy that the Government operates
a number of programs designed to promote exports and to exhort businessmen to
export, but at the same time does not obtain the market access or equality of
treatment to which U. S. canned foods are entitled, for an industry which
enjoys comparative advantage and for businessmen who really want to export.

It is hoped that we have thus identified a legislative objective~-

a clear direction from ;he Congress to the Executive Branch to utilize its

existing authority to pursue United States trade objectives more forcefully.
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The Principal NTB's and Trade Discriminations Which
Are Obstacles to Exports of Y. S. Canned Foods

EEC Variable Levy on Calculated Added Sugars in Canned Fruits: The EEC began
on July 1, 1967, to assess a variable levy on calculated added sugars in canned
fruits. Operation of the variable levy is technical and complex. Its legal
basis is to be found in a provision of the Dillon Round, but the complexity of
the levy and its ad valorem effect exceed by far the conditions foreseen at the
time of the Dillon Round.

B

The EEC variable levy on calculated added sugars in canned fruits was
assessed during 1969 on a total of 4 million cases of canned fruit from the .
United States. The variable levy, varying in ad valorem effect from one shipment
to another,produces uncertainties for traders and adds approximately 30 cents &
case to the landed cost of canned fruits. In order to be competitive in EEC
countries with canned fruits produced in the EEC and in African' countries enjoying
preferential treatment, United States canners are obliged to absorb a portion
of the total cost of $1 2 millions of the levy. "~ '

The NCA has instituted action within- the U. S, Government pucsuant to
Section 252 of the TEA with regard to this unjustifiable foreign import restriction.

EEC Discriminations against the United States: The EEC has preferential tariff
and trade arrangements with African states which are illegal under the GATIT.

The EEC has negotiated preferential arrangements with countries in
the '"Mediterranean Basin' which include preferential tariff arrangements dis-
criminating against United States canned foods, especially citrus products, in
violation of the most~favored-nation principle.

France: Import Quotag: France continues to restrict imports of United States
canned fruits by means of an import quota system which has been declared by the -
GATIT to be illegal under GATT Article XXIII. The quota allowances are inadequate,
and France is dilatory in 1ssuing import licenses, often reneging completely on
issuance of licenses to importers.

Per capita consumption of canned cling peaches in France is estimated
at 4.2 pounds annually, compared with 10.3 pounds in Benelux and 10.7 pounds in
Germany. Assuming that per capita consumption of canned cling peaches in France,
in the absence of import quotas, would be half as much as the per capita consump-
tion in the neighboring countries of Germany and Benelux, United States exports
of canned neaches to France could be increased by one million cases, having a
value of $5 millions.

Per capita consumption of canned pineapple in France is estimated at
less than one pound annually, compared with 2.0 pounds in Germany and 2.3 pounds
in the United Kingdom. Assuming that per capita consumption of canned pineapple
in France, in the absence of import quotas, could be increased by only one-half
pound annually, United States exports of canned pineapple to France could be
increased by 500,000 cases, having a value of $2.5 millions.
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Other canned fruits under import quota include fruit cocktail and
cherries.

Japan: Import Quotas: Japan continues to restrict imports of a number of United
States canned foods, of which tomato products appear to have the greatest export
potential, by means of import quotas.

Japan: Discrimination against the United States: In 1968 approximately 1.75
million cases of canned pineapple from the Ryukyus, entering duty free and quota
free, provided 70 percent of Japan's imported canned pineapple. The remaining

30 percent was entered under the global quota. Taiwan dominates the global quota
by maintaining a 482,000 case level it had acquired under a bilateral agreement
with Japan prior to the quotas. This 482,000 case level represents 64 percent

of the global import.

In addition to the restrictive quota, Japan assesses an ad valorem
duty of 55 percent on canned pineapple imports except from the Ryukyus. Per
capita consumption of canned pineapple in Japan is estimated at 1.1 pound, com-
pared with 2.0 pounds in Germany, 2.3 pounds in the United Kingdom, 2.3 pounds
in Canada, and 3.1 pounds in the United States. Assuming that per capita
congumption of canned pineapple in Japan could be increased to one-half the per
capita consumption in the United States, United States exports of canned pineapple
could be increased by one million cases, having a value of $5 millions.

62-790 O - 71 -pt.2 -9
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Soviet Import Export, Inc.

121 EAST 31sT STREET
NEW YORK, N. Y. 10016
(212) 686-7890

June 4, 1971

Russell Long, Chairman
United States Senate
Committee on Finance
Washington, D.C. 20510

Dear Senator Long:

In reference to your letter of May 26th, regarding
the Subcommittee on International Trade, which includes
testimony on East-West trade.

Per your suggestion, we would like to submit a
statement, for the record, on East-West trade and would
appreciate if you would send us a copy of the record.

Soviet Import Export, Inc., a New York corporation,
is involved in the trade between the East and the West.
I travel very extensively in Eastern Europe, which includes
the countries of East Germany, Poland, Russia, Romania,
Hungary, Czechoslovakia, Bolgeria and Yugoslavia, and have
offices and personnel located in Warsaw, Bucharest, Budapest,
Moscow, Prague, Sofia, and Belgrade.

Soviet Import Export, Inc., represents over 75 of
the largest American corporations in Eastern Europe on their
products. 1In addition, we also represent exclusively,
several of the State Trading organizations of Eastern Europe
on the sale of their products in the United States.

The United States is losing the race in sales to
Eastern Europe on products, equipment and technology to West-
ern Europe and Japan, because of several factors, and I list
the following reasons:
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At one time, the United States enjoyed the reputation
of having proprietory equipment, products and technol-
ogy, far superior to Western Europe and Japan. But,
because of cross-licensing and off-shore facilities,
our Allies have now gained the knowledge where they
are equal in quality and proprietory on equipment and
technology, and in some cases are superior.

Last year reports published, that there was 20 billion
dollars worth of products, equipment and technology
sold to Eastern Europe total, of which our Allies did
approximately $19,500,000,000.00, and the United States
did $500,000,000.00.

As you know, there is an international organization

called CO-COM, located in Paris, which has the right to
approve, and disapprove any Export Application from our
Allies on products sold into Eastern Europe, and of
course, the United States has the same right to object.
Yet, there has been millions of dollars worth of Export
Applications which has received denial, because our
Inter-Agencies disapproval. From my understanding, the
Department of Defense, their objections generally state
that it is to the best interest of the United States to
deny the Application. I would agree with the Department
of Defense, if we were the sole manufacturer, and had

the sole proprietory rights and technology, to deny the
Applications to Eastern Europe. However, as I mentioned
earlier in this statement, our Allies have this technology
and we have passed and approved their Applications at
CO-COM. To give you some examples; it is a known fact
that Russia is building the I.B.M. 360/40 Computers. It
is a known fact that England is selling 4th Generation
Computers to Eastern Europe, yet if there is an Application
placed for 3rd Generation Computers for U.S.S.R., these
Applications are denied, on the basis that it is detrimental
to the best interests of the United States.

Gleason Industries out of Rochester, New York, had an
Application since 1969 for $9,000,000.00 worth of tools
and machines. It has just been announced that the
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Department of Commerce has granted an approval.
Certainly, Eastern European countries are not int-
erested in prolonged deliveries or indecisions.

I have found, in my travels, and in my constant
discussions with my representatives, that the buyers

of the State Trading organizations and their customers
will only buy from the United States, if they feel that
the quality of the product is better than the quality
that they are getting from their present source of
supply. But, this is becoming less and less, as the
quality of Western Europe and Japan is improving.

We must have a better relationship in the Applications
being submitted for Export Licenses, with the Department
of Commerce, with quicker decisions than we have had in
the past., Because, if we don't, you will find that we
will be receiving very little proposals in the future

to supply equipment and products to Eastern Europe.

Western Europe and Japan has worked arrangements with
their national banks for long-term financing on various
projects for Eastern Europe. As you know, Export-Import
Bank has no jurisiction in approving any loans to Eastern
Europe. I have worked out arrangements, with private
banking throughout the world, to extend seven(7) years
credit to Eastern Europe, only because of the fact that
the principles whom I represent, whose annual sales
exceeds 6 billion dollars, are willing to cocperate with
the banking institutions, in the guarantying and warantying
of their products and equipment. We should have
Legislation to permit Export-Import Bank to extend credit
to Eastern Europe as we do the rest of the world.

Our Government should do what the Heads of the Governments
of France, England, Germany, Italy, etc. is doing, in
sending their leaders to Eastern Europe to promote trade
relations. I am positive that we can obtain a tremendous
percentage of the existing trade going into Eastern Europe,
providing our Government will cooperate with the United
States manufacturers and exporters. I am willing to give
my time and agsistance to your Committee, at your request.



701

Trusting that this information will help you
formalize opinions, which will be benefical to the Trade
between the United States and Eastern Europe.

Respectfully yours,

Las K-

Robert Ross

RR/gg



702

International Union of Electrical, Radio and Machine Workers

Affiliated with the American Federation of Labor and the Congress of Industrial Organizations, CLC

1126 16t StrEET, N. W, WasmineTon, D, C. 20036

Phone: 296.1200

PauL JENNINGS, Presidens
B 22

IRVING ABRAMSON, General Counsel

The Honorable Russell B. Long
Chairman, Senate Finance Committee
United States Senate

2227 New Senate Office Building
Washington, D. C. 20510

Dear Senator Long:

This International Union, like others, has in recent years
become vitally concerned with foreign trade problems. Our members
have been so severely affected by the flooding into this country
of electronics imports that we have been required to reconsider
the basic tenets of this country's trade policies. We have con-
cluded that the only solution which can effectively deal with
the problem itself is legislation to regulate the level of imports.
Consequently, we strongly favor the AFL-CIO position on necessary
foreign trade legislation. This letter is concerned with the
much more narrow issue of meaningful enforcement of existing law.
Until the policies embodied in the Trade Expansion Act of 1962
are modified, our experience leads us to suggest that appoint-
ments to the U. S. Tariff Commission should be examined to see
if nominees are willing to enforce the existing legislation.

Our concern with the impact of imports has caused us to,
among other things, initiate or participate in various types of
proceedings before the U. $. Tariff Commission including worker
adjustment assistance cases, escape clause proceedings and
dumping investigations. We have learned that a majority of the
sitting Tariff Commissioners has fixed views that, in effect,
preclude granting any relief under the Trade Expansion Act of
1962. Such interpretations of the law are not required, as

[y
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shown by the views of other Commissioners, and appear to result
from hostility toward even the limited purposes of the law. We
believe that appointments to the Tariff Commission should be
examined by your Committee to determine whether their views of

the law and relevant social policies would permit them to administer
the laws in accordance with the intent of Congress.

I am enclosing for your information a memorandum which sets
forth several areas as to which we believe that a nominee to the
Tariff Commission could be questioned in the course of his con-
firmation hearing. Such questionning by your Committee would be
of great assistance to us in determining the qualifications of
the nominees. Of course, we further believe, and will urge when
appropriate, that responses by a nominee which do not clearly
demonstrate a willingness to afford relief to workers and indus-
tries adversely affected by imports disqualify such a nominee
from holding a position as a Tariff Commissioner.

Ve;f:ffyly yours,
B '/ Ve

mhl

Enclosure
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INTERNATIONAL UNION OF ELECTRICAL, RADIO AND MACHINE WORKERS, AFL-CI0-CLC

LEGAL DEPARTMENT

Date: June 3, 1971

To i Paul Jennings, President
From : Richard Scupi, Assistant General Counsel

Subject : Restrictive Views Of U, S. Tariff Commissioners As Reason
For Denials Of Relief Under Trade Expansion Act Of 1962.

The availability of relief under Section 301 of the Trade
Expansion Act of 1962 (TEA) to workers, firms and industries
adversely affected by imports largely depends upon the attitudes
of individual Tariff Commissioners toward the desirability of
such relief. Erom 1962 until mid~1969 it appeared that the
requirements of the TEA were so restrictive that relief was
simply not available, either of the adjustment assistance type
or of the import restrictions type in industry "escape clause'
cases. This view developed because of the following record
established by the Tariff Commission in applying the TEA from

1962 until mid-1969.

Type of Case Commission Determination
Affirmative Negative Equally Divided

Worker (o] 6 o]

Firm [o] 7 (o]

Industry o 13 0
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Given this record, it was not unnatural that the reasons stated
by the Tariff Commission for its negative determinations came to
be accepted as the necessary applications of the language of the

TEA,

The administration of the TEA by the Tariff Commission from
mid-1969 to date demonstrates that the restrictive views of the
law previously established were not the only ones possible. With
no changes in the statutory language having a bearing on Commis«~
sion determinations, the following record of decisions was made

from mid~1969 until June 1, 1971.

Type of Case Commission Dc*ermination
Affirmative Negative Equally Divided

Worker 12 40 23
plus 4 par- plus 4 partial

tial cases cases

Firm 1 6 7

Industry 1 partial 2 1
case plus 3 par- plus 2 partial

tial cases cases

The 14% record of affirmative rulings, added to the 32% record
of equally divided votes, meant that from a seven-year record

of denying all relief the Commission moved to a record of providing
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relief in almost one-half of the cases. Naturally the number
of cases skyrocketed as soon as it was learned that relief might

be available.

When the mechanics of the Commission's processes are
examined, the most striking fact is that the equally divided
cases generally involved the same split of individual Commissioners
voting affirmatively and negatively. Those voting negatively
repeated and relied upon the reasoning of the Commission during
the 1962-1969 period; the Commissioners voting for relief intro-
duced new meanings to the statutory language that permitted them
to apply the TEA in an entirely new way. No longer is it pos-
sible to view negative determinations of ti.e Tariff Commission
that affect our members as natural results of an overly restric-
tive law. The fact is that negative determinations in almost
every instance result from Tariff Commissioners who prefer to
apply the law in a restrictive fashion. Whether this is the
result of the social views or conditioning of individual Tariff
Commissioners or whether it is the result of indolence which
permits the views of the Commission staff to determine the casting
of votes is of no significance to us. What does matter is that

right now Tariff Commissioners can vote for relief under persuasive
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and sound constructions of the Act. Unfortunately, most
Commissioners still prefer to vote negatively. Indeed, the
current make-up of the Commission again has a clear majority

of Commissioners who have established their restrictive views of
the TEA. Unless new appointments to the Commission will exert
themselves to apply the law to provide meaningful relief, the
1962-1969 record of the Commission may be the pattern for its

record in the immediate future.

The TEA provides that relief to workers, firms and in-
dustries is available where, among other things, it is found
by the Tariff Commission that increased imports are '"a result
in major part of concessions granted under trade agreements....'
The law here clearly requires a finding of some type of causal
link between trade agreement concessions and increased imports.
The degree of this required causal link required by a Tariff
Commissioner is more than any other factor the touchstone as
to whether he will generally vote for or against relief. Congress
made it clear that all trade agreement concessions were to be

considered in the aggregate in determining whether the
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1/
required causal link between concessions and increased imports

’

was present. Nevertheless, certain Commissioners have over the
years established a gloss on the statutory language that, in
effect, precludes consideration of any tariff reductions which
preceded the relevant increase in imports by more than a year

or two.

In a firm case involving high fidelity stereo and related
2/
equipment, where the Commission equally divided, the Commissioners

voting negatively stated:

"The facts do not show that the increased imports
are in major part the result of concessions granted
under trade agreements. The largest reductions in
the rates of duty applicable to the types of high-
fidelity stereo and related equipment produced by
the petitioning firm took place, in the main, in years
prior to, and including 1951. For example, the rate

1/ Both the House and Senate Committee reports on the TEA explain
the language as follows:

"The phrase 'as a result of concessions granted
under trade agreements,' as applied to concessions
involving reductions in duty, means the aggregate
reduction which has been arrived at by means of

a trade agreement or trade agreements (whether
entered into under Sec. 201 of this bill or underx
Sec. 350 of the Tariff Act of 1930." H.R. Rep. No.
1818, 87th Cong., 2d Sess. 46 (1962); S. Rep. No.
2059, 87th Cong., 2d Sess. 20 (1962).

2/ H. H. Scott, Inc., Maynard, Mass., Inv. TEA-F~13 (January 1971),
TC Pub. No. 355, pp. 3-4.
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of duty applicable to solid-state radio receivers
and tuners, which accounted for most of the im-
ports during the period from January 1965 to June
1970, was reduced by trade agreements from the
1930 statutory rate of 35 percent ad valorem to
15 percent ad valorem in 1948, and to 12.5 per-
cent ad valorem in 1951. Subsequent reductions
of 0.5 percent ad valorem occurred in 1968, 1969,
and 1970. In 1970 the rate for such receivers
was 11 percent ad valorem. Imports of such
high-fidelity equipment, the great bulk of

which was from Japan, were not a significant
factor until the mid-1960's. The rapid increase
in imports from Japan during the period 1965~
1969 and January-June 1970 as shown in the fac-
tual section of this report could not have been
caused by the duty reductions that occurred
almost two decades earlier.”

3/
The Commissioners voting for relief reached the opposite conclusiont

"Before a petitioner can be found eligible
to apply for adjustment assistance, the Commis-
sion must find that the increased imports resulted
in major part from trade-agreement concessions.
This requirement is met if, but for concessions,
imports would not be at substantially their
present levels."

* ¥ ¥

"It is not possible to make a precise deter-
mination of what effect these reductions in duty
had on the competition between domestic and im-
ported hi-fi equipment, because the models of one
company are not exactly the same as the models
produced by its competitors, both foreign and

3/ 1Ibid., pp. 7-9
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domestic. Information obtained by the Commission
indicates, however, that in general the imported
products appear to sell at prices about 20 percent
lower than the most similar domestic product. This
price differential is almost exactly the amount by
which the duty has been reduced, indicating that

if the concessions had not been made, the imported
product would be selling in the same general price
range as the domestic product."

* %X *

"Accordingly, we conclude that, but for the conces-~

sions, imports would not be at substantially their

present levels, and that, therefore, they have in-

creased in major part as a result of concessions

within the meaning of the Act."
This same difference in approach by the individual Commissioners
is found in case after case. This is particularly so in elec-
tronics industries cases where the patterns of tariff reductions
and increased imports ure similar if not identical. Thus, the
optimum result in electronics industries cases in 1970-1971 has

been an equally divided Commission, with the same line-up of

Commissioners voting affirmatively and negatively.

The view that only quite recent tariff concessions could
cause an increase in imports has been justified on the following

grounds of theory and legislative intent.
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"Normally, the maximum stimulation to imports as a
result of trade concessions would be expected soon
after the concessions were negotiated. Even after
making allowance for the World War II dislocation to
foreign industry and other time lags needed to take
advantage of the concession in question, it is clear
that the rate reduction on this class of merchandise
was made so long ago as to preclude its being the
major factor in the surge of imports that occurred
from 1964 to 1967."4/

"Trade~agreement concessions need not be the
sole cause of the increased imports. But the increased
imports must result in major part from the concessions.
The duty reductions must be an important consideration
-~ as important as or more important than other con-
siderations -~ in bringing about the increase in im-
ports. While it is true the text and the legislative
history of the Trade Expansion Act of 1962 indicate
that all trade-agreement concessions are to be con-
sidered in the aggregate, Congress in enacting this
form of relief for domestic industry was especially
concerned with the future trade agrccment concessions
to follow the enactment. Thus, concessions of recent
vintage, i.e., those granted undexr the Trade Expan-
sion Act of 1962, require especially close scrutiny
in any determination under Section 301 of the TEA."

5/

In cases initiated by us involving television receiver

plants that closed down, one Commissioner relied entirely

4/ Nonrubber Footwear, Inv. TEA-I-18

(January 1971), IC Pub. 359, p. 39. In Softwood Lumber, Inv.
TEA-I-4 (February 1963), TC Pub. 79, we find it said that '"The
Commission observes further that maximum stimulation of imports
attributable to a reduction in duty generally occurs directly or
shortly after the reduced.rates come into effect." (p. 10)

5/ Pianos and Parts Thereof, Inv. TEA-I-14
ecembex s . 509, p. 10.
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upon the ground that the tariff reductions largely antedated
6/
the increased imports by many years in voting negatively. We

included a critique of this view of the Act in our recently filed
case seeking import restrictions for the television receiver in-

dustry, which states in part:

"The 'time lag' basis for negative finding here
rests, as has been mentioned, upon a gloss of the
statutory language to limit relief to immediate
effects of tariff reductions. Apart from this, in
our view, dubious statutory gloss, the time lag ar-
gument is not applicable to the facts of this pro-
ceeding. When the first 10% of the tariff reduction
took place in 1939, household television receivers
were not an article of domestic trade; the required
technology had not yet been developed. Under such
circumstances, the failure of imports to increase
soon after 1939 is totally explained by the lack of
any trade in television sets. No inference can pos-
sibly be drawn that the duty reduction did not engen-
der increased imports because the market was not
sensitive to duty reductions, for no market existed.
Any market reaction to the tariff reduction would
have to wait until the market came into existence.
To discount the inf luence of the 1939 tariff reduc~
tion on subsequent increased imports because imports
did not increase immediately aftexr the tariff reduc~
tion would be like discounting the influence of
environmental factors on an infant because the
factors had existed for 10 years before the infant's
birth without any effects on the infant."

6/ Television Receivers: Production And Maintenance Workers At
RCA Corp. Plant, Memphis, Tenn., Inv. TEA-W-70 (April 1971),
TC Pub. 376, p. 9; Television Receivers, Radio And Phonographs:
Former Workers At The Emerson Television And Radio Company, Jersey
City, New Jersey, Inv. TEA-W-77 (April 1971), TC Pub. 380, p. 8.
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It can thus be seen that the approach to the TEA taken
by certain Tariff Commissioners makes it impossible for them
to reach an affirmative result in virtually all cases involving
any part of the electronics industry. RBven though it is clear
that imports could not have risen as they have if the tariffs
were at the 1930 rate, and that this finding satisfies the
statutorily reduired causal link between tariff concessions
and increased imports, the TEA has been interpreted so as to
avoid an affirﬁative finding. The domination of the Tariff Com-
mission by Commissioners hostile to the purposes of the TEA cer-
tainly requires that, among other things, every effort be made
to secure the appointment of Commissioners willing to apply the

Act so as to provide relief.

Our experiences with the Tariff Commissiun to date have
primarily been based on the worker cases we have initiated seeking
adjustment assistance for our members. These worker cases, and
firm cases as well, provide relief in the form of adjustment
assistance. This relief, of course, treats the symptoms of the
imports problem in the electronics industry. The TEA also pro-
vides for industry-wide proceedings; the relief here, however,

goes to the cause of the problem. When the statutory criteria

62-790 O - 71 - pt. 2 - 10
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in an industry case are met, Section 301(e) of the Act states
that the Tariff Commission is to determine:

"*the amount of the increase in, or imposition of,

any duty or other import restriction on such

article which is necessary to prevent or remedy

such injury...."
While the Tariff Commission has hardly established a record of
being sympathetic to adjustment assistance claims, the record in
industry cases, where import restrictions are a mandatory feature
of the Commission's recommended remedy, makes the adjustment
assistance record look good by comparison. In 18 industry cases,
there have been 14 totally negative determinations plus 4 cases

where part of an industry received either an affirmative (1) ox

equally divided vote (3).

In at least three of the industry cases where a totally

negative result was not reached, the Commission was still un-
10/
willing to provide the remedy mandated by the law. In the

10/ The fourth case was something of a sport where a single

Japanese producer had monopoly power in both the Japanese
and U. S. markets, acting here through a subsidiary. Import
restrictions thus could aid U. S. industry only if the Japanese-
owned U. S, firm was a U. S. industry. It is difficult to see
how the policies of the TEA can be brought to bear in such an
unusual situation. Barbers' Chairs, TEA-I-16 (April 1970), TC
Pub. 319.

—— e
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first case where the Commission voted 3-2 for relief for part of
an industry, 2 of the 3 Commissioners voting affirmatively refused
to provide any import restriction whatsoever but simply found that
future scheduled tariff reductions should be delayed.il/ The other
Commissioner voting affirmatively found that a rollback of tariff
reductions was necessary.lg/ He did not point out the obvious in-
consistency in his colleagues! finding "serious injury" to the
industry from imports within the current tariff structure and

then not finding that any relief was necessary to 'prevent or
remedy such injury" as required by the Act. In another industry
decision which issued in January 1971 where the Commission was
equally divided, the Commissioners voting affirmatively found

that restoring the 1969 tariff levels wculd be an adequate remedy.lé/
One of the Commissioners voting negatively made the obvious point
that 'the slight rate increase which they find as being necessary
to prevent serious injury could and would not provide effective

14/
relief to domestic injury." That the unwillingness of the

11/ Pianos And Parts Thereof, Inv. TEA-I-14, TC Pub. 309 (Decem-
ber 1969), p. 8. -

12/ Ibid., at p. 16.

13/ Nonrubber Footwear, Inv. TEA-I-18 (January 1971), TC Pub. 359,
p. 24a.

14/ Ibid., at p. 30.
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Tariff Commission to provide the remedy spelled out in the law
in industry cases arises from the application of the law according
to the policy views of the Commissioners is clearest in the last
of these 4 industry cases. There two of the three Commissioners
voting affirmatively recommended that the tariff be raised to
the 1930 statutoty rate.lé/ The third of the affirmative-voting
Commissioners proceeded to find that adjustment assistance was
the desirable remedy even though he conceded "the Act requires
the Commission to determine the level of import restrictions
which would be necessary tomemedy the injury."lg/ Consequently,
while half of the Commissioners voted affirmatively, less than

half followed the statute in finding the necessary import restric-

tion to remedy the serious injury to the industry.

Congress obviously intended to enact legislation that had
some meaning when it provided for industry relief from imports
by imposition of import restrictions. The law has had no meaning
whatsoever because of an unwillingness to enforce it. This utter

lack of significance of industry "escape clause'" provisions in

15/ Flat Glass And Tempered Glass, Inv. TEA-I-15 (December 1969),
TC Pub. 310, p. 18.

16/ I1bid., at p. 30.
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the TEA is, of course, a major reason for the refusal by concerned
unions to take seriously suggestions for modifying the statutory
language. If there is no enforcement of the law, it does not
matter what the language of the law happens to provide. Indeed,
if existing law were enforced, large segments of the electronics
industry that have been and are being devastated by imports would
be eligible for import restrictions under the terms of the TEA.
Our pending case seeking import restrictions for the television
receiver industry will demonstrate the point that where there is
an unwillingness to enforce the law, reasons can be found to

justify that result.

In sum then, the following issues ccuald serve to indicate
the readiness of an individual to provide relief as a Tariff
Commissioner under the TEA. The inquiries are phrased so that
affirmative responses indicate a willingness to provide the

relief spelled out in the TEA in appropriate cases.

1. Whether all tariff reductions from the statutory rate
are 'to be considered in the aggregate, and not singly, in deter-
mining whether increased imports are the result, in major part,

of trade agreement concessions.

BEST COPY AVAILABLE
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2. Whether a finding that absent the aggregate tariff
reductions imports would be at their present levels satisfies

the required statutory causal link between tariff concessions

and increased imports.

3. Whether the passage of twenty or more years from the
time of the most substantial tariff reductions on an article
until imports of that article increase does not show that the
required statutory causal link between the two events is absent
when imports would not have increased to their present levels

if the tariff rate had not been reduced in earlier years.

4. Whether the Congress in enacting the TEA of 1962 was
equally concerned with the effects of all tariff reductions and

s
not primarily with the effects of post-1962 tariff reductions.

5. Whether the import restrictions relief in industry
cases provided by the law is a remedy that should be made available
whenever a fair reading of the law's requirements calls for that
remedy regardless of any views as to the overriding importance

of unrestricted foreign trade.

6. Whether the desirability of import restrictions in
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any case is a matter that the Tariff Commissioner should not

consider.

7. Whether the existence of substantial reasons for an
increase in imports other than a reduced tariff rate has no
bearing on finding the required statutory link between tariff
concessions and increased imports when it appears that imports
would not be at their present levels if the tariff rate had not

been reduced.

8. Whether the required statutoty link between increased
imports and unemployment (in a worker case) or serious injury
(in a firm or industry case) is present whenever the unemployment
or serious injury would probably not have resulted absent import

penetration of the U. S. market.
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NELSON BENGSYON, SECRETARY

29 May 1971

Sub-Committee on International Trade of the Senate Finance Committee
United States Senate

Washington,

D. C. 20510

Dear Senator:

Inasmuch as the staff of the Sub-Committee on

/

International Trade was unable to invite our Chairman, Professor

Hubert Park Beck to testify personally before your fine Sub-

Cormittee, your Mr. John A. Koskinen kindly suggested to us that
we send *o you the enclosed statement by Dr. Beck regarding the
point of view of several thousand United States citizens 1living

in more than thirty states of the Union and abroad who are
owners of Russian Government Dollar Bonds.

A basic ingredient of international law is the
accepted fact that a successor government that takes over all

the assets of a prior government, must also assume the legitimate
1iabilities of that prior government.
Russian government has ---in the case of the Russian Dollar Bonds---
disregarded this basic international law, that this statement is

being made.

Bondholders agree with Mr. Eugene R. Black (past President of

It is because the present

As Dr. Beck's statement indicates, Russian Dollar

the World Bank) who, in 1965 said ..."reasonable settlements of

these claims (of U. S. nationals against the USSR) should be

obtained prior to extension of any Government-guaranteed commercial

credit.”

includes 1t in the official record.

Our Russian Dollar Bondholders will appreciate it
very much if your Committee considers Dr. Beck's statement and

Go N T8

Thank you.

ordially,

”m

Nelson Bengston
Secretary

RESF & FOR THE LEGITIMATE DEBTS OF IT8 PREDECESSOR.

s~
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Statement of Dr. Hubert Park Beck, Chairman of the Russian Dollar Bondholders
Committee of the U. S. A., and Professor, The City College of the City University
of New York.
‘ INTERNATIONAL TRADE AND THE SETTLING OF DEFAULTED GOVERNMENT DEBTS

. Progress currently being made to improve relations between the United Statkes
of America and the U. S. S. R., and between the U. S. A. and the People's Republic
of China, has won widespread approval. Hopes are now growing that the relations
between our country and these other two important powers will rapidly approach normal,
opening the way for more exchange of visitors, scientists, businessmen, publications
and trade.

One serious impediment to good relations between nations is the existence of
defaulted debts. Nations now in serious default on publicly-held dollar bonds are
the U.S.S.R., Poland, Rumania, Hungary, Bulgaria, Czechoslovakia, East Germany, Cuba
and the People's Republic of China. Similar defaults that existed earlier have been
corrected in substantial numbers. During the past twenty years such defaults have
been cured by Bolivia, Yugoslavia, Greece, Saarbruecken, Austria, the Federal Republic
of Germany, Ecuador, Costa Rica, Japan and Peru. An important result, of course, has
been improved relations and more trade with those countries.

In the early 1930's, during a period of improvi-.. relations between the H. S. A.
AND THE U. S. S. R., there were discussions of the Russian dollar debts. At times,
prior to recognition of the U.S.S.R. by Washington, hopes rose that a debt settlement
would be attained. Those hopes were not fulfilled. )

Now again the relations between these two important nations are improving, and
hopes of a debt settlement are again rising. Consequently, it is appropriate that the
situation be freshly reviewed, and that negotiations be taken up once more. Such is
the request of the Russian Dollar Bondholders Committee of the U.S.A., of which I

am Chairman.
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In his 1ﬁ1p6rtant book, The Roosevelt-Litvinov Agreements, Profe-sor Donald G. Bishop

states,"One of the most acute problems between the two governments was that of the Soviet
Government debts. This held widespread interest in the United States because it involved
the government itself, a number of American corporations and their stockholders, and a
considerable number of private American citizens, all of whom had suffered losses through
the conduct of the Soviet government. The problem... involved the American belief in the
sanctity of private property. Few Americans knew much in 1933 about the history of the
Soviet system, but its violation of private property was known to more people than any of
its other activities.” (p. 140)

Your Committee will perform a great service for peace and amity and world trade if it
will help to facilitate the settling of this debt. Therefore, I suggest that your Committee
should clearly recommend that neither long-term credits, nor loans, nor payment guarantees
should‘be permitted American nationals or corporations in their dealings with any nation
while that nation i1s in default on its publicly-issued dollar bonds. Short-termm credits
should be 1imited to brief periods and to modest amounts. Rollover should be forbidden.

) Renewed efforts should be undertaken with a view to reaching bilateral agreements with
defaulting nations to resume debt service and to repay loans. In order to spur the
Department of State to strive toward this end, my Committee recommends that the Congress
require annual public reports from the Department of State as to the status of defaulted

dollar bonds. Such reports would be most practical and useful if made a part of the annual
-report now required by the Congress concerning outstanding foreign loans and other credits
from United States Government Agencies. By requiring such annual reports of defaulted
dollar bonds, with accompanying information as to efforts made to achieve settlements
during the preceding twelve months, the Congress can systematically review what progress
has been made in this important area of international relationships.

By not following in some such manner the course of defaulted foreign debts, the Congress
lend credence to the belief that it is not interested in the plight of American nationals who
are at the mercy of the defaulting nation. They cannot sue in any court. Too many people

- - v e
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in foreign lands already view America as a nation that hands out Toans freely, and then
is not much concerned whether the loans are ever repaid.

I close by reminding your Committee of the importance of its acting to undergird
the integrity of private property and the importance of payment of international debts.
What will be the outcome finally if nations are permitted without hindrance to i gore
their defaults in debts to the United States of America?
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Foreign Investment and the Multinational Corporation

A. T. Knoppers
Senior Vice President

Merck & Co., Inc.

Subcommittee on Foreign Economic Policy
May 19, 1970
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Mr. Chairman,

Thank you for this opportunity to share some personal observations
with your Committee.

As part of its study of a foreign economic policy for the 1970's,
the Committee is seeking in this particular set of hearings to re-
examine U. S. policies to assist the developing nations. Clearly
the multinational corporation can be a key factor in providing such
assigtance, The activities of such corporations, as they relate both
to their headquarters countries and to the developing nations in which
they do business, present subtle and sophisticated problems requiring
thoughtful and patient examination if their force and influence are
to be seen in proper perspective. I am sure the business community
would applaud the approach this Committee is taking in developing
information that can be brought to bear on national policy.

Let me congratulate you particularly on the quality and diversity
of the witnesses you have gathered for this phase of your inquiry.
Many have made major contributions to a better understanding of the
economic problems that confront us now and will confront us in the
years ahead. My role is to speak as someone who has been involved
in the give-and-take of multinational business for a pumbet of years,
and who necessarily draws conclusions primarily on tﬁe basis of this

experience.
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The Committee has undertaken a constructive task in this effort to
gain new insights into how business and all other complex factors of
the international economy interact. I hope that my remarks on the multi-
national corporation and the considerations that determine its investments
in developing nations may open avenues for discussion and exploration for
you.

The multinational corporation, as I see it, has something in common
with ﬁappiness or misery: no one can quite define it, but you always
" know when it is there. I think it is enough of a definition to say that
the multinational corporation is a business organization that sees the
world -- or a goodly portion of it -- as its market, and acts to make
the most of its opportunities on a supranational basis.

By this definition or any other, most multinational corporations --
or to use the more accurate term, multinational enterprises -- are United
States-based., This, of itself, puts certain constraints upon their
operations and complicates decision making, when compared with the
relatively greater freedom of some of their Europe-based counterparts.
Christopher Layton has observed that of the five hundred largest corpora-
tions in the world, three hundred and six have headquarters in this
country. Accumulated private direct foreign investment by U. S. industry
is estimated at $65 billion,

Thirty per cent of our investment abroad, however, is in Europe.

The total long-tertn European investment in the United States, currently
about $26 billion -- largely portfolio investment -- just about evens

out with U, S. investment there, the latter being largely direct invest-
ment, When we remember that Burope is coming on rapidly in developing its

economic muscle, U.S. investment in Europe does not pose a threat. When we
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look to the developing world -- and he-e we are talking about two-
thirds of the world -- we find quite a different picture.

The Pearson commission, working with 1968 statistics, found that
direct industrial investments that year by developed nations in the
developinrg countries were only $2.7 billion. Although the statistics
are not completely compatible, compare this with U, S. industry's
direct investment of $2.5 billion for France alone in the year 1965,

Of the total cumulative industrial investment in developing countries
of $30 billion, virtually half was in petroleum, mining, or smelting,
with only a little over a quarter in manufacturing.

While all companies have a goal of making a profit, there are as
many kinds of multinational corporations as there are motivations for
going abroad. Extractive industry goes abroad because that is where
mineral sources lie. Other companies simply go abroad to find new
markets.

It is edifying and hopefully chastening, in view of the intense
poverty that haunts most of the world, to reflect on just how great
our good fortune is in the United States. Robert Heilbroner has pointed
out that even after it has paid for research and development, paid its
taxes and distributed dividends, the U. S. industrial complex produces
$35 billion annually that can be used for growth investment. Obviously,
even without currency restrictions, only a fraction of this staggering
resource is ever earmarked for overseas investment....and just a fraction

of this fraction for investment in developing nations.
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In addition to extractive industries and conventional manufacturing
companies looking for growth opportunities, a third type of multinational
corporation exists. This is the technology-intensive company, the firm
that develops new products that often are of great value to society, such
as computers, electronic equipment or drugs, Many such products are
gought -~ even demanded -~ by other nations, developed and developing alike.

If the expression "multinaticnal corporation' seems imprecise,
it is a model of clarity compared with the ambiguity implicit in the
term “developing nation," or in any of the various euphemisms we may
choose to substitute. Everyone knows, of course, that such nations
differ drastically. But perhaps because the point is so blatantly
obvious, we sometimes tend to ignore it. Theodore Geiger's "The Con-
flicted Relationship" has documented how disastrous this can be.

In view of the major cultural and economic differences within
nations, one of the most important contributions of the Peterson task
force report‘surely is its insistence that the developing nations,
themselves, take the lead in their economic planning and in setting
their own economic priorities, The World Bank's plans to help with
such planning seem equally farsighted. Hopefully, in the competition
for scarce resources, water hygiene will take precedence over prestige
hogpitals, trained mechanics over PhDs,

In addition to keeping in mind the fundamental structural and

cultural differences between nations, we must also remember that all



729

nations change, For example; it is a common occurrence today for
multinational business to find itself negotiating in a developing
nation with Ministers or other top governmental advisors who have
done graduate work in American universities, These officials know,
in depth, the policies and practices of American corporations at home
and abroad.

Increasingly, the Ministers in developing nations know exactly
what they want, And their wishes .usually are highly rational within
the political context in their own countries. Moreover, multinational
corporations find themselves increasingly trapped between clashing
viewpoints, For example, Finance Ministers are strongly interested
in conserving exchange currency. What their regulations may ask of
a multinational subsidiary may conflict directly with the policies
preferred by -- let us say -- the Minister of Development, whose
interest lies in creating jobs and raising technical competence.

Whatever middle course the corporation elects to follow, neither
Minister is pleased. Each may feel slightly betrayed. The fact that
the situation is irreconcilable doesn't appreciably lessen the abuse
that sometimes is heaped on the company’s head. I would say that,
more and more, strident criticism is becoming a fact of life that
multinational corporations must learn to live with,

Unfortunately, much of the discussion and reporting of the relation-
ship between corporations and governments is couched in the rhetoric of
combat: winners and losers. The more accurate analogy -- it is

Charles Kindleberger’'s -- should be that of the 'non-zero-sum game.'
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In such a game, one player's gain does not depend upon the other's loss.
Both can win, or both can lose. The concept is precisely descriptive

of what should be -~ and often is -~ the relationship between the multi-
national corporation and a developing nation.

Kindleberger and others have called attention to a paradox that
many -- perhaps most ~- multinational corporations have experienced:
success breeding disenchantment. I think we can g?neralize usefully
about this. In the days of courtship and in the early phases of
operations, the subsidiary has the controlling hand. But not for long.
As a company grows and prospers, the government sometimes tends to
feel that it made a bad bargain and will try to '"renegotiate' for a
larger share of the profits. In such cases, political realities often
win out over the sanctity of contracts. If the company is wise, it
will make the best of the unwanted situation and remember that some
quid pro quo often is possible even then.

Knowledgeable and experienced companies will negotiate for the
best deal they can make, a position that is understood by most developing
countries. Such countries, of course, are aware that bargaining is a
game for two, and many are becoming ﬁighly proficient at it.

A major cause of misunderstanding has been that while multinational
corporations respond to business imperatives, the governments of develop-
ing nations must react to political realities. The company often
conceives the scope and nature of its activities differently than does
the host govermment. It often views its profit needs differently. So

the two find themselves talking at cross purposes, even to the point of
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reciprocal accusations of subversion and sabotage. When relationships
reach this nadir, there is no point in talking about a "non-zero-sum game."
The two antagonists are not even engaged in the same game.

Things usually are by no means this black. Yet if you superimpose
the aims and needs of a company as the company sees them, on what should
be its aims and needs as the government interprets them, the two lists
seldom match totally. This 1s especially true after a company has been
on the scene for a while, and its product lines -- not to mention
governments -- have changed. At this juncture, both sides should forgo
the temptation to talk about "basic incompatibilities,' assuming instead
that neither side is going to get everything that it wants but that
each can get something.

I fear that something approaching formalized misunderstanding is
beginning to characterize much of our thinking about relationships
between multinational corporations and developing nations. Corporations
rightly emphasize their contributions. They furnish needed technology.
They increase managerial and technical skills. They create jobs. They
infuse new business concepts. They make possible backup industries.

Developing nations, however, tend to place the emphasis elsewhere.
They argue multinational corporations have divided loyalties and, in a
showdown, must put company interests over those of the host nations. They
object that multinational corporations make central decisions about what a
subsidiary may export, and to whom. They note further that American-based
corporations are limited by U.S. regulations as to both the nature and the

recipients of their exports. They see multinational corporations as
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threats to infant or small local industries, with virtually a monopo-
listic lock on many major products and with marketing and financial
resources that cannot be matched locally. They sometimes accuse
multinational corporations of luring away talented people by paying
unmatéhable wages, and of drying up credit sources by attracting the
available loan money. The cumulative effect of such accusations --
when pushed to the extreme -- is that the corporation is seen as a
threat to local economic autonomy.

The local manager of the multinational corporation tends to find
such allegations overstated. He sees the shortsightedness of the
government'’'s over-reliance on short-term measures -- import and invest-
ment restrictions, tariffs, quotas and the like. Feeling somewhat
harassed, he tends to forget that political expediency can mean the
survival of governments and a good deal of order instead of chaos,

We can almost measure the degree of misunderstanding when Chile's
Foreign Minister, Dr., Gabriel Valdes -- in a summary of the consensus
of Vifia del Mar -- makes this statement: '...we have reached the point
where Latin America is contributing to the development of the United
States, and not the other way around.'" The implication would seem to
be that it should be one way or the other, when -- with the '"non-zero-
sum game' concept -- each should be contributing to the other, At

least this should be true of private investment,



733

Partisans of the position that American is undermining -- rather
than supporting -- the developing world are quick with statistics.

One fault that often is to be found in such statistics is that they
compare income from the total investment base in such countries -- some-
times dating back for generations -- with investments over a limited
period. More to the point, they say nothing about what such investments
have done for the local economies, where they were also at work creating
income and savings, building economic infrastructure, and sparing
foreign exchange, all of which have multiplier effects.

A recent study by Herbert K. May for the Council for Latin America
undertook a broader look at the question of the impact of foreign
investment. The findings would seem to argue forcefully for the advan-
tages of foreign investment to the developing nations, even in strictly
economic terms,

The May survey found that, for the period from 1965 through 1968,
U. S. investment made a positive contribution to Latin America's balance
of payments of $8.55 billion annually, Let us take Colombia as a
specific example: of 116 companies included in the tablulation, 75
were more than 95% U,S.-owned. 1In only 22 was the U.S., participation
less than 50%. The 116 companies represented an overall investment of
about $297 million, including $61 million brought Iato Colombia in the
1964-1968 period., Their remittances for this five-year period --
dividends, royalties and payments for technical services -- totaled
15.4% of the companies' total invested capital. That means that the
annual rate of all remittances was merely 3.1% of invested capital.

This is hardly a picture of crass exploitation. Total return to the
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United States, of course, is considerably higher than this figure
since there is also the return from arm’s-length sales of intermediates
within the corporation to subsidiaries. A national firm abroad, how-
ever, would pay the same price for such materials.

I find it noteworthy that the Foreign Minister whom I quoted
before, in describing his country's new investment guidelines, singled
out tephnology-centered industry for special attention. 1In his eyes,
certainly foreign investment per se was not monolithic. The Minister
acknowledged what he called an "imperative need to contract with foreign
enterprises to acquire technology.' 1In this he is right. At the same
time, he must recognize that the multinational corporations that
possess this technology will be interested in entering his country
only as respected partners in a business transaction; they are not
.interested in being looked upon as objects to be used and discarded.

The Minister argues that, because of its small market size, his
nation has been unable to develop its own technological potential.
Consolidation through the Andean Treaty, he feels, should provide a
useful stimulus., I hope he is right. Only a certain amount of the
technology created within the developed nations is applicable to the
developing world, and seldom are the technological products ideally
suited to their new environment. Much could -~ indeed, must -~ be
done through local adaptation of innovation, The Peterson report
again is to be applauded for its proposal for a U. S. International

Development Institute to support and assist with such research.
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Unfortunately, the ability to reach multiple markets is but one
factor among many that have contributed to U.S. strength in the tech~-
nological field. Unpopular though the multinational corporation may be
politically, it remains the world's prime source of marketable technology.
Any developing nation or region that has illusions of "going it alone"
technologically within the foreseeable future is courting disappointment.
Obviously, though, we are again stumbling over a word. "Technology"
is both a hand plough and a scanning electron microscope. Vast areas
exist -- especially in fields such as agriculture and civil engineering --
where local ingenuity can make major contributions. But the enormously
complex processes needed for the creation of high technology will long
remain out of the creative reach of developing nations. Still, such
nations will continue to need a selection of high-technology products.

Since both governments and corporations must make their way together,
it seems to me that today's situation demands less rhetoric and more
flexibility, more pragmatism. Multinational corporations must accept
political realities as they find them, and try to gain acceptance of
_ their point of view by showing respect for the views of others. Equally
important, developing governments -- in some instances -- must ask
themselves critically whether gelf-serving polemics against private
enterprise are worth the price.

We must be on guard against any expectation that an early effect
of a rising standard of 1living will be a reduction of social tensions.

A taste of a better life is intoxicating, and performance can never
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keep pace with expectations. I suspect that -- with the best possible
will and effort -- we can expect years of continued discord, and we

must anticipate this so as not to be discouraged by it. The assumption
that stability must be a precondition for development seems to me to
invite a standoff. Perhaps neither the Pearson nor the Peterson reports
gave sufficient weight to this factor.

Both the Pearson and the Peterson commissions -- through their
solid findings and recommendations -~ have performed commendable
service in identifying problem areas and sketching out approaches to
their solution. They have, of course, taken an overall view, und
businessmen will find some of their suggestions unrealistic.

Take the question of incentives, for example. In one form or
another, incentives are necessary to attract investment. Moét
developing nations will offer incentives as a subsidy for import
substitution. A good incentive for a bad proposition is still bad
business, however. Both countries and corporations should show a high
level of restraint, unless it can be shown that the proposal can soon
be economic on its own merits. Otherwise, the new company will become
another non-economic monument to national ego and a drain rather than
an asset.

Also, the popular proposal that a multinational corporation should
be required to function with a local partner within a developing nation

leaves something important unsaid. What is not mentioned is that the
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local company should also bring something into the arrangement -- a
marketing organization, for example, or a production capacity.
Otherwise, the relationship can become tense. For any multinational
corporation, I would recommend a simulation technique -- game~-
playing -~ that we employed with the Tata enterprises as we explored
a jolnt venture. We constructed many contingencies, and analyzed what
we would do if they were to arise. We thereby entered the merger with
a clear understanding of our mutual roles. The effective teamwork
that has characterized our relationship with our Indian partner
undoubtedly stems In large measure from this exercise in candor.

The industry with which I am associated has not been seriously
hampered in its investments in developing natiéns by the U.S. controls
on capital exports, Our industry does not require excessive capital
investments, however. I assume that other industries may well be
encountering problems. The controls must certainly have discouraged
even feasibility studies for many companies.

With regard to investments, I would concur with the Pearson
commission recommendation that developing nations restructure their
tax structure to encourage profit reinvestment by foreign companies.
But I would insist that this should be done with great sensitivity.
The point must not be forgotten that a multinational corporation has
many options, anq it has no reason to choose an economic straitjacket.
The Pearson commission, itself, recognizes this.

The tax policy of the U.S. and other developed nations should

be used as an instrument to promote investment in less developed
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countries. The past three administrations have proposed tax incentives
for this purpose, and each proposal has been defeated by considerations
concerning the methods by which incentive should be provided. A simple
solution would be to make tax free the income from qualified investments
in manufacturing industries in developing countries. All elements of the
U.S. economy should recognize that U.S. foreign investments increase
exports from the United States.

Investment credits and deductions could provide additional tax
incentives for investing in less developed countries. Germany, for
example, has employed thils approach increasingly over the past ten
years. Presently, they provide a 15% investment credit and a 42% tax
deduction for the establishment of a reserve which is restored to
taxable income on a deferred amortization basis. I would suggest that
we review the tax incentives used by other countries and adopt those
that seem best suited to encouraging investment of U.S. capital in less
developed countries.

A number of revisions could be made within our tax laws to
facilitate investment in less developed countries by providing tax
benefit for losses. The risk involved in investing in less déveloped
countries could be substantially mitigated by extending tax deductions
to U.S. investors with respect to currency exchange losses incurred
by foreign subsidiaries. These losses are now extended to companies
that operate through branches in foreign countries, and there seems
to be no reason why similar treatment could not be accorded to

operations conducted through subsidiary corporations. Another draw-
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back contained in Federal tax law exists with respect to the tax treat-
ment of worthless securities, These losses usually confront investors
in the form of government expropriation, either explicit or de facto.,
The tax law requires that such losses be treated as capital losses, withA
limited tax benefit except in situations where the U. S. investor owns
at least 95% of the stock of the corporation becoming worthless. 1In
many situations local exigencies require that investment be conducted
with substantial participation by local investors, The limitation on
tax benefit from losses on securities discourages such investment.

I feel, incidentally, that all of these proposals are compatible with
the DISC recommendations of the Treasury Department, which I heartily
endorse.

The United States should use its influence in every way it can to
encourage regionalism, The web of tariff and import restrictions that
most developing nations have felt obliged to wrap themselves in virtually
excludes economic escape. Tariff restrictions, for example, may compel
a multinational corporation to erect some sort of manufacturing plant
within a developing nation, with the alternative being the loss of the
market, Competition is vital in the free enterprise system, but it
must be recognized that these same restrictions can engender a rash of
small plants that are uneconomic. Manufacturing for an entire region
could change this pattern and result in economies for the entire area.

The emphasis by the Peterson task force on the creation of stronger
international financing and international planning institutions seems
to me to be well placed. The concept of the Overseas Private Investment

Corporation to mobilize private-sector participation has great merit,



740

although experience with it so far would seem to indicate that stronger
incentives will have to be forthcoming. Perhaps something approaching
investmen: guarantees will have to be devised. The problem, of course,
is that investments will continue to be judged on their own merits.
Corporations will shy away from questionable investments, regardless
of guarantees,

Recent trends to reduce United States foreign aid have been harmful

both-psychologically and practically, Such funds often have been directed

to creating economic infrastructure. As such, they have been of fundamental
economic importance to both the recipient nation and all corporations
doing business there, Obviously, what such aid can do is very limited.
But -- if at all possible -~ it should be continued and increased.

The application of U. S. antitrust law abroad obviously poses a
thorny problem, in part because it is so little understood. In many
instances, it is quite possible for U. S, competitors to work together
in the interests of developing nations. But corporations understandably
remain nervous, The problem, serious as it is, has been magnified out
of all proportion, since the idea of the application of American laws
abroad has been construed frequently as blatant U. S. intervention in
the affairs of other governments. It may be that the lack of clarity
within the law has been an inhibiting factor. In any event, we must
be on guard against using the specter of antitrust as an excuse for

inaction when our real motivations lie elsewhere.
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It has been estimated that seven trillion dollars would have to
be invested to bring the $500 annual income of one and three-quarter
billion people up to $750 a year -~ a level that would be one half
the $1,500 United States average. Seven trillion dollars is 14 times
the total capital that existed in the world in 1967. Therefore, any
governmental assistance program must seem insignificant when compared to
to the magnitude of the need. This is no reason for turning our backs.
Because aid can be pinpointed to key problems, it can have a multiplier
effect. The Peterson task force recommendation that -- where feasible --
more aid funds should be channeled through international agencies would
help remove the feeling that aid is tainted and open innumerable doors.

As we enter the decade of the '70's, America has good reason to
take stock of its position in world economic affairs. Patterns are
different. Among other things, high technology -- America's forte --
has acquired a force that would have been unimaginable a generation
ago. High technology now contributes an estimated $9 billion towards
a United States trade surplus, compared with $1 billion by conventional
manufacturing. But expertise in technology does not equip us mentally
or materially to deal with penury. The Unites States -- in the context
of its priorities -- must first find its answer to the question: what
can -~ and should ~~ we do to aid two-thirds of the world escape the
crushing yoke of national poverty?

While developing nations finance 852 of their investments from

their own sources, foreign private investment, including that by multi-
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national corporations -- selectively applied -- can complement and
stimulate this process. The challenge is largely one of creating the
proper incentives, and this applies to developed and developing nations
alike. We -- the developed nations -~ can offer preferred treatment

to blocs, although we should not permit any single nation to play a
double game as Japan has done.

It is impossible to be sanguine about the future of the developing
nationé: we must be deeply concerned.

As these nations -- with our help -- examine the profundity of
their problems and turn to us with suggestions for collaborative
efforts, we must heed when we can.

Progress -- if we are to know progress -- demands mutual respect,
free of paternalism, It asks broad application of efficacious techniques
in education, communications and population control, as well as major
efforts to raise levels of health and nutrition, Some of these tech-
niques are within the competence of the multinational corporations,
which -~ if the problems can be factored into soluble components -- are
capable of accepting the challenge with imagination and skill. We must
realize that, beyond the technical problems, are enormous barriers of
tradition and beliefs, Population control offers few difficulties,
technically. 1In application, the techniques have failed conspicuously.

At the momeﬁt, the future relationship between the multinational
corporation and developing nations is clearly in doubt. As a "non-zero-
sum game," this should nhot be, If corporation management and government
leaders can display patience and courage in the face of taunts and
tension, the future neéd not be desperate., If they can display wisdom,

much can be accomplished.
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Reprinted from Columbia Journal of World Business, Vol. V, No. 4

JULY-AUGUST 1970

Relutions between multinational corporations and

developing countries too often assume the character

of an adversary proceeding. In reality, the gain of
one does not depend on the loss of the other.

Both can win—both can lose.

The Multinational Corporation
in the Third World

4.

THE multinational corporation can be said to have
something in common with happiness or misery: no
one can quite define it, but you always know when it
is there. It is probably enough of a definition to say
that the multinational corporation is a business orga-
nization that sees the world—or a goodly portion of
it—as its market and acts to make the most of its
opportunities on a supranationz! basis.

By this definition or any other, most multinational
corporations—or to use the more accurate term, multi-
national enterprises—are U.S.-based. This, of itself,
puts certain constraints upon their operations and
complicates decision making, when compared with the
relatively greater freedom of some of their European-
based counterparts. Of the 500 largest corporations

T. KNXOPPERS

in the world, it is estimated that 308 have head-
quarters in the United States. Accumulated private
direct foreign investment by U.S, industry is estimated
at $65 billion.

Approximately 30% of this investment abroad, how-
ever, is in Europe. The total long-term European
investment in the United States, currently about $26
billion—largely portfolio investment—just about
evens out with U.S. investment there, the latter being
largely direct investment. Since Europe is rapidly
developing its economic muscle, U.S. investment in
Europe does not pose a threat.

A look at the developing world—about two«thu'ds
of the world—presents a different picture. The World
Bank’s Pearson Commission, working with 1968
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statistics, found that direct industrial investments that
year by developed nations in the developing countries
were only $2.7 billion. Although the statistics are not
completely compatible, compare this with U.S. indus-
try’s direct investment of $2.5 billion in France alone
in the year 1965. Of the total cumulative industrial
investment in developing countries of $30 billion,
virtually half was in petroleum, mining or smelting,
with only a little over a quarter in manufacturing,

While all companies have a goal of making a profit,
there are as many kinds of multinational corporations
as there are motivations for going abroad. Extractive
industry goes abroad because that is where mineral
sources lie. Other companies go abroad simply to find
new markets,

In addition to extractive industries and conven-
tional manufacturing companies looking for growth
opportunities, a third type of multinational corpora-
tion exists. This is the technology-intensive company,
the firm that develops new products, often of great
value to society, such as computers, electronic equip-
ment or drugs. Many such products are sought—
even demanded—by other nations, developed and
developing alike.

Developing Nations Change

If the expression “multinational corporation” seems
imprecise, it is a model of ~larity compared with the
ambiguity implicit in the term “developing nation,”
or in any of the various euphemisms we ma» choose
to substitute. Such nations differ drastically.

In view of the major cultural and economic differ-
ences within nations, one of the most important con-
tributions of the Peterson Task Force report surely is
its insistence that the developing nations themselves
take the lead in their economic planning and in setting
their own economic priorities. The World Bank’s
plans to help with such planning seem equally far-
sighted. Hopefully, in the competition for scarce re-
sources, water hygiene will take precedence over
prestige hospitals, trained mechanics over PhDs.

In addition to keeping in mind the fundamental
structural and cultural differences between nations,
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we must also remember that all nations change. For
example, it is a common occurrence today for multi-
national business to find itself negotiating in a de-
veloping nation with ministers or other top govern-
mental advisors who have done graduate work in
U.S. universities. These officials know, in depth, the
policies and practices of U.S. corporations at home
and abroad.

Increasingly, the ministers in developing nations
know exactly what they want. Their wishes usually
are highly rational within the political context in
their own countries. Moreover, multinational corpo-
rations find themselves increasingly trapped between
clashing viewpoints. For example, finance ministers
are strongly interested in conserving exchange cur-
rency. What their regulations may ask of a multi-
national subsidiary may conflict directly with the
policies preferred by—let us say—the Minister of De-
velopment, whose interest lies in creating jobs and
raising technical competence.

Whatever middle course the corporation elects to
follow, neither minister is pleased. Each may feel
slightly betrayed. The fact that the situation is ir-
reconcilable doesn’t appreciably lessen the abuse that
sometimes is heaped on the company’s head. I would
say that, more and more, strident criticism is becom-
ing a fact of life that multinational corporations must
learn to live with.

Unfortunately, much of the discussion and report-
ing of the relationship between corporations and
governments is couched in the rhetoric of combat:
winners and losers. The more accurate analogy—it
is Charles Kindleberger’s—should be that of the “non-
zero-sum game.” In such a game, one player’s gain
does not depend upon the other’s loss. Both can win,
or both can lose. The concept is precisely descriptive
of what should be—and often is—the relationship
between the multinational corporation and a develop-
ing nation.

Kindleberger and others have called attention to a
paradox that many—perhaps most—multinational
corporations have experienced: success breeding dis-
enchantment. In the days of courtship and in the
early phases of operations, the subsidiary has the con-
trolling hand. As a company grows and prospers, the
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government sometimes tends to feel that it has made
a bad bargain and will try to “renegotiate” for a larger
share of the profits. In such cases, political realities
often win out over the sanctity of contracts. If the
company is wise, it will make the best of the un-
wanted situation and remember that some quid pro
quo often is possible, even then.

Knowledgeable and experienced companies will
negotiate for the best deal they can make, a position
that is understood by most developing countries.
Such countries, of course, are aware that bargaining
is a game for two, and many are becoming highly
proficient at it.

Business and Politics

A major cause of misunderstanding has been that,
while multinational corporations respond to business
imperatives, the governments of developing nations
must react to political realities. The company often
conceives the scope and nature of its activities differ-
ently than does the host government. It often views
its profit needs differently. So the two find themselves
talking at cross purposes, even to the point of recip-
rocal accusations of subversion and sabotage. When
relationships reach this nadir, there is no point in
talking about a non-zero-sum game. The two antago-
nists are not even engaged in the same game.

Things usually are by no means this black. Yet if
you superimpose the aims and needs of a company,
as the company sees them, on what should be its aims
and needs as the government interprets them, the two
lists seldom match totally. This is especially true after
a company has been on the scene for a while, and
product lines—not to mention governments—have
changed. At this juncture, both sides should forgo
the temptation to talk about “basic incompatibilities,”
assuming instead that neither side is going to get
everything that it wants but that each can get some-
thing.

Something approaching formalized misunderstand-
ing is beginning to characterize much of the thinking
about relationships between multinational corpora-
tions and developing nations, Corporations rightly
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emphasize their contributions. They furnish needed
technology. They increase managerial and technical
skills. They create jobs. They infuse new business
concepts. They make possible backup industries.

Developing nations, however, tend to place the
emphasis elsewhere. They argue that multinational
corporations have divided loyalties and, in a show-
down, must put company interests over those of the
host nations. They object that multinational corpo-
rations make central decisions about what a subsid-
jary may export, and to whom. They note further
that U.S.-based corporations are limited by U.S. regu-
lations as to both the nature and the recipients of
their exports. They sec multinational corporations as
threats to infant or small local industries, with virtu-
ally a monopolistic lock on many major products and
with marketing and financial resources that cannot
be matched locally. They sometimes accuse multi-
national corporations of luring away talented people
by paying unmatchable wages and of drying up credit
sources by attracting the available loan money. The
cumulative effect of such accusations—when pushed
to the extreme—is that the corporation is seen as a
threat to local economic autonomy.

The local manager of the multinational corporation
tends to find such allegations overstated. He sees the
shortsightedness of the government’s over-reliance on
short-term measures—import and investment restric-
tions, tariffs, quotas and the like. Feeling somewhat
harassed, he tends to forget that political expediency
can mean the survival of governments and a good deal
of order instead of chaos.

We can almost measure the degree of misunder-
standing when Chile’s Foreign Minister, Dr. Gabriel
Valdes—in a summary of the Vifia del Mar Con-
ference—makes this statement: “. .. we have reached

OO0 O <
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the point where Latin America is contributing to the
development of the United States, and not the other
way around.” The implication would seem to be that
it should be one way or the other, when—with the
non-zero-sum game concept—each should be con-
tributing to the other. At least, this should be true of
private investment.

Partisans of the position that the United States is
undermining—rather than supporting—the develop-
ing world are quick with statistics, One fault that
often is to be found in such statistics is that they com-
pare income from the total investment based in such
countries—sometimes dating back for generations—
with investments over a limited period. More to the
point, they say nothing about what such investments
have done for the local economies, where they were
also at work creating income and savings, building
economic infrastructure and sparing foreign ex-
change, all of which have multiplier effects.

Foreign Investment Advantageous

A recent study by Herbert K. May for the Council
of the Americas undertook a broader look at the ques-
tion of the impact of foreign investment. The findings
would seem to argue forcefully for the advantages of
foreign investment to the developing nations, even in
strictly economic terms.

The May survey found that, for the period from
1965 through 1968, U.S. investment made a positive
contribution to Latin America’s balance of payments
of $8.55 billion annually. Colombia is a specific ex-
ample: of 116 companies included in the tabulation,
75 were more than 95% U.S.-owned. In only 22 was
the U.S. participation less than 50%. The 116 com-
panies represented an over-all investment of about
$297 million, including $61 million brought into
Colombia in the 1964-1968 period. Their remittances
for this five-year period—dividends, royalties and
payments for technical services—totaled 15.4% of the
companies’ total invested capital. That means that
the annual rate of all remittances was merely 3.1% of
invested capital. This is hardly a picture of crass
exploitation. Total return to the United States, of
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course, is considerably higher than this figure since
there is also the return from arm’s-length sales of
intermediates within the corporation to subsidiaries.
A national firm abroad, however, would pay the same
price for such materials.

It is noteworthy that the Chilean Foreign Minister,
in describing his country’s new investment guidelines,
singled out technology-centered industry for special
attention. In his eyes, certainly, foreign investment
per se was not monolithic. The Minister acknowl-
edged what he called an “imperative need to contract
with foreign enterprises to acquire technology.” In
this he is right. At the same time, he must recognize
that the multinational corporations possessing this
technology will be interested in entering his country
only as respected partners in a business transaction;
they are not interested in being looked upon as
objects to be used and discarded.

The Minister argues that, because of its small
market size, his nation has been unable to develop
its own technological potential. Consolidation
through the Andean Treaty, he believes, should pro-
vide a useful stimulus. He may be right, but only a
certain amount of the technology created within the
developed nations is applicable to the developing
world, and seldom are the technological products
ideally suited to their new environment. Much could
—indeed, must—be done through local adaptation
of innovation. The proposal for a U.S. International
Development Institute to support and assist with such
research is to be applauded.

Unfortunately, the ability to reach multiple mar-
kets is but one factor among many that have con-
tributed to U.S. strength in the technological field.
Unpopular though the multinational corporation
may be politically, it remains the world’s prime source
of marketable technology. Any developing nation or
region that has illusions of “going it alone” techno-
logically within the foreseeable future is courting
disappointment. Obviously, though, we are again
stumbling over a word. “Technology” is both a hand
plough and a scanning electron microscope. Vast
areas exist—especially in such fields as agriculture
and civil engineering—where local ingenuity can
make major contributions. While the enormously



747

JULY-AUGUST 1970

complex processes needed for the creation of high
technology will long remain out of the creative reach
of developing nations, these nations will continue to
need a sclection of high-technology products.

Since both governments and corporations must
make their way together, today’s situation demands
less rhetoric and more flexibility, more pragmatism.,
Multinational corporations must accept political
realities as they find them and try to gain acceptance
of their point of view by showing respect for the
views of others. Equally important, developing gov-
ernments—in some instances—must ask themselves
critically whether self-serving polemics against pri-
vate enterprise are worth the price.

We must be on guard against any expectation that
a rising standard of living will effect a reduction of
social tensions. A taste of a better life is intoxicating,
but performance can never keep pace with expecta-
tions. With the best possible will and effort, we must
expect years of continued discord and not be dis-
couraged by it. The assumption that stability must
be a precondition for development invites a standoff.
Perhaps neither the World Bank’s Pearson nor the
administration’s Peterson reports gave sufficient
weight to this factor.

Problem Areas

Both the Pearson and the Peterson commissions—
through their solid findings and recommendations—
have performed a commendable service in identifying
problem areas and sketching out approaches to their
solution. They have, of course, taken an over-all view,
and businessmen will find some of their suggestions
unrealistic,

Take the question of incentives, for example. In
one form or another, incentives are necessary to at-
tract investment. Most developing nations will offer
incentives as a subsidy for import substitution. A
good incentive for a bad proposition is still bad busi-
ness, however. Both countries and corporations should
show a high level of restraint, unless it can be shown
that the proposal can soon be economic on its own
merits. Otherwise, the new company will become

another non-economic monument to national ego and
a drain rather than an asset.

Also, the popular proposal that a multinational
corporation should be required to function with a
local partner within a developing nation leaves some-
thing important unsaid. What is not mentioned is
that the local company should also bring something
into the arrangement—a marketing organization, for
example, or a production capacity. Otherwise, the
relationship can become tense. In this situation, the
multinational corporation might try a simulation tech-
nique—game-playing—such as Merck employed with
the Tata enterprises in exploring a joint venture. The
two firms constructed many contingencies and
analyzed what they would do if these contingencies
were to arise. They thereby entered the merger with
a clear understanding of their mutual roles. The
effective teamwork that has characterized the rela-
tionship with the Indian partner undoubtedly stems
in large measure from this exercise in candor.

The drug industry has not been seriously hampered
in its investments in developing nations by the U.S.
controls on capital exports. The industry does not
require excessive capital investments, however. Other
industries may not be in this position. Controls must
certainly have discouraged even feasibility studies for
many companies.

With regard to investments, the Pearson commis-
sion’s recommendation that developing nations re-
structure their tax system to encourage profit rein-
vestment by foreign companies is sound. But this
should be done with great sensitivity. The point must
not be forgotten that a multinational corporation has
many options, and it has no reason to choose an eco-
nomic straitjacket. The Pearson commission recog-
nizes this,

The tax policy of the United States and other de-
veloped nations should be used as an instrument to
promote investment in less developed countries. The
past three administrations have proposed tax incen-
tives for this purpose, and each proposal has been
defeated by considerations concerning the methods
by which incentives should be provided. A simple
solution would be to make tax free the income from
qualified investments in manufacturing industries in
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developing countries. All elements of the U.S.
economy should recognize that U.S. foreign invest-
ments increase exports from the United States.

Investment credits and deductions could provide
additional tax incentives for investing in less devel-
oped countries. Germany, for example, has employed
this approach increasingly over the past ten years.
Presently, they provide a 15% investment credit and
a 42% tax deduction for the establishment of a reserve
which is restored to taxable income on a deferred
amortization basis. The United States should review
the tax incentives used by other countries and adopt
those that seem best suited to encouraging investment
of U.S. capital in less developed countries.

A number of revisions could be made within U.S.
tax Jaws to facilitate investment in less developed
countries by providing tax benefits for losses. The
risk involved in investing in less developed countries
could be substantially mitigated by extending tax de-
ductions to U.S. investors with respect to currency
exchange losses incurred by foreign subsidiaries.
These losses are now extended to companies that
operate through branches in foreign countries, and
there scems to be no reason why similar treatment
could not be accorded to operations conducted
through subsidiary corporations. Another drawback
contained in Federal tax law exists with respect to the
tax treatment of worthless securities. These losses
usually confront investors in the form of government
expropriation, either explicit or de facto. The tax law
requires that such losses be treated as capital losses,
with limited tax benefit except in situations where
the U.S. investor owns at least 95% of the stock of the
corporation that becomes worthless. In many situa-
tions local exigencies require that investment be con-
ducted with substantial participation by local inves-
tors. The limitation on tax benefit from losses on
securities discourages such investment.

The United States should use its influence in every
way it can to encourage regionalism. The web of
tariff and import restrictions that most developing
nations have felt obliged to wrap themselves in vir-
tually excludes economic escape. Tariff restrictions,
for example, may compel a multinational corporation
to erect some sort of manufacturing plant within a
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developing nation, the alternative being the loss of
the market. Competition is vital in the free enterprise
system, but it must be recognized that these same
restrictions can engender a rash of small plants that
are uneconomic. Manufacturing for an entire region
could change this pattern and result in economies for
the entire area.

Assistance

The emphasis by the Peterson Task Force on the
creation of stronger international financing and inter-
national planning institutions seems to me to be well
placed. The concept of the Overseas Private Invest-
ment Corporation to mobilize private-sector partici-
pation has great merit, although experience with it
so far would seem to indicate that stronger incentives
will have to be forthcoming. Perhaps something ap-
progching investment guaranties will have to be de-
vised. The problem, of course, is that investments
will continue to be judged on their own merits. Cor-
porations will shy away from questionable invest-
ments, regardless of guaranties.

Recent trends to reduce U.S. foreign aid have been
harmful both psychologically and practically. Such
funds have often been directed toward the creation of
economic infrastructure. As such, they have been of
fundamental economic importance to both the recipi-
ent nation and all corporations doing business there.
Obviously, what such aid can do is very limited, but
—if at all possible—it should be continued and
increased.

It has been estimated that seven trillion dollars
would have to be invested to bring the $500 annual
income of one and three-quarters billion people up
to $750 a year—a level that would be one-half the
U.S. average of $1,500. Seven trillion dollars is 14
times the total capital that existed in the world in
1967. Therefore, any governmental assistance pro-
gram must seem insignificant when compared to the
magnitude of the need. This is no reason for turning
our backs. Because aid can be pinpointed to key
problems, it can have a multiplier effect. The Peter-
son Task Force recommendation that—where feasible



749

JULY-AUGUST 1970

—more aid funds should be channeled through inter-
national agencies, would help remove the feeling that
aid is tainted and open innumerable doors.

The application of U.S. antitrust law abroad obvi-
ously poses a thorny problem, in part because it is so
little understood. In many instances, it is possible
for U.S. competitors to work together in the interests
of developing nations. But corporations understand-
ably remain nervous. The problem, serious as it is,
has been magnified out of all proportion, since the
idea of the application of U.S. laws abroad has been
construed frequently as blatant U.S. intervention in
the affairs of other governments. It may be that the
lack of clarity within the law has been an inhibiting
factor. In any event, we must be on guard against
using the specter of antitrust as an excuse for inaction
when our real motivations lie elsewhere.

As we enter the decade of the '70s, the United
States has good reason to take stock of its position in
world economic affairs. Patterns are different. Among
other things, high technology has acquired a force
that would have been unimaginable a generation ago.
High technology now contributes an estimated $9
billion towards a U.S. trade surplus, compared with
$1 billion by conventional manufacturing. But ex-
pertise in technology does not equip us mentally or
materially to deal with penury. The United States—
in the context of its priorities—must first find its an-
swer to the question: what can—and should—we do
to aid two-thirds of the world escape the crushing
yoke of national poverty?

While developing nations finance 85% of their in-
vestments from their own sources, foreign private
investment, including that by multinational corpora-

tions—selectively applied—can complement and
stimulate this process. The challenge is largely one
of creating the proper incentives, and this applies to
developed and developing nations alike, The devel-
oped nations can offer preferred trextment to blocs,
although they should not encourage one-sided, prefer-
ential tactics by any particular country.

It is impossible to be sanguine about the future of
the developing nations: we must be deeply concerned.

As these nations—with assistance—examine the
profundity of their problems and turn to us with sug-
gestions for collaborative efforts, we must heed when
we can.

Progress demands mutual respect, free of pater-
nalism. It asks broad application of efficacious tech-
niques in education, communications and population
control, as well as major efforts to raise levels of
health and nutrition. Some of these techniques are
within the competence of the multinational corpora-
tions, which—if the problems can be factored into
soluble components—are capable of accepting the
challenge with imagination and skill. Beyond the
technical problems, there are enormous barriers of
tradition and beliefs. Population control offers few
difficulties, technically. In application, the techniques
have failed conspicuously.

At the moment, the future relationship between the
multinational corporation and developing nations is
clearly in doubt. In a non-zero-sum game, this should
not be. If corporation management and government
leaders can display patience and courage in the face
of taunts and tension, the future need not be desper-
ate. If they can display wisdom, much can be
accomplished.
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(From the House Committee on Science and Astronautics publication
“Applied Science and World Economy”’)

DEVELOPMENT AND TRANSFER OF MARKETABLE
TECHNOLOGY IN THE INTERNATIONAL CORPORA-
TION: A NEW SITUATION -

AnrtonNIE T. KNOPPERS !

Our subject of today is timely and fascinating: it deals with the
place of present and future “‘applied science”—I will use mostly the
word ‘“‘technology”—in the “world economy,” the economic life of
Nation-States and regional groupings.

Generally speaking, mankind enters the third part of this century
with an enormous—largely predictable—potential of technology to
serve useful ends. The cﬁavelopment of such technology is undergoing
unusual acceleration. It is unusual in the sense that the change is not
only quantitative but also—and especially—qualitative. In many
fields the chanceful character of this change has given place to a delib-
erate ‘forcing” of new usable technology. This development is
especially apparent in the physical field, but is now also more and more
to be seen in chemistry. We are also on the verge of a revolution in
biological technology. Of many factors making this change possible,
the computer has been a key.

There is not doubt that technology will change the economies and

social structures of the developed world into “postindustrial” or
“‘advanced industrial” societies (to use Herman Kahn’s terminology).
It can also uplift the social and economic life of the poorer nations,
?Etlrealization of technology’s potential here is very difficult and less
ikely.
Tg’e problem is that great inequality exists in the technological
momentums of nations. This is a matter of concern, because advanced
technology is self-nourishing. Superior technology creates the resources
and attracts the brains that are needed for its own improvement with
the result that lagging nations will find it increasingly difficult to catch
up with the technological leaders. Hence the pro Kam of transfer of
usable technology becomes more and more important.

As an instrumentality for the transfer of technology, a new force
has emerged: the large internationally active corporation, especiall
that based and owned in the United States of America. The bul
of new marketable technology is developed by these giants. More-
over, worldwide distribution of this technology takes place inside the
international corporation, which is active through subsidiaries within
the sphere of sovereignty of nation-states. This new situation creates
many problems. A confrontation is occurring.

Still it must be realized that ‘“technology’ is an expression of what
people or—in broader context—nation-states want and the priorities
they establish for themselves. It is a servant for the realization of
social concepts.

! Dr. Knoppers is Senior Vice President of Merck & Co., Inc., U.8.A.
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Already de Tocqueville recognized in the United States of America
a strong drive toward “apflied science,’”’ while valuing the ““theoretical
basis’” necessary for application. In 1967, Servan-Schreiber, in his
“Le défi américain’ (The American Challenge) described this question
of attitude as follows: “Such is Europe before the challenge of growth,
before the challenge of power. Such is the core of the problem. It no
longer exists in statistics, but in minds. Which political forces, which
ideas, which men will open them to change?’’ Indeed, technology is an
expression of people, nations—a result of political and social wiﬂ.
he development of usable, marketable technology is a complex
process. It is therefore important that, considering technology as a
social tool, we have a good insight into its dynamics. Also 1n this
article, inequalities in development of technology and the question of
“transfer” will be analyzed. 'ghe latter is a major problem.qupecially
the transfer of technology to the underdeveloped nations of the world
for improved comprehension and action.

DEVELOPMENT OF NEW TECHNOLOGY

The dynamics of the development of technology center around
the factors which create the invention (a primary refuction to practice
of an “idea”) and its transfer into an innovation (usable technology).
Nearly always an invention is a reaction to a need; its change into
usable technology fulfills that need. The field treated here deals with
“marketable technology,” which results from an economic act. I do
not discuss here the question of whether large corporations can control
this demand by, in fact, creating it. Galbraith, in my view goes too far
in developing this thesis, see “The New Industrial State.” Kaysen
(Human Values and Economic Policy—1967) put it in a very refined
way: ‘“The objective of the dispenser and marketer is to discover, to
the extent that he can, what consumers will, in the event, readily
learn to like.”” The study of the direction a market will take can be
particularly important. As a practitioner in the development of
marketable technology, I clearly recognize the above possibilities in
consumer product marketing. However, I have observed that such
“directed’’ or ‘“learned’”’ demand can be very important initially, but
that later in mass use the product shakes out to its value. After some
time value and sales volume come into balance. The final judgment
of the market is often remarkably precise.

From a practical point it is important to make a sharp distinction
between an invention and its transition to marketable technology.
Inventions are produced by a rather small elite of highly trained,
imaginative scientists with a grasp of technology. But to change
such an invention into a marketable product is a difficult process,
and one in which many other factors must be taken into account: cost,
price, and velue have to be put in balance; a desired reliability has
to be established; a marketing plan and sales estimates must be de-
veloped in order to decide on production methods and quantity, etc.
It is mostly a road on which disappointments abound and technical
compromise is often counted a success. Large groups of people are
involved; intricate organization is needed. And often, a marketable
product 1s not achieved.

In the drug industry where I am active, we find many ‘leads’’—
subatances which have a desired action—but most still fail the tests
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of efficacy and safety. It can take years to find a substance which is
a worthwhile candidate to subject to rigid animal tests to determine
actions, side actions, and toxicity. Even after this, the determination
of a compound’s potential in human beings is an enormous task itself;
a large majority of the substances which reach this stage fail, a few
come through. Their introduction to the medical profession must be
accompanied by education, by information on how and when to use
the drug. By tﬁen development costs and value content are of such
magnivude that the actual production cost is often a minor part of
the total. This fact—basic to bighly innovative industry—is often
not well understood. And I realize that it is difficult to explain.

To the degree that it is a reaction to economic needs the process of
invention and innovation takes place only if certain conditions are
met. A prime need is an environment where sufficient science and
available technology is present. Invention and innovation are the
handiwork of people who are knowledgeable and imaginative. Gen-
erally speaking, public opinion overestimates the efforts necessary for
an invention and highly underestimates the efforts necessary for its
development into a marketable product. The so-called technological
gap between the United States and Europe is, for instance, not so
much at the invention level, but finds its cause in the second phase:
the development level. Europe has been a source of unexploited in-
ventions. \R’hen——as traditionally in Europe—an educational system
fails to train in sufficient quantities and in proper balance the scientists
and technologists and managers needed, the innovating process lags.

To a certain degree, the creation of marketable technology has to
compete with other forms of usable technology, especially defense and
space technology. They all have their requirements in money, manage-
ment, and people. The priorities are mostly set by the State. To judge
whether the present- balance is right falls outside my competence;
moreover, for a long time, it will be an unchangeable fact. The ques-
tion, therefore, whether there is a fall out or spin off of space and
defense technology into marketable technology—assuming the latter
serves mankind better—is highly important. The argument centers
around the distribution of spending on research and development in
the United States. In the year 1964, out of an R. & D. total of $19
billion, the U.S. Federal Government spent $12.5 billion, industry $6
billion, and colleges and universities $0.5 billion.

It seems that tﬁthough direct fall out may be limited (and therefore
not well recognized by statistics-conscious economists), the indirect
contribution 1s very substantial. It is important that, of these $12
billion spent by the U.S. Government, 60 percent is expended for
prgliects performed by industry with its facilities and personnel.

his provides industry with an immense pool of technologists well
versed in fields of great importance to the future of industrial tech-
nology. The interchange and mobility of these researchers within their
own companies and between companies guarantee a substantial and
essential cross-fertilization and fall out. Possibly one has to live in
technology-directed industry to perceive the real implication of fall
out. Especially in the fields of refractory materials, sensor instrumen-
tation, and integrated microcircuitry based on solid-state techniques,
the spillover to the civilian economy has been considerable. It has
also contributed in the training of research managers who can handle
complicated projects through sophisticated systems approaches.
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Yet this fall out which Europe professes to envy is not a techno-
logical cornucopia. It directs attention, funds, management, and
technologists to necessary but socially negative projects. To obtain a
more durable material, say, as fall out from a space project, is a
rather costly and indirect route to innovation.

Another danger in Federal support of research and development is
that such projects can become too objective oriented. They could
foreclose inapparent but very genuine scientific opportunities. This
danger is somewhat lessened by the fact that creative technologists
always moonlight a little bit

Innovations and their change into marketable technology are in
part the product of an adequate environment with the proper infra-
structure (science, available technology, technologists). Equally im-
portant to understanding this process is the rea%izabion that it is
executed in a corporation, where management is the key.

Basically, it is management that guides the interaction between
market research planning and research management; n:anagement has
to authorize the funds to keep this process (so necessary for survival)
going. Through long-range pll)anning it sets goals and guidelines for
the future. All this planning and action has to be integrated. Organiza-
tion, planning, and drive are characteristics of American management.
Through these, managers control their future. One must look here to
find the roots of the United States-Europe technological gap.

A management concept made IBM, a latecomer, first in the field
of computers: IBM understood that planning and making computers
was on}y one part of the business. Hence, the company concentrated
heavily on providing “software’’ and especially on a force of salesmen
and sales-service expenses to round out 1ts activities in a total system.

Still the core of the process remains that complex process from
invention through innovation to the marketable product (a route
that includes the creation of marketing and production plans). Both
to finance the process itself (often it is very expensive) and to control
and balance risk taking, size has become an important factor. The
trend toward large corporations (either conglomerate or covering a
broad but defined field) is therefore a natural reaction to the demands
of a technological age.

Ford coul(f withstand its Edsel failure and go on to create the
Mustang because it had enough resources. The Radio Corp. of America
had reached a peak investment of $130 million in R. & D. before
profitable markets for its color television receivers finally developed.
Given the opportunities associated with size, comparisons between
the United States and Europe are instructive: in 1961, the United
States of America counted 41 firms with worldwide sales over $1 billion
as compared with 10 such firms in the Common Market and Great
Briﬁ}in. In 1966, the figures were 79 and 31. The trend speaks for
1tself.

This trend toward giantism creates new opportunities and some
problems as well. On the one hand those huge corporations will be a
mighty force in the increasing exploitation of the unlimited potential
of technological innovation; on the other hand, their size of itself
contains counterweighing forces which could retard technological
progress (oligopolistic trends). It is my conviction, based upon ob-
servations as one who lives within industry, that the constructive
trend still prevails.
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The movement toward large corporations should not obscure the
crucial and useful function of a band of highly innovative small firms.
Their strength lies in their single purpose, and in the total dedication
of their scientist-entrepreneurs (a not too common, but highly effective
combination). Such corporations flourish around technical-academic
centers; they need a banking community inclined to risk taking. (One
finds such firms around Boston; e.g., %oute 128, and on the west
coast.) Many of these smaller companies have failed, but some have
succeeded spectacularly (Varian; Thiokol, Hewlett-Packard, Syntex
and many others. Xerox is perhaps the classical example.) Some of
their success is based on the fact that some of the countervailing forces
which exist in large corporations do not exist in smaller ones: e.g., the
latter do not worry about product replacement with its costly retool-
ing, often making production facilities obsolete; on the contrary, the
small innovative firms thrive on their relative freedom.

Although many single-purpose, technology-oriented, small firms
have prospered because they have a captive or assured government
market, this is by no means always the case. Moreover, they keep the
large firms awake, on their toes. (A great deal of insight into this
subject is to be had in a 1967 report by the U.S. Department of
Commerce: ‘‘Technological Innovation: Its Environment and
Management.”’)

Most economists and sociologists (see Heilbroner, “The Limits of
American Capitalism’’; Galbraith, l.c.) agree that the process of
innovation—carried out by the industrial corporation—has served the
United States well. Although severe disparities still exist within the
American economy, total figures (GNP, per capita income, economic
growth) are impressive.

But in the light of those disparities, the solution of major social
problems (race, urbanization, transport, pollution, education) presents
in a variety of forms the paradox of need within abundance. Present
and future technology combined with the riches of production could
solve these problems.

We see again that technology is the servent of a political will, a
social consciousness, a national attitude. There is a hopeful sign that
the present mechanism of technology can be used in new systems to
achieve social goals. It is ever more hopeful that leaders in govern-
ment, scholars, and the industrialists agree on this concept. More
and more, an active discussion and “trialogue’ is developing. All these
groups recognize that none of them can handle social technology alone.

The outline of this conference suggests some of the future challenges
which cry out for a solution. Can progress toward these solutions be
accelerated by a more directed effort or by concentration of more
scientific resources? I can comment on some possibilities:

4 1. A cure for certain critical diseases; for example, cancer and heart
isease.

The progress in cancer research has been very impressive in the
areas of diagnosis and treatment. We know much more about the
causes, characteristics, genetic and biochemical factors, the possible
role of viruses, etc. Still, a real solution eludes us. It is unpredictable
when the pieces will fall together—it could be soon or it could take a
long time. Cancer research is typically a field where Federal support
is necessary. Some of the basic and applied research does not fit too
well into the research structure of the pharmaceutical corporations
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(which are still quite active in this field). But it is highly important
that cancer research be considered long range and that pressures for

uick results, or worse, sensational results be avoided. After the prac-
tical failure to solve the problem by random screening, our best op-
portunity lies in fundamental research and understanding. Forcing of
technology does not appear appropriate in this instance.

The various treatments of cardiovascular diseases are in a state of

flux and exciting developments seem likely. Great progress has been
made. In treatment with drugs, the introduction of a safe diuretic
(chlorothiazide) a decade ago has changed a major part of the therapy
of arterial hypertension. Other recent possibilities of drug treatment
of hypertension have made encouraging {)rogress. Still most of these
types of treatment are palliative; they deal with some of the symptoms
of hypertension successfully without eliminating the cause. Fll)mdaf
mental research, therefore, remains more necessary than ever. This is
particularly true in the field of atherosclerosis. Giiven the nature of
research in this field, both the Federal Government and industry have
to devote substantial energy to this problem.
. Progress in the exciting tgleld of transplants (artificial or natural) is
in a period of acceleration. As it falls outside my competence, I can
only stress here my hope that the problems presented by this type of
treatment be recognized in the broader context. Transplantations
create a set of medicoethical problems (including the right of the
individual to die) of first magnitude. It is not too early for government
to participate intensively in study, discussion, and regulation of these
social and ethical questions.

2. Improvement and rationalization of systems of medical care,
from a systems viewpoint, does not present a choice; it has become a
necessity. It is necessary since medical care can thus be radicall
improved; moreover, if this is not done, the cost of medical care will
become prohibitive. Cne should not underestimate the countervailing
forces in the trend toward rationalization. One would hope that some
of the essentials of the old system can be preserved, if necessary in
other forms; e.g., the highly important function of doctor-patient
relationship in the healing process. Healing is indeed a highly complex
process in which sophisticated techniques and technological advances
form only a part, while psychological factors are often dominant.

3. Alleviation of the world food shortage.

Again, the deployment of available technology in a systems ap-
proach could enhance world food production immensel (Xn example
will be given under the section on ‘“Technology and Underdeveloped
Countries.”’)

Moreover, new approaches (lysine enrichment, single cell sources,
etro-chemical fermentation, marine resources) can change the picture.
he realization of these opportunities is not so much technical, but

politico-economical (with important overtones of social acceptance
as regards palatability and dietary restrictions).

4. Alleviation of the world population problem.

- The present, nonoptimal technolozy in the contraceptive field
could, if applied, moderate population growth to economicaﬁ)y justified
levels. Improved technology (much of it well along the way from
invention to marketable—or usable—technology) will be available.
In this case it is unnecessary to reemphasize that political, sociological,
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religious, and, above all, organizational breakthroughs have to be
made to achieve the objectives. :

The horrible dangers of population explosion are not only misery,
starvation, and disease, but also much more crowded conditions of
existence, which create a whole set of menacing consequences, psy-
chological as well as physical. Accelerated treatment of this problem
is mandatory: there is very little time.

5. Exploiting education’s full potential,

Education—better, more efficient, more nearly totally partici-
pative—is our best long-range opportunity. It is highly important
that new techniques—especially the application of the interplay
between electronic devices and deeper Insights into the learnin
process be developed. Here too, new technology is on its way.
sincerely think that this new, still largely experimental development
makes it possible to leapfrog to a new system of education which will
be a qualitative improvement and will make possible mass education
that will help move toward realizing the fullest intellectual potential
of the student.

THE TRANSFER OF TECHNOLOGY
a. Basic issues

In themselves, geographic differences in the production of technol-
ogy are natural. Igf transfer through the industrial world takes place
smoothly, such differences are even desirable. Regional differences are
quite apparent within the United States. While these disparities create
some problems, they are seldom of an acutely serious nature.

International transfer of marketable technology is less simple, being
subject to many artificial restraints. Before World War II, the transfer
of technology took place along lines which did not upset national
emotions. Exports of marketable technology in the form of products
usually was the first choice. Imitation or minor innovation in indus-
trial countries often led to licensit:ig. Regular relationships were estab-
lished. The underdeveloped world, however, was still living largely
within a colonial structure, which, among other things, suppressed
indigenous aspirations to at least use available technology to improve
local conditions. '

New situations and new reactions to opportunity came in the post-
World War II period. American industry certainly had great ad-
vantages on its side. The management of technological innovation had
been improved immensely. The rest of the industrial world had to
rebuild itself. The colonial world was certainly confronted with
enormous challenges and ill equipped to meet them. '

As g natural reaction to a new situation, the international corpora-
tion thrived. American corporations especially realized that ogn-imal
exploitation of innovations could be better achieved through foreign
(fully or partially owned) subsidiaries rather than through the tradi-
tional first choice of licensing.

As might be expected, this has created problems. Formerly, man

S. corporations had f'riendly, noncompetitive relations with their
counterparts in Europe. Now, the U.S. subsidiaries bave become
competitors on the territory of these counterparts. Even greater
‘complications are encountered when these international (orporations
enter underdeveloped countries, which have other value systems and a
deep-seated fear of industrial imperialism.
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The objective proof of this chan%;a in the major route for the
transfer of technology is presented by the substantial increase of
foreign industrial investments. Also changes in regional distribution
are indicative.

While in 1958 direct investments by U.S. industry abroad were $27.4
billion, the total in 1967 (estimated}; has risen to $64.8 billion. The
growth of these investments has grown naturally in Canada from $9
to $19.3 billion (plus-116 percent). In Europe, however, the increase
was from $4.5 to $20.2 billion (plus-350 percent). In Latin America,
the growth was from $7.8 to $12.9 billion (only plus-65 percent, with
some retardation in the last 3 years). The growth in the really poor
world is even poorer and more erratic. These figures (Time magazine,
Deec. 29, 1967) 1presxent; the story in a nutshell.

For practical reasons, therefore, it is desirable to discuss the new
problems in the transfer of technology (in the form of direct industrial
investment by international corporations) in two parts: one dealing
with transfer between industrialized states, specifically between the
United States and Europe; the other, the aspects of transfer to the
underdeveloped world.

b. The transfer of technology between industrialized states (with special
reference on the ‘“technostructure” or “‘technology’ gap)

Generally speaking the technological gap is defined as a disparity
in the development of marketable technology in important sectors of
the economy. It is true that in very important sectors (computers,
electronic circuitry) America dominates. But this is not the whole
story. In many other areas there is a fair balance (see Dr. Robert
Charpie, Union Carbide—who points out that there is no real gap in
the technology of nuclear energy, metallurgy, and chemicals—(Deau-
ville paper, 1967). These are certainly important sectors of the
economy. In some other fields Europe is ahead: glass technology and
certain optical instruments, etc.

The technological relationship between the United States and
Europe is deeply influenced by (ﬁscussion, emotions, and frustrations
concerning the technological gap. The situation has received greater
gubhq attention since the publication of Jean-Jacques Servan-

chreiber’s book “Le défi américain’ (The American Challenge). The
book is brilliantly written (notwithstanding what seems to me a
somewhat uncritical use of many statistics) its message is often very
much to the point. While the suggestion of an “economic satellization”
of Europe seems exaggerated, the political and cultural questions
raised are at least debatable. It makes sense, therefore, to put the
gap into perspective and debunk some of the fallacies and exaggera-
tions about it.

The fact that the United States dominates such very important
fields as computers and electronic circuitry causes worry. Add to this
the fact that the U.S. corporations are very often superior in organiza-
tion and marketing, and one can understand Europe’s outspoken
misgivings about the technological gap. Moreover the gap seems
to widen due to a complex combination of factors.

During the discussion of ‘“development of marketable technology”
the primary role of management was established. Many analysts
have come to call the disparity a management gap. But many other
factors are involved. Even management itself is the result of a national
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attitude. When one defines ‘technostructure” as the total set of
factors which influence the development of usable technology, the
term ‘‘technostructure’” gap might be the more appropriate one.

Indeed, American management has a competitive edge. Its inte-

ated planning is often superior, its quality continues to increase
%rrmtur y some large European firms are on the same level, but there
is broad agreement that at the middle-size level there is a qualitative
difference). Education resources available for management are just
%rowin from infancy to more mature levels, their added impact will

e felt later.

A second factor advantageous for the U.S. interpational corporation
is its size as reflected in the need for critical mass to conduct sophisti-
cated research, in financial resources (not in the least its self-financing
potential), in flexibility, and in fast adaptive reactions.

Also working to the advantage of American firms is a psychological
asset: greater courage to delegate authority, when compared with
their European counterparts.

Mobility and chances of promotion inside U.S. corporations, based
on ability and drive, contrigute strongly to the motiviation of young
managers and researchers. Very important also is the mobility of this
group between companies, Fovernment, and universities. The mobility
ga% in Europe is only slowly being cured.

urope has had its fair share of inventions, but it has often failed
to transform them into marketable technology. One explanation is that
American management is very resolute in pressing the execution of the
transformational phase; the la% between invention and marketable
product has to be shortened if leadership is to be maintained. Holog-
raﬁhy (a realistic three-dimensional photography from which many
other innovations are evolving) was discovered by Prof. Dennis Gabor
in London. But its transformation into its usable potentials has been
pursued most fiercely in the United States. One example out of many.
And again it is worth noting that European companies often do re-
search on a level well below the critical mass needed for success.

The number of able technologists available in America is about 2.5
to 3 times as large as in Euro]i)e. This disparity reflects an educational
system in Europe where excellence in small groups is preferred to mass
education. A massive pruning often excludes just those people, who,
with proper training, could be important in carrying forward the
arduous process through which a basic invention becomes a marketable
product. This sorr\ylr1 state might have its cause in the rather low social
acceptance and the underpayment of technologists (especiallfy in
Great Britain). An educaticnal system is necessarily a mirror of the
society it serves and it stresses what that society finds important. So a
mere change of curriculums will not produce results, unless it is a real
reflection of a change of attitudes toward technology. The present
attitude of European society is the main cause of the ‘“brain drain.”
As this transfer of human resources moves from industrial countries to
the United States, it is to our great advantage, and steps should not be
taken against it by the United States.

There is one major frustration that the Europeans have created for
themselves. Already in 1965 Prof. C. P. Kindleberger of MIT pointed
out that the American international corporation took optimum ad-
vantage of the Common Market structure. It set up an integrated net-
work of subsidiaries, complemented its structure by clever acquisitions
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and built in great flexibility. Due to lack of progress toward certain
critical aspects of harmonization—especially the lack of a European
company law—mergers between European firms for all practical
p}lljrpoies take place only through acquisition of one national firm by
the other.

The present stagnation in the Common Market does not portend
well for a breakthrough, It will even stimulate national mergers, which
might kindle parochial nationlism. Europe needs, on the contrary,
a politico-economical structure of European size, not a simple addition
of the economies of the existing nation-states. Imitations such as a
technological pool (Wilson; Fan%ani) are palliatives. Servan-Schreiber
is right in his admonition that Europe should define its technological
goals and focus its efforts carefully on them, and effect programs
which go to the core of the problem and create the changes which
are needed.

I do not believe that the cries that Europe is becoming satellized
through the economic power of the American giant corporations are
warranted. Although their investments and influence are growing,
their power inside a nation-state is limited, and the absolute level of
direct investment ($20 billion) is in reality quite modest. Allowance
must be made for the dynamic nature of the relationship. The very
fact of the studies, discussion, and high political interest at this early
stage gives encouragement that a sense of proportion and balance
should prevail. For the future it is important that discussion and
analysis o the technostructure gap be factual and constructive. The
efforts in the OECD to study the quantitative and qualitative aspects
are well underway and will be elucidative. A new conference of the
Atlantic Council on the subject is planned for mid-1968.

One aspect deserves special treatment, since it is so largely political:
the computer gap. As long as modern computer technology.is freely
purchasable, tﬁe manager or the technologist does not worry. The
politician knows, however, that computer technology holdsnt'{e key
to modern technology and perhaps even the power of the modern
state. He feers that at critical moments new computer technology
might be withheld. This happened in France a few years ago when
an export permit was denied by the U.S: Government for certain
equipment needed for the Krench atomic energy program. This
Bolitica,l decision by the United States had unfortunate repercussions:

y dramatizing the dependence of certain aspects of French defense
and technical development programs on the United States, it blew
the technological gap idea out of all proportion.

I predict t,% at Europe will be resilient in keeping the technostructure
ga:{) manageable. Many American techniques, including management,
will be emulated because of their demonstrated effectiveness. A modus
vivendi will be found for the optimal functioning of international
corporations in the European nation-states. Europe’s chief obstacle
is the stagnation of the movement toward supranational economic
integration. Whather West Europe emerges as an entity or will remain
a group of separate nation-states (limited to some opportunistic
economic integration) cannot be predicted with certainty today.

In any event, the United States should strive to maintain its
technological lead: here lies its protection for a favorable industrial
balance of payments. This position is an essential for the continued
exercise of our functions as a world power.
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Canada is a special situation—a nation with separate traditions,
but with most of its inhabitants living in a narrow zone bordering the
United States. U.S. industrial investment is very heavy (over 41
percent of the total). This causes real problems, which, however, are
still manageable. Still it points to a lesson: economic interdependence,
even if it means dependence to a larger degree, does not necessarily
lead to national political dependence. Canada remains a sovereign
nation-state.

The case of Japan should be mentioned: in the sectors where Europe
has problems, Japan can proudly claim to hold its own. In some way,
the Japanese case is ratﬁer unique: aggressive management, hard-
working labor, change from low-class mass production into quality
achievements, all well protected by the Ministry of International
Trade and Industry (MITI). Moreover, Japan is itself advanced in
the fundamental sciences covering electronic developments. Part of
the examples are transferable: daring management and hard work.
There is not much of the “I’'m all right, Jack’ attitude in Japan. On
the other hand, the more Japan becomes an advanced technological
power, the more it will have to liberalize its protectionist policy. But
the Nation will meet this challenge from a position of strength.

¢. Technology and the underdeveloped world

It would make sense if the effort and emotions now directed to the
technostructure gap between the relatively rich, the United States
and Europe, were applied to the really desperate problem of the ever-
widening gap between rich and poor nations. Once—specifically after
the Ma.rshaﬁ) plan was successful—it was hoped that an infusion of
monetary aid on a government-to-government basis would help build
an infrastructure that would permit an intensified transfer of tech-
nology through the private sector. This would have led to self-sustain-
ing growth, hopefully of a type most appropriate to the country in
question.

There have been successes. GNP’s have increased in the aggregate,
but taken as a whole, expectations have not been met. Disappoint-
ments and frustrations are now the order of the day. Yet, the recoghi-
tion that the problem is much more complex than had been anticipated
is a healthy development. The pertinent recognition that the solution
extends beyond the realm of technology explains a paradox: while
much technology is available to promote sulr))stantial growth for the
underdeveloped countries, attempts to apply it have not lived up to
expectations. The answer lies in the attitudes and traditions of both
the industrialized countries and the underdeveloped ones themselves.
(See, for a brilliant analysis, Theodore Geiger’s book “The Conflicted
Relationship,” 1967.)

As Harvard’s John Montgomery has recently pointed out (Inter-
national Development, March 1967), planned technological invention
in a less-developed nation must take into account the strong interplay
of noneconomic factors. He lists three: how well the imported tech-
nology fits into the traditions upon which it impinges; the communica-
tion by which the new element is diffused; the capability of the recipi-
ent nation to implement the required progress of action. To quote
Professor Mont%omery: “Each of these three factors has been neglected
in toto in the blind assumption that technology, like dollars, is a uni-
versal medium of exchange.”
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As a consequence of misunderstanding, a vicious circle has devel-
oped: the richer countries demand that the poorer ones adopt & num-
ber of economic policies in order to use outside aid efficiently. Yet such
policies can often only be adopted by the poor countries in a later
stage of development. This vicious circle can only be broken by the
rich countries. 1& the present time they do not show many signs of a real
political will or inclination to do so.

Economically the weak dynamism of development is distinguished
basically as a dS;fective process of capital formation, Capital formation
is here no economist’s abstraction: it is the basic investment process
through which savings are transformed into instruments of production.
Not only are local savings inadequate, but substantial stoppage occurs
in that such savings are often channeled to more developed areas for
investment in the industrialized world. Anyway, what is left of present
local savings is completely periled by the service debt.

Politically, there is no better way to characterize the stagnation
than in the terms of the simple and ubiquitously evident lack of polit-
ical will (the term is used to mean the resolution by a government, as
exemplified by its actions, to carry out programs to achieve national
goals). The rich countries recognize the importance of complementing
the efforts of the poor ones—for altruistic or strategic reasons. But the
long-range character of the process and the present disappointments
work against more magnanimous appropriations. Behavioral patterns
as reflected in the acts of some underdeveloped countries do not help
either, but they can better be excused. The whole matter is leading to a
confrontation at the UNCTAD meeting this year.

Some general steps can be taken by the industrialized world without
much sacrifice (preferences for manufactured goods; some commodity
agreements; some sort of fund protecting specific underdeveloped
countries against uncontrolled deterioration of trade—all complex
mechanisms—but technically possible). They would at least demon-
strate a political will by the rich countries to attempt to break the
vicious circle.

The international corporation certainly offers great opportunities
for the transfer of technology to the underdeveloped world. But it is
at the same time a frightening phenomenon for them: the personifica-
tion of economic imperialism.

We have to return here to a basic fact. The capacity of the ’lpoor
countries to make meaningful inventions themselves is minimal. Their
capability to change inventions into useful technology is extremel
limited. In that sense they are dependent on the industrialized world.
Still, such a technological dependence can be recognized and accepted
without loss of their precarious independence.

But now other values come in. Motivations for economic growth
may be totally different than' those of the highly developed nations.
For instance, 1n large areas of Africa, regional concentrations of tribal-
ism prevail (and, why not?).

In two areas the rich nations could demonstrate greater concern for
those less developed technologically. Education is an essential pre-
condition. Most needed is education on the high school level, and this
is where funds would be of the greatast value. In this light, the non-
funding of the International Education Act is a clear symptom of lack
of political will. Some useful steps might also be taﬂen to limit or
reverse the brain drain of technologists from the underdeveloped
countries. It is a serious loss of lifeblood.

62-790 O - 71 - pt, 2 - 13
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On the positive side, the organizers of the Franklin books programs
are pursuing an imaginative effort to break the vicious circle g estab-
lishing local book publishing industries and training the needed per-
sonnel. Their acceptance in underdeveloped countries proves that
methods can be designed that overcome fears. Another example is
presented by a workin éroup under the auspices of the Business
Council for nternationsﬁ nderstanding (BCIU) which has developed

. (through a systems a.p];‘)roach with the help of computers) an agro-
model, which could make India self-sufficient in feed-grain production
in the early seventies.

Besides the normal scope of steps which could stimulate action of
the international corporations in the poorer part of the world (tax
incentives, investments guarantees, etc.) new possibilities lie in
systems approaches in which many parties (governments, financial
institutions, international and local corporations) cooperate. Agree-
ments for such collaboration could take many forms: consortia, man-
agement contracts, public enterprises gradually to be moved to the
private sector, etc.

Some successful mixed approaches have taken place. Present efforts
in the fertilizer industry in gndia, for example (how frustrating the
often have been for parties speaking a different language, not so muc
literally as figuratively) show signs of success. New ways have to be
found. Some are being explored by the refreshing FAO-Industrial
Committee—a cooperation between FAO and technology oriented
industrial corporations.

It might be that a pure technological demonstration conference
could be helpful, It would present methods on how la.lge problems
of industrialization—especially in the agricultural field—could be
solved and how this could lead to further developments; it could
suggest which available technologies could be adapted for economic
growth at a certain stage. By keeping such a conference qurely
technical the interest of the underdeveloped countries could be
whetted and it might create enthusiasm in the richer countries.

We should not let the magnitude of this challenge frighten us to
retreat from engagement into the comfort of our own societ;lr’s beguil-
ing affluence. Technology can be an instrument of mutual progress
and mutual understanding for all nations. In a hostile and dangerous
world, to hoard it selfishly or to use it for a lesser purpose would be
unworthy of the nation that we are.
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I. WE HAVE A PROBLEM -- MORE DOLLAR CLAIMS OUTSTANDING
THAN WE CAN PAY WITH GOLD -- OR GOODS

Over the past quarter century we have sent more than
$300 billion abroad in purchases, investments, tourism, aid and
other expenditures. Some $45 billion of that remain. abroad.

If the foreigners would use those dollars to buy our goods, our
business would boom, employment would be high, and our nation

would prosper. But they are not using those dollars to buy our
goods and the consequent glut of dollars has moved into their cen=-
tral banks with resultant inflationary pressures on their economies.
They resent this and blame the United States for upsetting their
domestic economies.

Why is it that they do not use the dollars to buy our
goods? Because our goods are too high priced. The foreigner can
exchange his dollars for another currency which will buy more
foreign goods than the dollar will buy in American goods.

Under these circumstances the United States has three alternatives.

We can:

1. Reduce our foreign expenditures (curtail imports,
tourism, foreign travel, etc., reduce or eliminate foreign aid,
military assistance, and our foreign expenditures for the
defense of the free world, or some significant part thereof);

2. Reduce our costs and prices in dollars; or

3. Reduce 6ur costs and prices in terms of other
currencies (by reducing the parity of the dollar in relation

to other currencies).
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Perhaps there is a fourth alternative -- to do nothing.

That escape is attractive because none of the foregoing three alterne-
tives is very welcome.

Alternative 1. Although there may be room for consider-
able reduction in our military expenditures -- at least those that
are partially for the benefit of other countries, especially NATO
and Japan, our country is not disposed to pursue the first alterna-
tive at this time.

Alternative 2. To reduce our dollar costs is to challenge
the power of organized labor.

Alternative 3. To reduce our costs in terms of other cur-
rencies is to reduce, and in some instances, eliminate, the surpluses
now enjoyed by the other principal trading nations.

As the aggregate international payments must balance, it
is obvious that if we eliminate our deficit (by any of the three
means) it is inevitable that the surpluses of some other nation will
be converted into a deficit. Thus, despite their exhortations to do
so, the reduction of our deficit may antagonize certain of the other
countries now in surplus. If they seek to do so, they can thwart
our purpose by further devaluations of their own currencies.

Thus, to achieve any lasting near-balance in world payments,
it is imperative that we reach some agreement with our principal trad-

ing partners, both as to realistic parities and as to payment balances.
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A. The Development of the Problem

For more than a century after the creation of our
country, we Americans worked hard and produced large quantities
of goods for ourselves and, as a consequence, our standard of
living improved. As our large domestic market gradually allowed
us to mass-produce goods, our prices were reasonably low, and we
sold an increasing volume of such goods abroad. We bought things
from foreign countries too, but not as much as we sold to them,
partly because, with smaller markets, the foreign nations could not
produce as cheaply as we. As a consequence, for most of the past
century we sold abroad more than we bought from abroad -- that
is, we had a consistent "balance of trade" surplus =- aﬂd it was
one of significant proportions.

But after World War II we increased our expenditures
abroad. We bought more goods but, in addition, we began to spend
enormous sums of dollars abroad for other purposes.

Under the Marshall Plan and other programs, we gave
economic assistance to many countries.

To bolster friendly governments, we gave military aid.

Our people, feeling rich, took vacations abroad.

Our companies saw opportunities to build plants abroad.

As other shipping lines buy their ships at lower cost
than we and pay their seamen less, their freight rates were lower

and so we used foreign ships.
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We bought lots of insurance abroad because foreign

underwriters have quoted lower prices and covered more risks.
That is all right. We can't be best at everything.
So what's the problem?

1. The Increase in Our Dollar Liabilities

It is hard to see unless we begin to look at some
numbers. From the end of the war through 1970:

We gave away and/or loaned

without repayment about $85 billion

in economic assistance.

Our military assistance programs

added an additional $40 billion

to our foreign expenditures.

Our tourists spent an aggregate of $38 billion
in foreign travel.

Our total private foreign invest-

ments rose by $90 billion
Other "invisibles," insurance,

shipping, etc., added another $50 billion
For a total of about $300 billion

Three hundred billion dollars is quite a lot of money,
even for the United States. In fact, it is a great deal more than
our trade surplus brought in.

So, instead of bringing home additional funds, we sent
far more dollars abroad, and we did this year after year. In
fact, despite our trade surplus, we had a deficit in our over-
all payments -- which we call our "balance of payments" -~ in

19 out of the last 21 years.

'
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These dollar claims held abroad increased from
$7 billion in 1950 to $43 billion at the end of 1970. One
country, Germany, has had an increase from less than $1 billion
in 1950 to approximately $3 billion in 1960 and to a reported
$12 billion at present. At the close of 1970, Canada had about
$4 billicn and Japan about $5 billion.

The trouble 1s that the foreigners don't want to use
enough of their dollars to buy our products, because our prices
are too high. They may buy théir wheat from Canada at a lower
price, their machine tools from Germany and thelr cameras from
Japan. Théy do buy some computers and airplanes from us -- but
not enough to use up their accumulated dollars.

Nevertheless, the United States need not hang 1its
head. We still have our traditional surplus on our balance of
trade, although the $2.2 billion of last year was less than half
our level before our prices and costs began to move upward so

rapidly in 1965.
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Between 1965 and 1970, our imports rose from $21.5 to $39.9
billion, an increase of 85 per cent. Our once respectable
merchandise trade surplus has dwindled.

We also have a surplus on our over-all international
investment accounts -~ of $3.5 billion in 1970, as our net foreign
inves'tment earnings 6f $6 billion more than offset our net out-
flows for new investments. All in all, therefore, the private '
sector of our economy has done quite well with a still signifi-
cant surplus. But this has been more than offset by the expendi-
tures of our government for foreign aid, for the defense and
security of NATO and Japan, and by our expenditures in Vietnam.

If these expenditures are to be maintained, they will have to
be covered by our trade and investment earnings surplus. But we

have not been able to do that,

U. S. BALANCIE OF PAYMENTS — 1970 .
(bitlions of dollars)

Receipts Expenditures Balance

Merchandise 420 39.8 2.2
Travel 23 3.9 -1.6
Shipping, inzurance, and other 6.0 7.0 -1.0
\ invisibles
Incoine on investments 1.1 6.1 6.0
tilitary transuctions 1.5 4.8 ~3.3
Forcipn eid 1.7 4.9 -3.2
Foreisn invesiment .1 8.0 ~2.5
Unrecorded outflaw of furds, net . ___1'.3_ _;-1_1_!__

Total 0.7 75.4

Deficit on tiquidity basis, excludin g allorstion of SDNs ~4.7

As measured in our balance of payments accounts, our

foreign aid and military expenditures totaled $6.5 billion,
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leaving an over-all payments deficit of $4.7 billion (after exclud-
ing our allocation of SDRs). A reduction in our aid and military
expenditures would help moderate the rise in our cost structure.
With that in mind, it would be appropriate for us to ask the other
nations, particularly Germany and Japan, for whom we have done so
much singe the end of the war, to bear a higher proportion of world
defense and aid expenditures.

Thus, you can see that the foreigners do not spend any~
where near all of their dollars to buy our goods but, on the contrary,
the German auto maker, the French vintner, the.country receiving
military assistance, get more and more dollars. They have more dollars
than they want, so they have taken those dollars to their local banks
and exchanged them for their own currency or for Canadian dollars or
yen or Deutsche marks.

It is this failure of the foreigners to use their dollars

to buy our goods (because they are priced too high in relation to

goods from other countries) that is the heart of our problem.

Present levels of aid, investments, invisibles and imports would
all be sustainable if the dollars so moving abroad were turned
around and sent back to the United States for goods we produce ==
but they are not. Our prices are too high. Thus the foreigners
have accumulated more dollars than they want.

For the past several years this fact was obscured because
the foreign commercial banks were quite willing to accept the dollars
because they knew that they could (whenever they wanted to) take
those dollars to their central bank and get their own or other
currencies at a fixed price. Besides that, the commercial

AT L IR T S
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banks were able to lend out those dollars at higher rates than

they could lend their own currencies. This was due to a restricted
supply of funds and interest rate regulations in the United States
which caused Americans to borrow a lot of these dollars owned in
Europe (hence called "Eurodollars").

However, funds are nhow available in the United States,
and at lower interest rates than in Europe. Americans have repaid
some of their Eurodollar borrowings, Eurodollar interest rates
have dropped, so the foreign commercial banks no longer want
to hold as many dollars. As a consequence, they take the
dollars to their central banks and obtain other currencies
in exchange.

2. Our Promise to Pay in Gold

In 1945, the central banks agreed that they would buy
and sell currencies at fixed parities (or exchange rates) in
relation to the dollar and to gold.

Hence, the foreign central banks have accepted the
dollars from their commercial banks, both because of that earlier
agreement and also because the dollar is the principal international
currency. Perhaps even more important, the foreign central banks
had been assured®* by our government that the Treasury would buy
those dollars for gold at a fixed price (of $35 per ounce of gold)

any time the central banks so desired.

® By the Gold Exchange Act of 193u.

BEST COPY AVAILABLE



775

~10-

In view of our promise to convert dollars into gold at
a fixed price, each such central bank was quite willing to accept
dollars in settlement of transactions with other nations. Indeed,
since not much gold was being mined, the foreign central banks
were glad to have an increasing volume of dollars to finance the
rapid growth in international trade. Thus for years the accumula-
tion of dollars abroad was welcomed. It overcame the "dollar gap"
of the forties and early fifties and created little concern until
quite recently.

So what has changed?

The one thing that always makes a creditor uneasy «-
uncertainty as to whether the debtor can pay.

3. Our Inability to Fay

But how can anyone question the ability of the great
United States to pay? Is there any question of its honesty or
its good intentions? No, but the United States has said that it
would redeem all of those $43 billion of dollar claims (or so
much thereof as are presented by the foreign central banks) and
pay in gold at the fixed price of $35 an ounce.

Twenty years ago we could easily do so for we had
$23 billion of gold to pay a modest $7 billion in short-term

dollar claims.
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But in the last twenty years, while we were spending
all of those dollars abroad and were also using our gold to pay
for some of our deficits, our gold supply has diminished. As the

claims against us have risen, our ability to pay has declined.
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As of December, 1970, we had $43 billion of short-term

claims outstanding and only $11.1 billion of gold with which to

meet those claims.

Our situation may not be quite so bad as that sounds.

We have some other assets besides our gold -- and short-term "swaps"
or borrowings.

At the end of 1970 we had -- ‘
$600 million of convertible currencies
$1.9 billion of IMF drawing rights
$900 million of SDR's, as weil as that
$11.1 billion of gold

for a total of $14.5 billion.

But still that is only about one~third of the short-term

claims held abroad.
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Even so, the Treasury isn't required to pay gold for
all of that $43 billion of foreign-held claims. They have only
undertaken to pay gold for such amounts as are presented to us
by the central banks.

As of December, 1970, the foreign central banks held
only $20.1 billion. That is not $u43 billion, but it is more
than the $1u4.5 billion we have in gold, convertible currencies
and drawing righrts all put together. We can't even meet those
claims if they are presented by the foreign central banks.

Our problem is simply that foreigners have more dollars
than we can redeem in gold or goods ~- at present prices. As a
consequence they do not put as high a value on the dollar as they
did ~- nor do they put as high a value on the dollar as they put
on the number of Deutsche marks or yen or Swiss francs for
which they could exchange the dollar at recent rates. Thus
they turn their dollars into the central banks which now have
more dollars than they want.

4., Is the Problem Really Serious?

(a) The Foreign Central Banks May

Nof Ask Us_to Pay-
After all, the other nations are more interested in
international trade than are we. For most foreign countries

internaticnal trade constitutes a far ‘larger part of their total
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activity than is the case in our country. To carry on this very
extensive and rapidly growing trade between nations requires a
‘medium of payment, a currency that is both =--
(i) universally acceptable, and
(ii) outstanding in an adequate amount.

No currency other than the dollar quite meets those two
requirements. Sterling did for several centuries, but in view of
the deterioration in Britain's position, the loss of its Colonies,
and its several successive devaluations,sterling, though still a
respectable international currency, is not as desirable as the
dollar.

The Deutsche mark and the yen are stronger than the
dollar, perhaps under-valued and universally acceptable, but they
are not available in anywhere near sufficient quantity to finance
world trade. Thus, with no other entirely acceptable alternative
available, the world's central banks don't want to see the dollar
abandoned as a world currency. At least not until there is a better
alternative currency in adequate supply. Ten years from now the
Common Market countries may have a common currency which meets the
two requirements and it may serve as a second reserve currency or
even displace the dollar as the dollar took the place of sterling.
But such a common currency will not develop overnight.

So, in the meantime, what can the central banks do?

BEST COPY AVAILABLE

. .



780

~15=-

Throughout 1969 and 1970 when the commercial banks were
holding the great bulk of the foreign-held short-term dollar
claims and enjoying high interest rates, which they received
thereon, the foreign central banks were relatively content to hold
their dollars -- and to get a nice return on their dollar claims, too.
At’the same time they urged the United States to "get its house in
order," that is, to slow the rise in our prices (particularly in
the export prices of our manufactured goods), increase our exports,
and achieve a balance in our payments. The foreign nations, and
especially France, may also have enjoyed criticizing us a little
in view of the fact that until a few years before we had been quite
critical of those countries whose loose domestic policies had resulted
in the necessity for their devaluations. But beyond their sancti-
monious speeches at the annual meetings of the IMF, they were not
willing to do very much. In fact, although they urged us to get
our payments into surplus, none of them offered to turn their own
surpluses into deficits. However, Germany now has on three
occasions permitted its currency to rise in relation to the dollar
which has hurt its exports and helped ours.

On the most recent of these occasions earlier this month,
Germany, after ceasing to support the dollar at the official rate
of $1.00 to 3.66 Deutsche marks, sought to achieve an agreement
with the other Common Market countries whereby they would all adjust
their currencies in relation to the dollar. This might have

relieved -~ temporarily -- some of the existing stresses and might

i
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have made U.S. dollar prices more competitive in world markets.
But (aside from Switzerland and Austria which are not members
of the Common Market) only Belgium and Holland were willing to
cooperate, and Belgium only to a limited extent.

Thus, the first of a probable series of crises has
pgssed. And as Paul Samuelson observed, "It was no economic
Pearl Harbor."

So why worry?

‘Well, we might worry because far from "getting our house
in order," our position continues to deteriorate. Our balance
of payments deficit (excluding our receipts of SDRs) was $u4.7
billion in 1970; the foreign held short-term claims increased by
about $2 billion in 1970. Our supply of gold, hard currencies
and drawing rights decreased $2.5 billion in 1970, and the
situation continues to deteriorate. We are not using our time to
get our house in order. The situation grows worse by the month!

Second, we might worrry because our domestic interest
rates have come down. This has occurred because ~-- for domestic
reasons -- we have shifted our monetary policy from one of restraint
to one of greater ease. Perhaps the decline is only temporary, but
in the interim there is less demand for Eurodollars abroad. Conse-
quently, more and more foreign commercial banks have been turning their

dollars into the central banks, and at a staggering rate.
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On three days in early April some $2 billion had to be
absorbed by the Bundesbank, and on May 4 and 5 another $2.2 biilion.
This triggered Germany's determination to float the mark. After
some brief interval, it is likely that Germany will stop %loating the
mark and fix a new rate. Since that German action, both that country
and Belgium have attempted to discourage any further movement of
foreign owned funds into their countries (by prohibiting the payment
of interest thereon). Other restrictions on capital movements are
likely to follow.

Third, we might worry because as dollars are presented to
a foreign central bank iﬁépgssijissue{its currency in exchange.

This increase in its money supply may create inflationary pressures

within its country =-- perhaps at.a. time when this directly thwarts
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its intended anti-inflationary policy. This was the case in the
recent inflows into Germany and explains why the foreign central
banks deeply resent such inflows. They feel that the United States
is creating the problem for them -- and not assuming any
responsibility for its solution.

Fourth, and most imnortant, the tempcrary "relief" accorded
the dollar by the floating of the mark and the modest changes in the
other currencies will only tend to reinforce the conviction of our
people that'they can devote their attention exclusively to domestic
problems. Statements that the recent disturbance was a German
problem, thereby apparently denying any responsibility on our
part, is, unless it was merely a trading gambit, the expression of
a truly dasturbing point of view. The present crisis is no* due to
short-term speculative swings seeking arbitrage. On the contrary,
it is an acceleration in the movement away from the dollar that has
been going on for several years and gaining velocity over the past
few months. The professed attitude of the Administration (which
would appear to be that of a detached observer) appears to be
one of relief that the crisis has passed. Instead of taking the matter
seriously and attempting to regain competitive prices for cur goods
around the world, it suggests that they will continue to stimulate
the economy for short-range domestic reasons -- either unmindful
of, or unwilling to acknowledge that, the inevitable result of this
stimulation will be more rapid increases in our domestic prices anda
further worsening in our competitive position in world markets. (It is to
be hoped that this is merely a pose to distract the world from still

secret efforts to achieve a multi-national agreement on new parities.)

3
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Thus, though we.may feel relieved by the passage of
this crisis, the longer-term result may be merely to exacerbate
an already serious problem -- prices out of line with world markets
and a further destruction in foreign confidence in the dollar.

Fifth, looking even further ahead, our own unwillingness
to attack the underlying issue of "overpriced U.S. goods'" and
consequently our postponement of corrective action, may accelerate
the development of the Common Market's common currency. The
prospect of such an acceptablé*world currency does not concern us
today, but it may on some tomorrow. If it becomes the world's
number one currency, then the United States corporation desiring
to invest abroad will find itself in the position of the European
corporation today. To invest, it would have to borrow a foreign
currency which neither it nor its home banks can generate at will.
Thus, our corporations will be severely handicapped, just as
British and other foreign corporations, which cannot use their
domestic currencies abroad, find themselves handicapped today.

To me it is tragic that the United States, the richest
country in the world, is a debtor which is unable to meet the
demands which at any moment may be made against it. It is almost
equally unfortunate that our government seems to be unwilling to

give the problem's solution any priority.
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Many observers continue to say, "Don't be concerned.
The United States is the banker to the world and, like any other
banker, it can't afford to keep itself so liquid that it could pay
all of its deposits at any one moment. Besides, it doesn't need to,
since the depositors will not all seek payment at any one time."

But that is far from an apt analogy. When an ordinary
commercial bank is faced with withdrawals in excess of its cash
and quickly marketable securities, it can go to its central bank
for liquidity. But there is no equivalent place for the U. S.
government or its central bank to go. Furthermore, the ordinary
commercial bank has total assets far in excess of its liabilities.
Beyond its liquid assets, it has extensive longer-term assets,
notaes and securities which provide the base for its borrowing of
cash from its central bank. But the U. S. Treasury has no similar
assets to support the dollar.

Thus, today if the foreign central banks should press
for payment, our Treasury would be unable to pay its debts as
they are presented.

So today we cannot redeem our outstanding obligations.
In that sense, our nation is insolvent. As Gottfried Haberler

has suggested in a recent study:
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"To put it bluntly, it is now fairly generally
realized that....the dollar is de facto incon-
vertible into gold, at least for large sums....
Foreign central banks cannot convert large sums
of dollars into gold....as France did under
DeGaulle in the 1960's."*

We avoid the humiliation of presentation and confessed

inability to pay, only through the forbearance of our creditors =--

the foreign central banks.

Economists at one end of the spectrum argue that the
growing discrepancy between the U. S. gold reserves and the volume
of foreign-held dollar liabilities will eventually undermine confidence
in the dollar and lead to a crisis. But they differ as to the
solution. Some, such as Jacques Rueff, for example, want to go
back to the gold standard, after doubling or tripling the price
of gold. Others, such as Robert Triffin, want to avert the danger
by making the IMF a rea; world central bank, a lender of last
resort with broad money-creating powers.

Economists at the other end of the spectrum, while con-
ceding the deterioration in the competitive position of the
United States, st’ll contend that the other nations have become
so dependent upon the dollar as to have little choice in the matter.
They may either go on accumulating unwanted dollars or alter their
own policies, reducing their own payments surplus (and incidentally
our deficit in the process) by appreciating their exchange rates,
by reducing their trade barriers to our exports or perhaps even by
assuming a greater portion of the foreign aid and defense expenditures
¥ Gottfried Haberler and Thomas D. Willett, A Strate for

U. S. Balance of Payments Policy, American Enterprise
Institute for Public Policy Research, February, 1971.
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which the United States now bears. Thus, economists of this
view argue that we should not be overly concerned with our
payments deficit.

I hardly need point out, however, that our creditors
are not inclined to blame themselves for our situation. Some
feel that they adopted the domestic disciplines required to pre-
vent their own prices from rising and should not now pay the price
for our unwillingness to do the same. As a consequence, they are
unwilling to revalue their currency upward (and, therefore,llose
exports and create a deficit in their payments balance) just to
help us -- at least not until we show some willingness to take

the steps required to solve our own problem.

(b) Is_the_Problem Just a Temporary One?
Some argue that the problem is temporary and suggest it

is already improving. They point out that wages rose faster in

Japan last year than in the United States. It is true that the

average wage in the steel industry in Japan went up about 17 per cent

as against an increase of only 5.6 per cent for the steelworker here.
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But the Japanese wage went up from $1.54 per hour to about $1.80
per hour, an hourly increase of only 26¢, whereas our workers'
wage went up from $5.38 per hour to $5.68 per hour, an increase
of 30¢. Whose wage went up the most? Which nation became less
competitive in its costs by virtue of those increases?

Some writers say that high wage increases in the United
States (an average of 12 per cent in the first year of the new'
contracts entered into in 1970) are not really significant in view
of the fact that two-thirds of the labor force is non-organized.

But, as every business manager recognizes, eventually he has to
match these union inc;eases with similar increases for his office
and other unorganized help.

Others argue that our dollar outflow is entirely due to
the escalation of our expenditures in Vietnam. This war is so
unpopular that we are tempted to blame it for every unpleasant
situation. In the first place, however, our payments deficits existed
long before 1965. There is no question that our military expenditures
and our foreign aid constitute a severe drain on our international
payments. If (i) we stopped all military spending in Vietnam and
(ii) brought back all of our soldiers and sailors from Europe and
the Mediterranean as well as the Far East, and (iii) halted all of
our foreign aid programs throughout the world, our balance of payments
would have been in surplus by at least $2 billion in 1970, although
this assumes, of course, that there will be no offsetting cost

increases elsewhere.
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However, many respected observers do not believe
that we can achieve these savings. Reduction in military expendi-
tures in Vietnam might be offset by (1) civil expenditures and
economic aid programs to hold that country together, (ii) aid to
Thailand, Laos and Cambodia, and (iii) increased military expenditures
in the Mid@le East. It is not realistic to assume that once the
Vietnam War is over there will be no further tensions, no need for
a continuation of present foreign military expenditures in Europe,
and no need to prop up friends with economic aid. While some reduc~
tion may be achieved in these costs, it is very doubtful that the
savings will be large enough to resolve the over-all payments deficit.
We have a serious dollar problem, and it is not suspectible
of any easy or automatic solution. The problem has been building
up for years -- and our national disposition has been to ignore it,
and to hope it will go away. It won't! We cannot afford the fourth
alternative of inaction. .

B. The Underlying Cause of Our Problem

What has brought about this problem?

What happened? We were rich and powerful and generous
and respected, and somehow all of a sudden we find that our credit
has detériorated. We are considered "slow-pay," perhaps insolvent,
a debtor existing by the sufferance of creditors on whom we were
showering our largesse just a short time ago.

What has happened to change all this?
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1. We Have Great Assets

We had a great country. We still do. But what are the
sources of its strength?
There are several, and certainly they include:
(a) Natural resources (agricultural and minepal);
(b) An invigorating climate;
(c) Adequate capital;
(d) A productive people:
4 (i) Well educated;
(ii) 1Ingenious;
(iii) Hardworking;
(iv) Peace-loving;
(e) A large market without internal barriers.
We still have these blessings (or most of them). But
the difference is that we no longer are unique in these respects.

2. But Now Other Nations Have Equal Assets

Let us examine our assets.
(a) Natural Resources
Our country is richly endowed with natural resources,
and these were instrumental in our early development. We still
have our great mines and our cornfields. These became even more
precious as across the world the enormous increase in the raw

material needs of modern industry threatened to outstrip by far

the once traditional sources of supply. But, as a consequence

s
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of this fear, vast new raw material sources have been opened up
over the past two decades, and revolutionary changes in bulk
and ocean shipping have made direct access to conveniently
located, nearby raw material sources much less important than
formerly. Any nation, such as Japan, with adequate harbors
can locate industries on the coastline, thereby gaining éd—
vantageous access to raw materials. The Japanese steel industry,
for example, relies almost entirely for its raw materials upon
distant world market sources from whence it can bring them to
its shores as cheaply as we can bring our own domestic supplies
to our plants. Even the United States now imports one-third
of its iron ore, more than 10 per cent of its aluminum, more
than one-fifth of its petroleum and almost all of its nickel.
We are indeed fortunate, but we are no longer unique in our
access to raw materials.
(b)  An_Invigorating Climate

Our country lies in the Temperate Zone -- but then so
do Western Europe, Japan, Australia and much of Russia,
South America and Africa. Our climate is a blessing, but
it is not unique.

(c) Adequate Capital

We have large amounts of capital -- probably adequate

capital, despite our recent recourse to expensive foreign
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financing which reflected inflation and higher interest rates at
home. But so does Western Europe (it helped finance our earlier
development and is now developing significant capital markets).
Japan has lacked adequate capital, but its people are saving at
almost twice the rate of our people. By sacrificing soﬁe
competitive economic freedom, Japanese industry has been able
to attract enough from around the world to fuel its virtual
economic miracle. Moreover, as with trade, the post World War II
years have added greatly to the international mobility of
capital. So, the adequacy of capital is not the unique
advantage to the United States that it once was.

(d) A Productive People

Our people are great.

They are literate, at least about 98 per cent are; but
that compares with 99 per cent in Germany and Britain, and 98 per cent
in Japan.. Our traditional emphasis upon education, however, has
exposed a much larger proportion of our population to some form
of higher education.

Our people have ingenuity. We would like to think we
have mdre than the other peoples of the world, thougﬂ this is
hardly demonstrable.

Our people are willing to work. Our workweek, which
is only a rough measuring standard, has averaged between 37 and 39

Ty e o

52ST COPY AVAILABLE



793

~28-

hours over the past decade. 1In Western Germany it was U8 hours,
but weekly hours worked have declined to 44. In Japan it is
49 hours.

My friends in manufacturing abroad tell me that the

tempo of the worker in our factories may be better than that in

England, but no better than that in France, lower than that in
Germany, and considerably lower than that in Japan.

We know that our people remain peace~-loving and that
we have no territorial ambitions, but the fact is that in the
past twenty years we have spent far more money on military
campaigns than have any of the other major powers, first in
Korea and now in Vietnam. Despite our people's good intentions,
we have spent some 140 billion dollars in these two military
campaigns which inevitably stimulate inflation and add to our
costs, making exports more expensive, increasing imports and
further impairing our balance of payments.

We are literate, ingenious, hard-working and
peace-loving -- but do we have any unique advantages in these

respects?
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(e) A Large Market Without_Internal Trade

Barriers

Mass production requires mass markets. We continue
to enjoy a large, affluent, domestic market consisting of about
200 million people. But the population of the Common Marke£,
within which tariffs have been removed, now totals 186 million,
a total which will be greatly enlarged if the 55 million people
of Britain, and the 35-40 million people of the other countries
seeking membership do gain admission. The standard of living of
the European countries is not up to our level, but if the present
negotiations succeed, this European market would surpass ours in
population and approach us more closely in terms of wealth.
Similar dramatic changes are taking place in Asian markets. Japan,
unable to establish its hegemony over Southeast Asia by military
force, is now establishing similar control commercially -- a
development in which our country has assisted. Although the Asian
population has modest income compared to ours, there are more-than
a billion people in that market. In addition, the sustained effort
to reduce tariffs and trade barriers since World War II has opened
up world market possibilities to a greater degree. Thus, this once
unique advantage which we have enjoyed is now common to at 1eas%
two other powerful competitofs.

3. Our Adventages Are No Longer Unique

The heart of our problem is two-fold.
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First, in the past, the United States had unique advantages -
access to raw materials, a large market, adequate capital, and
industrious people. Exploiting these unique assets made us rich.

It gave us the highest living standard in the world. But the fact
is we no longer are unique in these all-important respects.

Second, as a nation we have not realized that these are
no longer ours exclusively. But the fact is that today these
advantages are possessed in significant degrees by our competitors.
As a consequence, we are playing thé economic game under the
same advantages and handicaps as are the Western Europeans and
the Japanese. No longer do we have significant advantages.

They are‘skilled, competent and well-educated and they appear
to be willing to play harder.

Moreover, the game is far more important to them. We
export more than any other nation in the world, but trade accounts
for only about 4 per cent of our Gross National Product and is
therefore much less important to us than to our competitors. Exports
from the Common Market to non-member countries are equivalent to
about 12 per cent of their combined GNP. For the individual
member country, however, the flourishing trade within the EEC
means that total exports from the Netherlands are equivalent to
about 45 per cent of GNP, Belgian exports account for about 38 per cent
of GNP, and German exports for 23 per cent. Thus, they are willing
to play the game a little harder.

Can we expect to continue as the champions?
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II. WHAT SHOULD WE DO?

We are still king of the hill, but the top of the hill
is slippery and the gang is coming up to try to topple us. So
what should we do?

There 1s no quick solution, there 1s no easy solution,
and there 1is no single solution. We are continuing to build up
dollars abroad -- dollars which are not wanted because they
cannot in fact be exchanged for gold -- or for goods at competitive
prices. Our creditors, the dollar holders, are restive and
impatient. And they are beginning to doubt that we will do better
in the future.

Under these circumstances the United States has three
alternatives and only three. We can:

1. Reduce our foreign expenditures, curtall imports,
tourism, forelgn travel, etc., reduce or eliminate forelgn aid,
military assistance, and the defense of the free world, or some
significant part thereof;

2. Reduce our costs and prices in dollars; or

3. Reduce our costs and prices in terms of other
currencies (by reducing the parity of the dollar in relation to
other currencles).

None of the three alternatives is welcome. Although I
believe that there is room for considerable reduction in our

military expenditures -- at least those that are partially for the
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benefit of other countries, especially NATO and Japan, I do not
believe that our country is willing to pursue the first alternative
at this time, at least to the extent required to balance our
payments.

Our prices constitute the underlying problem which we
must resolve if we are to maintain our position of leadership in
the world. Otherwise, any other remedy would be no more than a
temporary stopgap measure. In the interim, however, it would be
helpful if we could somehow reassure our creditors, to make them
less impatient and more inclined to wait for us to become more
éompetitive.

Thus, we must simultaneously work on two aspects of
the problem.

We must seek to become more competitive.

We must encourage our creditors to forbear while we

do so.
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A. We Must Re-Establish the Relative
Purchasing Power of the Dollar

The dollar is nct considered to be as sound as the
Deutsche mark or the yen -~ a* the moment. But it can be made
as sound if we, as a nation, establish the priorities to make it
so. It is not necessary actually to balance our payments (though
to do so for one or two years would certainly create confidence),
nor do we have to keep our prices absolutely stable.
What we must do is to convince the rest of the world
that the United States will maintain the relative purchasing power
of the dollar vis-d-vis other convertible currencies into which
the dollar can be converted. 1If a dollar will buy as much of
American goods as the number of yen, into which the dollar can be
converted, can buy Japanese goods, then our foreign friends will
be willing to hold dollars and buy our goods. Business will be
brisk, employment high, and we will benefit domestically as well as
internationally. But today that is not the case.
The past few weeks have highlighted the problem. As of
May first, one dollar equalled 3.66 Deufsche marks, but 3,66 Deutsche
marks would buy more goods than would the dollar. So dellar holders
switched their dollars into Deutgche marks -~ and in such quantity
that the Bundesbank stopped buying dollars -- and the mark was floated.
Thus, there are two basic alternatives. We can either --
(1) Hold down the dollar price of our goods so as to
achieve a reduction in relation to the prices of

others' goods, or
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(2) Reduce the fixed ratio of the dollar to
other currencies.

The first is the more difficult course, but is far
preferable to the second course of action which offers no
‘permanent solution. As we have seen through several recurring
foreign exchange crises now, adjustment of rates alone does
not solve the problem.

We can implement our first alternative but at some cost,
for it would require public acceptance of restrictive governmental
policies, and we first must educate the people as to the existence
and importance of the problem requiring these policies.

1. We Must Acknowledge the Problem and Accept

the Fact That It Is of Sufficient Importance
to Warrant a High Priority Among National Goals

Basic to a solution is to give the problem serious attention.
So far we haven't done so.

Too few of our government officials even understand the
problem. The appointment of an Assistant to the President for Inter-
national Economic Programs and the establishment of the President's
Council on International Economic and Foreign Policy were useful
moves. They have resulted in an alerting of the President and the
Cabinet to the situation and the need for action. Perhaps the
forthcoming report of the Commission on International Trade and
Investment will be helpful. But at present there is little under-
standing or concern at lower levels in the government.

The Board of Governors of the Federal Reserve System clearly
recognizes the problem -- for they are the ones directly under pressure.

The Congress has heard the words, but it has a world of other
problems so urgent that it has given relatively little thought to this
distant problem that may not arise.
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Over the past several years many academic people have
recognized the possibility of the problem developing and have
watched it do so, but many of them have watched with "benign neglect."
That is, they have an intellectual understanding of the situation
but have little concern because they feel there is no immediate crisis
and, indéed, there is no certainty that one will develop at any later
date.

Thus to date our people have not taken the problem seriously --
and there is a very real possibility that they 'won't do so -- unless
something further occurs to disturb us and create concern. But what
could occur?

The world may gradually express a preference for other
currencies. When foreigners sell to us, they may ask for payment in
Deutsche marks or Swiss francs, or even yen. The dollar will not
actually be accepted at its stated value. We have seen some of this
in recent days. We may soon see it in a more extreme degree. As
has occurred with many other depreciating currencies, there may be
two prices: the stated legal price of $35 an ounce, and a lower
price in the actual markets of the world. This would be a de facto
devaluation. It might or mipght not be followed by a further revalu-
ation of other currencies upward in relation to the dollar as the
Swiss franc and the Austrian schilling have recently been revalued.
Germany's decision to float the Deutsche mavk is likely to be fol-
lowed within another six weeks by a new revaluation. However, the
failure of France and Italy to cooperate will add to the already
considerable internal ovressure on the German government to moderate
any change. Thus, the revaluation is likely to be inadequate with
the result that further changes may be necessary within a relatively

short period. The net effect of any such change will
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be unpleasant to our people as they would make all imports more
expensive -- but temporarily it wouldvimprove our position as it would
tend to reduce our imports and increase our exports.

Unless and until we as a nation accept the real pos-~
sibility of such a denisration of the dollar, we.will not be
willing to take the courses of action necessary to avoid such a
catastrophe -- for the solutions are not pleasant.

B. We Must Discourage Other Countries
From Selling Below Their Cost

In order to compete in world markets, we must get our
costs and prices in line with those of other nations. To accomplish
that, we must limit our costs and profits to the level of those
in competing countries. But we must also insist that the rules of
the game be enforced and see to it that our competitors do not
sell below their cost.

In the General Agreement on Tariffs and Trade (GATT)
effective in 1948 (and in the subsequent years as additional
countries signed this Agreement), all of the major trading nations
agreed that dumping -- by which exports are sold at less than the
comparable price in the exporting country (after allowance for
differences in taxation, conditions and terms of sale, and other
differences affecting price comparability) -- should be prohibited.
While we may levy anti-dumping duties, this is a complicated and
time-consuming procedure. Moreover, under the GATT rules exports
can be exempted from certain taxes, such as the value added tax

which is widely used in Europe.
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Nor are the rules governing subsidies on exports very
effective. Subsidies are not adequately defined, and are typically
very difficult to identify because they may arise from many in-
direct measures and domestic policies followed by the various
governments.

Over the past decade, and especially in the last five
years, our principal trading partners have had much more moderate
increases in export prices than in their general domestic price
indices.

EXPORT AND DOMESTIC CONSUMER PRICE INDICES

tor
THE UNITED STATES AND MAJOR INDUSTRIAL COUNTRIES *
1ives-

France German Ital U. X,
|Exp_Dom | Exp Dom | Exp_Dom | Bom | £~ Bom
99 89| 93 91102 83| 95 91

100 61| 88 94} 98 84| 96 94
99 95 (100 97| 98 93} 97 98

i

1853 ‘100 10())100 100 | 100 100 | 100 100P} 100 100 { 100 100 {100 100

'
1654 1101 101 | 101 102 | 101 104 | X 103 [ 100 1

55 ot 1oz 1ot 04 3 _02 ll)} ‘100“ 102 103
1965 {104 103 [ 108 104 | 101 112 | 105 106 | 102 106 | 102 111 ;104 108
1066 107 108 i 107 108 ; 10t 117 108 109 {103 110 | 10} 113 {108 112
1967 7 110 109 ! 109 112 |10t 122 1107 112 | 102 111102 118 |108 115

fin mlns 117 1102 129 {1056 117 101 113|101 119 | 101 121

1969 ‘115 120 | 116 122 . 105 156 109 124 | i04 116 105 122 | 105 127
1970 lxzz 127 | 123 126 !lxo 146 [ 111 131 {114 120 | 110° 128 | 111° 135

*Source: 1International Monetary Fund, International Financial

Statistics, various issues.

a Component parts of Canadia: export index changed in.1961; on
previous index, value for 1960 would be 109.

b Statistical base for the French domestic index changed in
1963 and following vears. .

c The 1970 export indices for Framce, Italy and the United
Kingdom are based on the first three quarters only of 1970.
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The slower rise in export prices than in domestic
prices may be explained (and justified) by the fact that in several
instances export sales have increased so rapidly that unit labor
costs have been reduced. In other instances wages

for domestic services (as distinguished from manufacture) have

risen without any corresponding improvement in efficiency so that
domestic prices, including a large segment of services, may in
fact have risen more rapidly than the prices of export items.
This is true in our own case but to a much lesser degree.

But a suspicion remains that other nations do in fact
offer inducements in the way of tax credits, low rate financing
and in other ways to encourage exports. This results in some
export prices below domestic prices -- and perhaps below cost.

Our government should explore this matter to ascertain:

First, whether the other nations are in violation
of GATT; and

Second, if not, how we can achieve a more equal
competitive position, either by adopting similar poli-
cies or by inducing other nations to abandon theirs.

In this and other relations with other trading nations,
the United States must adopt a much tougher trading atiitude than
that which has appeared to characterize our post World War II
negotiations. By this I do not mean that we should move in the
direction of granting greater protection to our manufacturers.

I mean instead that we insist that other countries grant less
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protection, and less aid to their producers, and move toward

a more open world of trade. Furthermore, that to induce them to
do so we re-examine our whole inventory of persuasion, including
aid, military assistance, our troops abroad, our fleet in the
Mediterranean, and other influences that we can extend or with-
draw as a part of our over-all negotiations. )

C. We Must Get Our Costs and Prices in Line

As we stated at the outset, we could improve our balance
of payments through reducing imports, tourism and investment. Such
steps may be tempting because they would be easier to achieve, but
they defeat our long-run purpose of a more open world for trade
and investment.

Another alternative would be to eliminate, or at least
reduce substantially, our foreign aid and military assistance
programs and our disproportionate expenditures for the defense
of the free world. These reductions alone would get us into
balance on a liquidity basis. But we appear to be committed to a
continuance of these expenditures. They are undoubtedly desirable ~-
but so is the preservation of the dollar's acceptability. It is a
question of priorities.

Thus, we face the remaining alternative of getting our
costs and prices in line with world markets. We can do this in
either of two ways, reducing our (dollar)costs ~-- or by devaluation.

1. Can We Reduce Our Dollar Costs?

The most direct way to improve our exports is to get

our dollar prices down to or below the level of competitive world prices
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Ways to achieve that include: lowering waées, eliminat-
ing restrictive labor practices and reducing profits. None of
these commends itself to the people who would suffer ‘herefrom.
This crisis, if it be done, does not inspire patriotism. There
are few heroces in the war against inflation. Consequently, we
may not be willing to pay the price -- a high price.

In stating the problem, we must be careful not to over-
state it. We need not get our costs down. We merely need to slow
the rate of rise. Our competitors' costs are rising too. Our goal
should be to hold our rise in costs sufficiently below that of
other nations so that their costs gradually catch up with ours.

Is this possible?

(a) An_optimistic viewpoint

Yes, indeed, it is possible, and we achieved it in the
years 1957 through 1964 when our prices rose only 1 per cent a
year. Indeed, we were able to hold the rate of increase in our
unit labor costs below those of the other competing nations.

Per Cent Increase From 1957 To 1964

Hourly Output Per Wage Costs Per

Earnings Manhour Unit of Output
Japan 81 46 25
Germany 81 u7 24
France 73 40 23
England 43 29 14

U.S.A. 31 E‘.;’.ﬁ *1'\11‘.2?::», . 4

LA IR I
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We are doing it again now. During 1970 such figures
which are available suggest that we again had a lower increase
in our unit labor costs than did our competitors.

Per Cent Increase In 1970

Hourly Output Per Wage Costs Per
Earnings Manhour Unit of Qutput
Japan *# 18 10 8
Germany # 8 -1 ]
France * 7 uy 3
England * 11 1 10
U.S.A. 4 1 5

* First nine months of 1970.

Although we do not have statistics, it would appear that
our unit labor costs during the first quarter of 1971 have grown
at a more moderate rate than did those of cur principal competitors.

So it can be done.

(b) A pessimistic viewpoint

We did it from 1957 through 1964, but at an average cost
of 6 per cent unemployment, indeed, 6.8 per cent in 1958 and 1960 -~
a sufficiently unpopular state of affairs so that in 1960 John
Kennedy, when a Presidential candidate, could successfully campaign
with the promise "to get the country moving again."

As a consequence of that philosophy and the escalation
of our expenditures in Vietnam from 1964 on, our labor costs rose

far more rapidly than did those of the other nations.
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Per Cent Increase From 1964 To 1969

Hourly Output Per Wage Costs Per
Earnings Manhour Unit of Output
Japan 89 77 7
Germany 38 31 6
France 49 u1 7
England 41 22 17
U.S.A. 28 1y 14

We are going through the same cycle once again. The
restrictive monetary policies which achieved the present degree
of stabilization caused a 6 per cent unemployment rate. Again
that was unacceptable and consequently led directly to the relaxa-
tion of the restrictive monetary and fiscal policies beginning
in February of 1970. The Nixon Administration hopes (as do we all)
that by a most precise exercise of monetary and fiscal policy, it
will be possible to overcome unemployment and yet keep our annual
price rise to perhaps a 3-1/2 per cent level.

If the stimulative policies increase production more
rapidly than employment, we will achieve greater efficiency and lower
costs -- at least for a period. This is to be urgently desired.
However, as times goes on, unless the stimulation is effectively
moderated, it may appear that in the early seventies, as in the
late sixties, the goal of containing inflation was quickly replaced
by the more popular effort to reduce unemployment with inflationary

‘pesults. Unfortunate as this would be, it would appear to reflect
the desires of the American peonle. Employment comes first. Stable
prices are down a ways in the 1ist of priorities and the balance of
payments surplus is close to the bottom. However, the test of political
leadership is not merely to cater to the public's emotions, but to

inform and influence the public's attitudes toward those goals that

are in the public interest.
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(c) A realistic viewpoint

As we have not been of a mind to set as high a priority
on a stable currency as on growth and full employment, there is
a persistent bias in favor of price increases. This has caused
us to assume that such a bias is inevitable.

However, over the past 150 years, from 1820 to 1970, the
bias was not very great. It took almost a century, from 1820 to
World War I, for consumer prices to double, that is, an annual
growth rate of about one per cent. There were in fact recurring

periods of rapid rises (in most instances these were associated

with wars), but they were usually followed by periods of sharp

decline.
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Since 1940, prices have risen aimost continuously.
On the basis of the earlier periods, we might have anticipated
that the sharp rises during World War II, Korea and Vietnam would
be followed by periods of significant declines as government

expenditures declined, unemployment increased and prices were

reduced. However, no such declines have occurred since Werld War II.

Presumably this is due to the government's efforts to avoid any

serious- post-war recessions through the instrument of the Employment

Act of 1946.

It is to be fervently hoped that in time we will learn
how to moderate expansionary forces without increasing unemploy-

ment, but to date we have not discovered that secret.
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Inflation and Unomplayment
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An objective analysis might conclude that as a nation
we should reappraise the price we pay for full employment. But
today the public is not in a mood for such an examination.

Lower income groups are deeply concerned about present levels of
unemployment and higher income groups are not disposed to accept
the higher tax rates necessary to provide more equitable treat-
ment for those who are made jobless (in order to preserve the
purchasing power of the dollar in the hands of those more affluent).
For the present, at least, we are captives of the philosophy, and
the law, of the Employment Act and its upward influence on costs
and prices.

In considering costs of U.S. manufacturing, we must also
recognize that the current qoncgrn‘with tb% environment is some-

thing of a handicap to export sales. The cost (whether direct
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expense or indirect taxes) of cleaner air and water are costs
which must be included in our prices and, to the extent that
our country sets higher standards in these respects, our costs
and prices will include that much more of an expense item. The
same is true of the costs involved in foreign aid and military
assistance to other countries. These expenses (or interest on
debt incurred to defray such expenses) are included in our costs
to a considerably greater extent than they are in the cases of
Japan or Germany.

i The lessons of the past would seem to suggest that
our price increases can be held below those of our competitors,
but there are several pre-conditions for such a goal.

First, the public must be convinced that the problem
is sufficiently serious to warrant some sacrifice.

Second, the control and prevention of inflation must
be given a higher priority than it has received in the past. This
will mean appropriate fiscal and monetary policies to prevent
excessive demands from initiating another round of inflationary
pressures in the future.

Third, we must develop methods to make economic stabiliza-
tion policies more acceptable to the public. It is not enough to
insist on a restrictive monetary policy, which drives interest
rateé so high as to inhibit housing and high priorit& municipél
projects. We must use fiscal policy more effectively, so as to
prevent such situations from developing.

Fourth, we should develop policies to alleviate the in-
equitable burden of unemployment. This might involve specific taxes

so that the employed and the wealthy would bear more of the costs of

moderating inflation and preserving the value of the dollar. These



812

47—

policies should be combined with others, removing restrictive
practices and inefficiencies, retraining the parts of the labor
force where skills are needed, and enabling more rapid gains in
productivity.

Fifth, this process might be aided by some restraint on
wage and price increases -- but is any such restraint practical?
Canada's recent experience would suggest that a voluntary incomes
policy is ineffective. A legal freeze might have been helpful dur-
ing 1969 when we had restrictive monetary and fiscal policies, but
it would be inconsistent with the present expansionary policies.

If we are to be realistic, can we expect acquiescence
in such an over-all program by the American public or its Congress?

Not in 1971.
Not while we are polarized by Vietnam.

Not immediately before a national political election. (That
may explain the Administration's choice of the fourth alternative --

inaction.)

But in 1973? Perhaps. A second-term President, intent on
gaining Congressional support, might possibly achieve credibility
with the people and a degree of cooperation from the Congress. It is

far from certain -- but it is worth a try.
Before leaving this all-important matter of achieving lower
export prices, we should acknowledge one remaining hurdle.

In general, aside from the growth of world reserves,
over-all international payments must balance with one nation's
deficit balancing another's surplus. If the United States
is to achieve a balance, then some other nation with a deficit
must have a greater deficit or some nation now in surplus

must have a smaller surplus or a deficit.
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The foreign nations which now enjoy balance of payments surpiuses will
be unhappy to see us convert their surpluses to deficits as our lower
prices stimulate our exports. They could offset our lower prices by
themselves devaluing their own currencies. That is a possibility, but
not one so serious as to discourage our determination to become
competitive. The mere fact that a nation is unwilling to revalue is
not evidence that it is willing to devalue. If we merely achieve a
balance or a minor deficit, it is not likely to provoke devaluation
of other significant currencies.

D. We Should Stimulate Our Technological Lead

Another way to improve our exports is to concentrate on our
strength -- our technology. We can't sell significantly more low
technolog§ items, textiles, shoes, processed foods, radios. They
can be obtained elsewhere at lower cost.

The markets that we have kept and expanded are the markets

for our high technology products.

U. S. TRADE (Billions of Dollars)

Technology Intensive All Merchandise
Manufactured Goods Trade =

Exports Imports Balance Exports Imports Balance

1951-55

(Average) 6.6 0.9 5.7 15.3 10.9 Uy
1957 8.8 1.6 7.2 20.8 13.3 7.5
1962 10.2 2.5 7.7 21.5 16.5 5.0
1964 12.1 3.1 9.0 26.3 18.7 7.6
1969 20.5 11.3 8.2 37.4 36.0 1.4

Our technology generally has been far in advance of that
of our foreign competitors -- the result of our more advanced
domestic market, the inventiveness of our scientists and engineers,
and the greater research efforts of our industry, government and

our great universities. But technical advantages are not permanent.
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The expanded interchange of knowledge, people and capital goods
has enabled our competitors to do very well by adopting our tech-
niques and discoveries, making them suitable to their own needs.

So that advantage is continually being reduced. Actu-
ally, we must run very fast in order just to stand still. As
the European and Asian markets advance, they are expanding their
research and development efforts.

Airplanes and computers have been great money eavners-
abroad for the United States. Every country wanted these new
products, but no other country copld make them in as large a volume
and, hence, at as iow a cost. But in time, unless we keep a sig-
nificant technological lead, computers are likely to go the way
of automobiles. We used to export them -- now we are a net importer
of about one million per year. We are still ahead in aircraft, but
we have just withdrawn from leadership in -- and, indeed, from
competition for -- the next generation of aircraft, at least in
terms of speed, the SST.

Are we prepared to stimulate our technological lead?

Are we even prepared to maintain our present lead? A technological
lead lasts only a year or two unless new innovations are continuously
developed. We have been told that Japan is now turning out more
engineers each year than are we. Enrollment in our engineering
schools, which rose so rapidly after Sputnik, has generally leveled

off and begun to decline, partly because of rresently unfavorable
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job market opportunities. Much of our research and development
in television and electronics is now done abroad. Research is
cheaper in Japan and equally creative.

Our corporations remain innovative and spend much on
research and development -- but increasingly they find it easier
to move their production to areas of low labor cost rather than
to hazard millions in the uncertain pursuit of new techniques.

Perhaps the government should support applied research
on commercial and industrial products, but Congress may prevent
any such effort.

E. We Should Offer a Tax Incentive

A tax incentive is a subsidy. It is the grant of
Federal revenue without specific Congressional allocation. Tax
iﬁcentives are not generally in the public interest. But in this
instance we are asking both labor and management to sacrifice
some personal benefits in order to achieve price stability and
overcome our dollar problem. In these circumstances it would
seem appropriate for the government to contribute through a tax
incengive.

The Administration has proposed, and is encouraging
Congress to adopt, the so-called DISC. Under this proposal a
corporation would be authorized to set up a Domestic International
Sales Corporation (DISC) to handle its export business. Tax

deferral'and other concessions would be granted to the DISC
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subsidiary in order to reward exports. Such concessions are
comparable to the special benefits that many foreign governments
have granted to their exporters. If I were free to write a tax
incentive, I would relate the benefit to increases in exports,
whereas the DISC proposal rewards the existing volume of exports.
However, in view of the Administration's support of DISC, it might
have a far better chance of passage. As DISC would be far prefer-
able to no tax incentive, it should be enacted.

F. We May Have to Change the Parity of the
Dollar in Relation to Other Currencies

As we stated in our opening paragraphs, if we are not
prepared to restrict our expenditures abroad, we must.increase our
exports. To do that we must reduce our costs and prices either in
dollar terms or in terms of other currencies. We wouia be far better
off to reduce our dollar costs. But if labor prevents that then
our only alternative is to reduce our costs and prices in terms of
other currencies -- that is devalue the dollar -- or revalue the
other currencies.

1. Unilateral devaluation.

We could devalue. We could simply say the dollar isn't
worth as much as it was. Instead of being 1/35th of an ounce of
gold, we could say it is now worth only 1/40th of an ounce or
1/45th of an ounce. Of course, that is a bit rough on the foreign
central banks that have held the dollars in reliance on our willingness
to preserve their value. Suﬁh an increése.in the price of gold would

primarily benefit those who hold significant amounts of gold and
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those who produce it, primarily Russia and South Africa. It
wouldn't give us enough more gold to make any appreciable improve-
ment in our ability to redeem our dollars. To accomplish that we
would have to double or triple the price of gold. It probably
would not make our exports (priced in dollars) any lower priced

in relation to the foreign buyer's foreign currency, however,
because the parities of other currencies are expressed both in
terms of the dollar and gold. Thus, other countries would tend

to offset our unilateral change in the gold price by raising their
own gold price, leaving the exchange rate between the dollar and
their own currency unaltered. A unilateral devaluation would,
therefore, mean little more than an increase in the price of gold.

2. Devaluation of the Dollar by International

Agreement.
Although other nations (after consultation with the IMF)

can devalue their currencies, to reduce the value of the dollar
relative to other major currencies would require an agreement (and
some preliminary negotiations) with those other countries. Despite
their criticism of our balance of payments deficit, they may not
be agreeable to an adjustment of parities which would significantly
stimulate our exports and inhibit our imports.

But assuming they would agree, would it be wise for

the United States to devalue?

BEST COPY AVAILABLE



818

-53~

If we just devalued and didn't get our costs down, or
reduce foreign expenditures for aid or invisibles, or step up
our technological lead, then the benefit of our temporarily reduced
costs (only in relation to other currencies) would be offset as
labor and business both sought to increase their rewards (wages
and profits) in dollar terms in order to enable them to pay the
new higher pfices (in dollars) for imports.

In England after the last (November 1967) devaluation,
of 14 per cent, wages and prices rose fairly quickly and the bene-
fit from the devaluation was relatively short-lived. The benefit
from any devaluation of ours might last somewhat longer because
our citizens' expenditures for imports are not so large a propor-
tion of their total expenditures as they are in England and most
other countries. Consequently, the necessity for "catching up"
with import prices might not provide so strong a motivation to
our people as to the English.

Thus, devaluation is not really a satisfactory solution,
at least by itself. It might conce}vably be useful as a temporary
secondary weapon if we were prepared to attack the underlying
problem directly with one or more of the following: reduction of re-
strictive labor practices, freezing of wages and prices, or an inten-

sive drive to stimulate development and export of high technology
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products. Alone, unilateral devaluation is of such short-term
value that it hardly warrants the implications of failure and
loss of prestige which it involves.

3. Multi-lateral readjustment of parities

The present parities (or an agreed relationship between
the values of various national currencies) were not ordained by the
Lord.  In the summer of 1944, as World War II drew to a close, the
United States and Britain iﬁitiated a meeting at the little New
Hampshire resort town of Bretton Woods, following which parities
were established in December, 1946, for 25 currencies. Since 1946
an additional 58 countries have done likewise. In the 26 years
since then, 19 of the original 25 countries have devalued their
currencies in relation to the dollar and by a total of 38 times.

Some of our most significant trading partners have
resorted to this means of reducing their export prices and dis-

couraging imports.

As of
3/30/71
1946 Number of Relation-
Agreed Number Upward ship
National Value in of De- Re- to the Per Cent
Currency Dollar Terms valuations valuations Dollar Change
England $ 4.03 2 - $2.40 -40
France! 0.84 5 - 0.18 -79
Italy? 0.004Y 3 - 0.0016  -6u
Germany3 0.303 1 2 0.273 =10
Japan " 0.0028 . - - 0.0028 -

1. From January 26, 1948, to December 28, 1958, France had no par
value established with the IMF, a period during which the franc
was devalued four times.
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Thus, although the dollar is under pressure
today, it has done very well as against other currencies over
the past quarter century. Any devaluation which we might agree
to today would still leave the dollar in a stronger relationship
to all other currencies (other than the yen and Deutsche mark)
than when the parities were established in 1948,

Aside from bolstering our own pride, the above table
suggests that currencies cannot long have fixed relationships when
they are issued by governments which have significantly different
monetary and fiscal policies and experience different price-trends.

A unilateral devaluation may be a satisfactory solution
for a smaller nation whose currency is under temporary stress.

But as virtually all other currencies are based on th3 dollar, the
United States should not move unilaterally. However, if we could
achieve agreement, we might initiate a new series of parities,
either on a broad scale through a second Bretton Woods-type meeting,
or more quickly (with far less disruption of trade) through the

Group of Ten (leading nations).

2. Ttaly did not establish a par value with the IMF until March 30,
1960. Between 1946 and 1960 the lira was devalued three times.

3. The Deutsche mark which was created in 1948 had no established
IMF par value until January 30, 1953. The initial Deutsche mark
rate was 30¢, but in the 1949 devaluation the mark was also
devalued -- to 23.8¢.

4. The Japanese yen, following a series of post-World War II de-
valuations, was established as a civilian currency in April,
1949, with an official exchange rate of $0.0028. This rate was
established with the IMF on May 11, 1953.
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bé under way as it would best be accomplished secretly. However,
the newly established parities would require subsequent legislative
affirmation.

‘ This might be a wise course and should also include
provision for somewhat greater flexibility in the fluctuation of
parities.

G. We Should Not Attempt to Improve Our TFosition
Through Controls of Imports or Capital Movements

One of the greatest threats to the continued growth of
international trade is the possibility of increased nationalism
with its restrictions. Last year our country, long a leader in
freeing trade, came close to a disastrous decision to seriously
restrict imports. The risk remains -- but we must re.ist
temptation to impose controls.

1. As_to Imports

Whenever a particular industry finds itself at a dis-
advantage in competition with foreign producers -- especially in
competition for domestic markets -- it is tempted to ask for
government assistance in the way of trade barriers, either tariffs,
non-tariff barriers or negotiated agreements, to prevent or limit
the importation from lower cost producers abroad. Except in
respect to some rare product without which we could not survive
in a period of war or restricted shipping, we should not give in

to such pressures.
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To adopt such a restrictive policy would have two effects:
(a) The American consumer would have to pay more

(to the domestic producers) than he would otherwise

have to pay (if the foreign goods were admitted and

sold for less).

(b) The almost certain prospect of foreign retali-
ation against United States exports would only reverse

the progress we have made toward a more open world.

We should reaffirm our commitment to freer trade, insisting,
of course, that such trade be a two-way street.

There will be injustices but, although it is of only
moderate help, we must rely on adjustment assistance to injured
industries and to displaced workers. The gains from trade are
broadly distributed in the form of lower prices to consumers and
higher wages in the export industries. The costs and dislocations
imposed by imports upon domestic producers and workers are some=
times quite concentrated, however, and the transfer of these
displaced resources to other more productive industries should
be assisted. Just as the country should not have to bear the
costs of indefinitely supporting high-cost workers or firms, neither
does it seem proper that the costs of adjusting to trade should fall

only upon the displaced firms and workers.
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2. As to Exports of Capital

Another alternative would be to adopt severe controls
over the international flow of funds by limiting one or more types
of expenditures abroad. Other nations have maintained their payments-
balance through such controls. This device can be effective and
is tempting. But it has two significant disadvantages. First,
it is a step away from our goal of an open world. Second, to limit
our investments abroad would be to kill the goose that lays the
golden eggs. Already we are getting back more each year in earn-
ings on earlier investments than we send abroad in new investments.
In 1970, our net foreign investment income of $6.0 billion exceeded
our net investment outlavs of $2.5 billion by about $3.5 billion.

Furthermore, it would be a major error for our govern-
ment to restrict our right to invest abroad while we still have
that spportunity, particularly in view of the fact that foreign
governments (turning more nationalistic) may in the years ahead

restrict that opportunity.

* % x % % X A X X

If we are willing to hold our inflation to a safe 3-1/2
per cent or perhaps even lower, while others increase their prices
by 5 to 6 per cent rates, and if we are willing to work as hard as

the other nations, we may -- just possibly may -- be able to avoid
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devaluation. But over a pertod of time, unless we are willing
to work harder than others, we may have to accept a decline in
our relative living standard. That may hurt our pride.

To hold our inflation rate to 3-1/2 per cent may involve
higher levels of unemployment than we will accept. It might also
require higher taxes (in order to take decent and just care of the
unemployed). Are we willing to pay that orice? Will we be willing
to postpone further shortening of the workweek until our competitors
are down to the same level? Are we willing to work more intensively
while we are at our desks or machines?

If not, we will follow Britain's course and sustain a sig-
nificant decline in influence.

If, as a nation, we are willing to rearrange our prior-
ities and recognize that whgt we do domestically has an effect on
our international relations, accepting in our domestic lives the
disciplines which those international relations inevitably impose
upon us -- then we can gradually get our costs in line, reduce
certain of our international commitments, and get our payments
in balance. Such a course would encourage the foreign holders to
A spend their dollars to buy our goods (rather than our gold) with
a welcome stimulating effect on our domestic economy.

Our decision on this issue will affect both our inter-

national and domestic relationships.
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H. We Must Encourage Our Creditors to Forbear
While We Get Our Payments into Balance

Our short-term liabilities to Germany alone approximate
our entire assets (gold supply plus our convertible currencies and
drawing rights). Canada, Japan, Italy and France have claims
amounting to another $12.9 billion. Will they wait long enough to
see the outcome -- to judge whether our governmeﬁtal policies
(perhaps of seve}al Administrations) will get our payments into
balance?

The most effective inducement would be concrete evidence
of our determination to enhance the dollar's competitive purchas-
ing power. . ’

There may be other alternatives. If we had an asset that
we could offer in lieu of gold, it might encourage other central
banks to continue to hold their dollars without complaint.v'But do
we have any such assets that would be acceptable to the foreign
central banks which are quite properly extremely conservative? They
like to be sure that any asset held as a reserve will be acceptable
by all other nations in the settlement of accounts. Gold has been
the historic medium and retains its acceptability. It was for some
time supplemented by‘sterling and now by the dollar. Commonwealth
countr{g; still rely on sterling and some countries, historically
assoéiated with France, still rely on fpancs for their reserves. But
gold and the dollar are the most desirable. The dollar's position
was due to the certainty of its convertibility into 1/35th of an

ounce of gold.
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The acceptance of SDRs (essentially credit balances
in the IMF) was quite a courageous step for it was the substitu-
tion of an asset with --
(1) .No intrinsic value, and hence,

(2) Which could have no utility except
in transactions between central banks.

Its acceptance largely rests on the agreement among the
central banks to accept it in payment of international accounté,
but this acceptance is based upon the expectation that the United
States woula reduce its deficit, and so provide a smaller volume
of dollars to the world in the future. This we have not done, and
until we.du,it is not likely that SDRs will serve an important
purpose in the present system.

The United States has a much more valuable asset -- our
productive profitable corporations, the ownership of which is
represented by transferable ownership of stock.

If the United States Treasury were to buy such stocks
and offer them (at some discount from market) to foreign central
banks, they would have a more inherent value than gold and, further-
more, would produce income. Were they transferable only amongst
central banks (for a 10- or l5-year period), they would have most
of the characteristics desired in a reserve asset -~ except that they
would not have a fixed value in any terms -- and their fluctuating
aggregate market value would have no relationship to gold. This
one lack would probably disqualify them as a reserve asset at this

time. However, because of their intrinsic value and their

TIABLAYA Y40 1007
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probable appreciation in terms of any currency, they may be
acceptable some day -- even though not today.

An alternative would be to attempt to reduce the pressure
on the foreign central banks by inducing foreign individual citizens
and commercial banks to buy and hold American securities for their
intrinsic value. The development of the Eurodollar market indi-
cates that this might be attainable to a significant degree over a
period of time, but it would not serve our immediate purpose of
deterring the foreign central banks from presenting their dollars
for gold.

Another alternative would be an attempt to ;nduce (per-
haps through offering some tax incentive) foreign corporations
to invest in plants in our country. Either of these steps might cause
some foreign held dollars to come home -- thus reducing pressure on
the foreign central banks.

But these are only remote possibilities. We do not seem
to have anything that can effectively postpone the urgent demands
of the central banks except evidence of our determination to get
our prices down to competitive levels and thus repatriate dollars

in exchange for our manufactured products.

III. RECAPITULATION
Our country has a problem. Dollar claims are building up
abroad. They far exceed our capacity to pay in gold and, due to our

higher prices, the dollars are not exchanged for our goods. We

HIRANAVA 500 T A
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must understand this and acknowledge its importance. We must

work toward a solution, first, by encouraging other nations to
reduce the non-tariff trade barriers that exclude our products

and either encourage the other countries to eliminate (or ourselves
to adopt) export stimulates in the form of tax incentives, low
interest rate credits, etc.

The complete solution to our problem requires either
lessened expenditures abroad -- for which we do not seem prepared --
or an increase in our export sales which requires more competitive
prices. We can achieve lower costs in only twc ways -- by reducing
our dollar costs -- holding down our unit labor costs, or by
reducing the value of the dollar relative to other currencies.

To achieve a reduction in our dollar costs, or at least
a slower increase in our costs (in dollars, not in percentages)
than in the costs of competing trading nations is not an easy
task nor a politically popular one, but it is essentjal. We also
can help our exports by stimulating technological advancements in
our export industries.

But if these mechanisms fail, we will have to change the
parity of the dollar in relation to other currencies, and this can
only be done under a multilateral arrangement.

We should not attempt to improve our position through
controls of imports or capital movements as these are shortsighted

and self-defeating.
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While welare attempting ﬁo’achiéve our basic goal of
getting dollar prices in line with those‘in world markets, it
would be helpful if we could induce the foreign central banks
to restrain their presentation of dollars for the gold we do
not have. Without a doubt, the best deterrent would be evidence
of our determination to get our prices in line.

OQur ultimate attainment of competitive prices would
result in an inflow of dollars from abroad4and excellent business,
employment and profits for our own country.

Our international and domestic goals are parallel.
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DAVID W. REWICK Members of the International Trade Club of Chicago do .
Frast & Ernst hereby express themselves in favor of the following
ANTONIO R. SARABIA y p
Lord, Bissell & Brook principles and policies and recommend them to the
Travenor SHARLES A, SCHWARTZ President of the United States, the Congress of the
JOHN € SMITH United States, the Governor of the State of Illinois,
Karl Schroff & Associates, Inc. and to other concerned agencies of federal, state and
. 5. GrorMES £ WHITAKER }'ocil gover;ments for careful consideration and
mplementation,

UNITED STATES FOREIGN TRADE POLICY v

We strongly believe that the United States will benefit
most from a trade policy directed at encouraging world

# Submitted by Manuel J. Correa, Prseldent
38 SOUTH WABASH AVENUE + CHICAGO, ILLINOIS 60603 : TELEPHONE (312) 726-1978
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trade on a multilateral and non-discriminatory basis, We support
the general elimination of tariff and non-tariff barriers to inter-
national trade, and the continued application of the Most Favored
Nation principle, Such a policy would be in accord with United
States actions in this field since 1934, In implementing this
policy, we believe that better understanding can be established
with our trading partners than has been the case in the past.

We also recognize that it may be desirable to make certain
exceptions in the case of developing countries,

The United States currently finds itself under great pressure

from special interest groups to compromise its long-standing policy
advocating freer trade and to shift to one of protectionism.
Although these forces have been present throughout our recent
trade policy history, they are today receiving encouragement from
the highest levels as evidenced by strong Congressional support
during 1970 for a bill which would have imposed quotas and other
import restrictions., Such protectionist measures are of most
economic harm to low-income groups. We are firmly opposed to such
quotas and restrictions, and call for a return to our policy of
promoting freer trade.

The protectionist policy contained in the proposed 1970 Trade Bill
would have encouraged retaliation by other nations resulting in
trade contraction and economic nationalism, Protectionism would
adversely affect the United States balance of payments and weaken
the relative position of the United States in the world economy., -
It could also adversely affect our access to strategic materials
not available domestically. Protectionism would mean that the
United States would:be unable to encourage, effectively the dis-
mantling of trade restrictions which discriminate against Ameri¢an
exports and which inhibit the growth of American export sales,

The United States should in no way, by legislation or otherwise,.
implement protectionist measures., Rather, it should use all its
efforts to encourage other countries to dismantle trade restrictions
and other barriers to the free flow of international trade.

In order to further a more 1ibera1 trade policy, a number of measures
need to be taken. These include- .
1. le1ng the President adequate authorlzatlon to negotlate

tariff reductions, at least on a "housekeeping'' basis,

2, Elimination of the American Selling Price Syséem;
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3. Adoption of more expeditious handling procedures for
anti-dumping complaints and cases,

4, Where quotas exist they should be phased out unless
pragmatic circumstances dictate modification., No new
quotas should be admitted.

5. Improvement of customs clearance procedures,

6., Continued elimination of restrictive U. S. and foreign
government procurement policies and proncedures. Where
elimination is not practical, full disclosure should be made.

7. The elimination of taxes which discriminate against
imports,

TRADING BLOCS

We support the principle of free trade areas or customs unions
such as the European Economic Community, provided that their
formation does not result in a higher level of external tariff,
or other barriers to trade, than would have existed in the
absence of such a trading group, and provided they amount to

a close~knit, single economic entity and not a device for
preferential trading groups., If properly used, such arrange- -
ments provide greater economic stability and growth for the
countries concerned, enhancing the opportunities for U. S.
investment and trade' if not properly used, they run counter

to a non-discriminatory, mult11atera1 and world trade environment,

EXPORT EXPANSION AND BALANCE OF PAYMENTS

The problems that the United States faces in its international
accounts continue to receive public attention, - One segment
which is amenable to improvement is the trade balance. It is
best strengthened by expanding exports, rather than limiting
imports. We call upon the Administration to undertake all
feasible measures to promote export expansion as rapidly as
possible, .

First steps should be:
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1., Eliminating restrictions on export fimancing by banks
and other financial institutlons°

2, Providing fiscal incentives to increase exports through
a, Measures similar to the DISC provisions of the
proposed 1970 bill,
b. Interest subsidies or other special dlscount facilities
for export credit,

3. Making more flexible the operations of both the Export-
Import Bank, including removal of net loans from the budget,
and the Foreign Credit Insurance Association and simplifying
and improving theilr procedures.

4, Extending Eximbank financing facilities to short-term
export credits,

OVERSEAS PRIVATE INVESTMENT

N

Overseas investments have contributed to a sharp increase in
our international net worth, according to Dr., H. Houthakker
of the President's Council of Economic Advisors. - During the
1960~69 period, our international net worth more than doubled
and rose to $67 billion,

Direct private investments abroad by American corporations and
individuals generally serve the needs of the nation. They
stimulate American exports, provide a steady flow of investment
income receipts and promote economic development throughout. the
world, The current Administration has taken steps to reduce
the adverse effects of the Capital Restraints program. We
strongly urge it to go further and’ ellmlnate all restrictions
on new lavestments abroad.

We also requast the Administration to utilize the new Overseas
Private Investment Corporation as a device to stimulate U. S.
foreign investment. We urge that this be done in such a way
as to substantially encourage the expansion abroad of the
operations of U, S, businesses,

The U. S. Government should use its' efforts to cause other
nations, such as Japan, Mexico or India, to dismantle restrictions
* against foreign private investment,



834

We encourage Government to negotiate more double taxation
treaties, This will eliminate disputes and provide a further
incentive for foreign investment,

DEVELOPING NATIONS

As the gap in wealth between the developed and developing
worlds continues to enlarge, the resulting tensions are likely
to be disruptive to world trade and to the orderly expansion
of U, S, investment interests abroad. To help ease this situa-
tion, we support measures designed to encourage the economic
growth of the developing world,

This should include a combination of:
1. Financial aid.

2, International agreements on important world commodities
which will stabilize prices and provide for orderly growth,

3. Support of the President's policy for expanding the
preferential access of poor nations to markets of the
developed world,

4, Elimination of non-tariff barriers on products of special
concern to developing countries.,

EXPROPRIATION

While recognizing the right of every country to expropriate
private property in its national interest, we regret that some
nations have found United States' businesses to be particularly
inviting targets, nor have such countries adhered to the rule of
fair and prompt compensation, To lessen the possibility of
bilateral political confrontations over this type of issue, yet
still provide an incentive for the growth of U, S. investments
in the less developed world, we urge the United States to:

a, encourage a firm international posture by all developed
countries on the necessity for obtaining fair and prompt
compensation in the event of nationalization,

b, develop an international insurance plan or a business-like
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basis, which adequately insures new and existing businesses
against such an eventuality without the government involve-
ment that customarily occurs,

¢, consider strengthening the arbitration probedures of the
World Bank's International Centre for the Settlement of
Investment Disputes,

d., encourage other countries, such as those parties to the
Andean Treaty, to provide fair and immediate payment to
foreign investors when they are forced to reduce their
holdings to a minority position,

e, rescind the Hickenlooper Amendment to the Foreign Assistance
Act as it has proven to be counterproductive,

EAST-WEST TRADE

While some liberalization of trade between East and West has
taken place, of which we approve, the removal of additional
restraints is urged in order to avoid loss of substantial mar-
kets to foreign competitors who have no such restrictions,

We support Eximbank financing for East-West trade and would
urge Congress not to adopt measures which would prevent this,

Additional trade in this area should also be fostered in order
to improve our trade balance., This should be accomplished
through the further elimination of unnecessary prohibitions,
retaining restrictions only on those goods which are deemed
vital to our national security.

SURFACE TRANSPORTATION

We support the Administration's efforts to expand, modernize
and make more competitive American-flag shipping, This is
necessary as our merchant marine has deteriorated in the recent
past and is becoming increasingly uncompetitive. We oppose
labor practices and other measures that artificially restrain
efficiency, such as the requirement that U, S, bottoms be used
where export-import financing is involved.

The rapidly developing tendency throughout the world covering
establishment of national flag and insurance preference laws

and agreements on commercial cargoes should be vigorously opposed.
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We support legislation which requires compulsory arbitration
in the shipping and transportation disputes which clearly
affect the national interest, Recurring strikes demonstrate
the dangers to the effective conduct of international trade
and damages suffered by the domestic economy from prolonged
disputes. Shortages and higher prices of imported goods can
be harmful to the American consumer, Failure to guarantee
delivery or to meet delivery dates can lose markets for
American suppliers,

AIR TRANSPORTATION

We urge the U, S. Government, working through the United
Nations and other appropriate international bodies, to adopt
stricted control measures over all flights and support a
forceful policy, similar to that body of international law
covering piracy on the high seas, to make air piracy an
international crime.

Recognizing that improved communications have contributed to
expanding U, S, business interests abroad, we urge the
development of improved methods of air ‘transporation. We
vigorously support the Administration's efforts in this
direction,

June 1971
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STATEMENT OF EUGENE L. STEWART, GENERAL COUNSEL, TRADE RELATIONS
COUNCIL OF THE U. S., INC., BEFORE THE SUBCOMMITTEE ON '
INTERNATIONAL TRADE, COMMITTEE ON FINANCE, U. S. SENATE

MR. CHAIRMAN AND MEMBERS OF THE SUBCOMMITTEE:

Thank you for the opportunity to present a comprehensiyé
analysis of the impact of foreign trade on U. S. manufacturing indus-
tries and their workers, pertinent to your consideration.of the need
for reform in U. S. Foreign Trade Policy. .

The Tradg Relations Council of the Unitea States has as its
primary objective undertaking to assist the Congress in its stu&y of
foreign trade policy by a systematic compilation and analysis of all
available Government data pertinent to employment, output, and foreign
trade of U, S, maﬂufacturing industries.

Today it is my pleasure to present to the Subcommittee the
Third Edition of our report, Employment, Output, and Foreign Trade of
U. S. Manufacturing Industries, 1958-68/69. This two-volume work éxpands
the scope of the earlier study by adding many new industries, and it
updates the information pré?iously presented through the year 1968 for
employment and output, and the year 1969 for foreign trade. The 1968
data published in the Annual Survey of Manufactures are the lafest
available, and the 1969 foreign trade data are the latest available on
computer tapes suitable for analysis in our data bank.

These volumes are too bulky to be reproduced in the Committee's
printed hearings. I request, however, that they be made a part of the

Committee's official record of its hearings.

LA HAvA YR0D T654
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The proper object of foreign trade legislation is to provide
a means fog protecting the standard of living necessary for the health,
efficiency, and general well-being of workers in the United States from
harm due to unregulated imports. It has been the public policy of the
United States since the enactment of the first trade bill in 1789 to
protect that standard of living through positive regulation of the flow
of goods in commerce within the United States.

The Nation's basic fair labor étandgrds legislation outlaws
the manufacture and sale of goods in the United States under such condi-
tions as to wages and hours as would undermine the minimum standard of
living required to support the general well-being of workers in this Nation.
When goods move, in commerce, their capacity for undermining that standard of
living is every bit'as great in the case of goods made abroad under sub-
standard wage and hour conditions as from goods made in the United States
in violation of the standards contained in the Fair Labor Standards Act,
as amended.

If the Congress is serious about the protection of the standard
of living of American workers from the damage which would be caused by the
unregulated sale in the United States of merchandise whose price advantage
is based primarily on the failure to observe the wage and hour standards
of our‘domestic legislation, it must of necessity provide for the regulation
of all éoods moving in commerce in the United States which would have that
effect regardless of their origin.

To penalize the domestic production and sale of such goods
while extending the open door of welcome to the same class of merchandise

made under substandard labor conditions abroad is a clear and open breach

BEST COPY AVAILABLE
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of faith on the part of the Congress with the American workingmen and
women whose welfare the Congress ostensibly seeks to protect through
the wage and hours legislation.

Accordingly, it is high time that this doublg standard of
economic morality be terminated and that the Congress face up to the
full consequences of its proper desire to place an economically realistic
floor under the income of workers énd a safeguarding ceiling over the
hours which they are required to work at straightftime wages.

The need for legislation to close the gaping loophole in the
protection afforded the standard of living of workers in U. S. manufacturing
industries was never greater than it is today. To illustrafe this fact to
you, I should now like to summarize the Qata which are contained in the
new and updated study whicth have presented to the Subcommittee.

The study includes data on 329 of the Nation's 425 manufacturing
industries defined at‘the 4-digit level of the Standard Industrial Classi-
ficatiop, and on 634 of the 1,280 prpduct classifications of U, S. manu-
facturing industries defined at the 5-digit level of that Classification.

There are 321 industries at the 4-digit level of the Standard
industrial Classificatiop for which complete data are available, either
alone or in combination with other industries. These 321 industries
accounted in 1968 for 70% of total employment in all U. S. manufacturing
industries. The 321 industries supplied 82% of the value of shipments
of manufactured goods in 1968. Products like or competitive with the
output of these 321 industries accounted for 92% of total U. S. imports

of manufactured goods in 1969, and for 83% of U. S. exports.
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Within this group of 321 y-digit industries, there were
147 which‘experienced a balance of trade deficit in 1968, even when
imports are taken at the value reported by the Department of Commerce
(f.0.b. origin) and exports at their reported value (f.a.s. port).
These 147 U4-digit industries accounted for 37% of total employment
in all manufacturing industries in 1968, and for 46% of the value of
shipments. Most significantly, however, imports of articles like or
competitive with the output of these 147 industries accounted for 78%
of total imports of manufactured products in 1969, while the exports
of these industries accounted for 34% of total U. S. exports of manu-
factures.

The balance of trade deficit (imports, landed cost; exports,
valued mill) of these industries in 1968 was equivalent, at the value
of shipments per worker in each of the 147 industries, to a net loss
of 408,268 jobs. This figure does not represent an absolute loss of
jobs in the sense of a one-for-one decline in total émployment in these
industries; however, the negative figure derived from the report of the

job equivalent of foreign trade in these industries, of 408,268, does

reasonably represent the aggregate of jobs lost and employment opportuni-.

ties lost in these industries. Since the 147 industries preponierantly
have comparatively high labor-intensive ratios, it may also be said that
the lost job opportunities represented lost employment opportunities
for comparatively unskilled workers who, in manufacturing, are chiefly

.

employed by such industries.
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The effect of foreign trade in the product categories of
these 147 industries on the U. S. balance of payments was even more
dramatic than the adverse employment effects described above. Taking
imports and exports at the values reported by the Department of Commerce,
foreign trade in products like or competitive with the output of these
147 industries resulted in a foreign trade deficit of $11.4 billion
in 1969.

In marked contrast with the position of the 147 industries
referred to above, analysis of the data in the report indicates that
there is a separate group of 174 industries for whom foreign trade has
had the opposite effect of that described for the 147 industries. This
separate group of 174 industries accounted in 1968 for 34% of the total
employment in all manufacturing industries, and for 36% of the value
of shipments. Imports of products like or competitive with the output
of the 174 industries accounted for only 14% of total imports of manu-
factured articles in 1969, whereas these industries supplied 49% of
total U. S. exports of manufactures in that yéar.

Calculated at the Department of Commerce valués, foreign
trade in the product categories of these 174 industries resulted in a
fﬁreign trade surplus of $10.9 billion in 1969. Because the 174 indus-
tries are, in general, less labor intensive than the separate group of
147 industries previously described, the job equivalent of the foreign
trade surplus (imports, landed cost; exports, valued mill) in 1968 in

the product categories of the 174 industries was equivalent to 185,650

62-790 O - 71 - pt.2 - 18
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jobs, considerably smaller than the job loss represented by the job

equivalent of the foreign trade deficit resulting in the product areas

of the 147 industries.

Up to this point in our analysis, the following lessons

of importance to your Subcommittee's consideration emerge:

1.

The industries in the United States with strong export
potential were unable in 1969 to create a foreign trade
surplus in their product lines great enough to overcome

the foreign trade deficit which was experienced by the

more labor-intensive, import-sensitive industries. The
$10.9 billion foreign trade surplus earned by the 174
export-capable industries failed to match the $11.4 billion
foreién trade deficit of the import-sensitive industries

by a half billion dollars.

More importantly, the employment generated by the export
performance of the capital-intensive, technologically
superior export-capable industries fell far below the

job losses attributable to the excessive imports which
impacted the product lines of the import-sensitive, labor-
intensive industries. Thus, the 185,650 jobs generated

by the net export performance of the export-capable industries
were seriously inadequate to make up for the loss of 408,268
jobs resulting from the net foreign trade deficit in the
import-sensitive industries. The net shortfall in jobs
resulting from our Nation's foreign trade in manufactured

products was 222,618.
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For the 223,000 Americans who lost out on meaningful
employment because of the net impact of foreign trade on manufacturing
industries in the United States, the public policy expressed in the
Fair Labor Standards Act proves to be a hollow promise. These lost
employment opportunities resulted precisely because of labor conditions
abroad which are substandard under the guidelines established in the
Fair Labor Standards Act, and which by the magnitude of the job losses
are shown to be clearly detrimental to the maintenance of-the minimum
standard of living necessary for the health, efficiency, and general
well-being of the affected workers.

To corroborate the accuracy of our findings, there is now
available from a governmental source, for the first time, a measurement
of job 1osses.in U. S. manufacturing industries resulting from foreign
trade. In a paper entitled'"Export-Import Employment Relationship"
supplied for the record in connection with his testimony before the
Committee on Ways and Means of the ﬁouse of Representatives last year,
the Secretary of Labor indicated that in the year 1969, the employment
equivalent of imports of manufactured articles was 1,600,000 while the
employment related to merchandise exports was 1,u32,ooo.1 The net balance
of employment attributable to foreign trade in 1969 was thus a deficit
of 168,000 jobs. Moreover, this is to be compared with the similar data

supplied by the Secretary for the year 1966 which indicated a net surplus

! Hearings on Tariff and Trade Proposals Before the House Ways and
Means Committee, 91st Cong., 2d Sess., pt. 2, at 608, 613 (1970).
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of 79,000 jobs. Thus, the total change in employment attributable
to foreignAtrade between 1966 and 1969 was a loss of 247,000 jobs
in manufacturing industries.

To indicate the changes in the foreign trade position of
U. S. manufacturing industries, I present for your consideration
four tables of data.

In Table I, there are presented for each of 643 industries
for which complete data were available, data measuring the balance of
trade in the products of those industries for the years 1967 and 1969.
These data are shown in the table under four columns, each of which is
designed to provide a relative measurement of the competitive strength
or weakness of.U. S. manufacturing industries in foreign trade. Thus,

the columns are headed:

I. Industries whose trade deficit grew larger;

II. Industriés whose trade surplus was reduced;

III. Ihdustries whose trade surplus grew larger;
and

IV. Industries whose trade deficit was reduced.

The theory of these four subdivisions is that tlie measurement
provided by the concept expressed in the column heading will identify
industries in accordance with their relative strength or weakness in

competing with their foreign counterparts. Thus, industries which had
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already experienced a trade deficit by 1967 and which experienced an
intensification or enlargement of that deficit by 1969 can reasonably
be regarded as industries which are suffering a continued deterioration
in their competitive position vis-a-vis total foreign trade. Because
they are in a deficit position, imports are the dominant factor in the
foreign trade position of these industries.

The second column expresses a concept under which industries
which enjoyed a trade surplus can nevertheless be seen as undergoing a
weakening of their competitive strength vis-a-vis foreign competition.
The fact of a trade surplus in 1967 distinguishes these industries from
those which experienced a deficit, but the added fact that the magnitude
of the surplus is diminishing as shown by the 1969 balance of trade
position identifies this secénd group of industries as those becoming
less competitive in foreign trade but not yet characterized by dominating
import injury.

In contrast to these two classifications, the concepts’
statec in the third and fourth columns of Table I measure industries
which possess competitive strength vis-&-vis their foreign competition,
and whose ability to compete is strengthéning. This growing competitive
strength is shown by the increase in the balance of trade surplus of
industries which already enjoyed a trade surplus in 1967, or by the
reduction in the size of the trade deficit in the case of industries

\

which were in a deficit position in 1967.
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In the latter case (industries which enjoyed a reduction
in the balance of trade deficit), it is reasonab;e to conclude that
the persistence of a trade deficit indicates that the affected indus-
tries are suffering in some degree from import competition, but that
the pressure of such import competition is lessening or being counter-
balanced to a significant degree by increased exports.

The data in Table I are grouped in numerical order under
the 2-digit major industry descriptions of the Standard Industrial
Classification. The principal emphasis was upon the presentation
of data for industries measured at the 4-digit level of the Standard
Industrial Classification. Wherever complete information was available,
data are also presented for the 5-digit subdivisions of the u-digit
industries. . ‘

In order to achieve a matching of the differently «lassified
import and export data under Standard Industrial Classification product
classification concepts, it was neceésary frequently to combine two or
more Y4-digit industries, and often to combine with one or more u4-digit
industries, one or.more 5-digit industries. These combinations are
indicated in the industry description in the table.

The data presented in Table I appear to justify the follow-
ing general conclusions in regard to the competitive position of the

major 2-digit industry groups:
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The industries which comprise the food and kindred products
group (SIC 20) predominantly have experienced a weakening

of their competitive position in world trade, though 24 of
the 64 industries included within that group have improved
their competitive position.

The tobacco industries (SIC 21) have strongly increased their
competitive position. '

The textile mill products industries (SIC 22) have experienced
a strong downward turn in their competitive position in world
trade, with 21 of the 36 industries which comprise that group
experiencing a decline in their balance of trade position

in 1969,

The apparei industries (SIC 23) experienced a dramatic and
major deterioration in their foreign trade position, with

all but 3 of the 27 industry groups characterized by a balance
of trade deficit in 1969.

The lwmber and wood products industries (SIC 24) preponderantly
are noncompetitive, with less than a fifth of the individual
industries in a trade surplus poéition.

The furniture and fixtures industry (8IC 25) suffered a major
decline in its competitive position.

The paper and allied products industries group (SIC 26) has
experienced a worsening in its competitive position, with

nearly half of the 22 industry subdivisions and the industry
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group as a whole persisting in a balance of trade deficit
position.

The printing and publishing industry (SIC 27) is not signif-
icantly affected by import competition.

The chemicals and allied products industries group (SIC 28)
has demonstrated increasing strength in its foreign trade
position, though the dyestuff and pigment industries as a
dramatic exception to that strength have suffered a major
deterioration in their noncompetitive foreign trade position.
The petroleum and coal products industries group (SIC 29) is
preponderantly noncompetitive and sustained a major enlargement
of its trade deficit.

The rubber and plastics products industries group (SIC 30)
experienced a dramatic increase in its trade deficit, with
over two-thirds of the industry subdivisions moving to less
favorable trade positions.

The leather and leather products industries group (SIC 31) is
predominantly noncompetitive and suffered a major enlargement
of its trade deficit.

The stone, elay, and glass products industries group (SIC 32)
suffered a major shift from a étrong trade position to a
strikingly large deficit position.. Only 1l out of the 38
industry subdivisions included increased their competitive

strength vis-a-vis foreign imports.
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The primary metal industries (SIC 33) increased their
coﬁpetitive position on an overall basis, though many
sectors of the steel and nonferrous primaéy industries

are in a growing trade deficit position.

The fabricated metal products industries group (SIC 34)

is predominantly characterized by increased vulnerability
to foreign competition, though 10 of the 30 industry
divisions enlarged their trade surplus.

The nonelectrical machinery industries group (SIC 35) has
many sectors which experienced a worsening of their trade
deficit position, a greater number of sectors which saw
their trade surplus reduced, but sufficient industry
subdivisions which were able to boost their trade surplus
to characterize the industry group as a whole as moderately
competitive in foreign trade.

The electrical machinery group (S1C 36) on an overall basis
experienced a decline in its trade surplus of major propor-
tions, resulting princiéally from a very great deterioration
in the trade deficit position of the radio, TV, and other
consumer electronic product industries.

The tl’amsportat;ion equipmént industries group (SIC 37)
sufferea a major reduction in its trade surplus due to

a strong increase in the trade deficit of motor vehicles,
especially passenger cars, and a reduction of‘the trade

surplus in other transportation equipment categories.
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19. The tngtruments and related products industries group
(SIC 38) is strongly competitive, as shown by a substantial
increase in the trade surplus, though a number of sectors
including ophthalmic goods, watches, and clocks sustained
a continued deterioration in their trade deficit position.
20. The misoellaneous manufacturing industries group (SIC 39)
is~predominantly noncompetitive as measured by the number
of industry sectors with a growing trade deficit, though
the major industry group on an overall basis exgérdgnced
a strong corrective shift in its deficit balance of‘frade

position.

From this overview it will be seen that nearly two-thirds
of the Nation's major industry groups are essentially weak in foreign
trade competition, while the other third are essentially ;tpong. Each
group, however, has many industry sectors whiéh have the oppésite
experience from the group as a whole. .

The lesson of this asaéssment ig thaf U. 8. manufacturing
industries appear by a preponderant marg}m to be vulnerable ta: foreign
competition. thablé, more than half of all U. S. manufacturing
industries are seen to be strongly and adversely affected by fbreign
competition as measured by enZargihg trade deficits and reducingA
trade surpluses. A o .

Thus; there is a real basis fof éoncern as to the effect

of the unregulated importation of goods produced by indﬁstfies in

v
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foreign nations on employmert in manufacturing industries in the United
States. With roughly half of U. S. manufacturing industries in a
position of increasing vulnerability to import competition, it would
seem evident that policies permitting selective regulation of imports
will be required if the Nation is to maintain the strength of its
manufacturing industries in the domestic market as a source for continued
employment and economic growth in the manufacturing sector.

Notwithstanding the lessening of import pressureshattnibuxahle ...... -
to the recession in the United States and the stimulation of export
demand traceable to the stronger economic conditions abroad, a large
number of U. S, manufacturing industries experienced a strong increase
in imports and the enlargement of the balance of trade deficit in the
products of their industries, market disruption as measured by a sub-
stantial increased penetration of the domestic market by imports, and
the absolute displacement of workers and the underemployment of their
work force as shown by reduced hours of work.

To help you take a closer look at particular industries
which have experienced these adverse developments, I invite your attention
to the data in Table II. From the 643 iﬁdustr;es for which data are
presented in Table I, a selection has been made of 110 U. S. manufacturing
industries which are being significantly and adversely affected by
import competition. These industries and data pertinent to a considera-
tion of their position are shown in Table II.

The following points regarding thesé industries ;;e believed

to be significant from the point of view of trade policy consideration:
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1. Nearly 75% of the deficit involves U. S. trade with
developed rather than the less-than-developed countries.

2. The developed countries accounted for 90% or more of the
foreign trade deficit of 63 of the 110 industries; the
aggregate deficit accounted for by the developed countries
of these 63 industries in 1969 of $7,861.3 million was
equal to 59.0% of the total deficit of the 110-industry
group.

3. There are only 19 of the 110 industries in which less-
developed countries accounted for more than 50% of the
total trade deficit; the aggregate deficit accounted for
by the less-developed countries in the trade of these 19
industries in 1969 of $3,215.0 million was equal to 24.1%
of the total deficit of the 110-industry group.

4. In view of these points, the adjustment of imports to relieve
the excessively injurious pressure on the domestic industries
would affect the less-developed countries in only a minor
way.

This conclusion is emphasizéd by a consideration of the
relative proportion of the total exports of less-developed countries
consisting of manufactures. While this proportion has been increasing,
manufactures still account for less than 25% of the total exports of
less-developed countries, whereas nearly 75% of the exports of developed

countries consist of manufactures. This is shown by the following chart.
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Both from the point of view of tha actual composition of
U. 's. foreign trade in the products of the 110 industries which are
seriously impacted by excessive imports, and from the point of view
of the composition of the total export trade of other nations, efforts
by the United States Government to adjust the volume of imports in s
the products of these 110 industries to relieve the excessive pressure
would primarily affect trade with the de&eloped countries rather than

the developing countries. .

LN . B
L.
RN A study of the data in Table II in relation to employment

s
N

:ichanges in those of the 110 manufacturing industries for which employment
;idata are available discloses that an increase of employment of less
£§than 2% or an absolute loss of employment during the period 1967-1969
.?jis associated with either a relatively high ratio of imports to new
h;:supply‘in the year 1967, a strong increase in the trade deficit, 1967-1969,
or both. This is shown by a recapitulation of such industry data in
Table III. S
During the period 1967-1969, the aggregate foreign trade deficit
of the 52 industries listed in Table III increased by $2,510.8 million.
At the value of sh}pments per worker for the average of all manufacturing
industries in 1968, just this increase in the trade deficit of the 52
industries represented the equivalent in output of 81,193 workers. This
is reasonably close to the actual loss of employment sustained by the
52 industries during that period of 119,896 workers. '

The loss of employment by the 52 industries for which data

are presented on Table III is not intended as an indication of the total

THA ey A ¥a0Y T2
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loss of employment due to foreign trade by import-impacted industries.
It simpiy represents an indication that for those 52 industries for
which complete data were available to permit analysis, the actual job

_loss was roughly equal to the job loss attributable to the deterioration
in the foreign trade position of the industries concerned.

For the entire group of 110 selected U. S. manufacturing
industries shown by the 1967-1969 changes in foreign trade balances to
be especially sensitive to foreign competition, as presented in Table II,
the net change in foreign trade was an increase in the aggregate trade
deficit of the group by $5,322.1 million. At the value of shipments
per worker for the average of all manufacturing industries in the year
1968, this increase in the trade deficit of the 110 industries represents
the loss of the equivalent of 172,103 jobs.

Even this calculation is an incomplete indication of the
displacement of employment by the net adverse impact of foreign trade
on U. S. manufacturing industries because the group of 110 industries
only included those for which complete data were available which were
judged to be especially sensitive to foreign competition. Job losses
occurred in other industries as well.

For example, the indication of the job loss in the apparel
industry presented in Table III does not include the related job loss
in the textile mill products industry as a result of the displacement of
fabric sales to U. S. apparel manufacturers represented by the competitive

impact of imported apparel. Similariy, the job loss shown for the radio
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and TV set industry does not include the separate job loss sustained
in the industry producing electronic components of the type used in
néaios and TV's, the market for which is reduced as a result of the
increase in imports of the finished items which displaced domestically
produced radios and TV's.

When the Congress mandates an increase in the minimum wage
through legislation, it is not merely the wage rates at the bottom of
the wage structure which are affected, but, rather, the entire array
of rates applicable to manufacturing jobs. This has both good and bad
consequences. From the point of view of the workers, the upward adjust-
ment of the wage rate structure through the mandated increase in the
minimum wage is, of course, a welcome event.

From the point of view of their employers, however, the'
upward adjustment of manufacturing wages has an arbitrary aspect which
is quite disasscciated from any increase in productivity which would
prevent an inflation of manufacturing costs. The manufacturer has three
choices: He can increase the degree of automation practiced in his
manufacturing process in order to reduce wage costs by eliminating labor;
alternatively, he may attempt to increase prices to cover the increased
labor costs; or, he may do neither but simply absorb the inéreased costs
in his operating profit.

- Bach of- these choices is subject to severe constraints. It
is obviously not the intention of the sponsors of such legislation to

trigger a new wave of automation which would result in a significant
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net reduction in manufacturing jobs. Nor could it be the intent of
the sponsors to aggravate the conditions which make inflation such
an intractable problem for the Nation's economy.

Finally, the great majority of manufacturing corporations
in 1970 experienced their worst year from the point of view of profits.
Sharply reduced earnings, absolute operating losses, and the collapse
of many businesses have been the legacy of the economic recession on
manufacturing industries in 1970. Everyone hopes for an upturn, and
for many companies the results of the first quarter of 1971 appear
promising. Yet it is too early to predict that manufacturing profits
will strengthen to such a degree in 1971 as to absorb the increased
costs which would result from the enactment of H., R. 7130.

From the point of view of those industries who are especially
import-sensitive, the mandated increase in the minimum wage will serve
primarily to widen the gap between costs and prices which characterize
the unfavorable competitive position of those industries in respect
to imports. Therefore, it is a responsible act for the sponsors of
the legislation and this Committee to consider the enactment of Title III
of H. R. 7130 to provide for a mechanism to protect the workers in
ranufacturing industries from injury caused by imports manufactured
abroad under labor conditions which are below the standard prescribed
for domestic producers by the pending legislation.

To help you understand the extent to which manufacturing
industries in the United States and their workers would be subject to

such injury, 1 have prepared my final tabulation of industry data taken
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from our data bank. In Table IV, I have identified those industries
which experienced a net loss of jobs due to foreign trade, ranked in
accordance with the degree of import penetration in 1968, the latest
year for which the necessary data are available to make such calcula-
tions. As you study this list of industries, I predict you will be
startled by the following aspects of the listing:

1. There are a very large number ofqindustries who have
experienced a net loss of employment due to foreign
trade;

2. There is a strong and‘direct correlation between the
depth of the import penetration and the extent of the
job loss;

3. Very few of the industries on the list have been the
recipient of Government action to bring the excessive
imports under control. For your convenience, I have
identified in italics those industries which have
received some Government assistance.

The data in Table IV demonstrate why it is necessary for
your Committee to support measures to protect American workers from
the impairment of their standard of living from manufactured goods
made abroad un-ler substandard labor conditions, and imported into
the United States comparatively free of restraint under the double

standard of economic morality to which 1 have referred.
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Please bear in mind that the calculation of the import
penetration ratios in Table IV is based on the dollar value of the
imports compared with the dollar value of sales in the American market.
The use of dollar value as the basis of the calculation understates
the import penetration to a significant degree in comparison with the
results that would be achieved if =ach industry's ratio were calculated
in terms of the units of imported articles compared with the units
sold in the domestic market. Data as to the units are simply not
available on a consistent basis in Government statistics; accordingly,
we have no choice but to use the dollar value.

In all, there are a total of 132 industries listed on
Table IV. The total loss of jobs due to foreign trade in the products
of these industries in 1968 was 386,499.

Where the data were available from the statistics of the
Bureau of Labor Statistics, I have indicated on Table IV the change in
employment of the listed industries between 1968 and 1970. You will
find that in most instapces the job loss due to foreign trade, measured
in 1968, is generally consistent with the absolute loss of jobs which
has occurred in those industries between 1968 and 1970.

Mr. Chairman, I believe that the study of the Trade Relations
Council which I have presented to 