93d Congress }

1st Session COMMITTEE PRINT

THE MULTINATIONAL
CORPORATION AND
THE WORLD ECONOMY

COMMITTEE ON FINANCE
UNITLED STATES SENATE

RusseLl B. Long, Chairman

Prepared by the Staff for the use of the

Subcommittee on Intcrnational Trade

FEBRUARY 26, 1973

U.S. GOVERNMENT PRINTING OFFICE
N B WASHINGTON : 1973

For sale by the Superintendent of Documents
U.8, Government Printing Office, Washington, D.C. 20402
Price 40 cents domestlﬂ)ostwm or 0&3 cents GI'O Bookstore
Stock Number 6270-01732

Best Available Copy




COMMITTEE ON FINANCE
RUSSELL B, LONG, Loulstann, Chafrman

HERMAN E, TALMADGE, Geargly WALLACE F. BENNETT, Utah
VANCE HARTKE, Indlin CARL D CURTIS, Nebraska

J.W, FULBRIGIH'T, Arkunusas PAULJ. FANNIN, Arizona
ABRAHAM RIBICOFIY, Conneetieut CLIFFORD P, HANSEN, Wyoming
HARRY F.BYRD, Ji., Virginda ROBLERT DOLE, Kansus
GAYLORD NELSON, Wisconsin BOB PACKWOOD, Oregon
WALTER F. MONDALL, Minnesotn WILLIAM V., ROT, Jn., Deluware

MIKE GRAVEL, Aluska
LLOYD BENTSEN, Texus
Tost V' AtL, Chitf Connasel
MICHAEL STERN, Assistant Chicf Clerl:

SuncoMMITTEE ON INTERNATIONAL TRADY
ABRAHAM RIBICOFF, Connecticut, Chuirman

HERMAN E. TALMADGE, Georgla PAUL I FANNIN, Arlzomn
GAYLORD NELRON, Wiscousin CLITFORD P, ITANSEN, Wyoming
RUSSELL B. LON (1, Louistana, ox ofliclo WALLACE F. BENNET'TL, Utah, ex oficlo

ROBERT A. BEST, Professional Staff
an

(2,000)



CONTENTS

Introduction. . ... .o iieiciacccacecaaa- -
Summary of Tariff Commixsion study on multinational corporations.....
Dimensions of multinationnl firms. oo oo eeaaas ceccmua
POt e e cmecmceeieeceea. ceecean
Tho tax fssues. ... ... e tm e aeacanacaacsaaccemmmaanan——n- ceoan
The foreign tax eredit . . L. iiierreee—a———-
The deferral I880e. oo e e e e enceeieee;ccaaaean
Multinationals and the U.S, trade performance...... cooeeeanunan. .-
Fmployment in manufneturing . . oo oo o e
Multinntional corporations and the dolar ersis. coe e eeeeceeeeann..

Tables

1, Natlons and eorporations .. ... ... . ........ e cececusmccacoean
2. Comparisons of =ales of forelan manufacturing affilintes of U.S, fiems
with OECD exports and U8, exports, 196170, .o oeeoooooo..

3. Multinational profits, 1970 .. e iemeeana
4. Data on U.S, corporations with taxable income from foreign sources:
All Industries, manufacturing and mining ... . ... .. ._..

5. MNC-relnted US, trade in manufacturlng compared with total U.8,
trade, 1000 and 1070, o e ameeeaaaea
6. ‘T'rado In manufnetures, P0-72 . . . e eeean
Comparative ratios of g€ports to production of goods. ... ... eimnaaa
8, mployment in the Pnitgd States in nonagrieultural establishments
during the postwar ern, 1040-T2 oo e

9. Extimated short-term asset and linbility lmsilluns of prineipal institu-
tions In international numey markets, 1971 .. oo .....

10, U.8, trade and balance-of-payments deficits, 1960-72.. ... ......
11, Summary of fimanelal floys related to direet investors, 1964, 1970,

-

=~

12, Transfor of U.S. resourees to foreign natlons . ..o oaaoao..
13, Defense costs and development assistanee. ... oo oiaoo...

Charts

.8, direet investments abroad by major industry oo oo oo oo oeeaeaas
U.8. direet Investments abrond by aven. ..o ool
Comparison of U.8, exports of manufactured goods and sales of forelgn

affilintes of U, finms. .o eeiceeeaa.-
Taxable Income from foreign sources and taxes pald.. ... cooeionnn...
Multinational corporntions account for a greater proportion of manu-

factured exports than Imports. oo oooo o iiiiaaaaa
Balance of trade fn manufactures_ .. eiiiiaaa.
Lixports a8 a pereentage of total production of goods. ... ... ooo......
Nonagricultural employment in the U.S. ... o eieaenns
Short-term assets in International money markets, 1971 ... ..........
Financial flows related to dircet investment, 1971 ..o e e mmmeennana... .
Balanece of trade. ... oo ii e e incececnecaceneenanaa.

Appendix

Tllll;)l(; 0:\7.11}.8. dircet investments abroad, by arca and major industry,
07 e e e eceiccccacecscacencamcacmaccccnsmcaannanaen
Statement on foreign economie policy by Seeretary of the ‘I'reasury George

P Schulta. i eemeeeeiccaanncnnen—-

24
20

29
30
35

30
37

45
46



THE MULTINATIONAL CORPORATION AND THE
WORLD ECONOMY

Introduction

Friction between the multinational corporation, with its supra-
national point of view, und the nation-state with its national economic
concerns, has given rise to a host of economic and political problems.

What 1s at issue today is the degree of freedom that multinationals
should have or the extent of regulation that should be imposed on
their present operations and future growth. T'wo developments in the
pust {ifteen years have focused public attention on multinational
corporations: first; the massive influx of U.S. capital into Europe;
s second, the continuing defieit in the U.S. balance of payments.

The Labor Charge

In the United States, organized Tabor has charged that multi-
nationnl corporations export American jobs through the transfer of
precious technology and productive fucilities to foreign nations;
erode our tax hase and exacerbate our bulunce of payments problems,

In_ testimony before the Subcommittee on International Trade of
the Senate Finunee Committee in May, 1971, AFL-CIO President
George Meany stated:
~“Operations by Ameriean companies obviously displace United
States produeed goods in both Amerienn markets und world markets,
These companies export American technology—-some of it developed
through the expenditure of Government funds paid by Ameriean
taxpayers, Their bigeest export, of course, is United States jobs,

“I'hese multinational firms can juggle the production of part= and
finished products from one subsidiary in one country to another. A
multinational corporation enn produee components in widely sepurated
lants in Korea, Taiwan, und the United States, assemble the product
m Mexico and sell the produet in the United States at a U.S, price
tag and frequently with o U.S. brand name. Or the goods produced
in the multinational plants in a foreign country are sold in foreign
markets, thus taking away the markets of U.S.-made goods,

“I'he multinational firms cun juggle their hookkeeping and their
prices and their taxes. Their export and import transactions ave
within the corporation, determined by the executives of the corpora-
tion—nll for l\u- henefit and profit of the corporation. This is not
foreign trade, Surely it is not foreign competition,

“Phe complex operntions of multinationuls—with the aid of
Madison Avenue advertising—have ntterly confused the picture of
the national orvigin of produets. For example, Ford’s Pinto has heen
heralded as the U.S, answer to imported small cars. Bt the engines
are imported from England and Germany, and the standard trans-
missions are imported from Burope,

(1)
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“This phenomenon is far different from the development of corpo-
rations here in America during the last 100 years, The multinational
is not. simply an American company moving to a new locality where
the same laws apply and where it is still within the jurisdiction of
Congress and the Government of the United States, This is a runaway
corporation, going far beyond our borders. This is a runaway to a
country with different laws, different institutions, and different labor
and social standards. In most instances, even the name changes,

“Ironically these are the same multinational corporations who have
sought to influence U.S. trade legislntion in the name of ‘free trade.’

“Meanwhile, back in the United States, expansion of large national
corporntions has heen tempered to a degree by Government regula-
tions, standards, and controls, And, in the past few decades, large
U.S. corporations have had to meet responsibilities to their omployces
through labor unions. Moreover, the multinationals’ global operations
ax'o.bo);gml tho reach of present U.S. law or the laws of any single
nation,

The Business Defense

On the other side, defenders of multinational corporations claim
that rather than export. jobs, multinational corporations help create
jobs in the United States, mako us more competitive in intornational
markets and improve our bulance of puymeonts position.

Former Sceretary of Agriculture, Orville Freeman, who is currently
President of “Business International” stated before the Subcommittee;

“By definition, a multinational company is one that looks at the
entire world as an area of operation, and acts that way. 1t searches
everywhere in the world for new technology, tulento(f eople, new
processes, raw materials, ideas and capital, 1t thinks o} the entire
world as its market and it strives to serve customers everywhere, It
produces goods or renders services wherever they can be economically
produced or rendered 1o serve one or more markets at a profit.

“These international companies have demonstrated great dynamism
and adaptive power in responding to what might be described as an
emerging world economy—the product of modern communieation and
transportation, which has shrunk the world from the size of a balloon
to the sizo of a grape. Figures are less than exact, but the most solid
estimates indicate t‘mt the level of production of multinational corpo-
rations has reached $450 billion (more than the GNP of any country
in the world other than the United States), of which the United States
multinational companies deliver an estimated $213 billion a year, This
lovel of output by American companies outside the United States is
more than four times U.S. exports. 1t rests on an investment of $140
billion and earries a net worth of approximately $70 billion, It returned
to the United States in 1970 through dividends, interest, royaltics,
and fees $7,0640 million. Its net contribution to our balance of pay-
ments for 1970 at $3,640 million was $1,500 million more than the
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merchandise export surplus. It would have been double this figure if
records of expapts to subsidiaries had been kept after 1965, when such
exports amounted to $4,420 million.

“Internationalization of production of this magnitude has come
about because it's effective. It works. It involves a major extension
of the economies of scale and management, involving high levels of
capital and advanced organization skills which make possible the
efficient use of science and technology. The growth rate of production
by international corporations has been high and remarkobly steady
since 1050, at a levoH of 10 percent. This compares with a noninter-
nutionalized output rise in the western developed countries at & much
more modest rate of 4 percent.”

Another defender of international corporationg, Dr. N, R. Danielian,
President of the International Kconomic Policy Association, com-
mented:

“The multinational corporations are caught in the contradictions
of our policies in defense, aid, and trade. Their alleged sins are now
being decried among academicians, certain spokesmen of labor and
even in ministerial conferences in Europe. These corporations are ac-
cused of exporting jobs; but they seldom receive credit for the jobs
they create from exports—as in fact they produce one-fourth of the
total U.S, exports with their shipments to their overseas affilintes.

“Phe implieation that “un-away’ U.S. companies serve the U.S.
market with cheap, foreign labor simply is innccurate in all but o few
cases. To take one example: Of the 1,321,000 foreign cars imported
during 1970, only 123,299, or 9.3 percent, were made by U.S, subsid-
juries nbrond. The rest were Vofkswngons, Toyotas, f“ials, and tho
like, all produced by foreign-owned companies. In the case of the 13
million short tons of iron and steel imported during 1970, hardly any
could be attributed to American-owned subsidiaries abroad.

“If all U.S. investments abrond were suddenly eliminated, the
United States would be worse off by nearly $17 billion in its inter-
national receipts, two-thivds in exports and once-third in investment in-
come, not including the $1.5 billion income from royalties and fees.
As sympathetic as I am to labor's viewpoint in the matter of employ-
ment, 1 sincerely believe that they are whipping the wrong horse in
attacking international or multinational corporations. Most of our
imports come from foreign-owned enterprises; and if third country
muarkets could not be supplied by U.S. subsidiuries abroud, they wonld
simply be supplied by foreign competitors.

“Turopean opinion tends to blame U.S. direct investments for the
balanee of payments deficits, Everyone talks about the $30 billion of
American investiments in Europe, two-thirds of which are direet and
one-third ave in portfolio investments, roughly speaking; but it is
rarely mentioned that European investments in the United States are
about equal—somo $29.5 billion—even though more of theirs ave in
portfolio investmont,.
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“Many people, who should know better, blame American companies
for the recent currency erisis, Multinational corporations are m the
business of manufacturing and selling produets, not gambling with
huge cush reserves. They would not be in business long if they specu-
lated with o magnitude of liquid assets which could sheke the founda-
tions of the combined central banks of Kurope.”

Concern Abroad

If the economic effects of multinational corporations are a conten-
tious issue at home, the political effects are an explosive issue abroad.
From Ottawa to Montevideo and Paris, “statesmen’” have raised
questions ns to whether the activities of multinational corporations
are actually another from of American “economic imperialism.”
Questions of national control over means of production go to the very
heart of the political procoss, a fact which we may not fully apprecinte
in this country.

In Europe the concern expressed in the phrase “the American Chal-
lenge” (“le defi Amerieain”) may well result in o common industrial
policy aimed at curtailing the strength of the American multinationals,

Canada has recently adopted stricter controls over the inflow of
equity capital, us well as restricted the the export of oil from American-
owned companies to the oil starved mid-west of the United States,

Japan has long controlled forcign investment in their country.
They have preferred to horrow the foreign money needed to acquire
technology without allowing outside purticipation in their industry.

Latin America has o growing fwsiilil y to foreign investment
particularly from the Colossus of the North,

While we may view those corporations as “multinational”, foreign
countries view them often as an extension of American influence and
dominance which they may not consider in their own naticnal
interests. The very reasons w?;y these corporations are viewed by their
defenders at home as being in the United States interests, are used by
their critics abroad as being ngainst forcign national interests.

'There are those who claim that multinational corporations are an
engine for world peace which break down national barriers and create
a world economy based upon entangling interrelationships which will
make all countries act not only in consideration of their own national
interests but out of concerns for their international interests, Thus,
multinational corporations who are champions of free trade may be,
nt lonst as concerned about actions which could jonvurdizo their
assets abroad as they are about their production in the United States.

Yet, it should be recognized that “multinationals” are not a dis-
tinctly American phenomenon. Royal DutcehyShell, Volkswagenwerk,
Philips Electric, British Petroleum, Shell Oil, Tmperial Chemical,
British Steel, Nippon Steel, Hitachi, Siemens, Farbwerke Ioechst and
Daimler Benz are o' few of the prominent foreign multinational
companies who are competing for a share of the multinational
market. These “foreign multinationals” are often government-owned
or at least heavily subsidized by their governments,

In the light of all that has been said—the accusations and counter-
nccusations—wherein lies the truth? There are probably no definitive
answers to the many issues raised by multinational corporations. The
Tariff Commission has completed an in-depth stu(iy of “multi-
nationals.” The Commission study revealed many diverse effects of
the opeiations of these companies.
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Summary of Tariff Commission Study on Multinational
Corporations

Why U.S. Firms Invest Abroad.—The study found that capital
moved abroad becnuse of the market growth potential in developed
countries or the threat of being denied access to foreign markets
through exports. Cost factors according to the study, were secondary
except in the case of such industries as consumer electronies, footwear,
toy, and apparel, where the search for low-wage labor was a majot
factor in decisions to invest abroad. Foreign tax incentives and sub-
sidies, combined with impediments to trade were also significant
inducements to invest abroad.

Iiffect on Jobs in the United States.—To measure the impact of
foreign investment on domestic employment between 1966 and 1970,
the study, using Commerce Department data, made three alternative
a~sumptions of ‘“what would have happened” if multinationals had
not taken their capital abroad:

(1) The most “pessimistic” estimate, according to the Com-
mission, assumes that if there were no U.S. plants abroad,
foreign countries would not replace the output of those U.S.
Flnnts with local production, but would import the entire output
rom the United States. Under these assumptions, the presence
of U.S, plants abroud represents a net loss of 1.3 million jobs;

(2) A sccond estimate assumes that foreign countries would
replace half the output of their U.S. plants from their own
production and import the remainder from the U.S. Under
these circumstances there is a net loss of 400,000 U.S. jobs.

(3) A third estimate was based on what the Commission deemed
more realistic assumptions than the other two, namely, that
in the absenco of U.S. MNC's, foreigners would not have xub-
stituted their own plants for those of the NINC’s but that U.S.
exports could reasonubly be expected only to have maintained
the shares of world exports of manufactures that they held in
1960-01, rather than to have taken completely all the markets
served abroad by the MNC's affiliates. Under these assumptions,
the net employment effect in manufacturing shows a gain of
roughly half a million U.S. jobs,

The study notes that the effect of foreign investment on domestic
employment varied from industry to industry, with employment being
increased in some industries and either unaffected or reduced in others.

Iiffect on. World Trade and Capitul Formation.—Multinationals
excrted a significant influence on world trade and on capital formation
in host countries. In seven countries surveyed—the United Kingdom,
I'rance, West Germany, Belgium-Luxembourg, Canada, Mexico, and
Brazil—U.S.-based multinationals in 1970 accounted for 13 percent
of all capital spending, and 22 percent of the capital spending in the
industrinl “backbone” sectors—metals, machinery, and transport
equipment,

Iffect on U.S. Trade—The Commission found a close association
between the U.S, foreign investment and U.S. exports, but a weak
association between the level of foreign investment and the degree
of penetration by foreign imports. Overall, the Commission found
that U.S, multinationals generated $3.4 billion more in new exports
than in new imports. Non-MNC firms in manufacturing produced

00-004 7 8eem-2
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$3.6 billion more in new imports than in new exports. Again, the
study points out the substantial variance in these effects, industry
by industry. Of the 24 industries in which comparisons could be made
between 1966 and 1970, there were sixteen industries showing net
increases in U.S. ex4)orts of $7.3 billion, and cight industries showing
net decreases in U.S. exports of $3.4 billion.

Balance of Poyments Iiffect.—Nultinationals apparently made u
major, positive contribution to the current account of the U.S.
balance of payments and were not a factor in the deteriorntion of
the basic balance of payments deficit during the Iate 1960’s. The
study points out that transactions with Canada and Japan have heen
the chief factors in the deterioration of the U.S. balance of pnyments
position., Multinationals were a factor in the adverse history of balance
of })nyments with Canada, but not with respeet to Japan.

ffect on the International Monetary System.—The Commission’s
study of the role of multinationals in the international monetary
system found that private corporations at the end of 1971 controlled
some $268 billion in short-term liquid assets, with the lion’s share
controlled by multinational firms and banks headquartered in the
U.S. Movement of only a small portion of the $268 billion could
procduce massive monetary crises. The study points to the creative
role MNC’s have played in the development of the international
money market, but also that such firms and banks could, without any
destructive or predatory motivations, frustrate a country’s monetary
policy because of the mobility of short-term capital, Interest rato
differentials or rumors of a currency revaluation, for example, could
send billions of dollars or other currencies from one country secking
to maintain low interest rates for employment reasons to another—
secking to maintain high interest rates to assuage inflationary pressure,

T'echnology, Rd&D, and the Multinational Firm.—Multinational
corporations based in the United States dominate the development
of new domestic technology, according to the study. Exports of
technology outweigh imports f)y a factor of more than ten to one. "The
study found that while high technology industries have tended in
recent years {o pul more new direct investment abroad, compared
with investment at home, these industries have been prominent
generators of high technology exports from the United States but have
not been prominent generators of high technology imports to the
United States, Between 1966 and 1970, according to the study
MNCs in the high technology_industries generated some $6.1 billion
in net new exports while the non-MNC’s in the same industries
generated about $2.1 billion in net new imports.

Legal Issues—The study foresces potential conflicts arising from
the extra-territorial application of antitrust laws and other policies.
Tt points out that United States antitrust laws are based on a philo-
sophical premiso that a truly competitive economic system is the
most efficient and most desirable form of society, but that this view
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is not necessarily shared by America’s trading partners and competi-
tors. The European, Canadian, and Japanese approaches, the study
suggests, favor combination and cartelization of domestic enterprises
in order to compete effectively with the powerful United States-
based multinationals,

Dimensions of Multinational Firms

Tt is not surprising that the Commission study concluded that
technologically-udvanced industries showed o large net gain in
employment while the less technologically-advanced tended to show
no guin or even losses, since the ovemﬁ trade performance of tho
United States is heavily dependent on “high tec{mology industries”
and the job imamct, of foreign investment depends heavily on the trade
performance of those industries, '

It is difficult to generalize about the activities and effects of multi-
national corporations because they encompass quite a diverse and
heterogencous group of companies. These activities may range from
maeking thimbles in Mexico to exploring for ofl off the coast of
Nigeria; from wholly-owned U.8, subsidiaries to plants in which the
U.S. ownership is only 10 percent; from factories to sales outlets,
In a word, “multinationals’” are not only different animals according
to their diverse operations, but also because of their degree of owner-
ship and control, sizo, extension, geographic distribution, manage-
mont {)hilosopllios and many other variables.

While these companies are heterogeneous there is no doubt but that
they aro big. (Sce table 1 on the following page.)

IT General Motors were o nation its “economy” would be the 23rd
largest in the world, with Standard Oil (New Jersey) and Ford not
fur behind.

The “book value” of U.S. investments abroad has increased from
$31.9 billion in 1960 (o $86 billion in 1971, Tuble A in the Appendix
and the charts below break down U.S. investment abroad by industry
and arcn over the 1960-1971 perind. The “book value” measurement
is known to understate the real value of U.S. corporate assets abroad.
The total asset value of U.S. investinent nbroad, including short term
nassets, is estimated at $203 billion with manufacturing accounting
for $78 billion and petroleum at $44 billion,

urope has surpassed Canada as the main area for U.S. investments
abroad with U.S.-owned private assets there in excess of $80 billion
comPnred with $43 billion in Cunada and $24 billion in Latin America,

The worldwide sules of foreign manufacturing affiliates of U.S,
firms exceed $90 billion, almost three times the value of U.S. exports
of manufactured products, These sales are over half the total exports
of manufactured products from all 0.E.C.D. nations. (See Table 25).
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TABLE 1.—NATIONS AND CORPORATIONS

One way to show the size of today’s lnrge multinational eorporations is to com-
pare their gross annual sales with the gross national products of countries, This
table uses 1970 figures for all except the centrally planned economies (exeluding
China) and General Motors Corp., for which 1969 figures are used. The amounts
are shown in billions of dollars, .

1. United States_ ... Y SOTH 1051, By e e e e 6. 58
2. Soviet Unfon. e o.onoooo.. A0L 70152, Thallend . oo e oo oo oo 6. hit
d.dapan. .. 10718148, 1T . e 6, 36
4, West Gernuny ... 186, 35 (54, TEXACO.. oo, 6. 33
SoFrance. oL, 147. 53 |55, Portugal_. ..o ... 6. 22
G, Britain. oo oo .. 121. 02156, Now Zonland.. ... __..._.. 0. 08
L (1 L 0L 10407, Pevu. oo ... h. 92
B.China. e v e oo 52,5058, WESTERN FLICTRIC... 5, 86
0. Cannda. .o 80, 3819, Nigerdov. o oo oo 5, 80
10 Indin. .o oeeeeaeaaa... A2, 021060, Tadwan. ..o, h. 40
42, 32161, GULIFPOIL, ..o .. h. 40
37. 60162, US STERL. oo, 4, 81
36. 10103, Cubiveee e oo 4, 80
3460164, Isenel ... ... 4, 39
3% 18165, VOLKSWAGENWERK.... 4,31
32, 38106, WESTINGHOUSE FLEC.. 4.31
- 32, 20167, STANDARD OIL (Calif.).. 4,190
I8, Netherlands. ............ 31, 25108, A|§vrlu ................... 4. 18
10, Czechoslovakin.......... 28,84 100, PHILIPS ELECTRIC..... 4.18
20, Romania.ooeonnnanao... 2801170, Trolond .o oo 4. 10
20, Belgium. oo oo oieeiaat. 5. 70171 BRITISH PETROLEUM.. 4,08
22, Argentina L. Ll 25, 42172, Malaysin. ..o oaa.. 3. 84
23 GENERAL MOTORS... 24,3073, LING-TEMCO-VOUGHT.. 377
24, Switzerland. .. ... ...... 20, 48 {74, STANDARD OIL (Ind.)... 3.73
25, Pakiston. . ooia.... 1700175, BOBING. ... 3. 68
20, South AMriea.... ... ..... 16.60176, DUPONT ... 3. 62
2. 8TANDARD OIL (NJ). 16858577, Hong Kong. - oo oneen. 3. 62
28, Denmark ... ..o 15, 5778, SHELLOIL. ... .. . ... 3. 50
20, FORD MOTOR........ 14, 08170, IMPLERIAL CHEMICAL.. 3.51
SO, Austein_ . .o a i 14. 31 |80, BRITISH STERL. ...._... 3. 50
S Yugoslavin ..o onaa... 14,0281, North Koven_ .. _.._....... 3. 70
32, Indonesio . oo .. 12, 00|82, GENERAL TELFEPIIONT. 3, 44
33, Bulgarinv. . wee oo eaaeaes 11. 82|83, NIPPONSTFEL......__.. 3. 40
34, Norway . oo veeeeaaae 11,30 |84, Moroceo.. . oo .. 3. 34
35, Hungary . oo ecccenann... 1L 33|83, IMTACHL. ... .. 3.33
36, ROYAL R6, RCA. ... .o ceo... 3. 30
DUTCH/SHELTL....... 10. 80[87. GOODYLFAR TIRE....... 3,20
37. Philippines. oo ...... 10, 23|88, SIEMENS. e ... 3. 20
38, IMnland . .o o ea... 10. 20 | 89, South Vietham_ ouooo.. ... 3,20
3 Iran. ... 10,4800, Libyao oo, 314
40. Venezueln. o eeveeeeeenn.. 0. 58101, Saudi Arablo. - e 3. 14
41, (reece . o oo 004102 SWIFT ... eea... 3.08
42 Turkey. ... ..... 0.04[03. FARBWERKI,
43, GENERAL ELECTRIC. 8.73 HOLBCHST. ...ccaaeun-n.. 3. 03
44, South Koren.eeencaaean.. 8. 21104, UNION CARBIDE........ 3.03
45, IBM . e ivemenennnea 7.3501935, DAIMLER-BENZ........ 3. 02
46, Chile......... .- 7.30108, PROCTOR & GAMBLL... 2. 908
47, MOBII, OIL... . 7.201907. AUGUST THYSSEN-
48, CHHIRYSLER.... . 7.00 HUTTE............ eeee 2.06
49, UNILEVER...cccuena-- 6.88108. BETHLEHEM STEEL.... 2 04
80. Colombif..ceeececcncacans 6. 61109. BASF......... ceeanae cone 2.87

Source: Lester Brown, “The Interdopendence of Natlons,”
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US. Direct Investments Abroad by
Major Industry
(BOOk Value) $86.0 bi
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U.S. Direct Investments Abroad

by Area

(Book Value) $86.0 bil
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TABLE 2.—COMPARISONS OF SALES OF FOREIGN MANUFACTURING AFFILIATES OF U.S. FIRMS WITH OECD
EXPORTS AND U.S. EXPORTS, 1961-70

[in miilions of dollars]}

Average annual growth
Values (percent)
1951 1963 1966 = 1968 1970* 1361-70 1966-70
Worldwide sales of foreign manufac-
turing affiliates of U.S. firms. ... .. 25,061 31,809 53,681 59,676 90,431 153 13.9
OECD exports of manufactured
oods.... ... ..., @) () 107,751 120,692 176,209 @) 13.1
U.S. exports of manufactured goods
(FAS).... ... . 15,083 16,890 22,406 27,547 34,971 9.8 11.8
1 Estimatad. Sources: U.S. Department of Commerce, Bureau of Economic;
2 Not available. Analysis, International Investment Division; OECD trade statistics;

and Trade Relations Council of the U.S., average.

1T
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Comparison of U.S. Exports of Manufactured
Goods and Sales of Foreign Affiliates of U.S.

Firms

*90
bil

Worldwide sales of foreign
manufacturing

affiliates of
US.Arms
$25
bil.
U.S. exports of
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Profits

Tho profits of multinational corporations are truly diversified. The
table below shows the profits of 50 major U.S. companies in 1970
which derived over $400 million or over 40 percent of their total
revenues from overseas. The cffective devaluation of the dollar (the
second devaluation in slightly over one year) will increase the dollar
value of foreign earnings.

Only two corporations, Standard Oil of New Jersey and IBM,
earncd $500 million abroad in 1970. Seven .others made over $100
million. Surprisingly, Ford Motor and General Motors did not make
more profits abroad than I'l'l', even though the automotive giants are
$900 million to $1.2 billion larger.

Large diversified multinational corporations with earnings spread
out all over the globe in various industries are in a better position
to avoid large cyclical fluctuations in their- earnings because of a
recession in any particular country, This indeed has been the case with
U.S. multinationals. With a slowdown in the U.S. economy in 1970,
overseas profits really buoyed the earnings of many U.S. companies,

One ol1 the issues related to overseas profits is the question of
whether the U.S. foreign source income provisions give an incentive
to invest abroad rather than at home,

00-604—73——3



Table 3.—MULTINATIONAL PROFITS, 1970

Estimated
foreign Net
Net sales . sales Percent income Percent
Company (millions) (millions) total  (mithions) foreign Where the profits come from
Standard Oll (New Jersey) .............. $16,554 $8,277 50 $1,310 52 Worldwide. .
Ford Motor.. e eteeeieeeeeieaaaan 14,980 13,900 26 516 1 24 Germany, Britain, Australia.
General MOtOrS . . ..o onv oo 18,752 13,563 19 609 119 Worldwide.
Mobil Oil.. ..., 7,261 3,267 45 483 51 Canada, Middle East.
International Business Machines. . . ... 7,504 2,933 39 1,018 50 Worldwide.
International Telephone & Telegraph.. 6,365 12,673 42 353 1 35 Canada, Europe, Latin Amenca.
TeXACO. ..t viiiiiieinineeanneeanaaaaann 6,350 2,540 40 822 (3) Worldwide.
GulfOil. ... 5,396 2,428 45 550 321 Middle East, South America, Canada.
Standard Oil of California.............. 4,188 1,885 45 455 346 Middle East, Indonesia, South America. .. ..
Chrysler.......... cocoiiiiiiiiiiinaans 7, .000 11,700 24 17.6 2) Worldwide.
General Electric......................... 8,727 1,393 16 329 20 South America, Canada, ltaly.
CaterpillarTractor...................... 2,128 1,118 53 144 (?) Export sales, Worldwide.
Occidental Petroleum................... 2,402 11,105 46 175 2) Middle East, South America, Africa.
F.W.Woolworth........................ 2,528 51,001 35 77 61 Canada, Germany, Britian.
EastmanKodak........................ 2,785 874 31 404 19 Worldwide.
UnionCarbide.......................... 3,026 870 29 157 () Do.
Procter & Gamble...................... 3,178 795 25 238 25 Britain, Europe, Latin America.
SINnger. ..ottt 2,125 775 37 75 (?) Europe, Latin America.
DowChemical.......................... 1911 771 40 103 ¢ 45 Worldwide.
CPCinternational...................... 1,376 692 50 61 51 .
International Harvester. . . ............. 2,712 680 25 52 (?*) Canada, Europe, Africa.
Firestone Tire & Rubber............... 2,335 677 29 - 93 39 Worldwide.
Colgate-Palmolive............... e 1,210 670 55 40 @) Do.
Honeywell . ... ... ... ... .. ... ... ... 1,921 622 35 58 (2) Europe, SBritish Commonwealth.
National Cash Register................. 1,421 643 45 30 851 Worldwide.



Minnesota Mining & Manufacturing....
First National CityCorp................
Englehard Minerals & Chemical........

D= >
GeneralFoods................ccveven...

American Smelting & Refining.........
Monsanto....... ...,

HoJ Heinz. ...t

Pfizer........coiiiii e

Chesebrough-Pond’s...................
Black &Decker.........................

3,618

492

479
467

453
441

433
420
412

341
301
289
203

111
107

18 329
33 30
36 188
35 139
40 36
34 72
30 188
36 13
31 147
16 29
21 119
65 89
24 67
36 98
13 236
44 38
27 24
47 81
17 69
59 49
50 24
43 66
46 10
43 21
42 20

A)
1639
)
40

%)

@)
38

33
)
®)
755
31
®
7

44
75
55
*)
e
35

50
98

40
50

Export sales, Europe.
Latin America.

Europe, Canada, Australia.
Worldwide.

Britain, Europe, Japan.

Europe, Japan.

Britain, Canada, Latin America.
Europe.

Worldwide.

Canada, Britain, Germany.

) Canada.

Australia, Peru, Mexico.
Canada, Latin America, Europe.
Worldwide.

Canada, Europe, Latin America.

Worldwide.

Canada, Mexico.

Britain, Europe, Latin America.
Europe, Latin America.

France, Canada.

Worldwide.
Do.
British Commonwealth, Europe, Latin
America.
Europe, Canada, Latin America.
Export sales.

! Excludes Canada.

2 Not available.

3 Contracts completed.
¢ Deficit.

s Percent based on consolidated sales and equity in unconsolidated sub-

sidiary.

¢ Percent based on operating income. X 3
7 Percent based on earnings before taxes and extraordinary items.

Note: All oil company figures exclude excise taxes.

a1



16

The Tax Issues

There are, to be sure, incentives in the United States Internal
Revenue Code to encourage investment abroad. During the nineteen
fifties private investment abroad was encouraged by the United
States Government as an adjunct to our foreign aid program. We
extolled the virtues of the “free enterprise system’” and wanted to
export that philosophy to other nations. We encouraged the transfer
of technology through our technical assistance and foreign aid pro-
grams to the extent that. we increased plant capacity abroad in the
very areas which were later to provide us with concentrated import

competition.
The Foreign Tax Credit

Our tax laws provide that foreign subsidiaries of United States
corporations may credit their foreign taxes paid against the income
tax liability of the parent corporations on foreign source income. This
was considered necessary to avoid “double taxation” that is, taxation
by the host country and taxation by the United States Government
on the same income. The multinational corporations will argue that
foreign governments provide not only tax neutrality with regard to
their own multinational corporations but will actually give them out-
right subsidies and tax forgiveness. They will also point out that if
they are denied the ability to compete abroad through the establish-
ment of plants, foreign corporations will fill the breech and will export
their products back to the United States; thus, our labor situation will
not be improved and our balance of payments will be made much
worse.

On the other hand, however, critics will point out that the foreign
tax credit not only serves to encourage (or at least not discourage)
American corporations from setting up their factories abroad, but it
will also tend to erode the United States tax base. This is because
foreign governments preempt the substantial portion of the income of
these companies and thereby reduce the tax labilities of their parent
corporations to the United States Treasury. They may suggest that it
was the foreign tax credit not the depletion allowance or any of the
other so-called tax preferences, which was responsible for the fact that
several large United States corporations paid little or no domestic
income tax in some recent years. Furthermore, there is the question
of whether the parent company can juggle the books, so to speak, so
as to arrange their world-wide income distribution to minimize the
United States tax liability.

The credit for income taxes paid abroad dates from 1918; it was
designed to eliminate double taxation of income. Prior to that time a
deduction from gross income had been allowed for foreign income taxes.

Prior to 1921, only American corporations with foreign branches
were entitled to the foreign tax credit. In 1921, Congress extended the
foreign tax credit to a domestic corporation which owned a majority of
voting stock in a foreign subsidiary. In general, the credit continued
unchanged until 1942 when Congress expanded it to allow domestic
corporations a credit for taxes paid by a wholly owned foreign sub-
sidiary of the majority owned foreign subsidiary. In 1951, Congress
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further liberalized this ]'nrovision by allowing the tax credit to a do-
mestic corporation which owns at least 10 percent of the voting stock
of a foreign subsidiary from which it receives dividends.

It also provided that such a 10 percent owned corporation which
owns 50 percent or more voting stock in another foreign corporation,
from which it receives dividends, shall be regarded as having paid a
Portion of the taxes paid by the other foreign corporation in any
oreign country,

In 1921, the limitation was based on the foreign tax payments which
could be allowed as a credit against United States tax. This was the
“overall” limitation which restricted the credit so that it would not
exceed the same proportion of the total U.S. tax, as the income from
foreign sources bears to the total income of the taxpayer. This limi-
tation was imposed to prevent the U.S. tax on domestic income from
being reduced by foreign rates which are higher than U.S. rates.

In 1932, the Congress added a “per country” limitation, which
sgeciﬁes that, with respect to taxes paid to each country, the credit
should not exceed the proportion of the U.S. tax which the taxpayer’s
income from within such country bears to his entire net income. This
limitation was written in to eliminate a tax benefit received by some
taxpayers deriving income in more than one country as compared
with the taxpayers operating in only one country. Both of theso
limitations were in effect until the 1954 Code eliminated the overall
limitation.

Table 4 shows that the taxable income on foreign earnings of
U.S.-owned corporations was $11 billion in 1970. Taxes paid to
foreign governments on that income is estimated at $5.7 l)iﬁion, or
51.8 percent. After crediting those foreign taxes with a $4.6 billion
foreign tax credit, the U.S. Government received only $640 million
on the 811 billion in taxable income or 6 percent.



TABLE 4.—DATA ON U.S. CORPORATIONS WITH TAXABLE INCOME FROM FOREIGN SOURCES: ALL
INDUSTRIES, MANUFACTURING, AND MINING

[In millions of dollars]

' All industries Manufacturing t Mining 2
1968 1970 1968 1970 1968 1970
Taxable income from foreign sources.............. 8,760 311,000 6,096 327,700 1,262 31,085
Foreign taxes paid, accrued, or deemed paid...... 4,525 35,680 3,198 34,040 845 3725
Foreign tax creditglaimed......................... 3,656 4,640 2,603 3,398 642 701
Taxes paid to U.S. Government on foreign source
INCOME. .. .. e e 3550 3640 3325 3300 none none

1 Includes petroleum refining.
2 Includes crude petroleum.
3 Estimated.

Source: Actual data from an unpublished IRS tabulation for 1968

tax year. Estimates provided by Joint Committee on Internal Reve-
nue Taxation.

81
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Taxable Income from Foreign
Sources and Taxes Paid

$11.0 bil.

. | .
Taxable income

from foreign

%8.8 bil, sources
]

Taxes paid U.S.

Foreign taxes
paid, accrued,
or deemed
paid

1968 1970

If the credit is climinated, companies argue, the U.S. would receive
considerably more, but the effective tax rate on these corporations
would increase to the 70-75 percent range, which could make them
uncompetitive in foreign markets,

On the other hand, if foreign investment erodes, over time, the
industrial base in the United States, it also erodes our tax base and
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ultimately our high standard of living. Then it might reasonably be
asked “Who is going to pay for the cost of government?”’—the needs
of our cities, socinl insurance programs, our defense posture et al.?
Wage and salaried individuals are already heavily taxed. Without a
strong manufacturing sector they would not have the income to pay
for the existing government services, no Jess new programs, That is a
fundamental issue that underlies some of the provisions in the Hartke-
Burke bill.

One might also ask if the collection of only about 6 percent of
forcign taxable income is worth all the complexity of “Subpart F”
of the Code?

The Deferral Issue

Another related tax issue is the deferral aspect of foreign-source in-
come. Under our tax laws, a subsidiary abroad may defer the payment
of United States taxes until such time as the income is repatriated
back to the United States. They do not pay as United States citizens
who earn u salary or wage must pay their taxes—on a current basis.
This deferral aspect, is in effect, an interest-free loan to United States
subsidiaries abroad which again can be manipulated to the advantage
of the parent company.

Aro theso incentives in the Tax Code in the best United States-
nutional interest? If not, can they be modified without raising the
issue of double taxation which ending the foreign tax credit would
certainly do. These are questions that the Congress will have to face.

Multinationals and the U.S. Trade Performance

The United States sustained the largest trade deficit in its history
in 1972, Measured on an f.0.b., balance of payments basis, the trade
deficit was $6.9 billion; measured on a c.i.f. (and excluding foreign aid
exports) the deficit was $14.56 billion, an amount larger than our total
bn‘lnncc of payments deficit on any basis of measurement.

The 1972 deficits are said to be attributable mainly to:

(1) The rapid growth in the U.S. economy in 1972, giving rise
to a large increase in the demand for imports;

(2) The “perverse” effects of the dollar devaluation in Decem-
ber 1971 which increased the value, but not always the volume,
of U.S. imports;

(3) The growing value of raw materials imports particularly
petroleum, and

(4) The failure of our trading partners to provide meaningful
access to their markets for U.S. products.

There are always explanations for a disaster and clearly 1972 was
u disaster for the U.S. trade position.

The Tariff Commission study, based upon Commerce Department
data, concluded that U.S.-based multinationals were a positive factor
in our trade account and were not responsible for the deterioration in
the balance of trade between 1966 and 1970, years in which data on
MNC's are available. .

Manufactured exports related to multinational corporations in-
creased from $13.7 billion in 1966 to $21.7 billion in 1970, and account
for about 62 percent of total U.S. exports. (See table 6). Imports of
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manufactures from U.S. MNC's rose from $6.1 billion in 1966 to $10.7
})illion in 1970, accounting for 36 percent of U.S. imports of manu-
acturers.

Muiltinational Corporations Account
for a Greater Proportion of Manufactured
Exports than Imports

exports

exports

1966 1970

$0-604—73—4
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TABLE 5.—MNC-RELATED U.S. TRADE IN MANUFACTURING
COMPARED WITH TOTAL U.S. TRADE, 1966 AND 1970

[Amounts in milllons of dollars)

U.S. exports U.S. imports
Total MNC- Total = MNC-
related related
All manufacturing: '
L 21,227 13,692 16,893 6,073
1970.......... Ceeeeaa 34,969 21,718 30,795 10,702
Chemicals and allied .
products:
1966.........00000vvue 2,677 1,956 957 640
19700 4,012 2,342 1,256 807
PrlmarY and fabricated
metals:
1966.............c.... 1,781 - 1,142 3,267 372
1970.....ccc0vvvvinnn, 3,749 2,237 4,715 513
Machinery and transport
equipment:
1966................... 11,162 7,839 4,828 2,256
70, ..o, 17,463 12,605 12,089 5414
All other industries:
1966 ................. 5,607 2,755 7,841 2,805
1970.........cccev 9,745 4,534 12.735 3,968

Examination of these data may lead to the conclusion that all is
well in trade in manufactures—we have an apparent surplus and the
MNC’s are responsible for it. Not so!

The U.S. competitive position in manufactures has deteriorated
rapidly in recent years as the following table indicates. Import data
for the United States have been adjusted to a c.if. basis (roughly
10 percent higher than fob data) to make them comparable to data
of our trading partners. The table below showing U.S. trade in
manufacturers compared with that of our major trading partners
is revealing: it shows that the U.S. trade in manufactures deterio-
rated from a surplus of $5 billion in 1960 to a deficit of $7 billion in 1972,
Even more dramatic were the tremendous increases in the surpluses
of two of our main competitors—West Germany and Japan. West
Germany’s surplus in manufactured goods reached $16.4 billion in
1972, while that of Jagan climbed to the astounding figure of $19
billion. Thus, while U.S.-based multinationals may show a positive
balance of trade, the Nation as a whole is losing markets to Germany
and Japan.
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Balance of Trade in Manufactures
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TABLE 6.—TRADE IN MANUFACTURES

1960-72
[In billions of dollars]
Total

United
States
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Source: U.S. Department of Commerce, ’International Economic Indicators,’

1 January-September at annual rate,
December 1972, p. 14.
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In the United States, exports account for hetween 11-14 percent
of production of goods while in the Federal Republic of Germany
the ratio is about 38 percent, in France 24-30 percent, the U.K.
45-48 percent, Japan about 30 percent, and Canada 67 percent as
the table below indicates:

TABLE 7.—COMPARATIVE RATIOS OF EXPORTS TO PRODUCTION

OF GOODS
Federal
Repub-
lic of United
United Ger. King-

States many France dom Japan Canada

1960.............. 11.1 313 234 385 249 451
1966.............. 114 347 237 406 301 545
1967.............. 11,7 380 232 391 263 600
1968.............. 119 397 244 449 277 66.0
1969.............. 124 386 260 485 30.1 66.8
197000 142 379 297 485 311 *)

1 Not available.
Source: U.S. Department of Commerce *International Economic Indicators’’.
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Employment in Manufacturing

It is said that the United States is becoming more and more a
“service” economy. The table below bears that out. Manufacturing
employment in the United States has not increased significantly over
the postwar period, while employment in “wholesale and retail”
trade, and “services” has, as well as “State and local” government
employment. As our labor force (wage and salary workers) increased
steadily from 40.4 persons in 1945 to 72.8 million in 1972, oml)loymcnt
in manufacturing increased from 15.5 million to only 18.9 million over
this period.

Does this suggest that the United States is entering a post-industrial
cra in which manufacturing industries in the United States will not
he able to absorb the 20 million new entrants expected in the labor
force by 19080?

Can a nation remain in a leadership position in the world without
a strong industrial base?

With the anticipated hugoe increases in petroleum imgm'ts, estimated
to cost $20-25 bi‘)lion by 1980, how can the United States expeet to
balance its international accounts when it is losing competitiveness in
manufactured exports?
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Nonagricultural Employment in the U. S.

Proportion of total employment
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TABLE 8.—EMPLOYMENT IN THE UNITED STATES IN NONAGRICULTURAL ESTABLISHMENTS DURING THE
POSTWAR ERA 1945-72

[in millions of persons]

Manufacturing

Finance, Government
Total Percent Whole- in-

wage and of totai Transport sale and surance, State
salary employ- Construc- public retail and real and
workers Total ment Mining tion  utilities trade estate Services Federal local
1945......... 404 15.5 38 0.8 1.1 3.9 7.3 1.5 4.2 2.8 3.1
1950......... 45.2 15.2 34 9 2.3 4.0 9.4 1.9 5.3 1.9 4.1
1955......... 50.7 16.9 33 8 2.8 4.1 10.5 2.3 6.3 2.2 4.7
1960......... 54.2 16.8 31 4 2.9 4.0 114 2.7 7.4 2.3 6.1
1965......... 60.8 18.1 30 .0 3.2 4.0 12.7 3.0 9.1 2.4 7.7
1970......... 70.6 194 27 .6 3.4 4.5 14.9 3.7 11.6 2.7 9.8
1972......... 72.8 18.9 27 6 3.5 4.5 15.7 3.9 12.3 2.6 10.6

Source: **Economic Report of the President”, January 1973, p. 227.

62
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Multinational Corporations and the Dollar Crisis

The United States has just experienced the second massive run on
the dollar in the past 18 months,

The underlying causes of these all too frequent episodes is the per-
sistent deficit in the U.S. halance of payments which, cumulatively,
over the period 1950-1972 totals over $88.6 billion. The basic causes
of U.S. pavments deficits are not U.S, foreign investment, as will be
explained later, but more fundamental forces in the world economy
and the assumption by the U.S. govornment of massive political,
military, and economic aid responsibilities around the globe.

Clearly, however, whatever the fundamental causes, there is a glut
of American dollars in Europe and Japan. The speculators are capable
of not only frustrating a nation’s monetary policy but also of literally
forcing a devaluation or re-valuation on countries. Perhaps there is
A positive aspect to this as the speculators end up foreing governments
to do what they should have done but for questions of national esteem
and political stake resist (Ioinﬁ:.

Nevertheless, the huge dollar holdings of American corporations,
and overseas branches of American banks can trigger off massive
monetary crises, Short term assets of foreign affiliates of U.S. corpora-
tions totaled $110 billion in 1971, while foreign banks and foreign
branches of U.S. banks held another $114 billion in short term assets.
Tho Tariff Commission study estimates the amount of short-term
funds that may have been capable of flowing across national bound-
aries, generating internationnl monetary crises as $162 billion in 1969,
$212 billion in 1970 and $268 billion in 1971. (See Table 9).

TABLE 9.—ESTIMATED SHORT-TERM ASSET AND LIABILITY
POSITIONS OF PRINCIPAL INSTITUTIONS IN INTERNATIONAL
MONEY MARKETS, 1971

[Billions of U.S, dollars)

Assets Liabilities

US.banks.............oocooiiiviiiiiiinn, 13.0 16.0
US.nonbanks....................oooiiiii 5.2 2.6
Foreign banks..............oovivviviniinnn.in. 52.7 46.5
Foreign governments, central banks, and in-
ternational organizations................... 18.7 (2
Foreign nonbanks................. e 6.8 11,
Foreign affiliates of U.S. corporations........ 110.0 63.0
Foreign branches of U.S. banks............... 61.4 61.5
Total..oovo 267.8 201.0

1 Not available.

Source: Tariff Commission, “Implications of Multinational Corporations for
World Trade and Investment and for U.S. Trade and Labor," p. 537.






TABLE 1C.—U.S. TRADE AND BALANCE-OF-PAYMENTS DEFICITS
1960-72

[in billions of dollars])

U.S. trade position Trade batance
Exports (X) imports (M) C.i.f. (M) Balance of payments
Excluding -

Minus foreign Ofticial Basic
Total foreign aid F.o.b. C.i.f.1 F.o.b. aid(X) Liquidity¢ settiements balance
19.6 18.0 14.7 16.2 49 1.8 -3.7 —-34
20.2 18.5 145 16.0 s.7 2.5 -2.3 —13
21.0 18.9 16.2 18.0 48 9 —-2.9 —2.7 08

2 — o
22.4 19.8 17.0 18.6 54 1.2 —2.7 —-1.9
25.7 229 18.6 20.6 7.1 23 2.7 —-1.5
26.7 24.1 21.5 235 5.2 .6 -2.5 —1.3
29.3 26.7 25.5 28.1 38 —14 -2.2 2 -1.7
30.6 28.1 26.8 295 38 —1.4 —4.7 3.4 -3.3
33.6 30.1 33.0 36.0 .6 —5.9 —1i.6 —1.6 —-14
36.4 35.2 358 39.4 .6 —4.2 —6.1 2.7 -3.0
42.0 40.8 39.8 43.8 2.1 -3.0 -39 —10.7 -32.1
428 40.8 45.5 50.1 —-2.7 —-—9.3 —-220 -30.5 —9.3
48.7 46.7 55.6 61.2 —6.9 —145 3-13.1 —310.1 3--10.2
1 C.i.f. imports are assumed lo' be roughly equivi lent to 110 percent of s The liquidity deficit for 1965-1972 excludes SDR allocations.

f.o.b. imports, in accordance with a2 Tariff Commigsion study. The actual .
34 F i inki i . Source: U.S. Department of Commerce, “Survey of Current Business'’
c.i’?AJ;nrgggt values will be published monthly beginging in Jijy 1973, December 1972 and earlier issucs.

3 January-September 1972,

W o oy - s ey o+ P
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The Tarilf Conguission study points out:

“This 8268 billion, all managed by private persons ina private
market which is virtually uncontrolled by any sort of official
institution, umounts to more than twice the total of all intor-
national reserves held in central bunks and international monetary
institutions in the world at the <ame date. These are reserves
with which central banks fight to defend their exchange rates.
The resonreis of the private scetor oatelase thew” Emphasis
supplied)

Thix report was written before the latest dollar evisis. Yot it speaks
with admirable clarity on the current events,

There is nwo doubt that the international monetary <y <tem rests on
shuky foundations. Tt would be unfair 1o attribnte the underlyving
case of the all too frequent monetary erisi< either 1o the “anomes of
Zarich,” or to the greed of international corpornte money managoers,
As the Turiff Commission study indientes:

“While it is not appropriate to conclude thut <peculative
behavior charaeterizes the international financial aciivities of the
ereat majority of MNC's it is appropriate to stress that they have
been a primary ereative foree in the growth of interaational money
and eapital markets.”

The Enrocurreney market, with its large privately held dollar and
other curreney holdings has contributed to the erowth of trade and
investment, particulnrly in Europe. But the existence of large pools
of dollars all over the world overshadows the ability of contral banks
to maintain fixed exchange rates, One of the questions which the
monetary authorities will have to face is that: “given the mobility of
enornous private holdings of convertible currencies, should exchange
rates be foreed to change under erisis cireumstances. or should they
(i.e., the monetary authorities) adopt objective, internationally-
agreed-upon eriterin to facilitate periodic changes in curreney values
to reflect changed economie cirenmstances?”

The underlying eauses of the reeurrent international monetary
erisis are the chronie deficits in the U, S, balance of payments, which
have flooded the world with unwanted dollars, and the inadequate
internaiional woneim v and trading rules which do not facilitate ad-
justment of nation’s deficits and surpluses.

The eauses of the persistent UK, bulunce of payments deficit are
not simple: they go deep to the heart of the changed economic rela-
1ionshi‘)s in_the postwar period which are due, in Jurge measure, to
the politicul mu| military role assumed by the United States to
protect the freedom of others, while the countries we protected con-
centrated on developing highly technologically advanced und com-
petitive cconemic structures, which they protected from outside
competition in various ways. IForeign investment by U.S. corpo-
rations cannet be fairly blamed as the basic cause of our persistent
balance of puyments (poli('its. Indeed, the income on foreign invest-
ment is growing at a healthy pace, and together with royvalty and
fee income, rxceed direet investment capital outflows by £4.5 hillion,
as the table and chart following indicate.
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TABLE Il.—SUMMARY OF FINANCIAL FLOWS RELATED TO
DIRECT INVESTORS, 1964, 1970, 1971

[In millions of dollars)

1964 1970 1971t

Direct Investment Capital Outflows (total). 112,832 4,400 4,965

Manufacturing........................ 1,295 1,468
Other................oiiiiiiiinn.. 1,294 3,105 3,297

Interest, dividends, and branch earnings

(net) (totauz... ........................... 3,674 6,001 7,286
Manufacturing........................ 893 1,859 1,941
Other.........coovviiiiiiiiiin.., 2,781 4,142 5,345

Royalties and fees (net) (total)............ 1,013 1,919 2,169
Manufacturing........................ 479 1,002 1,116
Other.............cooiiiiiiiiiiiin, 53¢ 917 1,053

! Preliminary.

. 98705:rce: U.S. Department of Commerce, Survey of Current Business, November

From 1948 to 1970, Congress has appropriated over $150 billion
for what is traditionally defined as foreign assistance, The Senate
Appropriations Committee Report on “Foreign Assistance and Re-
Inted Program Approprintions Bill, 1973 states that: “We know that
these figures (i.e., the $130 billion) represent only a fraction of total
resource transfers and ean estimate that the teue cost of this unprece-
dented effort has been at least $100 billion more than has been reflected
in appropriations for new obligational authority.”

The table shown below taken from the Senate Approprintions
Committee report notes that the total transfer of U.S. resources to
foreign nations is 88,7 billion, $9.7 billion and $10.1 billion, respectively,
for fiseal yenrs 1971, 1972, and 1973, (If the Export-Import Bank’s
lending program were included, those totals would become $11.6
billion, $17.0 billion and $17.5 billion.)



TABLE 12—TRANSFER OF U. S RESOURCES TO FOREIGN NATIONS

Fnscal year -
S e '_"—"15_72 o 1973
Securityassistance. ... ... ... ... ... . ..... +45,705,380,000 +46,236,805,000 +5,932,976,000
Development and humanitarian assistance... . . ... .. 3,017.,073.000 3, 479 462 000 4,191, 265 000
Grand total, foreign assistance................ 8,722,453,000 9,716,267,000 10,124,241,000
Export-Import Bank........................oe 2,880,800,000 7,331,800,000 7,331,800,000

Total (including Export-lmport Bank).......... 11,603,253,000 17,048,067.000 17,456,041,000

9¢
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In addition to our foreign assistance programs, the United States
currently pays about 70 percent of the cost of defending the “Free
World.” To be sure, we henefit fromn our security shield, but it relieves
other nations from costly expenditures which they would otherwise
have to assume,

TABLE 13.—DEFENSE COSTS AND DEVELOPMENT ASSISTANCE

Defense costs Developmental

(1970) gssistance (1970)
(Millions  Percent  (Millions Percent
0 0 of of
Country dollars) GNP! dollars) GNP
United States....... 77,827 8.0 3,050 0.31
Portugal.................. 3400 6.3 28 .45
United Kingdom........... 5,767 4.9 447 37
France.................... 35,900 4.0 951 .65
Sweden................... 1,129 3.6 117 .37
Netherlands............... 1,096 3.5 196 .63
Australia.................. 1,127 3.4 203 59
Norway.................... ¢ 375 3.4 37 .33
West Germany............ 6,103 3.3 599 32
Belgium................... 695 2.8 120 48
Italy.........c.oovviiini, 2,499 2.7 147 .16
Canada.................... 1,906 2.4 346 43
Denmark.................. 368 2.3 59 .38
Switzerland............... 413 2.0 39 14
Austria.................... 3165 1.2 19 13
Japan.................oel 1,582 8 458 23

! Source: Economic Data Book for Countries of Europe, Statistics and Report
Division, Agency for International Development, September 1971.
2 é S{);;ge: Organization for Economic Cooperation and Development as of June
¥'Indicates estimate.

Staff note: Information not available as to how much foreign assistance rendered
by' Friance. Portugal, United Kingdom, the Netherlands, and Belgium is prior to
colonies,

Source: Senate A’Jprogrlatlons Committee, 'Foreign Assistance and Related
Program Appropriations Bill, 1973."
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While foreign investment by U.S. firms is not the underlyving cause
of persistent U.8. deficits, it is true that United States corporations
have tended to produce for the large U.S. market and are not as
dedicated to exporting as are their counterparts in Europe and Japan.

International Monetary Reform

“The United States, as do other nations, recoznizes the need to
reform and strengthen the framework for international trade and
investment.,” The statement was made by Secretary Shultz on
February 12 as the United States devalued the dollar for the second
time in 18-months, His statement is reproduced in the Appendix.
On September 26, 1972, the Secretary outlined the U8, position on
long-term reform of the international monetary system,

The international monetary “system’" is indeed in a state of transi-
tion. The underpinnings of the Bretton Woods system, established
at the Bretton Woods, New Hampshire conference in 1944, wero

ulled when President Nixon, on Auwgust 15, 1971, announced to the
vation his new economic program. The President’s program had two
interrelated objectives in mind: (1) to correct the overvaluation of
the dollar to reestablish the competitiveness of U.S, products in
world markets, and (2) to reform the international monetary system
to ease the continuing burdens on the United States and to serve
better the economic needs of the entire world,

In order 10 obtain these objectives, the President:

(1) Suspended the convertibility of the dollar into gold,
specinl drawing rights, or other reserve assets and allowed the
dollar to “float” in exchange markets;

(2) Imposed a 10 pereent import surcharge on all dutiable
imports;

(3) Excluded foreign capital equipment from the proposed tax
credit for investment; :

(4) Proposed the Domestic International Sales Corporation
(DISC) to stimulate U. 8. exports;

(5) Asked Congress to reduce foreign aid appropriations by
10 percent.

The Bretton Woads System

These actions abruptly altered the “rules of the game” for inter-
national financial dealings between nations established at Bretton
Woods, Under the Bretton Woods system, all currencies were officially
denominated in terms of gold, although they were actually pegged to
the dollar, The dollar was fixed to gold, and convertible into gold by
official monetary institutions,
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The dollar became the world’s curreney, serving as the means fo
maintaining “par values,” the reserve currency in central bank
holdings, and as the standard of value for all currencies,

Because of its central role in the world economy nnd for reasors of
prestige, the United Stutes felt it could not devalne the doda ontrizin
and sought solntions to its balance of payments problems in other
ways. Durine the late fifties end 2!l throngh the sixties, the Unital
States acted to “correet’” its halanee of payments throuch piceemen!
actions: tied aid, military offset sales, the Interest Fgualization Tax,
controls over bank lending and divect investment abroad, tightenine
Buy American requirements on Defense purchases, and other *vos-
metic” actions, such as debt prepavments to make the numbers
look better, Nothing really altered the fundamental changes in
economic relationships and the deficits continued.

By the second quarter of 1971, no mere pallintives would improve
our balance of payments deficits which were running at an over £20
hillion annual rate. When those extraordinary deficits hallooned still
further in the third quarter, running at over $40 billion annualized,
accompanied by a massive run on the dollar, the President was foreed
to act on August 15, 1971,

After o period of turmoil, new currency rates were set at the
heralded “Smithsonian Agreement’” in December 1971, All the officinl
observers billed this realignment as an “historic” oceasion and pre-
dicted a swing into the United States balance of trade and payments.

1972 did not witness any improvement, but rather a further de-
terioration in the U.S. trade and payments position, and by Febraary
1973 another massive run on the dollar was upon us, The T.0.h. trade
deficit shot up to $6.9 billion (balance of payments basis) while the
c.i.f. trade (legcit is estimated at the astounding level of $14.5 billion.

The unilateral devaluation of the dollar by 10 percent, and a float
of certain other currencies such as the Japanese yen, the British
pound, and the Italian lira, should result, over time, in u significant
improvement in the U.S. competitive position. Imports of foreign
produets will hecome more expensive and U.S. exports will be more
attractive in foreign markets., Yet, as the last devaluation showed,
the short-term effects may well be negative, Furthermore, without a
fundamental change in the rules governing international trade and
finance, the international monetary system is likely to limp along
from crisis to erisis and the deficit in the U.S. balance of payments
could persist. The nations of the world face the nlternatives of getting
together to revamp the broken down Bretton Woods system in a
cooperative way, or letting the law of the jungle take over in inter-
national trade and monetary matters,
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TABLE A.—1).S. DIRECT INVESTMENTS ABROAD, BY AREA AND MAJOR INDUSTRY, 1960-71
{1 mutlions of U.S, dollars]
Value of
Book values Value of total assets net fixed assets
1960 1962 1964 1966 1968 1970 1971 1966 1970 1966 1970:
All areas (total)............... 31,865 37,276 44.480 54,799 64,983 78,178 86,001 124,792 203,076 43937 69,012
Manufacturing............ 11,051 13.250 16,035 22,078 26,414 32,261 35475 49,156 78,000 19,502 30,915
Petroleum................ 10,810 12,725 14.328 16,222 18,887 21.714 24,258 27,280 43,871 15,130 22.696
Other...................0. 10, 11,301 13,757 16,499 19,682 24,203 26,268 48356 81,205 9,305 15,401
Canada (total)................ 11,179 12,133 133855 17.017 19, 535 22,790 24,030 30, 34'5'“' 42,634 11,689 18,723
Manufacturing. . ......... 4827 5312 6,198 7.692 8568 10,059 10,537 12,587 16,514 4957 6,945
Petroleum................ 2664 2875 3,196 3,603 4,094 4807 5.134 5.369 8355 3,707 6,531
other..................... 3688 3946 4461 5717 6873 7924 8359 12389 17,765 3,025 5247
Europe (total). . .............. © 6,691 8930 12,129 “1’6 233 19.407 24,516 27.621 49,959 80,367 15070 22,517
Manufacturing. ..... .... 3804 4883 6587 8879 10797 13,707 15538 22,894 37,263 8874 13,913
Petroleum..... . ... .. 1.763 2385 3,122 4,003 4,635 5466 6,202 8701 13,360 4,530 5,976
other............... ... 1,124 1662 2, 420 3351 3 1975 5343 5881 18364 29,744 1,666 2,628
Latin America (total) ........ '*8* 33'5“"5325 10 254 11 498 13,101 14 760 15’7“55 o 26“0'8‘1"’— 23,996 »7.6_21 8,643
Manufacturing. . ......... 1521 1,944 2,507 3,318 4,005 4,621 4,998 7.342 10,719 2,806 4,075
Petroleum. ... ....... ... 3122 3,642 3,589 3,475 3,680 3,938 4,194 4.002 4323 2521 2,408
other..................... 3,722 3938 4. 158 4705 5416 6201 6 571 8737 8954 2294 2,160
Other areas (total)............ s, 635' 6689 8242 10, 051 fEého 16112 18 587 24 407 56,079 9557 19 129
Manufacturing. . ......... £99 1.111 1,329 2,189 3,044 3874 4402 6333 13504 2865 50982
Petroleum. ............... 3,261 3.823 4421 5136 6478 7,503 8.728 9,208 17,833 4,372  7.781
Other..........ooovviviiil 1,470 1,755 2,492 2,726 3.418 4,735 5457 8866  24.742 2320  5.366
! Preliminary. T R Current Business;* ss:ct lu,u-n:: trom :1.:& ;A ;::pphed‘ ‘h;“t-h_( ' ;’w\; Tarm

2 Estimated trom sample data.

Source: Book values trom U.S. Department ot Cormmmerce,

Comnussion by U.S. bepartment of Commerce, Bureau of Econuimic Analysts,

*Curvey ot

tnternational lnvestment Division.,
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DEPARTMENT OF THE TREASURY,
Washington, D.C., February 12, 1973,

STATEMENT ON ForkigN Ecoxosmic Poricy ny SECRETARY oF THE TREASURY
(ironrGge P. Snuunrz

The United States, as do other nations, recognizes the need to reform and
strengthen the framework for juternational trade and investment. That framework
must support our basic objective of enhancing the living standards of all nations,
It must encourage the peaceful competition that underlies economie progress and
efficieney. It must provide seope for cach nation—while sharing in the mutual
henefits of trade—to respect its own institutions and its own particular needs, It
must incorporate the fandamental truth that prosperity of one nation should not
he songht at the expense of another,

This great task of reform is not for one eountry aione, nor ean it he achieved in
a single step. We ean ke satisfaction in what has heen aceomplished om o co-
operative basis since the actions announced on August 15, 1971 elearly signaled
our recognition of the need for deeisive change,

Intense negotiations established an important fact in December 1971: mutual
agreement can be reached on changes in the pattern of world exchange rates,
inclnding the parity of the United States dollar, in order to promote the agreed
goal of & better balanee in international trade and paviments,

Monetary negotintions have bheen started by the “Committee of Twenty” on
the premise that better ways must be found to prevent large payients imbalances
which diztort national ceonomies, disturh financial markets, and threaten the
free flow of trade. The United States has made praetical and speeitie proposals
for international monetary reform.

The groundwork is being luid for comprehensive trade negotiations, Thase
negotiations should ook bevond industrial taritfs to encompus< also other barriers
to the free flow of goods, They ionld assure fair competitive treatment of the
produets of all enmtries. They should also seek agreed ways of avoiding abrapt
disloeations of workers and buasinesses,

In September 1972 the President told the finaneial leaders of the world tha
“I'he time has come for aetion aeross the entire front of international cconomie
problems. Recurring monetary erises, sueh as we have experienced all too often
in the past deeade; unfaiv ewereney alignments and trading arrangements, which
put the workers of one nation at a disadvantage with workers of another nation;
great disparitics in development that breed resentiment; o monetary system that
makes na provision for the realities of the present and the needs< of the future -
all these not ouly injure our ceonomies, they also ereate political tensions that
subvert the cause of peace,”

At the same meeting, 1 ontlined the prineiples of a monetary system that wonld
enable all nations, ineluding the United States, to achieve and maintain overall
balanee in their international payments. Those principles would promote prompt
adjustment and would provide equitable treatment for all nations—Ilarge and
small, rich and poor,

Yet, in recent months we have scen disquicting signs. Our own trade has
contimied in serious defieit, weakening onr external finaneial position. Other
nations have heen slow in eliminating their exeessive surphises, thereby contrib-
uting to uncertainty and instability. In recent dnys, currency disturbanees
have rocked world exchange markets, Under the pressure of events, some countries
have responded with added restrictions, dangerously moving anway from the basic
objectives we scek.

Progress in the work of the Committee of Twenty has been too slow and should
move with a greater sense of urgeney. The time has come to give renewed impetus
to our efforts in behalf of a stronger international cconomie order.

To that end, in consultation with our trading partners and in koopiug with the
basic principles of our propesals for monetary reform, we are taking a series of
actions designed to achieve three interrelated purposes:

(1) to speed improvement of our trade and payments position in & manner
that will support our effort to achicve constructive reform of the monetary
system;

(b) to lay the legislative groundwork for broad and outward-looking trade
negotintions, paralleling our efforts to strengthen the monetary system; and

() to essure that American workers and American businessmen are
treated equitably in our trading relationships,
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For these purposes:

First, the President is requesting that the Congress authorize a further re-
alignment of exchange rates. This objective will be sought by a formal 10 pereent
reguction in the par value of the dollar from 0.92106 SDR to the dollar to (0.82895
SDR to the dollar.

Although this action will, under the existing Articles of Agreement of the
International Monetary Fund, result in a change in the official relationship of the
dollar to gold, I should like to stress that this technical change has no practical
significance. The market price of gold in recent years has diverged widely from the
officinl price, and under these conditions gold has not been transferred to any
signifiecant degree among international monetary authorities. We remain strongly
of the opinion that orderly arrangements must be negotiated to faeilitate the eon-
tinuing reduction of the role of gold in internationnl monetary afairs,

Consultations with our leading trading partners in Europe assure e that the
proposed change in the par value of the dollar is aceeptable to them, and will
therefore be effeetive immediately in exchange rates for the dollur in international
markets. The dollar will deeline in value by abont 10 pereent in terms of those
currencies for which there is an effective par vadue, for example the Dentsehe
mark and the French frane,

Japanese authorities have indieated that the ven will bhe permitted to float,
Our firm expectation is that the ven will float inte a relationship vis-aevis other
enerencies consistent with achieving a balanee of pavments equilibrium not
derondent upon <ignificant government intervention,

vxe changes are intended (o supplement and work in the <ime direction as
the changes accemplished in the Smithsonian Agreement of Docember 1971,
They take into account reeent developments and are designed (o speed improve.
ment in our teade and payments position, In partiealar, they ave designed, -
gother with approprinte teade liberalization, to correet the nisjor pavinents
imbalanes Hetween Japan and the United States which has persicted in the past
vear,
T Other coundries may also propose ehange: in their par values or eonal pates 1o
the Internationsl Monetary Fund., We will support all changes that ~cem wir-
ranted on the basis of current and prospective payments imbalances, but plan 1o
vole against any changes that are inappropriate,

We have learned that time must pase before new exchange relation<hips modify
established parterns of trade and capital flows. However, there can be no dontn
we have achieved o maior improvement in the competitive position of American
workers and Ameriean business,

The new exchange rates heing established at this time represent a reasonable
estimate of the relationships which- taken together with appropriate measures
for the removal of existing trade and investment n-slr:ninls-—\\'illl in time move
international economie relntionships into <ustainable equilibrivin. We have, how-
ever, undertaken no abligations for the U8, Government to intersene in foreign
exchange markets,

Second, the President has declded to send shortly to the Congress proposals for
eomprehensive trade legislation, Prior to sabwitting that legislation, intensive
consultations will be held with Members of Congress, Inhor, agrienlture, and
business to assure that the legislation refleets onr needs as fully as possible,

This legislation, awong other things, shonld furnish the tooks we need ta:

(i) provide for lowering tariff and non-tariff barviers to trade, assuming our
trading partners are willing to participate fully with us in that process:

(ii) provide for raising tariffs when such action would contribuite to arrange-
ments assuring that Ameriean exports have fair aceess to foreign markets;

(iii) provide safegnards against the disraption of particular markets : nd
production from rapid changes in foreign trade; and

(iv) proteet our external smsitinn from large and persistent defieits.

In preparing this legistation, the President is particularly coneerned that, how-
ever efficient our workers and businesses, and however exchange rates might be
altered, Amerienn producers be treated fairly and that they have equitable aceess
to foreign markets. Too often, we have been shut out by a web of administrative
barriers and eontrols, Morcaver, the rules governing trading relationships have,
in many instances, hecome obsolete and, like our international menetary rules,
need extensive reform,

We cannot be faced with insuperable harriers to our exports and yet simultane-
ously be expected to end our deficit.

At the same time, we must recognize that in some areas the United States, ton,
can be cited for its barriers to trade. The best way to deal with these barriers on
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both sides is o remove them. We <hall bargain hard to that end. | am convineed
the American workers and the American consumer will be the beneficiaries,

In propesing this legislation, the President recognizes that the cheies we face
will not fie between greater freedom and the status quo, Our trade position must
he improved. If we cannot aceomplish that objective in a framework of freer and
fairer trade, the pressures to retreat inward will be intense.

We mst avoid that risk, for it ix the road to international recrimination, isola-
tion, and antarky,

Third, in coordination with the Xeeretary of Commeree, we shall phase out the
Interest Equalization Tax and the controls of the Office of Foreign Direet Invest-
ment, Both erntrols will be toeminated at the latest by December 31, 1974,

I am advised that the Fedoral Reserve Board will consider comparable steps
for their Valuntary Foreign Credit Restraint Program,

The phasing vt of these restraint< i~ appropriate in view of the improvement
which will be brought to our underlyving pavments position by the cumulative
effeet of the exchunge rte changes, by continued success in eurbing inflationary
tendencies, and by the attractiveness of the U8, ceonomy for investors from
abroad. The termination of the restraints on capital flows is appropriate in the
hight of our broad objective of reducing governmental controls on private
trunsactions,

The measures T have annomeed today - the realignment of curreney vahies,
the praposed new trade legislation, and the termination of UL, controls on capital
wovements —will serve to move our ceconomy and the world economy closer to
conditions of international equilibrin in a context of competitive freedom. They
will aceclerate the pace of suecessful monetary and teade reform,

They are not inteuded to, and cannot, substitute for effective management of
onr domestie ceonomy, The discipline of budgetary and monetary restraint and
lective wageeprice stabilization wust and will be pursued with full vigor. We
Ly e proposed a budget which will avoid a revival of inflationary pressure in the
Cnited States, We again eall upon the Congress, beeause of our international
finaneial reguirement as well as< for the sake of economic stability at home, to
us~ist in keeping Federal expenditures within the limits of the President’s lndget.
We are contintting a strong svstem of price and wage controls, Recent inter-
uationad ceonomie developments reemphasize the need to administer these con-
|rnl~" in o way that will further reduce the rate of inflation. We are determined to
o that.

The cooperation of our principal trading and financial partners in developing
A juint salntion to the acute difficulties of the last few days has been heartening.
We now eall upon them to join with < in moving more rapidly to a more efficient.
internztiomal wonetary system and 1o aomore oguitable and freer world trading
suatem so that we ean make adjustments in the future without crises and so that
all of onr peaple ean enjoy the masimum benefits of exchange among us,

.-
’



