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MULTINATIONAL CORPORATIONS

MONDAY, FEBRUARY 26, 1978

U.S. SENATE
SuncoMMImrEE ON INTERNATIONAL JRADE

OF THE CoMMiTrEE oN FINANCE,
Waehington, D.C.

The subcommittee met, pursuant to notice, at 10:10 a.m., in room
2221, Dirksen Senate Office Building, Senator Abraham Ribicoff
(chairman) presiding.

Present: Senators Ribicoff, Nelson, Mondale, Bentsen, Fannin, Cur-
tis, Hansen, and Packwood.

Also present: Senators Long (chairman of the full committee),
Hartke, Bennett, and Roth.

Senator RIBicon'. Members of the committee, the latest international
monetary crisis leading to the second devaluation of the dollar in less
than 2 years is another dramatic reminder that the international trad-
ing community has not put its house in order.

This Nation's economic standing in the world is at a low point. We
have one of the highest rates of unemployment of all the industrialized
nations. We have gone from a $7 billion trade surplus in 1964 to a $7
billion trade deficit last year. If we accepted Chairman Long's conten-
tion, on a CIF basis it would be $14 billion instead of $7 billion on an
f.o.b. basis. Our balance-of-payment deficit was greater than $10
billion.

Those who maintain that the two devaluations of the dollar will take
care of these serious imbalances and prevent new currency crises are
whistling in the dark. If devaluations were good for a nation's econ-
omy, then those countries who have been devaluating their currencies
regularly would have the strongest economies in the world.

Part of the problem is that we are today dealing with new phenom-
ena that require new understanding before solutions can be offered.

a Increasingly questions are being asked about the role American multi-
national corporations have been playing in currency movements and
the export 6f American jobs and technology as well as the implications
of their operations on national interests. But American companies are
nbt-the only ones involved. The economic strength of these large cor-
porations, both foreign and American, is immense. They control huge
financial resources and shift capital, technology, and management
skills across borders, sometimes contrary to the interest of the nations
in which they operate.

During the past few years they have become the focus of con-
troversy in our own country and have increasingly come under ,t-
tack. In covering aspects of the operation of the multinationals, I
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realize we will be getting into discussion of basic foreign economic
policies. I welcome this. All of us concerned with these problems wel-
come the fullest and frankest treatment of these issues.

Now, one of the people most qualified to speak about these mat-
ters is our first witness, Mr. Peter Flanigan. Mr. Flanigan is mak-
ing his first appearance today before the Finance Committee and I
hope this experience will not convince you, Mr. Flanigan, that it
should be your last.

Mr. Flanigan holds two positions, Executive Director of the Coun-
cil on International Economic Policy, and Special Assistant to the
President. He has reminded me that lie is app earing today wearing
only his first hat, and we will respect that. Ve understand the con-
fidential nature of certain matters between you and the President
of the United States. We are looking forward to hearing his testi-
mony.

Before Mr. Flanigan testifies, are there any other members of the
committee who would like to make a statement?

Senator FANNIN. Mr. Chairman, I would like to make a very short
statement.

Mr. Chairman, this subcommittee met in May 1971. I commented
in a brief opening statement that the issues to be discussed then were
fundamental to the future of our Nation and the world. Further, I
pointed out that it was obvious that we in Government cannot con-
tinue to allow the erosion of the American position in world trade.

The continuing deficit in our balance of payments, the dramatic
increase in the trade deficit for 1972, and the two currency devalu-
ations since that time lead me to conclude that many authorities at
that time did not appreciate the gravity of the problem. I am con-
fident that this is not the case today.

Many experts in the foreign trade area have proposed what they
deem to be solutions to our foreign trade and economic ills. One
solution appears to be an attempt to eliminate the multinational cor-
poration as a means of engaging in foreign commerce. The multina-
tional corporation has become the subject of extended debate. We
have heard loose accusations that they threaten national sovereignty,
that they export jobs, that they erode our balance of payments and,
in general, that they are responsible for the economic ills of our Na-
tion,

I look forward to the testimony of the distinguished list of wit-
nesses scheduled to appear before this committee during the next 2
weeks. Hopefully these hearings will shed some light on the true
nature of our problems and enable us to be in focusing on a proper
solution to our drastic trade and monetary its, and we certainly wel-
come the distinguished Mr. Peter Flanigan here this morning, know-
ing that lie has great expertise in this field.

Senator RIBicoFF. Senator Bennett.
Senator BENNE'r. Mr. Chairman, I welcome the subcommittee's

study of multinational corporations and in my opinion, this may be
one of the most significant examinations undertaken by Congress
this year.

We have a very impressive witness list and I look forward to hearing
the expert testimony on the impact of multinational corporations ac-



tivities on both our domestic economy and the U.S. position in world
markets.

I believe the preponderance of the evidence compiled by the various
studies already submitted to the subcommittee show that multinational
corporations have played an important role in widening U.S. exports
in markets, assisting favorably in our balance of payments, creating
jobs, and helping economic development of other nations. It is my hope
and belief that the factual evidence which we will develop through
these hearings will put to rest many of the misconceptions surrounding
multinational corporations. I hope that such evidence will show that
instead of exporting jobs, multinational corporations have contributed
an increase to domestic employment. The Tariff Commission reports
conclude that there has been a net gain to U.S. employment of approxi.
mately one-half million jobs as a result of multinational corporation
operations.

Instead of having a negative effect on the balance of payments, multi-
national corporations represent one of the few bright spots in a worsen-
ing balance-of-payments situation. Between 1961 and 1971 foreign
investment showed a net balance-of-payments surplus of $30 billion
favoring the United States. Instead of contributing to negative
balance of trade, multinational corporations have increased exports in
many cases.Mr. Chairman, these hearing s are especially timely in view of bold

actions taken in recent weeks by the administration to shore up the
U.S. position in the world economy. The information which we will
develop will materially assist the Congress in its consideration of
various legislative proposals submitted by the President to implement
his foreign economic policy. Ultimately this subcommittee study must
face the question of American ability to compete in a world market
which is changing dramatically. We must examine treatment of
productivity, trade1 and investment in the light of America's historic
position of strength in the world economy and with a view of main-
taining that strong position in an everchanging situation.

Senator RIBICOFF. Thank you. Would any other members of the com-
mittee care to make an opening statement?

We will include in the record a copy of the press release announcing
these hearings.

(The press release follows:)



From Senator Abe Ribicoff (D-Conn.)
Release AM Wednesday, February 21, 1973
Hearings on Multinational Corporations

"FINANCE SUBCCMMITTEE ON INTERNATIONAL
TRADE TO HOLD HEARINGS ON

MULTINATIONAL CC RPCRATIONS ..

WASHINGTCN,.D. C. -- Senator Abe Ribicoff (D-Conn.), Chairman of

the Subcommittee on International Trade of the Senate Finance Committee, today

announced that the Subcommittee will hold hearings on the issues raised by the

operations of multinational corporations beginning Monday, February 26, 1973.

Senator Ribicoff also released a compendium of papers submitted to the

Subcommittee by interested parties on the effects of multinational corporation

on the U. S., and world economies, This 938 - page document consisting of

submissions from 26 different sources supplements the recently released Tariff

Commission study on this subject. Both are available at the Government Printing

Office.

Among the witnesses who will testify before the Subcommittee are AFL-

CIO President George Meany and Vhite House Economic Aide Peter .lanigan.

This will be Mr. Fi4igan's first appearance before a Congressional Committee,

as Executive Director of the President's Council on International Economic

Policy, to discuss foreign economic policy issues.

The schedule of witnesses is as follows:

Monday. February 7.6

Peter M. Flhnigan, Executive Director, Council on International
Economic Policy and Special Assistant to the President.

Donald M. Kendall, Chairman of the Board of PepsiCo. Inc., and
Chairman, Emergency Committee for Foreign Trade.
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Tuesday, February .7

Thomas A. Murphy, Vice Chairman of the Board, General
Motors Corporation.

Wednesday, February 28

Frederick Dent, Secretary of Commerce.

Sam Pisar, International lawyer and author.

Thursday, March 1

Gilbert E. Jones, Chairman of the Board, IBM World
Trade Corporation.

Leonard Woodcock, President, United Auto Workers
Union of America.

Tuesday, March 6

George Meany, President, AFL-CIO.

Perry Wilson, Chairman of the Board, Union Carbide
Corporation.

In announcing the hearings Senator Ribicoff said:

"The United States international economic position is undergoing

profound change--the devaluation of the dollar, our almost $7 billion past year

trade deficit, and our continuing high rate of unemployment demonstrate that

new approaches are needed to deal with this new situation.

"Cf special interest is the emergence of the multinational corporation

as a major factor in international production and trade. The production of these

companies already accounts for about one-sixth of the gross world product and

is growing at a faster rate than total world production.
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""The multinational firms' unique ability to combine capital, tech-

nology and management from one country, with labor and raw materials from

others, has truly internationalized the production process. But grave doubts

have been voiced over the nature of these oper~flons and the vast power at the

command of these firms. Proponents of the multinational corporation argue

that these firms create jobs, expand exports and markets, and help our balance

of payments while contributing to the economic develmpnent of host countries.

"Critics maintain that the operations of the multinational companies

pose a threat to the American standard of living, jobs and the industrial base

of the United States by transferring technology and production overseas. They

point out that capital, management and technology are internationally mobile,

while labor clearly is not. They argue that the deterioration of the U. S.

position in world trade and our current high rate of unemployment is due, in

large measure, to the operation of our multinational firms,

"To better understand this matter and what measures should be

taken to deal with it, the Subcommittee will be seeking answers to the following

questions during the hearings:

1. What can be done to improve the competitive position of U. S.

industry in world markets and to create additional employment

in the United States, and what contributions can multinational

companies make to this end?

2. To what extent do foreign trade barriers and the actions of

foreign governments encourage the shift of American productive

facilities and technology to other countries, and how should

these problems be treated?
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3. What will be the competitive position of our basic manu-

facturing industries 10 or 20 years from now if our present

tax, trade, and antitrust laws continue to be essentially un-

changed? What policies should the United States adopt to ease

the effects of economic dislocations while seeking improvements

in our competitive position in world trade?

4. Are there realistic alternatives to the solutions embodied in

the Har ke-Burke legislation ?

We hope these hearings will shed needed light on these issues, and

that the compendium will be a valuable source for those interested in knowing

more about them.. "

PR #Z - T



Senator RuiIcoFr. Mr. Flanigan, we welcome you and you may
proceed, sir.

STATEMENT OF PETER M. FLANIGAN, EXECUTIVE DIRECTOR OF
THE COUNCIL ON INTERNATIONAL POLICY

Mr. FLAXIGANq. Thank you, Mr. Chairman, gentlemen. It is a privilege
for me to be with you this morning to exchange views on the topic of
multinational corporations. My knowledge on this subject has grown
ap)prciably since my last appearance before a Senate committee where,
unlike today, the question was whether I knew too much about one
particular multinational corporation. I will try to give you an admin-
istration viewpoint regarding the multinational corporation and its
part in the broader international economic picture. Secretary Dent
will be with you later in the week to provide more specifics, and par-
ticularly the results of some recent studies of the multinational cor-
poration by his Department.

Too often in the past we awid other countries have tended to view
trade, monetary an( investmentt problems as separate and isolated is-
sues, each requiring its own solution. However, our experience over the
last few years has clearly shown that, in today's economically interde-
pendent world, no action in any one area of international economic ac-
tivity is without consequence for the others.

The world's current arrangements for handling economic activities
among nations lack coherence and have given rise to a great variety
of inequities and incompatible policies. It is our conviction that com-
mnercial nations can no longer afford to alter just one part of the over-
all system without considering its effe. f on other parts. Our strategy
must be-and is-to seek a thoroughgoing reform of the system as a
whole to insure that future arrangements are mutually reinforcing
for the operation of an open and equitable international economy.

In the international economic system today we find a long list of dis-
torting practices, in the forms of tariffs, nontariff barriers, anachro-
nistic monetary arrangements as well as measures designed to promote
or inhibit investment flows and the activities of investors abroad. All
of these practices in turn have inevitable consequences for the function-
ing of the monetary system, the means by which countries adjust to
changes in their relative international economic position and in the
patterns of international trade, investment, and payments. These dis-
tortions will be the subject of the monetary and trade negotiations
which we are undertaking this year.

In these negotiations, our purpose is clear. As recently stated by the
President, it is to get a "fair shake" for American workers and Amer-

ican companies. We are asking our negotiating partners to work with
us to reduce existing distortions and to remove inequitable rules and
practices in the interest of an open and equitable international econ-
omy. We seek a world in which nations trade, invest, and deal finan-
cially with each other according to rules and procedures which are fair
and applied equally to all.

The net result we seek from our international economic policy is
more jobs at higher real income for all Americans. In this context, a
subject of the deepest concern is the loss of jobs for American workers
as a result of unfair practices by foreign competition.



In seeking to remedy glaring examples of unfair international com-
petition, such as dumping or subsidized exports, we must be sure that
we carefully analyze the real causes. We must not fall prey to the
expedient of adopting all alleged cure which is in fact completely
unrelated to the true problems.

Because of its large economy the United States creates substantial
amounts of savings and, consequently, resources for investment. Al-
though we do not have precise data, the U'.S. share of world savings
is probably somewhere between that of its 30-percent share of world
gross national l)roduct and its 13-percent share of world trade. In
short, the ".S. economy is it major source of investment in the aggre-
gate world economy. However, we should recognize that the great-bulk
of this investment stays here at home. The capital outflow from all
U.S. direct foreign investment is only about 6 percent of U.S. private
domestic business investment.

To the extent that a portion of this investment flows abroad, it is
widely agreed that it stimulates employment, wages, and therefore,
welfare il the recipient country, while at the same time maximizing
the return on investment to the investor at home.

Further, it can be said that the job of business is to combine labor,
capital, materials, technology, and management in the most produc-
tive way, and the consumer is the beneflk-iary of its success in doing
so-through product availability and choice, and through lower costs
and thus lower prices.

This point of view contends that the very international mobility
of capital, technology, and management and the continually reducing
cost of transporting materials allows more and more beneficial com-
binations of the elements of production, and that the multinational
corporation is a main instrument for achieving these benefits.

As an analog, consider what, the economic well-being of this coun-
try would be today if at some time in history we had limited the ope'a-
tions of each business to one State. Only capital accumulated within a
State could be used to develop its industry; technology used in the
industry of a State had to have originated there; management had
to be drawn from State "citizens"; economies of interstate scale had to
be foregone. Clearly, we would all be living at a, considerably lower
level than we do now and certainly we would not be able to carry the
tremendous social expenditures that we do now.

Despite these benefits attributed to direct foreign investment, the
flow of capital abroad also has its critics. The direct foreign investor
returns earnings to his home country; but the host countries prefer
foreign customers to foreign owners of their productive assets, par-
ticularly after the initial risk has been successfully surmounted by
the investing firm. In addition, the owners of assets abroad are not
always popui ar in their own country when their investments are al-
leged to cost domestic jobs.

Since what we have come to call multinational corporations
(MNC's) are among the world's largest and best known firms, they
have become the obvious targets for critics of direct foreign invest-
ment. Multinational corporatifons and the direct investment activities
they pursue have been viewed by some as agents for infringement
upon the national sovereignty of host countries and as the means to
export jobs and productive capital from the investing countries. Multi-



national corporation managements have, at times, been described as
mobilizers of market and investment information, who spot profit
opportunities and then quickly move management and capital into
them, without sufficient regardto human sensitivities, economic con-
ditions in the home or host countries, and the rights and interests of
the other society.

Thus, the economic theory that lies behind the benefits ascribed to
direct foreign investment is challenged as being unrealized in prac-
tice. I believe that such evidence as is available must be used to weigh
the different assessments we hear of multinational corporations and
to be sure that our policy is developed in an evenhanded way. Where
the evidence suggests some net harm from the investment activities
of multinational corporations, those activities must be promptly ad-
dressed. Where net gain i's found, multinational corporation activities
should be encouraged. The art of sensible policy development will be
to maintain the benefits of international investment while alleviating
any harmful side effects.

Although this business form has been around for decades, the multi-
national corporation has become an increasingly visible form of busi-
ness entity in recent years.

Part of this visibility can be explained by the sheer size of many of
these companies. About four-fifths of the approximate $93 billion book
value of U.S. foreign direct investment i's accounted for by a few hun-
dred U.S.-based multinational firms. I might note that a 1966 OECD
study shows that the U.S. accounts for only 60 percent of the world's
total foreign investment, with the remaining 40 percent largely from
Western Europe. In fact, I would expect that, relative to its size, multi-
national corporations are at least as important a part of the economic
life of Switzerland as they are of the United States.

Another reason for the attention these companies have attracted
arises from their dynamic character. Because the multinational cor-
poration has introduced so many changes in the places it operates--
in the use of capital, the introduction of new management techniques,
and in the application of new technology-it has received the blame for
many problems which have coincidentally appeared.

In the latter half of the 1960's, concern over the consequences of the
multinational corporation grew concurrently with U.S. domestic eco-
nomic problems. During that period, the forces which had been erod-
ing the traditional ability of the United States to compete internation-
ally accelerated to such an extent that our trade surplus shrank precip-
itously and then disappeared. New import challenges arose from
national economies which had finally overcame the destructive effects of
the Second World War. American consumers responded enthusias-
tically to these new sources of high quality products at competitive
prices. Although our exports grew an average of about 8 percent a year
during the decade from 1961 to 1971, imports rose by about 12 percent
a year during the same period.

The rise in foreign competition was not the only event that aggra-
vated our international economic difficulties. The growing costs of the
Vietnam war were imposed on an economy already at full employ-
ment, so that the country found it could not have both "guns and
butter" without unacceptable increases in the general price level.
Excess demand in the overheated economy induced a dramatic surge



of imports. At the same time, inflation due to that demand contributed
to the overvaluation of the dollar, a condition that, as part of a vicious
economic circle, made imports to the United States cheap and exports
from the United 9tates expensive, thus accelerating the rapid import
growth.

Upon taking office, President Nixon established as his top priorities
ending the war and restabilizing the domestic economy. The economic
adjustments required by each of these efforts were substantial and
during their most difficult period required coping with rising unem-
ployment as well as lingering inflation. During that period, some
Americans were attracted to a new isolationism. That period produced
various protectionist proposals as expressions of frustration at the
inflation-produced international imbalance rendering our products
uncompetitive; of unhappiness with trading partners whose economic
rejuvenation we had paid for only to find our goods excluded from
their markets by artificial barriers; and of fear that we might not be
able to compete abroad again, even if all the barriers were dropped,
because of our high wage rates. Thus, studies such as the one by
Stanley Ruttenberg, a noted labor economist, argued for import re-
straints, restrictions on outflows of capital and technology, and tax
penalties for the multinational corporations.

Fortunately, the Congress did not respond in haste to these restric-
tionist pressures. Instead, it gave the President's programs a chance to
work. The results have been considerable: the war has been ended and
in its place we have the beginnings of a rapprochement with the
major nations of the Communist world. A shaky monetary system with
its overreliance upon, and overvaluation of, the dollar has been shored
up. The relationships between world currencies have been made more
realistic, and a plan for the complete overhaul of the monetary system
has been presented by the United States.

I have already mentioned the President's program to reform inter-
national trade through multilateral negotiations. These ne otiations,
scheduled at our request to begin in the fall of this year, have been
endorsed by the Common Market, Canada and Japan, as well as other
countries. Therefore, in this new atmosphere of progress and con-
fidence about our future in the world economy, we can take a careful
and dispassionate look at the activities of our corporations in other
countries and their effects on our own country. In doing so, it is diffi-
cult to find much evidence that the multinational corporations, as a
Froup, have damaged the U.S. economy or its workers. In fact, the

ard evidence gathered to date would indieate the reverse.
A principal concern relating to the multinational corporations is

their purported effect on domestic employment. The results of a recent
Department of Commerce study of 298 UT.S.-based multinational cor-
porations for the period 106,6-70 suggest that multinationals have
helped, rather than hindered, the growth of domestic employment. The
study showed, for example, that while overall U.S. private sector
employment grew 1.8 percent a year during this period domestic
employment attributed to multinational corporations grew by 2.7 per-
cent a year. The new Tariff Commission study called lor by this com-
mittee, makes some comparative estimates oi domestic employment
impact of the multinationals on various sets of assumptions. On a real-
istic set of assumptions about the sharevf the world market which U.S.
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exporters would capture if there were no foreign subsidiaries of U.S.
companies, the Tariff Commission found that multinational corpora-
tions create a net gain in U.S. employment of about one-half million
jobs. The study indicates that only on unrealistic assumptions can one
conclude that MNC operators cause a reduction in total U.S. employ-
ment.

In considering the impact of multinationals on employment in the
United States, it is important to note the following facts that are some-
times ignored:

First, regarding exports and jobs created by exports, multinational
corporations do not reduce exports, but rather increase both exports
and jobs. As evidence of this point, the Department of Commerce stud-
ies indicate that between 1966 and 1970, exports of multinational cor-
porations grew 70 percent faster than those of other firms.

Second, regarding imports, U.S. import competition mostly comes
not from U.S. multinational corporations but from foreign-owned
companies. This is especially true in the sensitive cases of textiles,
steel, and automobiles. Indeed, the top three U.S. automobile importers
by value are Volkswagen, Datsun, and Toyota. I think you will agree
we cannot call them American multinational corporations. Indeed, the
1970 Commerce Department survey indicates that about 70 percent of
the output of foreign subsidiaries of U.S. companies is sold in the coun-
try where it is produce-, and an additional 23 percent is exported to
third countries. Only 7 percent of the multinational corporation pro-
duction returns as imports to the United States to compete here at
home with domestic production. If you take out the effect of the auto
agreement with Canada, only about 5 percent of the foreign output of
multinational corporations is imported into the United States.

Third, in most of the few cases where U.S. and third countries are
supplied by American affiliates abroad, such as the consumer electronic
industry, elimination of these plants would not result in increased U.S.
output and employment, but in replacement of our output by foreign
competitors. Such replacement would probably reduce U.S. employ-
ment further since foreign competitors would be less likely to rely on
the United States for machinery, supplies, research or marketing
requirements, or to maintain U.S. facilities for assembly or the base
for possible domestic future production should technology change or
foreign wage rates increase.

In those limited cases where low-wage rate imports do displace
American workers we should not attempt to solve this problem by
means of wide-ranging import restraints. Such a program would
greatly reduce the potential of less-developed countries or develop-
ment, a potential which is important to world political stability and
would force all of our consumers who are also workers, to pay artifi-
cially high prices for the products whose impotrtation has been
stopped. Instead, we need, first and foremost, policies and programs
which will keep the economy healthy enough to provide jobs for all
American workers. In addition, we need the authority to prevent a
flood of imports from inundating any single industry in a short time.
To protect against this, the President, in the coming trade, bill, will
request the authority for safeguards -to avoid short-term market
disruption while economic adjustment to imports takes place.



Fourth, notwithstanding much rhetoric to the contrary the evidence
indicates that businesses do not normally move abroad to take ad-
vantage of low labor costs; 60 percent of U.S. direct investments
abroad in 1970 were in Canada and Western Europe, not countries
with notably low wage rates.

With few exceptions, U.S. labor has proven itself to be fully worth
what it is paid. The very fact that so few industries have been forced
to move abroad to meet the competition of cheap foreign labor indi-
cates that the productivity of American workers substantially over-
comes the effect of labor rate differentials.

There is one problem, however, in the area of employment which
deserves our special attention. There are some plants which have
moved or been established outside the United States to take advan-
tage of low labor costs for the manufacturing of products which are
intended to be exported to the United States. We understand that in
many cases these actions are forced by competitive circumstances. But
we are also aware that in some cases these actions are induced rather
than forced-that plants are being lured into nearby countries with tax
and other concessions. We have already taken action on a similar
problem in the recent Mihelin Tire case in Canada. There Canada had
induced, through government subsidy, the Michelin Tire Co. to build
a plant in an economically depressed area. This plant was designed to
export most of its output to the United States. While we do not be-
gr'udgc cur Canadian friends the right to relocate jobs from Toronto
in order to encourage economic development in less-developed areas of
Canada, we do believe it is a matter of proper concern for us if the
result is to move jobs out of Akron. In the _Miohelin case a counter-
vailing duty has been levied on imports from that plant. I can assure
this committee we intend to use the tools we have to-deal with this
type of situation.

Another area of controversy surrounding the multinational corpora-
tions concerns their role in the rapid erosion of the U.S. balance of
payments. Critics note the coincidence of the rise of the multinational
corporation and the deterioration of the U.S. balance of payments.
Howeve, the evidence appears conclusive that the multinational cor-
porations exert a highly positive influence on our trade and payments
balance. w

For example, the recent Commerce Department survey shows that
in 1970 the multinational corporation produced a trade surplus of $7.6
billion as against a nonmultinational corporation deficit of $5.7 billion.
This showing represented an improvement in the multinational cor-
poration trade surplus by over $2.3 billion over 1966 figures, as against
a deterioration of $4 billion for the nonmultinational corporations over
the same period.

It is often charged that export of capital is a major contributor to
the balance-of-payments difficulties of our country. The facts indicate
that net private capital flows in 1972 will have contributed less than
$2 billion to our 1972 deficit. Regarding multinational corporations
specifically, their annual investment income is far greater than their
annual capital exports: in 1971, the profits remitted to U.S. parent cor-
portations as well as large patent and trademark royalities totaled
about $10 billion, twice their capital outflow in that year.



Multinational corporations are also accused of transferring U.S.
technology to foreign countries. The United States has--with justifica-
tion-prided itself for Yankee know-how and ingenuity. Our economy
remains the most productive and efficient in the world. The United
States earns its higher wage rates by more capital per worker and
greater output per man-hour than any other country, and its achieve-
ments in high technology products, such as computers and aircraft,
need no recounting to this committee.

Despite our past accomplishments and current strength in science
and its application to new products and production, it is now argued
that the United States is giving away or transferring its technological
leadership to foreign countries through the multinational corporations.
Critics hold that too much know-how moves abroad because of multi-
national corporation production. They argue that the licensing of
U.S. products and processes to foreign firms costs U.S. jobs and, be-
cause of increased imports back to the United States, is harmful to
our trade account.

I would suspect that technology moves through so many channels
that it is simply impossible to obtain comprehensive data on the meth-
ods, magnitude, or consequences of technology transfer.

Much of the knowledge moves through personal contact among sci-
entists and engineers, through technical meetings, publications, and
other informal channels. Thus, licensing is only one way of transferring
know-how, and it is probably far less important than transfers of
American management ability which would continue to occur even if
these managers were forced to use foreign research and development.

Pure and applied science cannot be readily constrained and any
system of "official reviews" would prove not only an administrative
nightmare, but would also be ineffective as anything more than a tem-
porary obstruction to a transfer. Such a system would also substantial-
ly reduce U.S. royalty income without any compensating benefits.

It is important to note that if U.S. patents are not filed abroad or
are not exercised in foreign production, many nations allow royalty
free exercise of the rights. Thus, statutory restraint on U.S. know-how
in foreign production would lead foreign competition to take those
markets which should have been captured by U.S. firms. Clearly we
cannot permit this harmful result.

Perhaps the most important fact to note on this subject is the two-
way flow of technology. Radar, penicillin, the Wankel engine, to name
a few, illustrate gains for the United States from the importation and
use of foreign technology. To ask that technology transfer be restricted
in the hope of securing some special advantage to the U.S. economy
would invite similar self-defeating restrictions on technology exports
to the United States.

This committee needs no reminding that whatever questions have
been raised domestically about the social and economic consequences of
multinational corporations, governments abroad have also become far
more-concerned about these companies. Beyond the major seizures of
U.S. property, such as the Anaconda and Kennecott expropriations
in Chile, recent months have seen a spread of lesser controls over for-
eign investment, including the screening procedures currently under
consideration by several governments of Europe and Asia and already
adopted by others, including Canada.



Host governments in general grasp the benefits that accompany the
transfer of new capital, improved technology, and managerial skills.
Nevertheless, the message is clear: multinational corporations are now
less popular or are unpopular not only among less-developed countries,
but among some of our most prosperous trading partners.

Among the causes of host country antipathy is a fear on the part of
many governments that some activities of multinational corporations
are inconsistent with their national goals. In some cases, these coun-
tries look upon large- multinational corporations as a challenge to their
sovereignty. One example would be a decision by a multinational
corporation to close a facility and transfer production for economic
reasons, without what the host country considers adequate concern for
the social consequences. The fact that many of the largest of these firms
are United States-owned and operated does not diminish the fear of
so-called "economic imperialism." Occassional extraterritorial applica-
tion of U.S. antitrust or export control laws has increased this appre-
hension. The catalog of concerns also includes the fear that foreign
control of key industries may hinder military and diplomatic policy.
Some even charge that external control may perpetuate the so-called
"technological gap" by freezing some nations into production and even
educational patterns determined elsewhere. It is ironic that these
charges are levied at the same time that domestic cities of multinational
corporations allege that the United States is giving away our latest
technology for an inadequate return, and when the United States is
educating in our institutions of higher learning the largest number
of foreign engineers, scientists, doctors, and technicians in our history.

We, of course, believe the proper role for the multinational corpora-
tions is to be good citizens in the countries in which they operate. This
implies the duty to conduct operations within the constraints of good
citizenship, plus the responsibility to accept all the obligations of citi-
zenship. If they are, I believe that no country in the long run will
voluntarily choose to rely solely on its own investment resources for
long. Even countries which are ideologically antagonistic to private
investment will welcome foreign investment on reasonable terms after
having been given sufficient time and experience to evaluate the alter-
native for themselves and establish their own trade-off of autonomy
versus prosperity. Recent experience with increasing receptiveness to
private investment in Eastern European countries, evidenced by their
interest in exploring new investment possibilities with Western entre-
preneurs, confirms this analysis.

Certainly, the United States plans no barrier to the expansion of the
$13.7 billion of foreign direct investment in this country. We welcome
it; we hope it will increase. I am sure we all favor the jobs created by
Shell, Lever Bros., and Nestle, all of which are multinational cor-
porations based abroad.

My testimony would not be complete without a brief discussion of
some of the alternative international economic proposals to be consid-
ered by this committee. Some of the proposals would seek to roll back
imports through quotas, bar the outflow of U.S. technology and cap-
ital, and heavily increase the taxes of U.S. multinational corporations.
As I have stated earlier, the administration is sympathetic to a number
of the concerns provoking these proposals.



However, our experience indicates that balance-of-payments prob-
lems cannot be cured by reducing imports. Such attempts only invite
retaliation against our exports, limit consumer choice, and increase
prices for every American.

Instead of import quotas we need policies which will increaseexports.n its forthcoming trade proposals the administration will propose

safeguards against the disruption of particular markets and produc-
tion due to rapid changes in foreign trade. These safeguards will pro-
vide the opportunity to adjust over time to specific problems in specific
industries, and will not entail gross costs to the entire economy nor
invite retaliation.

The Treasury Department is in the process of studying the effects of
our taxation of income earned abroad. While no administration posi-
tion on this matter has been reached, I would expect that recommenda-
tions would be forthcoming shortly. However, I am not in a position to
discuss today questions relating to taxes on foreign income.

At home we remain committed to reducing inflation. For the inter-
national economy this means increased competitiveness for our ex-
ports. We remain committed to fiscal responsibility in our efforts to
hold down costs and prices and to raise productivity in the private
sector. Combined with a more effective means of establishing currency
parities and payments equilibrium, we seek an international economy
more responsive to market forces, providing a better living standard
for all Americans, and indeed for all the peoples of the world.

Mr. Chairman, that concludes my prepared testimony. I would like
to say that as a courtesy I was given a copy over the weekend of the
staff study prepared for your committee and I commend the staff
for an exceptionally good piece of work.

Senator RiBicoFF. Thank you very much, Mr. Flanigan.
Because of the large attendance at this hearing, in fairness to all the

members, on the first go-around we will confine ourselves to 10 min-
utes each.

Mr. Flanigan, out of a total of short-term assets of $268 billion in
the international monetary market, American banks and corporations
control about 70 percent, or $190 billion. Do you have any idea to what
degree the shifting of funds by American firms and banks contributed
to the attack on the dollar in recent weeks leading to devaluation?

Mr. FLANIGAN. Senator, during the discussions eading up to our
actions, that question was asked several times. We are not able to get
accurate information, though the impression certainly in the early
days was that most of thos6 movements were not connected with
American firms.

Senator RmICOFF. How can you determine what shifts took place in
the $190 billion controlled by American firms, because it would not
take too much of a shift to have caused the attack on the American
dollar ?

Mr. FLANIGAN. You are quite correct. It was a $6 billion flow of
funds into Germany that essentially led to the recent devaluation. And
it is very difficult 'to determine where those funds moved from. We
did ask the Fed and from the best information we could get from
them, which they admit is very sketchy, it did not appear in the



early days that it was from American firms. I am, however, taking
their comments on faith and I do not know myself.

Senator RmICOFF. In other words, our Government has no way of de-
termining who was responsible for the shifting of the funds. The shift
of $6 billion to Germany led to a quick profit of some $400 million.
Do you have any idea who made that $400 million profit?

Mr. FLANIGAN. If we knew that, we would know wh6 shifted the
funds, Senator. We do not.

Senator RIBICOFF. What steps is the administration taking to de-
termine what caused the shift of funds and who was responsible?,

Mr. FLANIGAN. The administration's efforts, Senator, are directed
toward the underlying imbalances that made it possible for people to
see the possibility of a profit. I do not know of any studies currently
going on as to who moved the $6 billion into Germany.

Senator RIBICOFF. Is your relationship with the German Govern-
ment of such a nature that through cooperative efforts you could make
this determination?

Mr. FLANIGAN. I am sure that the relationship is close but it may be
that they, too, lack the information as to know who-the ultimate owner
of those funds was. However, I will certainly attempt to determine that
for you and send you an answer.

(Mr. Flanigan subsequently supplied the following. Hearing con-
tinues on p. 24.)



Short-term Capital Movements

Recognizing that it is difficult to isolate the causes of the
February and March 1973 currency flows which led to a proposed
devaluation of the U. S. dollar, it is useful to consider the general
subject of short-term capital movements. It has been suggested
that such movements are sometimes caused by currency specula-
tion. The term currency speculation has been frequently used to
describe rapid short-term flows of funds among currencies in
anticipation of exchange rate changes. It implies that such flows
are solely motivated by the hope of windfall gains. Particularly
in times of international monetary turbulence, currency operations
to obtain a profit are often confused with hedging to avoid a loss.
In practice, short-term capital moves across international
boundaries for a variety of reasons.

The following examples are intended to demonstrate that
protective business planning, as distinguished from speculation,
may result in capital movements:

1. Residents of Country A, whose currency is expected to
depreciate, may purchase the currency of Country B, which is
expected to appreciate, to cover outstanding payment obligations
in Country B's currency. These obligations may have arisen from
imports delivered or contracted for, from bank or other loans
(including interest payments on such loans), or from commitments

- involving investments abroad.

When Country B's currency appreciates, the capital gains
on the foreign currency asset made by residents of Country A
would offset the capital losses on outstanding obligations. Since
the capital losses on obligations affect the books of the borrowing
enterprise in Country A at the time when the exchange rates are
changed (regardless of when the obligations are due), the acquisi-
tion of Country B's currency will have to have been entered in the
books at the time of the exchange rate changes to avoid showing a
loss.
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2. Residents of Country A may purchase foreign exchange in
anticipation of obligations that they expect to incur in the future.
Such anticipations may include future imports, future investment
abroad, or future foreign currency borrowing. In this case, the
appreciation of the currency of Country B would appear on the books
of the enterprise in Country A as a foreign exchange capital gain.
These gains would protect the competitive position of the enterprise
and assure that it may proceed with its plans without having to
review-the impact of the currency realignment on its costs.

3. Residents of Country B may have incentives similar to
residents of Country A. Country B residents might borrow funds
in the currency of Country A for conversion into their own currency
for as long as they believe-that this currency will depreciate. The
amounts borrowed may be determined by receipts of Country A's
currency anticipated in the future against the sale of exports or
other types of contracts. The loans would be repaid after a judgment
that the depreciation of the currency of Country A (or the apprecia-
tion of the currency of Country B) has been completed. Such borrow-
ings by Country B residents would protect, for a given period of
time, the competitive position of Country B exporters compared
with producers of Country A or producers of third countries whose
currencies may be linked with the currency of Country A. In other
words, these operations are designed to gain for the producers of
Country A a period of time to adjust to the competitive advantage
which the currency changes would gain for the producers of
Country B.

4. A resident of Country A may use his own funds, or borrow
funds in his own currency to purchase the currency of Country B.
Likewise a resident of Country B may borrow funds in Country A.
After the change in exchange rates, the residents of Country A would
sell Country B's currency for Country A's currency, and the
residents of Country B would repay the loans in the currency of
Country A. This type of transaction could be characterized as
speculative in nature since it is not undertaken to meet actual or
expected obligations, but merely to profit from exchange rate
changes.
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Unfortunately, present statistical information is not very use-
ful in ascertaining the underlying motives for international transfers
of funds. Accordingly, it is impossible to determine with precision
the extent to which the February and March 1973 flows reflect efforts
(a) to avoid a potential loss, (b) to maintain a competitive position, or
(c) to obtain a profit based only on currency considerations.

The volume of transactions motivated by a desire to avoid
potential loss or to protect competitive positions is probably very
large. In 1972, the total volume of international trade exceeded
$350 billion with many additional billions being paid for interna-
tional services. The amount of obligations outstanding at any one
time with respect to current or contracted trade in goods and
services is substantial. Decisions by businessmen of countries
whose currencies may depreciate to advance acquisition of foreign
currencies to be used in payment for contracted imports and to
delay the repatriation of export proceeds, at the same time as
businessmen of countries whose currencies may appreciate are
delaying the collection of import proceeds and are pressing for
abnormally rapid transfers of export receipts, provide the
potential for altering by many billions of dollars the demand and
supply of particular currencies in the exchange markets in a short
period of time.

Such variations in the timing of payments for shipments of
goods, often referred to as changes in leads and lags, are a
natural occurrence in periods when a relatively large change in
exchange rates is widely believed to be imminent. This factor
alone can require large purchases or sales of foreign exchange by
monetary authorities seeking to support exchange rates.

There is no adequate basis for estimating the amount of liquid
funds available at short notice for movement from one currency
into another, whether held by multinational corporations or by others.
The potential from existing balances is only one element; credit can
also be used for such purposes. While liquid balances may be very
large, there are various constraints on the use of many types of
such assets and liabilities. Foreign holdings of dollar balances in-
clude short-term investments held by foreign governments and
central banks in the U. S. amounting to about $70 billion and short-
term holdings of foreign private individuals and institutions
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amounting to about $20 billion. A large portion of the liquid assets
held by foreign official institutions in the U. S. is generally not
shifted in such situations since the holders are well aware of the
disruptive effects for the international monetary system. Further-
more, both official and private holders of short-term dollar assets
have working balance requirements and other commitments which
tend to make it difficult for them to reduce liquid assets below a
certain level.

There are also dollar funds available for conversion into other
currencies in the. Euro-dollar market held by foreign official institu-
tions and private individuals and institutions. The total liabilities of
the Euro-banks In this market have been estimated at over $70 bil-
lion (at the end of 1971) by the Bank for International Settlements.
This total appears to reflect a good deal of pyramiding and double-
counting. In any case, only a portion of the funds in the Euro-dollar
market represents demand deposits and other holdings that can be
readily moved.

While information is sketchy, such evidence as is available
does not seem to show that the Euro-dollar market had a strong
influence on speculative flows in 1971 or in the recent flurry.
Regarding the 1971 developments, the 42nd Annual Report of the
Bank for International Settlements provides:

"Even during the crisis months there was some
flow of dollars to the reporting European banks,
and the only lasting trace the developments in
the exchange markets seems to have left is an
increase in the importance of the non-dollar
currencies. Similarly, the quarterly statistics
do not lend much support to assertions that the
Euro-currency market played a leading role in
the exchange-market turmoils in 1971. If that
had been the case, the figures for the crisis
periods would have shown large movements by
the reporting banks themselves out of dollars or
large increases in their dollar lending to non-
banks, which then might have used these funds
for hedging or speculative purposes; however,
neither of these things seems to have happened
on a really large scale. "1
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In theory, all liquid assets in the U.S. domestic economy held
by banks, non-banking institutions and by individuals, as well as
transactions between U.S. and foreign residents, are susceptible to
conversion or management in a way which would give rise to inter-
national capital movement s. Some of these transactions would come
under the purview of the U.S. Government's capital outflow
restraints and others would not.

Various types of estimates of the amounts of potentially
volatile international flows can be constructed. All would be based
on limited data and would be based upon differing assuions. The

important point is that marginal shifts in short-term dollar assets
and liabilities into other currencies can generate relatively large
capital movements. This potential exists irrespective of who
originates the transactions and which channels are used.

As the foregoing discussion suggests, there is no precise
data that would establish the extent to which U. S. -based multi-
national firms may have been responsible for the capital flows
which were associated with the currency realignments that took
place in early February, and the crisis in European exchange-
markets which erupted in early March. It is certainly possible
that U.S. multinational corporations and their affiliates partici-
pated in these cu ency movements, presumably largely for
protective business purposes. On the other hand, transactions
originated by foreign holders or borrowers of dollars may well
have played a substantial and perhaps even a predominant role.

Much of the post-World War II period has been characterized
by a general liberalization of restrictions on the international
movement of capital, and a consequent trend toward integration
and internationalization of capital markets of the major industrial
countries. These basically desirable developments have also in-
creased the potential for international flows of liquid capital and
for destabilizing speculation. For some time, this problem has
received close attention in the United States and abroad.
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An essential element to remedy speculative capital movements
is agreement on a more effective process of international payments
adjustment to help avoid the build-up of large, persistent dis-
equilibria and resulting speculation on the possibility of large ex-
change rate changes or imposition of controls. Behind the increas-
ing frequency and severity of exchange market crises in the late
1960's and early 1970's was the development and growing recognition
of major imbalances in underlying international payments positions
among the industrial countries. Adjustments to correct these im-
balances were inadequate and too long delayed, providing clear
opportunities for speculation on large changes in exchange rates.
Improvement of the adjustment process is a central issue in current
negotiations on reform of the monetary system.

At another level, specific techniques of combating speculation
have been considered or implemented by individual countries from
time to time. Wider margins of exchange rate variation around
established central values and adoption of temporarily floating ex-
change rates may be used. Both techniques increase the potential
losses associated with, and thus tend to dampen, speculative
activity. Operations in the forward exchange markets can also
be used to reduce incentives for speculative flows. Such techniques
and the more basic questions concerning the adjustment process
are under discussion in the Committee of Twenty on international
monetary reform.

The problem of short-term capital flows is certainly one of
the central issues in monetary reform. Our efforts are directed
toward designing a monetary framework within which capital move-
ments can take place in the international market without unduly
straining the system and without stimulating countries to use con-
trols in lieu of basic measures of balance of payments adjustment.



Senator RIBICOFF. I think thaf is going to be very important as this
committee gets into the trade bill and tax proposals. In order for us
to determine what trade legislation we should approve, we are going
to need this kind of information.

Now, I have been reading in the press about the President's con-
sultations with Mr. Meany over the Burke-Hartke bill. I do not know
whether the press reports are accurate as to what Mr. Nixon said or
what Mr. Meany said. Of course, Mr. Meany will ,be here next week.
The issue that concerns me and, I think, every member of this com-
mittee as we consider trade legislation is what impact does the multi-
national corporation and our trade policies have upon jobs and indus-
tries in our States?

You indicated that multinationals created, not took away, jobs. Now,
all of us have been under the impression that our nation's bag is high
technology. This is the area of production where we have a lead, where
our employment stays high andour exports high.

I wonder, Mr. Best, if you will give Mr. Flanigan a copy from
bulletin 1312 of the abor Department dated December 1972.

Let me take an industry prominent in my own State of Connecticut;
aircraft engines and engine parts. This is high technology. The United
States is supposed to be preeminent. We are supposed to'have almost a
monopoly.

In September 1969 we had 114,700 production employees, September
1972, 74,100, a net change, minus, of 40,600 or 35.4 percent. Nonproduc-
tion employees went down from 90,200 to 64,600, a net change of 25,600
jobs, percentage, minus, 28.4.

What happened there? Now, this is high technology.
Mr. FLANIoAN. Senator, the suggesti-on as I understand it, is that

the decrease in employment for aircraft engines and engine parts
arose because we were importing foreign engines and engine parts,
and I do not believe that that is necessarily true. In fact, I would seri-
ously doubt that it is true.

The engine and engine parts importation in September of 1972
would be limited, I would guess, to a few Rolls Royce engines that
went on the L-1011. It may very well 'be, and I think the answer to your
question would probably lie in a significant decrease in aircraft engine
and engine parts production, not necessarily imports. And this could
well be caused by a change in our procurement policies, i.e. in the fact
that we had an excess reductionn capacity in 1969, and that the admin-
istration has changed the emphasis from defense spending to human
resources spending, that we had to move these people, not -because of
imports but because of the structure of our society, into other jobs.

Senator RmiBcoFF. Well, what bothers me is that we are takin a
terrific beating on low technology goods and the implication is that
production of high technology goods will absorb the people we are
losing in low technology gods. or the next 10 years we have to be
prepared to absorb an increase of 20 million in our labor force. As
you look through these figures of high technology employment, we
keep on losing substantial numbers.

Where in the American economy will we absorb the 20 million addi-
tional employees in the next 10 years?

Mr. FLANIGAN. I would guess, Senator, tha" this is analogous to
what has happened on-our farms. Our farmers have become enor-



mously more productive, the most productive farmers in the world
and we are able not only to feed ourselves but to feed a good part oy
the free world, certainly when it gets in trouble, with 4 percent of our
people at work on the farm.

The same is going to be true and should be true, it seems to me, with
regard to our manufacturing employees. If they are to have a continu-
alfy rising standard of living, the kind of standard of living that we
want, they are going to become more and more productive and they
will, therefore, in many instances meet our requirements with a smaller
proportion of manufacturing workers. New entrants into the labor
market will be increasingly absorbed in providing other requirements
for the American population, more and better housing, things con-
nected with their leisure time, but not necessarily the same proportion
of our total work force will be in manufacturing any more than we
would have thought it appropriate to keep the same proportion of
our total work force on the farm.

Senator RIBICOFF. But we are faced with a basic problem. Last year
we had Japan with a $19 billion surplus, and Germany a $16 billion
surplus in manufactured goods while we had a $7 billion deficit. Can
this continue indefinitely-? Can the United States afford to lose its
basic industries? Can any major nation allow its basic industries to
be shattered and not maintained?

Mr. FLANIGAN. No. sir; it cannot. And while I do not think that
the previous question which had to do with the total number of peo-
ple at work, the total portion of the work force in manufacturing in-
dustries-that the answer to that necessarily means we have to main-
tain that proportion. We certainly cannot allow our industry to be,
as you put it, shattered. In fact, if the United States is going to con-
tinue to lead the free world, and that implies massive expenditures
abroad in the defense area, if we are going to meet the commitments
that we have expressed for ourselves in the aid area, if Americans
are going to continue to travel abroad as freely as they have, with the
resultant effect on our balance of payments, then not only do I believe
we cannot accept a trade deficit but we are going to have to have a
trade surplus. It is the purpose of the policies both with regard to the
domestic economy and in the international field-in the trade negotia-
tions and the system-to again put the United States in the position
of having a trade surplus, the net result being a balance in our overall
basic accounts.

Senator RIBICOFF. In another field that you must be examining,
defense costs and development assistance, in fiscal 1978 we will be
spending something like $171/ billion in foreign assistance and loans.
Germany and Japan, which have these. large trade and payments
surpluses, will be expending a much smaller amount, and a compari.
tively tiny percentage of GNP on defense. You can find the figures on
pages 36 and 87, i believe, in the pamphlet you now have.*

Do you think we can continue to expend such huge sums of money
while Germany and Japan get away relatively scott free, or do you
believe the time has come that the United States insist that der-
many and Japan carry their fair share?

Mr. FLANIGAN. Well, in the first place, Senator, I think it is im-
portant to take out of those figures the Export-Import Bank financ-

*See pp. 482 and 483 of this hearing.



ing. That is a short-term financing of exports which in many cases
in months and in some cases in years becomes an inflowFfor our balance
of payments. So that I think we ought to use the foreign assistance
figure which is still a very substantial figure.

Senator RIBICOFF. Take out that $7 billion Export-Import Bank fig-
ure and you still have $10 billion.

Mr. FLANIGAN. That is correct, and in that instance you will see
that, as you compare the table on page 36 with the table on page 37,
our competitors abroad are to some extent matching and in a few
instances exceeding us in the relative size of their contribution to de-
velopment assistance. It is in the area of military spending, where
we bear the bulk of the burden.

Certainly, we are energetic in urging and negotiating for burden
sharing in this area and Y think that we have every right to expect
in today's world a greater degree of burden sharing. The mutual -bal-
ance force reduction discussions have an implication for the cost bur-
dens and I would expect that as time goes on, these differences woilld
narrow significantly.

Senator RrmconF. Senator Fannin.
Senator FANNIN. Thank you, Mr. Chairman.
Mr. Flanigan, I certainly commend you for placing this subject

into proper perspective. I consider your statement a profound one on
the position of the multinational corporations in our economy.

I would like to clarify, Mr. Flanigan, a statement or two that you
made. You stated that we must not fall prey to the expedient of
adoptingjan alleged cure which is in fact completely unrelated to
the true problem. Before that you talk about carefully analyzing the
real causes and you refer to dumping or subsidized exports as if they
are not the real causes.

Now, do I misunderstand you?
Mr. FLANIGAN. Yes, sir; you do, and I apologize if I gave that im-

pression. We think that we have to take action where called for in
the dumping and in the countervailing duty area and we have done
so, as you know.

Senator FANNIN. Oh, absolutely.
Mr. FLANIGAN. But the other comment was directed more at the

suggestion that imports or that multinational corporations, rather,
are a cause of employment decline, and that in order to avoid that
erosion to our own domestic employment, we should restrict multina-
tional corporations.

Senator FANNIN. Well, I am pleased with the clarification because
as it is stated, I am afraid it would be misunderstood.

In your statement you say the productivity of American workers
substantially overcomes the effect of labor rate differentials.

Are you suggesting that the productivity of Japanese or German
workers is lower than our ownI

Mr. FLANIGAN. It certainly is with regard to computers and air-
craft and agricultural products and many other things that we export
around the world.

Senator FANNIN. When we talk about agricultural products I think
we are certainly not in a position to compare Japan and the United
States b cause they just do not have the land area, they do not have



the opportunity; so I think it would be improper to make that
comparison.

Now, if we talk about other industries, the automotive industry,
for instance, do you consider that to be a factual statement?

Mr. FLANIGAN. Subject to the recent devaluation, I think that it
might be, might well be, that our workers produce a competitive auto-
mobile to the Japanese automobile workers even though not perhaps
in every price range or perhaps in every class. However, a anese
automobiles are allowed in here with relative freedom and while they
increased their share of the market dramatically in some places,
on a value basis they are still a minor part of the U.S. automobile
market. And I would warrant if our trade negotiations resulted in
free access and fair access of American automobiles in Japan, we
would find that some Japanese citizens, given the current relative
value of the dollars in the end, would like to have some American
cars. It is the purpose of our negotiations in the fall to gain that
kind of access.

Senator FANNIN. I agree with you that some would. Of course, some
of us were in Japan and talked to the Japanese in this regard and
the only American cars that we observed were at the American
Embassy. So it did not seem to give us very much confidence.

And another matter, the first statement that was made to us by our
Ambassador in Japan was that the Japanese are guilty of unfair
labor practices; they like to work. And that was one of the state-
ments that we brought home with us and it gave us a lot of food for
thought.

Now, do you feel that we are being discriminated against in our
trade with Europe, Japan, and Canada?

Mr. FLANIGAN. In certain instances, and it is the purpose of our nego-
tiations to overcome that discrimination. Certainly, each area is dif-
ferent and we will approach them on different bases, but there are
in each of those areas some discriminatory practices which we would
like to see removed.

Senator FANNIN. Well as I stated before, I was very impressed
with your remarks but I do have these suggestions. I think we should
look to GATT, to the General Agreement on Tariffs and Trade. How
many members are there of GATT? Well, over 100 members?

Mr. FLANIGAN. A very large number; I do not know exactly.
Senator FANNIN. And quite a number of them are associated directly

or indirectly with the Common Market. Then, of course, there are
very few times that the GATT members have voted with us. I am
just wondering how you expect with our meeting-I think it is in
September; is that not right ?

Mr. FLANIGAN. We hope it will start in September, Senator.
Senator FANNIN. Well, then, how do you expect we can negotiate

advantageously or with equity under the conditions that exist? Here
with all these years we have the Japanese importing cars, other coun-
tries, too, at 3-percent tariff and we, of course, have a very difficult
time as you stated, getting cars into Japan, and when we were in the
position of them building an industry and we could get some cars in
there, American Motors, I recall, were building a small car that was
acceptable in Japan, but that it cost maybe 60 or 70 percent of the
price of the car, maybe not with just tariffs-I think the tariff barrier
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was 17 percent and the nontariff barriers were 40 or 50 percent. So,
how do we overcome that? What do you feel can be done to overcome
that inequity?

Mr. FLANIGAN. Senator, I think that, first, in order to put the dis-
cussion on these inequities in balance, it would be unfair to suggest
that we are sinless in this area. We have some of these restrictive
practices ourselves. But clearly, in our opinion, we are more sinned
against than sinning and if we are to get equity, we ought to at least
bring that sinning ]evel abroad down to our level. Maybe there is a
benefit in all of us -being a little pure but in any event, we do not want
to continue to be more sinned against. I do not think, however, it
behooves us to suggest that we are entirely pure.

But with regard to Japan and our negotiations with other nations,
we are not entirely powerless in these discussions, GATT voting rules
notwithstanding. Our market for Japan is essential and it is enorm-
ously important also for our European friends. We believe that we can
benefit by their imports and that they can benefit by our exports to
them. We expect to come before you and ask you for authorities that
will allow the President in these trade negotiations to be able to offer a
combination of encouragements and discouragements that will result
in entry, fair entry, into those markets. We think that you will see the
wisdom of those proposals.

Senator FANNIN. Well, of course the years we have talked about a
quid pro quo with the Japanese and we talk to them about fair trade
and they say, well we went free trade but there certainly has not been
any free trade and unfortunately, do you not agree that it is the labor-
oriented merchandise, articles, that have been involved where we have
been at the losing end with Japan? They manufacture the articles that
take the jobs away from our workers and, of course, now they buy our
agricultural products as you stated, but very few jobs are involved.
Is that not one of the very serious problems?

Mr. FLANIGAN. I think the problem with the Japanese is that they
have been getting worse but they have not been getting better quick
enough. They are beginning to recognize, themselves, that they have an
obligation to change their restrictionist policies and to change them in
the near future. The Prime Minister indicated even after the floating
of the yen that they were determined to open their markets soon to a
greater degree for U.S. investments and for U.S. imports, and we
believe that that will help to redress this imbalance.

Senator FANNIN. Well, I commend you and the administration. But
our imbalance of trade with the Japanese continues to increase from
say, around $2 billion in 1971 to around $4 billion or more in 1972, and
then the wage rates as I understand it are still a tremendous inequity.

In 1971 the U.S. worker in the manufacturing industry was being
paid $4.46 an hour on the average, with fringe benefits and all, the

a anese a $1.44. This is going to be a very difficult matter as far as
making up that differential. You can take all the percentages that have
come about but do you think that this gap is closing?

Mr. FLANIGAN. I believe it is closing very substantially by virtue of
the two revaluations of the yen. That alone would put the Japanese
wage rate above $2. In addition, their inflation rates have been signifi-
cantly higher and their wage increases have been significantly higher
in 1971 and 1972. So, yes, I think it is closing, and I-think the Ameri-



can worker by virtue of the capital that is behind him, even given the
practice that Ambassador Ingersoll attributes to the Japanese worker.
is still more productive because he has more capital, more technology,
and better management behind him.

Senator FANNIN. Well, thank you very much.
Mr. FLANIGAN. Thank you.
Senator Rmico'r. Senator Nelson will defer to Senator Mondale.
Senator MONDALE. Thank you, Mr. Chairman.
I understand from your testimony that you do not wish to and

cannot state the administration's position on taxation of multinational
corporations' foreign earnings, so I won't press you on that, but I
would like to ask some technical questions surrounding that issue.

According to a memorandum prepared by our staff in 1970, U.S.-
owned affiliates abroad paid only $640 million in U.A. taxes on the
$11 billion earned by those companies, or slightly less than 6 percent
of their taxable income. They made a calculation that if that produc-
tion occurred in the United States, the U.S. Government would have
collected over $5 billion in taxes.

I would ask unanimous consent, Mr. Chairman, that this very use-
ful table appear at this point in the record.*

Senator RIBIcori. Without objection the entire committee print,
the Multinational Corporation and the World Economy, an excellent
publication, will go into the record.**

Senator MONDALE. This document shows that in 1970 taxable income
was $11 billion, foreign taxes paid was $5.6 billion, and taxes paid the
U.S. Government on foreign-source income only $640 million. And
under manufacturing, $7.7billion taxable income, only $300 million
was paid in 1970 in that category; and in mining, $1 billion plus was
earned in taxable income, and nothing was paidto the U.S. Govern-
ment on foreign-source income.

I guess what I am askin -in addition to the question of the over-
all balance of payments an the question of jobs--don't we also have
an important question of the revenue implications of overseas produc-
tion I In this case it looks like we are getting only 6 percent in taxes
on the income from foreign-earned sources.

Does that not create a very serious erosion problem for U.S. reve-
nues? Does not that loss have to be picked up then by other taxpayers?

Mr. FLANIGAN. Without attempting to prestate any administration
position, Senator taking all industries, they did have taxable income
of $11 billion in 1970; and according to these figures, which I have no
reason to dispute, they paid something like $6,300 million, or paid
taxes on that of 63 percent.

A very great bulk, as was pointed out, was paid to the host country.
Now, if we were to suggest that all that taxable income should be

taxed in this country, that would in no way presumably set aside the
tax paid in the host country, and quite probably that investment
would cease to be attractive to an American investor and he would
sell. In that instance, we won't have the $640 million; we won't have
the jobs that the Commerce Department and Tariff Commission studies
indicate come from those jobs.

In the case of resources, where you point out there were no taxes
paid here though there were very substantial taxes paid abroad, we

*See p. 414.
°See app. A, pp. 898 ff.



won't have control of the oil and other essential raw materials for
our industry, and it seems to me that in determining the appropriate

and equitable tax policy, we have to keep those considerations in mind
as well as the figures that are set forward in table 4.

Senator MONDALE. Your answer is based on what would be in your
opinion the impact of denial of credit for foreign taxes paid.

What about the wisdom of requiring annual repatriation of income,
nondeferral of income for the purpose of Federal income taxes?

Mr. FLANmoAN. Senator, that is one of two major proposals that have
been made, and we are studying all of these proposals, and I hope you
will forgive me if I defer on answering that until the administration's,
position is clear.

Senator MONDALE. I am not trying to crowd you on that. What
would be the Federal revenue implications of the nondeferral of for-
eign-earned income, quite apart from whether we should do it or not?
H~ow much revenue would the U.S. Government pick up if foreign
earnings were taxed annually as are domestic earnings?

Mr. FLANIGAN. I can't answer that question, and I don't believe
anyone can with certainty, because you have to make some assumption
that people owning those productive assets would find it more profit-
able to sell the assets and get out of the business than incur a higher
degree of taxation.

Senator MONDALE. I think you have a stronger argument on the
credit than you do on the deferral. In other words, this assumes the
continuation of the credit, but it says that annually the foreign-earned
income must be reported and included in Federal income taxes just as
domestically earned income is.

Maybe you disagree, but I don't think there is the same argument
that that is as great a discouragement, at least, as the credit.

Mr. FLANIGAN. I' agree it is not as great a discouragement, but it
is still a discouragement. It would, in fact, increase the incidence of
tax on that investment and, therefore, decrease the level of profit on
that investment, and the owner would have to determine whether it
was better to hold that asset and to receive a lower level of income
on it than would be the case with regard to another owner. He would
have the opportunity of maximizing his value by selling it to some-
body who would be paying a lower incidence of taxes, and that is why
I can't answer your question.

Senator MONDALE. I am told the Treasury estimate is $170 million
in revenue. I won't press you on that.

Mr. FLANIGAN. I don't-have any idea.
Senator MONDALE. As of February 26. If what you say is correct

then, does that not support the position that the privilege of deferring
the tax on foreign-earned income in fact encourages multinational
corporations to place job-producing plants overseas rather than in
the United States, simply for the opportunity to duck the Federal
income taxes annually on that income ?

Mr. FLANIGAN. Clearly, Senator, the deferral makes more attractive
the investment abroad, but I would debate the job-producing point if
you mean by that on the adverse, job subtracting from the U.S. point
of view. Certainly those investments abroad produce jobs, but the
indications are that those investments abroad also produce jobs in the
United States.



Senator MONDALE. Let's take Corporation A and all things are equal.
It has the option of opening up a plant somewhere in the United
States or somewhere, say, in Europe, and the other cost figures are
equal. Does not the deferral of taxes on foreign-earned income, which
cannot occur in the United States under the Federal income tax, cre-
ate an incentive for taking jobs that would have been produced here
in the United States, overseas?

Mr. FLANIGAN. If everything else were equal, you could perhaps
reach that conclusion, but the fact that this opportunity so-called,
exists and yet to a very large extent the production overseas doesn't
come back here, would seem to indicate that other things aren't equal,
that the investments overseas by and large are not made in order to
export back to this country and only a very small portion of manu-
factured goods are exported back to this country. Investments over-
seas are made for other reasons in order that American investors be
competitive overseas. Until to date this administration and the Con-
gress have not requested taxes on defered income. Either what will
be suggested by the administration or put into law by the Congress,
I have no idea.

Senator MoNDAL. Just one final question. What does Japan do the
other way around, or what does West Germany do? Do they permit
one of their multinational corporations with foreign-earned income to
defer that income for the purposes of their taxes ?Io they grant cred-
its? 'What is the reciprocal tax treatment in the reverse circumstance?

Mr. FLANIGAN. It is my understanding that most developed nations
treat foreign earned income as totally foreign and do not under their
code attempt to reach out and tax it even to the degree that we do
here, that they are much more forthcoming, if you will with regard
to foreign earned income than the current United States Code.

Senator MONDALE. Would you submit for the record an analysis
of what our major trading partners do by way of treating this problem
from their standpoint so we might look at that?

Mr. FLANIGAN. With pleasure.
(Mr. Flanigan subsequently submitted the following. Hearing con-

tinues on p. 66.)
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The Council on International Economic Policy was asked by

the Subcommittee on International Trade of the Senate Committee

on Finance to provide information regarding the tax treatment by

other nations of their own multinational firms (taxation of foreign

source income). The attached material concerning this subject

examines the tax systems of thirteen countries, including most

Western European nations and Japan.

Although it is difficult to generalize concerning the effect of

foreign tax systems with respect to-the taxation of foreign source

income, it should be noted that despite varied approaches to taxa-

tion (worldwide, territorial, and varied forms of exemptions and

credits), not one of the nations here considered taxes currently

the undistributed profits of a foreign subsidiary controlled by local

residents. If the U. S. were to tax the undistributed profits of U. S.

controlled foreign corporations on a current basis, this woEd place

U. S. foreign operations at a disadvantage and would constitute a

departure from the general scheme of international taxation

practiced by other nations.

In addition to recognizing that none of these countries tax

currently the undistributed profits of a controlled foreign subsidiary,
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it is important to recognize that each country provides for elimina-

tion of double taxation by use of a credit mechanism, reduced rates,

or other exemptions for repatriated foreign source income. If the

U. S. were to eliminate or substantially alter its present foreign tax

credit system, this would also be inconsistent with the international

tax practices of other nations.

This study summarizes the basic rules of the following coun-

tries with respect to taxation of foreign source income: Belgium,

Brazil, Canada, Denmark, France, Federal Republic of Germany,

Ireland, Italy, Japan, the Netherlands, Norway, Switzerland and

the United Kingdom.

The consideration includes: (1) taxation of income of foreign

branches of domestic corporations; (2) taxation of foreign sub-

sidiaries of domestic corporations; (3) taxation of interest, dividends

and patent royalties received from abroad; and, (4) treatment of

foreign taxes paid by domestic corporations and their subsidiaries.

In certain instances, a brief discussion of a particular country's

.intercompany pricing practices is provided.



-3-

Belgium

Taxation of foreign source income.

Belgian corporations are taxable on their worldwide in-

come. However, income of a foreign branch which is located

in a country with which Belgium has an income tax treaty is

generally exempt. Income of a Belgian corporation generated

by a permanent establishment and taxed abroad is taxed at one-

fourth the rate applied to income from domestic sources, as is

income from foreign real property owned by domestic companies.

Income is "generated abroad" when the activity which produces it

is carried on abroad. It is deemed to be "taxed abroad" if it is

subject to regular tax in the source country even if in fact it is

exempt from tax by the host country because of special rules

such as, for example, a temporary tax holiday granted by the

host country. Special ordering rules for losses are provided so

that losses incurred by foreign establishments must be offset

first against other tax-exempt foreign profits, then against

foreign profits taxed at reduced rates, and lastly against

domestic profits. Income from real property owned by domestic

companies and located abroad receives the reduction tq one-

fourth the normal tax rate.
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Taxation of foreign subsidiaries.

Non-resident corporations (including those controlled by

Belgian residents) are taxed only on Belgian source Income.

Only five percent of the dividends received by a corporation from

another corporate entity are subject to tax. This applies to

dividends from both domestic and foreign corporations; foreign

source dividends are subject on receipt to a precompte tax of

ten percent of the dividend (discussed below) and the 95 percent

inter-company dividend exclusion applies to the dividend net of

f
the precompte.

Inter-company pricing.

While Belgium has no fixed rule regarding how much of

the combined manufacturing and sales profit can be allocated to

the foreign sales subsidiary, and while the Belgian authorities

do have the power to reallocate the profits between the related

companies, it appears that in practice the Belgian tax authori-

ties have been lenient in allowing income to be assigned to the

foreign subsidiary.
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Interest, dividends and royalties from abroad.

Interest or patent royalties from abroad are included in

their net amount for purposes of determining the Belgian

corporate income tax. A fixed credit equal to 15 percent of

the net amount received is allowed if the income has been sub-

ject to tax in the foreign country. Foreign source dividends are
I

subject to tax (called "precompte mobilier") at the rate of ten

percent of their net amount. Ninety-five percent of the dividend

remaining after assessment of the "precompte mobilier" is

exempt from the company tax.

Treatment of foreign taxes.

Unilateral relief from double taxation is granted In the

form of the reduced rate of tax discussed above under foreign

source income and in the form of a deduction from income

received from abroad before assessing the "precompte mobilier".
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Brazil

Taxation of foreign source income.

Resident corporations are taxed only on their domestic in-

come. Income of a foreign branch or agency must be taken into

the accounts of the Brazilian corporation and dividend taxes are

payable upon Its distribution but it is not taxable currently.

Taxation of foreign subsidiaries.

A foreign corporation is taxed only on its income earned

in Brazil. In the case of sales this generally means sales

through an agent in the country. Foreign subsidiaries of

Brazilian corporations are not taxed currently on profits earned

abroad and distributions from such corporations do not appear to

be included In the gross income of the Brazilian corporation.

However, the In'come attributable to distributions from a foreign

subsidiary will be subject to Brazilian dividend tax when dis-

tributed by the Brazilian corporation.

Interest, dividends and royalties from--abroad.

Payments for interest, dividends and royalties from

abroad appear to be exempt from tax when received but subject

to the dividend tax when distributed.

Treatment of foreign taxes.

Because foreign source income is generally not subject to

tax in Brazil, there is no adjustment for foreign taxes.
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Canada

Taxation of foreign source income.

Resident corporations are-subject to tax on their world-

wide income. Relief from double taxation on foreign source

income is given by way of a credit for the foreign taxes paid or

by way of exemption through tax treaties.

Taxation of foreign subsidiaries.

Non-resident corporations are taxed on income from the

conduct of a business in Canada. If a foreign corporation is a

foreign affiliate of a Canadian taxpayer special rules apply. A

corporation is a foreign affiliate if it is controlled by the tax-

payer either alone or together with other related taxpayers, if

25 percent of its voting shares, or 50 percent of any class of

shares are owned, directly or indirectly, by the taxpayer, or

if ten percent of its voting shares are owned by the taxpayer,

and the taxpayer elects to have the corporation qualify as a

foreign affiliate.

The income of a foreign affiliate is generally not taxed

currently. An exception is provided in that a Canadian share-

holder of a foreign affiliate Is required to include in his income
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currently his proportionate share of the affiliates investment in-

come and capital gains whether or not distributed. Dividends

received by a Canadian corporation from a foreign affiliate are

exempt from %x to the extent they are paid out of pre-1976

profits. Dividends paid out of post-1975 profits are exempt if

earned in a country with which Canada has a comprehensive

treaty. If the dividends are earned in a non-treaty country the

dividends are taxable in Canada. but are partially exempt, the

exemption depending upon the amount of foreign tax paid by the

affiliate and the amount of any withholding tax to which the

dividend may have been subjected.

Interest, dividends and royalties from abroad.

Interest, dividends and patent royalties mubt be included

in the gross income of a Canadian recipient subject to a credit.

Treatment of foreign taxes.

A foreign tax credit is allowed to provide unilateral relief

from double taxation where the income is not exempt under

treaties. Under the new law the credit is allowed up to the

effective Canadian rate on the foreign Income. After 1975 the

credit on investment income of individuals will be limited to 15

percent, with the excess over 15 percent being deductible. In

the case of business income a carry-over of any excess credit

is provided.
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Denmark

Taxation of foreign source income.

Danish corporations are taxed on worldwide Income. How-

ever, in the case of income attributable to a foreign permanent

establishment, or from shipping between foreign ports, or from

engineering or contracting operations in a foreign country, the

Danish tax is reduced by approximately one-half.

Taxation of foreign subsidiaries.

Non-resident corporations are taxable only on income

attributable to a permanent establishment or real property

located in Denmark. This rule applies to foreign subsidiaries

of Danish corporations. If a resident corporation owns more

than a 25 percent interest of the shares in another corporation

(foreign or domestic), the parent company's income tax on Its

total income is reduced by that part of the income which is

proportionally attributable to the dividends received from the

subsidiary.

Interest, dividends and royalties from abroad.

Interest, dividends and patent royalties recieved from

abroad are included in taxable income of a resident corporation
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but the Danish company can credit foreign taxes against total tax

in an amount equal to the foreign tax paid or the Danish tax

attributable proportionately to the foreign income, whichever Is

less. The same rule applies if the Income is derived through a

foreign permanent establishment.

Treatment of foreign taxes.

A credit is granted for foreign taxes paid with respect to

all foreign income. In addition, credits are granted against

interest, dividend and royalty Income as discussed above.
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France

Taxation of foreign source income.

French resident companies are subject to company income

tax only on income from commercial and industrial activities

carried on in France. Normally, corporations located in France

are not subject to tax on income earned abroad through a

permanent establishment, permanent representative, or a com-

pleted cycle of commercial activity (such as the purchase and sale

of merchandise). In order to be excluded, the profits must be

derived from the active conduct of-a business located abroad.

Losses incurred from these foreign operations may not be offset

against French source profits. However, certain expenses

related to the establishment of foreign branch sales offices are

deductible for a limited period of time commencing with the

first year of operation of the branch.

A resident company may apply for authorization from

the Ministry of Economy and Finance to have the company

income tax applied to either its worldwide profits and losses

or to consolidated profits and losses, which would include

profits and losses of subsidiaries (see discussion below).
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/
An additional tax of 50 percent (the "precompte") on net

distributions is payable by a resident company if (as far as is

relevant here) the income distributed has not been subject to

tax at normal rates. Foreign source income would thus be
I

taxable subject to the precompte unless the company elected to

be taxed on worldwide income.

Taxation of foreign subsidiaries.

As discussed above, a foreign corporation, including a

subsidiary of a resident company, which does not conduct

business activities in France is not subject to the company

income tax on foreign source income. This exemption does not

depend on the nature of the income; therefore, the exemption

applies to pure holding companies as well as operating companies.

A French parent company Is-entitled to exclude from

income 95 percent of the dividends received from a foreign sub-

sidiary, whether or not the foreign subsidiary is subject to tax

in its resident jurisdiction. A parent company is any French

corporation: (1) owning ten percent of the capital of the payor

corporation, or (2) having a share interest costing more than ten
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million francs, or (3) having a share interest originally costing

two million francs and which represented more than ten percent

of the company's capital but which, as a result of later stock

issuance, represents less than ten percent of the capital of the

payor corporation.

Upon distribution, a French company must pay the

precompte equal to one-half of the dividend to the French

Treasury with respect to profits that did not bear the normal

50 percent French corporate tax rate. At the shareholder level,

the shareholder is entitled to a credit equal to one-half of the

dividend, which is applied against his personal tax on the

dividend grossed up by the credit. For purposes of determining

whether the precompte is payable with respect to a particular

dividend distribution the French company may arbitrarily

determine the earnings from which the dividend is deemed paid.

Therefore, if distributions are allocated first against manu-

facturing income on which the normal corporate tax has been

paid no prdcompte is due unless the dividend exceeded the

available manufacturing income. The result could be to shield

the dividends from foreign subsidiaries from practically all

French tax.
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In addition, a 50 percent owned foreign subsidiary may be

included in the consolidated return system discussed above.

Intercompany pricing.

France applies an arm's length standard for intercompany

sales of goods. Profits indirectly transferred to controlled

enterprises outside of France through intercompany pricing are

to be reallocated on an arm's length basis and such adjustments

may be based on comparison with the operations of similar

enterprises operating normally. While France has complete

procedural rules for challenging intercompany pricing, there is

evidence that where exports are involved the pricing rules are

loosely applied. Exporters holding a "carte exportateur"

(exporter's card) are entitled to a relaxation of the arm's length

pricing rules. It is understood that, under administrative in-

terpretation, the rule has not been employed where exporting

enterprises holding the "carte exportateur" can establish that

sales made by a parent French corporation to foreign subsidiaries

at prices approximating cost do not have as their objective the

shifting of income but are due to "commercial requirements. "
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Interest, dividends and royalties from abroad.

Interest, dividends and patent royalties received from

abroad are subject to the company income tax, but foreign taxes

imposed on these payments are deductible in computing taxable

income. Royalties, interest and dividends earned through a

foreign permanent establishment are exempt under the general

rules discussed above.

Treatment of foreign taxes.

Foreign income taxes relating to exempt income are not

deductible or creditable while foreign taxes relating to income

taxable in France are deductible. If the French company elects

to be taxed on its worldwide income foreign income taxes on

dividends, interest and royalties are creditable, other taxes are

deductible.
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Federal Republic of Germany

Taxation of foreign source income.

A resident German corporation is subject to the company

income tax which is levied on worldwide income. Nonresident

corporations are taxed only on income from German sources.

A corporation is considered to be a German corporation if

its main office or seat of management is in Germany.

In addition to the company tax, a business tax is levied

on all business establishments located in Germany. Profits

attributable to a foreign permanent establishment are excluded

from the tax base for purposes of determining the business tax.

Taxation of foreign subsidiaries.

The income of a foreign subsidiary of a German parent

corporation is not included in the parent company's income

until remitted to it in the form of a dividend or other distribution.

Dividends paid to the parent are included in full in its taxable

income subject to a credit for foreign withholding taxes paid.

Lump sum taxation at the rate of 25 percent may be granted on

dividend income from a 25 percent or more owned
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foreign subsidiary. By treaty, however, Germany usually does

not include in income dividends received from subsidiaries where

the German parent owns 25 percent or more of the stock of the

subsidiary. Under a 1965 decree, where income is transferred

under abnormal conditions to affiliates located in tax-haven

countries, the transactions may be set aside and income taxed

currently.

Under limited conditions, the losses of a newly acquired

or established foreign subsidiary may be used to defer taxes on

the parent's income for five years. The losses must be re-

captured after the five years or when the subsidiary becomes

profitable. This provision applies only to manufacturing and

trading subsidiaries which are 50 percent or more owned.

Intercompany pricing.

Strict arm's length pricing rules are provided, and they

are strictly enforced.

Interest, dividends and royalties from abroad.

Income from patent royalties, dividends and interest re-

ceived from abroad must be included in taxable income subject

to a credit for foreign taxes paid.
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Treatment of foreign taxes.

A credit for foreign withholding taxes paid on foreign

source income is granted against the company tax. Foreign in-

come taxes paid with respect to royalties, dividends and interest

received from foreign sources are also creditable. The credit

in either case is limited to that part of the German tax which

bears the same proportion to the total German tax an foreign

income bears to total income. Other foreign taxes are

deductible and not creditable.

Foreign income taxes levied on direct sales by a German

company are neither credited nor deductible.
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Ireland

Taxation of foreign source income.

Resident companies are subject to the corporation profits

tax and the income tax on their worldwide income. However,

liberal tax holidays are available for manufacturing and exporting

enterprises. For purposes of the corporation profits tax,

resident companies are those incorporated in Ireland. For pur-

poses of the income tax, resident companies are those which

have their central management and control in Ireland.

Taxation of foreign subsidiaries.

Non-resident corporations are taxable in Ireland only if

they are doing business in Ireland. Dividends from a foreign

subsidiary are fully subject to tax in Ireland after deduction for

foreign taxes.

Interest, dividends and royalties from abroad.

Patent royalties, dividends and interest received from

abroad must be included in computing taxable income for the -

income and corporation profits tax, without exemption or credit.

Treatment of foreign taxes.

There is no unilateral relief provision for the avoidance of

double taxation. Foreign taxes are not creditable but are

deductible in computing taxable income. This includes foreign

taxes attributable to royalties, dividends and interest.
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Italy

Taxation of foreign source income.

Resident companies are subject to a business income tax

and a company tax. The tax on business income is levied on

income earned in Italy. In addition, the tax is payable on income

earned abroad unless the income is earned by a foreign permanent

establishment with separate administration and accounting in the

foreign country. The company tax is levied on "worldwide

excess profits", and on net worth after deduction for foreign taxes

paid.

Taxation of foreign subsidiaries.

The foreign source profits of a subsidiary of an Italian

corporation are not subject to current income taxation in Italy

except to the extent those profits are attributable to a permanent

establishment in Italy. Dividends received from a subsidiary are

not subject to the business income tax but are subject to the

company tax.

Interest. dividends and royalties from abroad.

Patent royalties from foreign sources are subject to the

business income tax, unless the Italian company has a permanent

establishment in the country of source. Foreign dividends are



53

- 24 -

exempt from all taxes unless the shares on which they are paid

are placed in an Italian bank, in which case the bank must

withhold a tax equal to five percent of the dividend. Interest

income from foreign sources is subject to the tax on business

income if it is considered to be business income. Patent

royalties, dividends and interest are included in taxable income

in computing the company tax.

Treatment of foreign taxes.

Taxes paid abroad are deductible for purposes of com-

puting the corporation tax.
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Japan

Taxation of foreign source income.

A domestic corporation is taxable on its worldwide income

with relief from double taxation being given through the medium

of a foreign tax credit.

Taxation of foreign subsidiaries.

A non-resident corporation is subject to the corporation

tax, and, in some cases, the income tax only on its-income

from sources within Japan. Consequently, the income of a non-

resident corporation with no Japanese source income is not

taxed in Japan. An "indirect foreign tax credit" is given to a

domestic corporation which received a dividend from a foreign

subsidiary corporation if the domestic corporation owns 25

percent of the shares of the foreign subsidiary, or 25 percent

of its paid-in capital, or 25 percent of the voting power, and

the foreign subsidiary is established for the purpose of carrying

on a business in the foreign country and not for the purpose of

avoiding taxes.

Interest, -dividends and royalties from abroad.

Apparently, interest, dividends, and patent royalties from

abroad are fully taxable in Japan. It would appear that when



- 26 -

income of this type is earned by a foreign permanent establish-

ment of a Japanese corporation and subjected to tax in the

foreign country, the tax is creditable.

Treatment of foreign taxes.

Foreign corporate taxes on a domestic corporation are

creditable against the Japanese corporation tax subject to an

overall limitation equal to the proportion that total income from

sources outside Japan bears to the entire income of the corpora-

tion subject to the Japanese corporate tax. A credit is also

given in the case of dividends received from a "foreign subsidiary"

(see discussion above).
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The Netherlands

Taxation of foreign source income.

Resident corporations are subject to corporate income tax

on their worldwide income. However, the profits of a foreign

permanent establishment and income from foreign real property

are exempt from Dutch tax if there is a treaty providing an

exemption, or if the income is subject to tax in the foreign

country. In the case of income taxed in a foreign country relief

is given in the form of a tax reduction equal to the percentage

that the foreign source income bears to the worldwide income.

In addition, losses of the foreign branch may be deducted from

domestic taxable income but with a corresponding adjustment in

the computation of the domestic tax liability for foreign branch

profits for subsequent years. This adjustment prevents a double

deduction of the loss.

Taxation of foreign subsidiaries.

Profits of a foreign subsidiary of a Dutch parent are not

taxable except to the extent that the subsidiary has income from

a permanent establishment in the Netherlands. Dividends re-

ceived by a Dutch shareholder from a foreign subsidiary are
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exempt if the investment in the subsidiary is not less that five

percent of the paid-in capital, and the holding of the shares is

within the scope of the business activity of the parent company.

Costs incurred with respect to participation in the foreign sub-

sidiary are not deductible to the parent. Thus, interest on

loans, the proceeds of which are used to acquire a foreign sub-

sidiary, would not be deductible.

Intercompany pricing.

As a general rule, the pricing of transactions between a

Dutch parent and a foreign subsidiary must be on an arm's

length basis. Adjustments will be made if the arm's length

standard is not maintained. Agreements may be reached in

advance with the Tax Administration as to the intercompany

profit allocation. Such methods as cost-plus, pro-rata division

of aggregate profits, and discount practices or commission

schedules have been agreed to. Apparently, when allocations

are made on the basis of a pro-rata division, the sales profits

may be estimated at a relatively higher percentage than the

manufacturing profits.
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Interest, dividends and royalties from abroad.

Patent royalties, dividends and interest received from

abroad are subject to the company income tax, after deduction of

foreign taxes. There is no credit given. If these amounts are

derived through a foreign permanent establishment, they are

exempt, provided the permanent establishment is subject to

income tax in the country of service.

Treatment of foreign taxes.

Foreign withholding taxes on income subject to tax in the

Netherlands are deductible. In the case of other income taxes

a credit is given Li the proportion the foreign income bears to

total income.
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Norway

Taxation of foreign source income.

Resident companies are taxable on their worldwide income.

However, one-half of income from foreign real property and

income from permanent establishments abroad is exempt from

tax. Resident companies are those having their head office or

center of management in Norway. The local income taxes

(imposed by municipalities) are also computed on the basis of

worldwide income.

Taxation of foreign subsidiaries.

A non-resident corporation is not taxable on its income,

other than income attributable to a Norwegian permanent es-

tablishment, until distributed to Norwegian shareholders. If a

Norwegian company either alone, or together with not more than

nine other Norwegian residents, owns at least 95 percent of the

shares in the foreign company, and the foreign company is the

owner of real property or business establishments outside of

Norway, then Norwegian taxes are levied on only one-half of

the dividends distributed by the foreign company.

Interest, dividends and royalties from abroad.

Patent royalties, dividends and interest received from

abroad are fully subject to tax in Norway after deduction for

91-925 0 - 72 - 5
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foreign taxes. If the royalties, dividends and interest are derived

through a permanent establishment in the foreign country taxes

are levied on only one-half of the income. Dividends received

from a foreign subsidiary are likewise partially tax exempt if the

requirements discussed above are met.

Treatment of foreign taxes.

Foreign taxes paid are deductible expenses. There is no

credit.
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Switzerland

This discussion concerns only the Federal tax. The

cantonal and municipal tax burdens are usually heavier than the

Federal, but any discussion of them (s difficult as there is no

uniformity among their tax laws. However, the basic principles

concerning the determination of taxable income are, in most

cases, based on the Federal rules.

Taxation of foreign source income.

A resident company is one which is incorporated in

Switzerland. Resident companies are subject to Federal income

tax levied on their worldwide income; however, they are not

subject to tax on income attributable to a foreign permanent

establishment and income from foreign real property. These

companies are also subject to a net worth tax on worldwide

assets with the same exemption. The rates of tax which apply

to taxable income and net worth are generally determined as if

no part of income or net worth were exempt.

Taxation of foreign subsidiaries.

A foreign subsidiary of a Swiss parent, as is the case

with all non-resident companies, is taxable only on income
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derived through a Swiss permanent establishment, income from

real property located in Switzerland, and interest from loans

secured by real property located in Switzerland. The net worth

tax is levied on assets the income from which is subject to the

income tax. A special reduction in tax ih given for dividends

received from a company in which the Swiss parent has a

"substantial interest", which is defined as ownership of 20 per-

cent of the stock of a Swiss or foreign company or ownership

of Swiss francs 2,000,000 worth of stock in such a company.

The dividends are included in gross income, but the tax

liability of the recipient company is reduced in the same pro-

portion that dividends received from the substantial interest

bears to total gross income.

Interest, dividends and royalties from abroad.

Income from patent royalties, dividends and interest from

abroad is included in taxable income after a deduction of foreign

taxes. Special rules apply to dividends from a company in

which the recipient company has a substantial interest (see

discussion above).
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Treatment of foreign taxes.

There is no direct relief from double taxation; however,

income attributable to a foreign permanent establishment or

foreign real property is exempt from tax. In addition, the

special rule relating to dividends from a company in which the

recipient company owns a substantial interest applies to foreign

as well as domestic subsidiaries.
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United Kingdom

Taxation of foreign source income.

Resident companies are subject to tax on their worldwide

income. Generally, a company resides at the place where its

central management and control actually abide. Relief from

double taxation is given bilaterally by way of treaty, or

unilaterally through a credit.

Taxation of foreign subsidiaries.

Non-resident companies are taxed on income derived from

trading within the United Kingdom through a branch or agency

situated there. There is no current taxation of other income

of non-resident corporations. A credit is given for taxes paid

by the foreign subsidiary on its profits if the resident parent

holds not less than ten percent of the voting power in the dis-

tributing company.

Intercompany pricing.

The United Kingdom's tax law contains a provision which

is similar to our section 482, but more-Timited. Generally,

arm's length dealings on sales between related parties are
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required. We understand that it is unusual for adjustments to

be made in the case of export sales.

Interest, dividends and royalties from abroad.

Foreign Income, including patent royalties, dividends and

interest received from foreign sources must be grossed up with

the appropriate amount of foreign tax and then included in the

income of the resident company. A credit is then granted. The

same rule applies to patent royalties, dividends and interest

derived through a permanent establishment in a foreign country.

Treatment of foreign taxes.

A credit is given for foreign taxes paid which may not

exceed the amount of United Kingdom tax corresponding to the

gross foreign income. In addition, a credit is given for taxes

paid by a distributing subsidiary (see discussion above).
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Senator MONDAL. Also for the record I would like it if you would
breakdown in some detail the elements that go into this $10.1 billion'
security assistance and development assistance to overseas sources as
reflected in the staff memorandum. I think that would be very helpful.

Mr. FLANIOAN. Yes.
(Mr. Flanigan subsequently submitted the following:)

U.S. FOREIGN ASSISTANCE EXPENDITURES
[Dollars in thousands

1971 1972 1973

SECURITY ASSISTANCE
Total ...................................................... 5701,280 6,232605 5,928,176

1 (5, 705,380) 1(6, 236, 0) 1(5,932,976)

Military assistance program ............ 752,4 528 .756 803, 442
MIlitary assistance 2.cefunded ------------------------ 2,325.900 2,339,400 2,055,000
MAAG administration and training .................................. 116508 116,733 114,254
Transfer of defense stocks (excluding excess defense articles) .......... 278,428 462,086 105.800
Excess defense articles (lega value) ................................. 118,399 185.000 245,(X
Ships traMfers (loans, leases) ...................................... 18,480 47,579 39,
Real property transfers ............................................ 217,009 740,651 485,680
Security sup-porting asistance .................................... 572,971 598,100 874,500
FM credit sales ........................................... 743,400 550,000 69, 000
Export-Import Bank military sales ............................ 253,000 300,000 360, 000
Public Law 480, smc 104C .......................................... 120,500 103,900 124,000
Purchase of local currency ......................................... 184,200 260,400 91,900

DEVELOPMENT AND HUMANITARIAN ASSISTANCE
Total. - . . . . . . . . . . .. 2,762,454 3,189,908 3,763,765

1(3,017,073) '(3,479,462) '(4,191,295)
Agency for International Development............................... 1,257,345 1,420,446 1,598,976
International narcotics control and contingency fund ................... 26,242 50,291 72,800
Peace Corps ............................................ -- 85024 61,900 72,200
Public Law 480 ----------------------------------------- -- 1,138,843 1,249, 966 1, 099, 789
International financial institutions ................................... 255,000 407, 305 920,000

Grand total, Foreign Assistance ............................... 8,463,734 9,422,513 9,691,941
Export-Import Bank (other than military loans included in security

assistance) ..................................................... -2,880,800 7,331,800 7,331,800
Grand total, including Export-Import Bank ..................... 11,344, 534 16,754,313 17,023,741

I Figures In parentheses are those reported in S. Rept, 92-1231 p. 4 and in "The Multinational Corporation and the
World Economy," Senate Committee on Finance, U.S. overnment Pring Office 9004, p. 36. Difference from figures'
here due to minor revisions In agency estimates subsequent to submission of figaros-ipportd in documents cited.

Source: (1) Secudty Assistance: Department of Defense, estimates as of May 3, 1972. (2) Development and Humani-
tadan Assistance: AiD, 1972 (spring). (3) Export-import Bank: AID, 1972 (spring).

Senator RImICoFF. Senator- Curtis.
Senator Cumnis. Thank you, Mr. Chairman. I want to commend

you on your general statement-
Mr. FLANIGAN. Thank you, sir.
Senator CUmms (continuing). At the start of these hearings.
My first question is somewhat akin to the last question of Senator

Mondale. Do foreign countries tax income earned in the United
States prior to its removal to the country that owns the investment?

Mr. FLANIGAN. My understanding is that in the great majority of
the cases they do not, Senator, but I will ive you a breakdown of
their tax policies by country. I will submit that to this committee.
But my understanding is that they do not*

Senator Cvurs. It seems to- me that we may run into a question
here of sovereignty if we embark on a program of taxing income
earned outside the jurisdiction of the United States, which income

08e material provided for the record at p. 82 ff.



is not returned to the United States,, because if we do it everybody
else can do it.

Mr. FLANIGAN. They can if they wish. They will have to recognize
that it will have an effect on the incidence of their investment abroad
but since we-

Senator CuRTs. If we can legally do it they can legally do it.
Mr. FLANIGAN. Yes, sir.
Senator CurIs. Now, much has been said about negotiation the

coming negotiations. What are the tools or weapons that are available
to the United States -when Uncle Sam sits down at the negotiating
table. What does he have to bargain With.

Mr. FLANIGAN. At the moment, Senator, the execut,-o has very
little authority. In the area of import restraints, for example, we
are-examining the appropriate circumstances under which we would
propose that certain kinds of authority be granted the executive
branch. Also, as you know, we are meeting with Members of Conges
to get your thoughts. I am happy to sayI look forward particularly
to meeting with-you before we get this to legislative language. Suffice
to say that under the current law the executive has very limited au-
thority to impose import restraints here even where we believe it would
be-appropriate. That would be a tool if the Senate and House grants
it to us--that tool being that you could to some extent limit the
availability of this market.

In addition, this level of security assistance abroad is, of course,
important to our major trading partners in the free world and they
will have to take that into account recognizing that we have a deficit
in our basic balance. They must recognize that to some large extent
that deficit is the result of our expenditures abroad on the security
front and that if they feel that we should maintain that level of ex-
penditures, if they feel as they have said they do at the IMF meetings
last year, that we should be in balance on our basic accounts, then
they are going to have to recognize that we need ways to get further
income, and that one obvious way is exports.

Senator Curs. Well, assuming that we grant to the administration
all the authority they ask, are our negotiators still limited as their
tools an offer to reduce or minimize the barrier we have or a threat
to impose one? Isn't that the only argument we have at the table?

Mr. FLANIGAN. Well, we have no authority on the first, that is to
lower.

Senator Cu s. I am not directing my question to the authority
between the Executive and Congress. I am assuming hypothetically
that whoever goes to that table has all of the legal authority they
need.

Mr. FLANIGAN. Right.
, Senator Cumrs. Now, what bargaining tools do we have to deal

with these tough customers like Japan and the Common Market, both
of which are highlyprotective industrial societies ?

Mr. FLANIGAN. Senator, they have a great stake in keeping their
trade and in fact expanding their trade and we hopefully wil have
the tool of not necessarily providing that. It seems to me that is a
very effective tool.

Senator Crmrs. In other words, the principal tool that we have
is a threat on our part that we might impose some restrictions?



My. FJANiGA. And on the other side of that we have the incentive
th4 if they are equitable in their markets, we benefit by expanded
trade

Senator Cnmis. Oh, yes.
Mr. FLANIGAN. I consider it a carrot to be a tool the same way a

stick is a tool.
Senator CuRs. But my point is as of some years ago we could

go to a table and say, if you will reduce such and such a barrier we
will reduce a certain barrier. Isn't that time about gone? There isn't
much we can reduce.
. Mr. FzANIGAN. Yes, sir; there are some tariff barriers left both

here and abroad and, as I said, we do a little nontariff barrier sinning
ourselves, not as much as they but we can urge them to remove -what
we think are larger barriers if we will look and see which of ours
we can do something about. We have, as you know, recently, in order
to increase the supply of meat in this country, temporarily reduced
a nonitariff barrier. We think that they have an obligation to take
some very substantial steps in the same area, in the agricultural field.

The'other tool that seems to me that beyond the carrot of increased
trade and the stick of decreased trade, the other tool, less direct
perhaps but nevertheless important in their consideration is that they
know and we know that the United States cannot remain indefinitely
in deficit in its basic balance and much of that basic balance deficit
or, a substantial portion comes from security expenditures abroad
and they feel that their own security depends on continuation of
these e expenditures so they have to take that into consideration.

Senator CumTIs. I understand there are lots of arguments why they
should begood boys and concede to some of the things we request.

I say this with no criticism of you or the administration, it is a
matter that has grown up over 20, 30 or more ye*ws-where the United
States has constantly moved in the direction of reducing barriers of
all kinds and, while at the same time the competitive forces in the
world have gone the other way. Japan is highly protective. The
Common Market, while it is a free trade association within the Com-
mon Market, its exterior trade policy is highly protective. I am
v~ry disturbed about the outcome on all of this toward agriculture.
We are shipping considerable agricultural products to the United
Kingdom..With England in the Common Market they admittedly are
going fo buy those things within the Common Market at a higher
price than other Common Market countries can provide them and there
is just no .way that in the Common Market area we can reestablish
those markets ?

The point I am trying to make is this: That we don't have many
concessions--that we can make. We have a few. Maybe we shouldn't
concede everything. Maybe. I am sure-there are some trade restrictions
thoroughly justified, but about all we have got left besides balancing
and arguing the altruism, long range good of it, is a threat to impose
barriers and I am not suggesting we should do so.

I think that if either the Common Market or Japan gets too tough
on some areas why we should shut off the spigot on something else
entirely that is very essential to them and say that is what we are going
to do, because if there is a notion in this country that the whole world is
moving toward free trade, I think people should understand the oppo-



site is true. Our tough competitors in the world today are the highest
protective industrial societies that-the world has known for a long
time. The Common Market is doing what the United States did when
the Union was formed, they established free trade with the States and
a tariff-wall around the United States so to build up an industrial
society.

I think that we are going to have to explore the possibility not
only of threats of additional protection but when the occasion arises
actually use them, because they will not respond to the altruistic fair-
play good of all argument. They say that is a good idea but let's wait
a while and we can t we don't start out from equal ground.

Senator RiBicoFF. Mr. Kendall. It is obvious that we will not be
able to reach you until this afternoon. Could you come back at 2 o'clock,
sir. There is little sense in your waiting here if you don't wish to.

Mr. FLANIGAN. Could I fiake one short statement with regard to
Senator Curtis' comments on agriculture.

We firmly agree that we have to be very strong in insisting that in
discussions of removing barriers, barriers to our agricultural exports
are just as important to us and maybe in the current contest t of overall
barriers more important than on the industrial front. We intend with
regard to the incidents of certain increased agricultural barriers arising
out of the United Kingdom joining the Community, to begin negotia-
tions- on that next month, not wait until the fall, and we have made it
very clear to our partners both in Europe and in Japan that they
cannot take the arguments that agriculture is so different from other
products, job producing products, that we won't talk about it. We do
intend to talk about it and to negotiate very hard and hopefully we
will make some headway.

Senator RmicoFF. Senator Bentsen.
Senator BENTSEN. Thank you very much, Mr. Chairman.
Mr. Flanigan, I certainly agree with the tenor of your remarks. We

ought to put greater emphasis on increasing exports rather than re-
straint of trade or stopping imports, and I further understand that we
have to give consideration to both in our carrot and stick approach.

I can't help but think once again of the example of Japan and some
of the protectionist actions they have taken in the nontariff areas.
When I think of the example of the Pinto car selling for $2,000 in this
country and selling for $5,500 in Japan, it's more than just a differen-
tial of a 3-percent import tariff and a 17 or 18 percent one there. It's a
good little car, but it's not that good, and sales of Pinto aren't exactly
booming in Japan.

I think, on the other hand, of the Toyotaselling in this country for
$2,000 and approximately $2,000 in Japan. Then I am told that one out
of five new cars in Los Angeles is a Japanese car. It is very obvious
that we have to have some hard-nosed negotiations and I look forward
to that on the part of the administration.

On this question of multinational corporations, if we were to accept
the figures that you have given us in your testimony7-you refer to their
contribution to trade surplus in the year 1970 being $7.6 billion; where-
as, the nonmultinational ones had a $5.7 billion deficit.



Then, you cite that domestic employment attributed to multinational
corporations has grown by 2.7 percent as compared to the nonmulti-
nationals of 1.8 percent.

But I am concerned with whether or not we are comparing apples
to apples in this kind of situation.

Have some concern about the validity of such figures.
It seems to me that multinationals are generally more aggressive

companies than most domestic industry. Those which go abroad often
have the more progressive management and are often in growth in-
dustries, so I am concerned as to whether these figures always follow
through. And I know that is a very difficult one to put limitations and
parameters on with that kind of supposition.

The other question that has come to mind is that on page 10 you
refer to the overvaluation of the dollar and the very shaky monetary
system. Yet, since 1967, our unit labor costs have risen some 14 percent
in this country, 44 percent in Germany, 22 percent in Japan, yet our
competitive position vis-a-vis these countries has deteriorated in that
period of time.

Would you comment on that for us?
Mr. FLANIGAN. I think that the answer to that question was perhaps

the one that Senator Fannin suggested earlier; that you can take a
lower wage rate and have it rise very rapidly and not diminish, have
it rise more rapidly than ours and not necessarily diminish the differ-
ence. I think that there was this overvaluation of our currency in those
years and we were suffering a deficit, in fact, we have had a deficit in
our basic accounts, as I understand it, since 1957.

The reason we didn't then, the Suez Canal was closed and we ex-
orted a lot of oil. We are making corrections-by virtue of this
mithsonian Agreement and the agreement reached week before last

in that imbalance which existed, not just since 1967 but before that.
Senator BENTSEN. And the question of differential in wages though

isn't the sole criterion by which companies decide to go abroad, of
course, because we can look at those industries in which we have the
highest wage scales, some of our high technology industries, and those
are the ones with which we have our best export record in the balance
of trade.

Mr. FLANIGAN. Yes, sir.
Senator BENTSEN. One of the things of concern to me is the coun-

try of Japan placing unit restrictions and high tariffs on large com-
puters and then in turn using part of that as a research and develop-
ment fund which they turn back to their industry for industry tode-
velop a computer competitive to our own. -

Mr. FLANIGAN. We agree, Senator, for Japan which has the sec-
ond largest computer industry in the world after us to claim that as
it is an infinite industry is unacceptable. We consider that to be a
nontariff trade barrier that we cannot permit to continue to exist and
we intend to negotiate very hard to get it removed.

Senator BNTSEr. As I recall the numbers, Japan is the only coun-
try where we have a deficit both in low and high technical items.

Mr. FLANIGAN. I accept your characterization.
Senator BENTSEN. Now, on the question of the taxation of multi-

national corporations on their earnings abroad and the 100 percent
credit that is given on the taxes collected there, I could understand



where if we took away the 100 percent credit and levied our own tax,
I suppose we could get into a confiscatory situation where you might
get over a 100 percent tax on the income. But let us look at the otherapproach.APcorporation in this country is allowed a deduction, not a credit, for

State tax, and yet when it goes abroad it gets a full credit rather than
a deduction. And that seems to be somewhat of an inconsistency.

Mr. FLANIGAN. As I indicated, Senator, that is one of the specific
questions. State taxation is among the questions being considered now
by the administration and I would hope before very long, we will be
able to come back up and give you our thoughts on what changes, if
any, we would suggest with regard to taxation of foreign income.

Senator BENTSEN. Mr. Chairman, with the limitation -on time and
the hour, I will give back the rest of my time.

Senator Rimcor. You have 3 more minutes if you would like to take
it.

Senator BENTSE-N. No.
Senator RnIcoFF. Senator Packwood.
Senator PACKWOOD. Mr. Chairman, Senator Mondale was asking

about the effect if we were to compel all overseas earnings to be re-
mitted in the year in which they are earned. I might call attention of
the committee to an article by Mr. Kendall for U.S. News and World
Report. Eighty percent of the overseas earnings are remitted now in
the year they are earned. That is from the Department of Commerce
report. I would like to submit that for the record.

Senator RIBICOFF. Without objection, it will be accepted.
(The article referred to follows:)

- [From the U.S. News & World Report]

IN TRADE: "WE HAVE To BE MUCH TOUGHER, AS A NATION"

(Interview With Donald M. Kendall, Chairman and Chief Executive Officer,
PepsiCo, Inc.)

Do American workers lose Jobs because of imports? Is this country too soft
in dealing with trading partners? Should U.S. overseas investments be curtailed
from now on?

To answer questions about the growing issues of foreign trade, Mr. Kendall
came to the conference room of "U.S. News & World Report" for this exclusive
interview.

Question. Mr. Kendall, what would you like to see discussed in our next round
of trade negotiations with Japan and other nations?

Answer. I would like to see some of the barriers against us lowered. Let's look
at the problem we're faced with on trade and you can see some of the things we
have got to solve.

In 1972, by the latest estimates I have heard, we're going to end up with a trade
deficit of more than 6 billion dollars. We bought that much more then we sold in
foreign markets. That includes a deficit of about 4 billion with Japan, 2 billion
with Canada, and about 1 billion with Germany. For the first time, we're going to
have a deficit with the European Economic Community [Common Market].

Now, let's look where we're going to be by 1980--and I only take 1980 because
I want to cite our energy needs in the future as a problem which fits into this
whole package:

On the merchandise account--our trade in goods other than oil and gas-we
probably can balance out; that is, our exports will offset our imports in 1980.
Hopefully, we can even improve that.

If you look at tourism, there is going to be a deficit in 1980. Shipping and
insurance is another-deficit area in our trade balance.



On Government expenditures, you have to count on aid to allies and our own
military costs, including those involved in the North Atlantic Treaty Organization.
So you havea deficit there.

Question. Did the U.S. have any surpluses anywhere?
Answer. The only place where you have any true surplus is the flowback from

our foreign direct investments-what we're getting back in royalties and earn-
ings from investments abroad. That now amounts to about 9 billion a year. But
this is offset by what we are plowing into additional investments abroad. The
real surplus nets out to around 4 billion dollars a year.

Now, the energy experts have pretty much agreed that by 1980 we're going to
be importing about 15 billion dollars' worth of energy each year in the form of
oil and gas.

So we have quite a gap to fill in our balance of payments. And the biggest
opportunity we have to fill it is through the surplus we earn on foreign direct
investments.

Even if you expand that surplus-.-maybe you can get it up from 4 to about 12
billion a year-you're still not goiig to be able to cover the cost of energy im-
ports. We're just going to have to do more on the trade side to cover the gap.
This means we must have a better climate in which to sell our merchandise
abroad.

Question. What about those barriers-
Answer. There are barriers in Europe that we can argue about with the

Europeans.
There's the value-added tax that they impose on imports. We say it disadvan-

tages us because we don't have that kind of tax. They say it doesn't-that it
applies to domestic production as well as imports. Well, what do we do about
that problem? Do we join them and put on a value-added tax of our own? Some-
thing has to be done.

There are barriers to our agricultural products. The one sector in our economy
where we have a higher rate of productivity than any other country in the world
is in agriculture. Yet there are barriers all around the world against our farm
products. We have some barriers ourselves on agricultural imports. In fact, there
are a lot of countries who have dirty hands in argiculture. We have to have some
of those barriers taken down.

The farm products are a political problem. In Europe, everybody talks about
the farmer's need for protection. In this country, there has been much more move-
ment of people off the farms and into the cities, so they are no longer such a big
political factor.

But that's not true in Europe, nor in Japan.
Question. What kinds of barriers do the Japanese have?
Answer. Out of our 6-billion-dollar deficit in 1972, about 4 billion was with

Japan. It has reached the point where the problem can't be solved just by Japan
changing the barriers they have against us. And there are many barriers.

They have restrictions on the sale of U.S. computers and peripheral equipment,
for example, and on agricultural products, and on distribution-they won't permit
us to have, for instance, more than a handful of Sears, Roebuck-type stores in
Japan. The oil companies can't go into the Japanese market with their service
stations, and so on, the way we allow the Japanese to work over here.

Even if you changed all that, you would not crack the problem today. There is
going to have to be currency realignment in Japan.

Question. When you talk about a net inflow of 4 billion dollars a year from
investments abroad, does that include the investments that foreigners make in
this country?

Answer. It takes into account the fact that remittances abroad from earnings
of foreign investments in the U.S. exceeded new investments by 800 million
dollars in 1971.

Another thing to remember about our direct foreign investments is that few of
the dollars involved are an outflow from the United States, because the bulk of
such investment now comes from the reinvestment of foreign earnings, and
borrowings in the countries where the investments are located.

Our direct foreign investments are making a big contribution to the U.S. trade
balance, without taking a lot out of the country. That's one of the reasons it
seems so ridiculous to try to put restrictive legislation on those investments.

Question. What is your reply to the charge that multinational companies ex-
port American jobs?



Answer. It's a case of mistaken identity. We can give: you a survey going..back
to 1960 that shows the multinational companies ECAT [Emergency Committee
for American Trade] represents have increased their employment inside the U.S.
at a substantially higher rate than the rest of the economy. So we can prove we
are not exporters of jobs.....

Last November, the Department of Commerce issued a thorough surveygof its
own, showing multinational companies increased domestic employment during
the period 1966 to 1970 at a rate of 2.7 per cent annually, While the over-all rate
for industry was only 1.8 per cent.

Some people would have you believe that a, "whiz kid" sits in a tower with a
group of computers and looks all around the world to find out where Is the
cheapest place to have a plant and the cheapest source of -labor. And he works
out a computer model on this. Then a guy pushes a button and he picks up a plant
and moves it from Keokuk, Ia., over to some place in Africa, and then the costs
rise there, so he picks the plant up and moves it to some place in South America
or out to Asia.

Now, you just don't pick up plants and move around the world because of libor
costs. There are some exceptions. But let's look at the total picture.

Question. To what extent does foreign production in your plants displace e-
ports from the United States?

Answer. As I recall, our survey showed only 2 per cent of the -production of those
facilities came back Into the United States. That's not counting Canada, where
the Canadian auto agreement creates a separate situation.

Question. But aren't some of the things produced abroad things we could have
exported from this country?

Answer. In most cases, you located a plant over there because you wouldn't
be selling anything In that market if you didn't have the plant there. _

Question. How do you actually explain that to a worker who lost ht jOb in
eleotrical.equipment plant that used to make radios, but was put out of business
by Japanese or German imports?

Answer. The question really is: Did he or did he not get another job? If he-Is
still without a job, you have got a heck of a problem explaining to him what hap-
pened to his lost Job. That Is why you need an adjustment-assistance program to
help in such cases.

You know, technology is the key to so much of this, and It Is constantly chang-
ing, creating new jobs that replace the old ones. But before I get into that, let me
make this point:

We sold our technology in the Space Administration to everyone for the same
price that an American company would have paid for it. We have to be much
tougher, as a nation, in such deals, and have a foreign policy based on our own
economic needs.

We have to do a lot of other things, of course. We need to work hard, on pro-
ductivity-and I'm not just talking about labor unions, because I don't think the
unions are the sole cause of our problem. They're not that big a sector of our em-
ployment force. Sure, they're a factor, and so are high wages, but that's just one
of several problems.

We have to bring Government spending under control. That's why I hated to
see the President lose his spending ceiling. (A Nixon. ceiling propel 'ln 1972
was not approved by Congress.) Government spending is an infiatioziary factor,
and we must keep inflatiol -under control to" StIy competltve abroad
- Finally, we have to be tough in our trade negotiations. T, e44ty'6f te Marshall
Plan approach is over. We could afford the Marshall Plan. e weire'In it poetioni
like the Japanese are now, with big surpluses. But we 'cai't afford that kind of
program today.

We need negotiators who know what they're talkiiig about, and who ar to0gh.
I don't mean unfair. I Z 1 . . ..

If we do all those things, I believe the United States can till' compete' in this
world. I don't think we need protection fromour neighbors and trading partnqrs--
Just fair conditions.

Question. Back to that radio--
Answer. There will still be U.S. Industries Wheire you are goig td h4v Ob$fts,

but they sometimes work for you and not against you.. The head of' on lae
American company tells me that out of th space prOgram they came 6z wi th
technical Improvements that are enabling th 'm to become competiive 6 ,r digs
once again, and he told me they are making raios for cars'.

Question. In this country?
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Answer. Yes. Here's another exatsple: Look at this watch on my wrist. It tells

time by a computer printout. It was one of the original experimental models, and
very expensive to make.
• The first one, as I understand it, cost something like $2,000 to make. The manu-

facturers lost money on the first batch of 500 they sold. They're now selling them
for $N20, and they expect to get it down-to $85 some day.
• This watch is one of the most accurate watches you can get--plus or minus 60
seconds over a year's time. And it's going to bring the watch industry back to
the United States.

go you have these shifts. Where they occur, we should have programs that take
the worker who was making radios and retrain him and, most importantly, make
sure he doesn't lose his seniority so he doesn't have to start all over again at
a beginner's pay in a new job. We should also pay to move him wherever he has
to go for that training or job.

Question. Isn't some of that already provided, at least n theory, except for
the seniority angle?

Answer. The seniority angle is one of the most important parts of it.
Question. Would that mean the Government, in effect, would have to pay part

of his salary for an indefinite period, even after he got a new Job?
Answer. That's right. This is much better than putting up import barriers in

a vain effort to save some jobs because when you put up import barriers every-
body suffers.

Question. What is happening to the flow of direct foreign investment by U.S.
oompanles now? I# it speeding up or slowing down? -

Answer. I don't think there has been any real change. There were problems for
a while. Sotme restrictions went into effect, but most people have found ways to
live with them, particularly-with local borrowings of capital.

Question. Does anyone know the total amount of American investments over-
ses?

Answer. The book value-the original cost of factories and other facilities
minus depreciation-at the end of 1971, as reported by the Department of Com-
merce, was 86 billion dollars, of which investments in manufacturing facilities
wasBSZ billion dollars.

Question. How much is now being invested each year?
Answer. In 1971, overseas expenditures for what is called plant and equipment

were 14.8 billion dollars, and in 1972 they were 15.4 billion dollars. Of these
amounts, 0.8 billion dollars in 1971 and 6.9 billion dollars in 1972 were invest-
ments In manufacturing. The remainder was invested in such things as mining.

ADVANTAGES OF INVESTING ABROAD-

Question. Should the U.S. Government actively encourage, or discourage, this
continued flow of investment abroad?

Answer. I think they should encourage it.
Question. Why?
Answer. Because of the results.
Most American companies do not go overseas and invest there because they

to get into a lower wage market.
Thegeare examples of that, of course, which somebody could recite. You can

look at some. plants along the Mexican borders and there Is no question that
somebody has jone there to gt a ,1wer labor rate. You can go to Taiwan and

K0 'ng and fld the'sanie.tbingi t electronics.

'Bt let's look at the bulk ot cases, not the exceptions. The majority of com-
lanis have g~ne overseas because they wouldn't be able to get into those markets
if they d didn't go overseas and invest i a plant.
M' company has Pepsi Cila plants till ground the world. Prom our standpoint,

I would love to have one big, efcient, automated plant in the United States
maang Pepei Cola concentrate and Shipping it all over the world. Unfortunately,
We kan't do' tha. You have to put up concentrate plants in some countries, or
you're not going to be in their markets.

,I think the case, Is, well proved on the value that we're getting from those
i v~tMn ts. A4iif the United States didn't have the foreign investments of
thei iltinational conipaxies, weiwould really be in bad shape.

Q/utiOn: 2o what e~ten~ 'isthis q dvantageous situation on return from those
in ttnt* due to featies of the tgo law which permit the earnings of a foreign
subsidiary not to be counted in a multinational company's earnings unless those
earnings are remitted to the parent oompanyt



Answer. It would be a disaster If you didn't have that, because you shouldn't
pay taxes on earnings until you bring them back to the U.S.

Question. How does that work?
Answer. Bear in mind that the U.S. Tax Code provides that all income

earned anywhere by a US. corporation is subject to U.S. taxation. The Internal
Revenue Code even provides that profits earned abroad shall be taxed at either

-the U.S. rate or the foreign rate-whichever one is higher.
Say you have a plant in x country overseas and you earn a dollar and the local

tax rate imposed by x country is 48 per cent. You pay that tax to a country and,
since it is as high as the U.S. rate it is fully credited against the 48 per cent owed
at home in the U.S. Now, if the tax rate is 88 per cent in x country, then you
would have to pay 10 per cent more to the U.S. This is so that differences in
national tax rates will not provide artificial incentives to investment and also
so that you don't end up with double taxation on the same income. You're not
required to pay your U.S. taxes until you bring your earnings back to the U.S.,
that is, until they are available to the corporation being taxed.

Question. Isn't that different from the way a subsidiary of a U.S. corporation
operating in this country is treated?

Answer. Of course.
Question. Why should there be a difference?
Answer. Because one subsidiary Is operating inside this country and one is

--a foreign company operating according to the laws of the host country. You
cannot compare plant in New Jersey with one in Germany or Mexico. We're
operating under different laws over there. If American-owned companies had to
pay taxes on those plants on the same basis as on the plant in New Jersey while
our foreign competitors did not have to do so, we couldn't operate overseas. You
wouldn't get a return on your foreign investment. There wouldn't be much
investment.

"BRINGING THE MONEY HOME"-

Question. What generally happens to the earnings that are made in overseas
plants? If they are not remitted to the United States, what's done with them?

Answer. Obviously, much of those earnings are remitted. A current Depart-
Tient of Commerce survey says that more than 80 per cent of overseas earnings
are remitted in the year they are earned. After all, we had a 4-billion-dollar
surplus inflow in 1972. The situation varies, depending on the area. In some of
the countries where PepsiCo operates, we still haven't taken earnings out be-
cause we are reinvesting in that market to try to get a certain share of it. Once
we reach the point where we are not in a reinvestment cycle, we start bringing
the money home.

You do the same thing if you are investing here in the United States. Say you
had a Pepsi Cola plant in Indianapolis that you owned yourself. You would pour
all tWe money back into that plant and that market for a time to try to get a
certain market share, so that it would have a value if you planned to pass it on
to your children or sell it to someone eventually. You would reinvest the earnings.

Question. But isn't the difference that if it is a plant you had in Indianapolis,
you would only be able to reinvest what was left after you had paid federal tax
on the net earnings of that plant? Whereas in the case of a plant in Germany--

Answer. The overseas plant must first pay local taxes which, on the average,
are as high as in the United States. They are higher In Germany than in the
United States. If you changed these tax rules on companies operating abroad, a
lot of U.S. companies would have a big decrease in their earnings right now, which
I don't think would be good.

You asked earlier whether our direct foreign investments were going up or
down. If earnings f&l, investments would go down at a very rapid rate.

Question. What changes are being suggested in the tax rules for companies
with operations, abroad?

Answer. The suggestion is, first, that earnings in foreign operations should be
taxed even before they are distributed to the parent company, and second, that
taxes paid to fore-gn governments would no longer be allowed as a credit against
American taxes. Since taxes are high in most foreign countries, this would mean
overseas earnings would often be taxed at a much higher- rate than domestic
earnings.

Question. Is that change embodied in the Burke-Hartke leigslation [bills intro-
duced by Representative James A. Burke (Dem.), of Massachusetts, and Senator
Vance HZartce (Den.), of Indiana]

Answer. Yes.
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Question. Is that the worst feature of Burke-Hartke, in your view?
Answer. The tax aspect is the worst feature.
Question. Doesn't Burke-Hartke also include restrictions on imports that take

jobs away from the U.S.?
Answer. Yes. And I don't think you could pass the Burke-Hartke bill without

other countries taking reprisals against us. We don't live in the kind of world
where people are going to let us restrict them without restricting back.

At the moment, we have to operate under the GATT (General Agreement on
Tariffs and Trade] regulations. These may have to be changed so that countries
can react against one that has a persistent trade surplus and refuses to adjust its
currency value, without having to take similar measures against all other coun-
tries around the world.

Our main problem today, is Japan. Sure, we have a problem with Canada and
Germany, but our big problem is Japan. There should be some mechanism under
which-if Japan doesn't revalue its currency, or do something else to correct
its imbalance of trade with the U.S.-then we should be able to take action
against Japan.

Under the Burke-Hartke proposal, we would just take action against everybody,
and I don't think that's right.

"A VERY DISTURBING TREND"

Question. Do you find inwreasing evidence that foreign countries are restricting
operations of U.S. multinational companies and those of other nations as well?

Answer. There Is growing nationalism all over the world, without exception. To
me it's a very disturbing trend. Trade not only benefits man, by giving him more
and better things to enjoy--clothes and cars and a whole way of life-but trade
also is the principal way to get people together and bring barriers down around
the world.

I think trade is going to be one of the main means of solving the problems
between the United States and the Soviet Union. If I have ever seen a country
where personal relationships are important, it's the Soviet Union.

People react there as they would if you went out to some place in Ohio or Iowa
and met somebody and became his friend. That has an impact in that community.
It's the same way in the Soviet Union.

The more American businessmen go over there and tell them about our country
the better, because if there was ever a place where there is a lack of under-
standing about the United States, it's the Soviet Union. And I think this is also
true on our side.

When American businessmen go to the Soviet Union they're going to develop
personal relationships and it's going to make, I believe, a tremendous impact.
Because the biggest thing that's lacking is confidence and trust between both
sides.

Question. Do you think multinational companies can have an important role
in this East-West trade development ?

Answer. They not only can, they already have. One of our greatest opportuni-
ties is in the Easterm European countries, and particularly the Soviet Union.

In terms of trade, that is one place where we're likely to have good surpluses
for the next five or six years. If the oil and gas arrangements are worked out
for the U.S. to import vast quantities of Siberian gas, that balance will change.
But we have to get that energy somewhere, and certainly during this period of
"crunch" that we're in, our trade with Eastern Europe can be very important.
The Soviets believe in our technology, in our managerial ability, and there's no
question in my opinion that they want to do business with us.

Question. How about the Red Chinese? Have you been over there?
Answer. No.
I think you have to put things in perspective. Our first United States exhibition

in a trade fair in the Soviet Union was in 19M9. It was 1972 before we finally
had a trade agreement. Trade was very small until 1972. Then look what hap-
pened. It really took off.

Question. Coming back to the multinational companies in your committee:
What part of their sales and earnings comes from overseas operations?

Answer. I couldn't give you an average. For my own company it's about
30 per cent.

Question. Does it follow that legislation which was inimical to overseas oper.
ations would have a severe effect upon the earnings and status of many leading
Amerian companies?

Answer. It certainly would.



Question What are the chances of such legislation going through Congress
in 1978F

Answer. It's too early to tell.
Question. Who are the main backers of Burke-Hartket
Answer. Labor unions.
Question. This is a big shift for most unions, isn't it? Generally, unions backed

reciprocal-trade agreements-
Answer. They were in the forefront--one of the leaders-for freer trade. Some

unions are still on that side. Some unions have been sold by their staff people
on the mistaken idea that you raised earlier-that multinational companies are
exporting jobs. They've gotten themselves into very rigid positions, and we have
to do everything we can to show that their claims are inaccurate.

"WE FACE A VERY LARGE PROBLEM"-

Question. If you look down the road, say, 10 or 15 years, how can the United
States hope to do anything but run a big trade deficit, over all, if we are import-
ing more and more raw materials and energy ?

Answer. I have asked the same question, and there is no doubt that we face
a very large problem.

Let's go back and once again look at the various accounts in our balance-of-
payments picture:

In merchandise, let's assume we can improve our situation and sell more than
we buy-getting it up to, say, a 4-billion surplus by 1980.

On shipping and insurance, we're unlikely to make any real gain. We'll still
be in deficit there.

The tourism deficit we might change from 3 billion a year now to 2 billion.
I don't think Americans are going to stop traveling and I'll be surprised if we
get a big influx of people from the rest of the world into our country. We can
improve our balance a little in tourist spending, but not much.

And let's assume on direct foreign investments we can move our surplus up
from 4 billion a year now to the area of 10 or 12 billion by 1980.

With these improvements, maybe we can solve our balance-of-payments situ-
ation up to 1980, but after that, if you're going to have the energy-import require-
ments the experts see now, I just don't know. But I've seen projections where
the experts said the world was going to starve in 1983, too. That was back in
1950, when people didn't realize what technology was going to accomplish in
food production. I am afraid to rely very much on these long, straightline
projections.
- Yet there is no question that we are confronted with a most difficult balance-of-

payments outlook.

"KILLING THE GOOSE..."

Question. Would it help the balance of payments to bring more of those multi-
national-company earnings back faster by increased taxes?

Answer. Somebody once said something about "killing the goose that laid
the golden egg." That's the best answer to that question.

Senator PACKWOOD. Mr. Flanigan, let me ask you one question about
a pointin your statement that I don't understand.

In addition, we need the authority to prevent a flood of imports from inundating
any single industry in a short time. To protect against this, the President, Iii the
Trade bill, will request the authority for safeguards to avoid short-term market
disruption while economic adjustment to imports -takes place.

Mr. FLANIGAN. Senator, this is the area of import restraint that is
already in what may well be considered an inadequate way, in the law
where we, and it is also an area that we are discussing with you and
your colleagues in the Senate and also in the House of Representatives,
where we believe that given the low and perhaps even lower levels of
the barriers to open trading in an equitable trading world, a circum-
stance could arise in which an industry would be inundated by a flood
of imports at a lower price in perfectly free trading. We believe that,
or are considering, that there should be some way in which time could
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be given for the workers in that industry and for the industry itself
to adjust to that kind of competition. We would expect that many of
our trading partners would agree that it is inappropriate to ask the
society to take the burden of a flood of imports in just one industry
where the workers and the companies are going to bear the brunt of
this flood with no assistance. We think they should be given some
time. The comment in there where I say over time indicates that we
do not believe, however, that you should freeze into the international
economic world a distortion by permanently excluding imports from
that industry.

Senator PACKWOOD. You are only talking about a short-term period
during which this industry can adapt itself to imports, you are not
talking about permanent protection?

Mr. VtLAIGA. Not permanent.
Senator PACKWOOD. I think all of us on the committee would prob-

ably share the views you have indicated that most of the members
have of the necessity to have a sufficient stick to bargain with nations
who are unfairly discriminating against us. I wish you could assure
me of something. As I read the Wall Street Journal, the New York
Times, Evans and Novak, and I see Mr. Meany's comments, I sense
the possibility that the administration is going togcme before this
Congress asking for permanent protectionist legislation.

Do you have any idea if that is what they are thinking of ?
Mr. FLANIoAN. Senator, I think that the President put the philos-

ophy of this administration best when he spoke last September before
the IMF the Finance Ministers and the Central Bankers of 134
nations. Pe said:

We are secure enough in our independence to freely assert our interdependence,
that we look for an open and equitable trading world. We will not turn isola-
tionists and inward.

In other words, we believe, as I tried to say in my testimony, that
the welfare of the citizens of the United States, the workers and
consumers of the United States will be better served by an open and
equitable world of trade. We don't have that now. We think it could
be a lot more equitable, and the type of authority that will be requested
from the Congress, and it has not yet been put into legislative lan-
guage, but the type of authority that we will request will give us, we
hope, the tools necessary to negotiate that. The intention, however,
is not to go toward a restrictionist economically isolationist policy but
rather an equtable policy that will allow us to develop an open
market.

Senator PACKWOOD. Can we draw a law that -will allow the admin-
istration to have the power to negotiate tit for tat with nations tjat
will not reciprocate and, if necessary, impose limited nontariff fiar-
riers without giving the administration power to negotiate genuine
protectionist barriers ? Can those be separated I -:

Mr. FLANIOAN. Yes; I think they can, Senator. I think that you can
determine import restraints that are temporary where there is injury
and those where there is the inequity and limit restraints that are
designed to deal with inequity.

Senator PACKWOOD. Thank you.
Senator RmICOFF. Senator Hartke?



79

Senator HArnm. Let me ask you, Mr. Flanigan. When can we expect
your trade bill to come forward?

Mr. FLANIGAN. I would expect that it would be here in a matter of
a few weeks Senator. I can't be more definite.

Senator HARTKE. Before Easter?
Mr. FLANIGAN. I would hope.
Senator HArxFm An Easter egg for us?
Mr. FLANIGAN. I would hope that we will pull the rabbit out of

the hat before Easter.
Senator HARrKE. Of course you know that I have been deeply

involved in this matter. There are sharp attacks upon the bill that
Congressman Burke and I have proposed, yet at the same time there
is no other available legislative document on the table.

Mr. FLANIGAN. That is fair; the administration's bill is not yet here.
Senator HARTzx. And has not been for quite some time. For that

reason I would like to especially pay my compliments to the chairman
of the committee and the staY report put forward because I do think
it attempts to reach some of these matters without the emotionalism
I have encountered in both some of the multinational corporations,
some within the administration.

The matter of taxation is succinctly put forward in the staff com-
mittee report beginning on page 18.* Table 4 shows that the taxable
income on foreign earnings of U.S.-owned corporations was $11 billion
in 1970; that is 2 years ago, before the present crisis. Taxes paid to
foreign governments on that income were estimated to be $5.7 billion
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
of the $11 billion, or 6 percent, in taxes.

Now, if the credit is eliminated, the companies argue, and I think
this is a fair estimate, that the United States would receive consider-
ably more, but the effective tax rate on these corporations would in-
crease to the 70 to 75 percent range, which could make them uncom-
petitive in foreign markets. I think that rate might well be a true
figure.

On the other hand, if foreign investment gradually erodes indus-
trial base in the United States, it, will also erode our tax base and ulti-
mately our standard of living. Then it might be reasonably asked, and
I ask you, who is going to pay the cost of government, the needs of our
cities, social insurance programs, our defense posture, et al. Wage and
salary individuals are heavily taxed and without a strong manufac-
turing sector they would not have the income to pay for existing gov-
ernmental services much less new programs.

Now, willyou answer that overall statement of basic policy and if
you disagree with any part of it identify it, and if you agree, what
specifically, do you come to tell us you are going to do about it?

Mr. FLANIGAN. With regard to the latter, Senator, I don't believe
you were here when I pointed out that we have not yet prepared ad-
ministration recommendations on taxation of foreign income. We ex-
pect to do that shortly and I am afraid I can't answer the latter
specifically.

Senator HAww. Can I ask, then, how could you have possibly taken
the precipitous action you took in 1971 if you didn't have a study in
the Treasury Department? Didn't your predecessor administration

'See p. 414.



study this matter at all I Didn't anybody think we were headed for
disaster in the international monetary scheme?

Mr. FLANiGAN. I am sure they have studies there. There are numer-
ous studies but you asked me what we were going to propose and I am
not in a position to say that because the final decision has not been
reached.

With regard to the overall question, who is going to pay for the
services athome which we need, and the suggestion that, these earn-
ings abroad erode the domestic tax basis, is really the question of
whether or not multinationals replace domestic jobs and create im-
ports into this country, in place of production here.

It would appear from the studies made by the Commerce Depart-
ment, your committee, the study that your committee requested of the
Tariff Commission and ome studies made by academics, that that isn't
the case, the conclusion is that the multi-national corporations with in-
vestments abroad create additional domestic employment, that they
don't export to any large degree, in fact they only export to a very
small degree their production abroad back into this country. There
will continue to be a strong base here, perhaps not the same level of
total employment employed in manufacturing but that need not be the
result of imports, that can be the result of the development of our
own economy, and as I suggested to Chairman Ribicoff, I believe,
before you came in, we have had a very dramatic decline in the portion
of our work force that is engaged in agriculture but nobody suggests
that that is the result of imports of agricultural goods. I would submit
that a dramatic decline in other single areas and some decline in the
manufacturing area may also be a national evolution of our society.

I think that the differential between exports and imports, when ex-
ports, I believe, are 14 percent of our production, excluding residential
dwellings, and imports then are perhaps 15 percent, that the effect of
thse on total manufacturing employment is mnimal as compared to
inevitable structural changes in our economy.

Senator HARTKE. From that answer I take it that there will be no
substantial change in tax policy. Contrary to what you may say, that
you have not yet made a decision, you have in fact decided there is not
going to be a substantial change in the tax policy in regard to the for-
eign tax credits nor to the taxation deferral on of unrepatriated
profits.

Mr. FLANIGAN. No; I don't think you can come to that conclusion.
There are other issues, some issues of e uity that Senator Mondale
suggested should be considered and will e considered. I was direct-
ing myself more to the question of whether we are going to have an
industrial base and whether we are going to have a tax base in this
country to pay for the needed Government services if we allow multi-
nationals to continue. But what form of taxation of that income will be
proposed, that income will be proposed, that I can't answer.

Senator HARTKE. Let me ask the question that I addressed to Sed-
retary Connolly when he was Secretary of the Treasury. At the present
time is it more advantageous for an American-based multinational
concern, tax wise, to build a new plant in the United States or to build
it in a foreign country ?

As I said to him,'if you are going to make a choice, taxwise, be-
tween Indiana and France, wherv is the best tax advantage to the
corporation?



Mr. FLANIGAN. That question won't in my view be asked by many
corporations until they had first asked a good deal of other more
important-

Senator HARTKE. I understand they ask a lot of other questions.
I am saying when you come to the question of taxation, strictly on
taxes, as of now, would it be more advantageous, taxwise, to build
a new plant in Indiana or in Paris?

Mr. -FLANIOAN. I would have to look at the corporate tax levied on
income in that business in France and I don't know what that is. It
would have to do with their depreciation allowances and the large
number of other taxes imposed, including the value added tax, and
I don't know what the aggregate incident of tax would be in France
on a manufacturing facility.

Senator HARTKE. All -ight. I will use Ireland.
Mr. FLANIGAN. It is unfair to ask Flanigan whether it would be

better to invest in Ireland or not.
If they have no taxes and if all other things were being equal, all

those other things being much more important in the decision in
taxes, in that hypothetical case presumably the decision would be
made to invest in Ireland.

Senator HARTKE. But, Mr. Flanigan, what you come back to is the
-disparity in tax treatment. I don't think there is any use for me to
prolong the discussion with you because I don't believe at this moment
you are going to answer my question anyway. I don't see any reason
why I should try to hammer something out of you.

Senator RIBIcoFF. I think in all fairness to Mr. Flanigan, you
weren't here when he made his opening statement, he specifically
stated that he would not discuss tax policy because there were no deci-
sions made on tax policy at this time. He reserved for himself the
right not to discuss tax policy because he did not have answers.

Senator HARTKE. Who is the tax expert in the White House? I
thought you were.

Mr. FLANIGAN. We refer that to the Treasury.
Senator HARTKE. Mr. Schultz has that?
Mr. FLANIGAN. Yes, sir.
Senator HArmKE. Let me just say to you again, just for the sake

of the record, wouldn't you agree that if you had a proposition that
you pay taxes on the earnings in the year in which they are earned,
or if you could defer them, that the deferral is the better part ofthe bargain?Mr. FLANIGAN. If that was the only consideration, if all other

things were equal, in that hypothetical case I would.
Senator HARTKE. And that is the law today in regard to foreign

subsidiaries, isn't that true, that they don't have to .pay their taxes
until they are repatriated?

Mr. FLANIGAN. It is true there is a deferral of U.S. tax on for-
eign earned income.

Senator HARTKE. And it is a common understanding by every ad-
ministration and certainly by the people in the taxation field, that
a tax deferral is in effect tax avoidance.

Let me make that statement. You don't have to agree to it.
Mr. FLANIGAN. May I make one statement though. In making the

decision whether or not this would be a desirable investment in even as



lovely a place as Ireland, one would have to consider the competitive
situation in that country and if your competitors were incurring a
lower tax burden than you, presumably they could get the same return
on their investments as you and reduce prices and put you out of busi-
ness, and that would obviously have-to be considered carefully by the
investor.

Senator HArTKE. Let me ask the other question on taxes. Isnit it true
that a tax credit is worth almost twice as much as the tax deduction?

Mr. FLANIGAN. It depends on what the tax rate was.
Senator HAmrKE. I mean inside of the United States with a corporate

tax credit of 48 percent.
Mr. FLANIGAN. Certainly worth a great deal more
Senator HArrx. And that benefit is extended to foreign subsidiaries

of American corporations. That is an admitted fact.
What is your position on the Canadian automobile agreement?
Mr. FLANIGAN. Our position is that that agreement is not working

equitably, that it should be reviewed. We have pressed our Canadian
friends for review and we intend to continue to do so until we can
bring it into what we consider a more equitable position.

Senator HARTKE. I will help you.
Mr. FLANIGAN. Thank you.
Senator HARTKE. You also know that Canada is the only country

which has an exemption under the interest equalization tax. Do you
think that should be corrected?

Mr. FLANIGAN. I don't think I can comment on that. That is a matter
that may well be under consideration, Senator, and I appreciate not
being asked to--

Senator HAwrKE. Let me ask you another question in a different field.
T know I am going from area to area.

Senator RirncoF. Your time has run over by 3 minutes.
Senator HAlrrx. I apologize.
Senator RircoFF. After Senator Roth I will be more than pleased to

allow you another question.
Senator Roth.
Senator ROTH. Mr. Flanigan, I apologize, I had to leave a few min-

utes, so if I ask a question you have answered before please advise me.
I left to appear before another committee and I might say it is easier
to ask questions than answer questions.

One of the questions I would like to ask you is if we did away with
all tariff and trade restrictions, at least in the industrialized section
of the world, what would be the impact on the U.S. trade balance,
bal ance of payments? For example, I was one time advised that if
Japan had completely liberalized her laws, do away with restrictions,
this would not improve our trade balance by more than a few hundred
million dollars'. I am just curious if we do succeed to move in the
direction of free trade, what would be the impact on our country.

Mr. FLANIGAN. Senator, I don't think you can answer that question
by its cause, as I suggested in the beginning of my testimony, that
we believe it is inappropriate to look at trade alone, investment reg-
ulations alone or monetary systems alone.



We believe that we should have an open and equitable world of
trade. That is presumably greater trade than we now have. But we
also believe and in fact we are supported in this belief by practically
all of the countries of the free world as they expressed themselves at
the monetary conference last September.

We also believe that we have to be in equilibrium in our basic bal-
ance. After having gotten an equitable trading world, if we are not
in balance, then we would expect that the parity of our currencies
under a sensitive monetary system would change, so that we would
be in balance.

Now if you ask me what would happen to our trade if our basic
balance was in equilibrium, which is the goal of our effort, then on
the assumption that we would continue to make investments abroad
to develop resources perhaps in developed countries like Canada and
Australia or even U.S.S.R., on the assumption we will still be bear-
ing some burden of military expenditures abroad and that American

t citizens are going to travel abroad, I would expect that we would
have to have a surplus in our trade accounts. It's that kind of a sys-
tem that we are dedicated to structuring.

It is not just a system in trade or just a system in investment, but
the whole international economic system has to be restructured so that
we can reach this equilibrium in our basic accounts.

When people talk about the problem in that area and point out that,
we were $10 billion in deficit last year in the basic accounts and $10
billion in the basic accounts the previous year, and then when I run
through that litany and suggest we have to do something about our
trade accounts to balance it, they say that is impossible. Not at all. The
swing in our trade accounts in 2 years from 70 to 72 was $81/ billion.
If we could swing it in the one direction in 2 years there is no reason
to think we can't swing in the other. It is the whole international
economic system that we are dealing with, that we are negotiating on,
on several fronts-,

Monetary in the group of the 20 and trade in the GATT negotia-
tions scheduled for the fall.

Senator ROTH. In respect to Gatt and future negotiations, are you
giving any thought to renegotiating those provisions that deal with
subsidies and border taxes which permit rebate of indirect taxes such
as value added tax on exports and at the same time deny equal treat-
ment for our direct taxes?

Is this line a possibility ?
Mr. FLAMNIAN. That matter along with the other tax matters, is

under consideration at the Treasury.
But I can't express an opinion on that.
Senator ROTH. You made a number of references to our country

bearing the major burden for the free world defense. I wonder if you
could submit for the record an estimate of our net balance-of-payment
position on defense expenditure, that is, the extent to which our defense
expenditures abroad for our own troops, bases, as well as in military
aid exceeds our seating requirements, in countries such as West Ger-
many?

Mr. FLANIoAN. I would be happy to do so.
(Mr. Flanigan subsequently submitted the following:)



IMPACT OF UNITED STATES DEFENSE EXPENDITURES ON THE UNITED STATES
BALANCE OF PAYMENTS

U.S. balance of payments data reflect the following receipts and expenditures
on military account (figures are stated in $ millions):

1968 1969 1970 1971 1972 I

Direct U.S. defense expenditures .................. -4, 535 -4,856 -4,852 -4,816 -4,716
Receipts from exports under U.S. military agency

sales contracts ................................ 1,392 1,512 1,478 1,922 1,153

Net ...................................... -3,143 -3,344 -3,374 -2,894 -3,563

i 1st 3 quarters annual rate.

The figures given for direct defense expenditures include an estimate of the
private expenditures abroad by U.S. military personnel and their dependents
as well as U.S. Government procurement of foreign goods and services.

The receipts from exports under U.S. military agency sales contracts include
military equipment sold under agreements negotiated by the U.S. Government
partially to offset the balance of payments effects of U.S. military expenditures
overseas and military equipment sold on credit provided by U.S. Government.

Senator RomH. I understand that much of labor looks upon adjust-
ment asistance as burial insurance. Are you giving any thoughts as
to better and new ways of trying to ease dislocation caused by import
competition

M r. FLANIGAN. I think there are two answers to that question, Sen-
ator Roth.

One of them goes to the import restraint approach that I discussed
with Senator Packwood. Obviously, to the extent that you give an
industry time to adjust, that benefits its workers.

The second aspect would be even given that adjustment period,
what can you do for the workers that are injured by imports?

We are giving a lot of thought to that problem trying to find appro-
priate ways in which to meet it.

Final decisions have not been reached and we have discussed it with
some of you and will be discussing it with others before we put it in
legislation which we will propose to the Congress.

Senator RoTH. One final question:
A number of leading articles and commentators are saying that the

so-called energy crisis is going to make our current balance-of-pay-
ments problem miniscule. I wonder if you would care to comment on
the impact of the energy problem and to what we have to try to do to
meet it in the future?

Mr. FLANIGAN. It's perfectly clear if you project the current trends
we will have a very substantial burden of imports for energy. That
doesnTt necessarily mean that we are going to have a terrible balance-
of-payments problem because you can readily look at countries such
as Japan and the Community, Europe, where they are almost 100 per-
cent in reliance on imported energy and they have a very comfortable
balance-of-payments situation, so the two don't necessarily go together.

With regard to the United States, however, I don't think it is neces-
sary that we project inevitably and indefinitely the current trends, it
is within our ability and certainly within the resources that are said to
lie within this country, to keep our reliance on imported energy in
some reasonable bounds.



As you know, the President is addressing himself very urgently to
that problem, and he will be sending to the Congress his suggestions,
both legislative and otherwise, in the not too distant future, but I can't
tell you what they will be and, therefore, can't propose the impact
on our balance of payments.

Senator rOTH. Let me ask you this, in light of your answer: What
about the productivity problem of this country? Many people believe
that the problem is basically caused because American productivity
generally has not kept up with other countries such as the Japanese
workers

You mentioned that Japan did not have a balance-of-trade problem
and I suppose many people would answer you, that that is because of
its high productivity.

Does that mean that we are going to have to take a new look at the
productivity of the American industry?

Mr. FLANiGAN. We most assuredly have, if we wish to keep our
relative standard of living with other countries, we have to maintain
our relative productivity Abut it isn't necessary to have 'high produc-
tivity in order to be in surplus in your accounts. You can have low
productivity, low standard of living and be in nice balance-of-pay-
ments position.

That is not -a happy position as far as we are concerned. We want
to keep our standard of living 'high. That doesn't necessarily mean that
we want to keep other peoples' low.

If they want to work a great deal harder than Americans, and,
therefore, increase their standard of living faster than we, even
though they have a long way to go before they get to us, that is a de-
cision each nation and each people have to make for themselves.

In this country if we want, as we do, to 'maintain our high standard
of living, in fact tomake it higher, we are going to have to pay a great
deal of attention to our productivity 'and it is a responsibility for man-
agement, for labor and for government, as well.

Senator RoT'r. Thank you, Mr. Chairman.
Senator Rizico'T. Before I turn this over to Senator Hartke for

more questions, I'have some thoughts.
Practically every foreign government has a well-defined long-

range foreign trade strategy. The United States has never had one.
You 'have the obligation, it seems to me, when you come up here with
your trade bill to spell out what the long-range foreign strategy of this
administration and this Nation is.

I also believe, as I listened to your last remarks, that you have taken
on quite a burden on your shoulders to turn 'around a $7 billion trade
deficit and a potential additional trade deficit in about 5 years of $15
billion due to the energy crisis, as indicated by Senator Roth.

Furthermore, I think that the Burke-Hartke bill is a bone in the
throat of this 'administration and you are going to have quite a task
of coming up with alternatives to the Burke-Hartke proposal.

It stands, as Senator Hartke says, out there all by itself. The tempest
swirls around this legislation as people either condemn it or praise it.

So far, I don't believe those who condemn Burke-Hartke have come
up with specific alternatives to all of its provisions.

Have they, Senator Hartke?
Senator HARTKE. Not to my knowledge.



Senator RunCpoI. There are important problems raised by this bill
that concern all of us. This is a serious committee trying to do a veryserious job, and you have quite a job cut out for you in introducing a
trade bill.

Frankly, I would rather see you take a few extra weeks to work
out your long-range plan than have you come up with a trade bill
that gets to be a shambles. I think everyone would be better off if you
took those extra few weeks.

Mr. FLANIOAN. May I respond to that.
With regard to a trade philosophy, let me say that we recognize

that Senator Hartke has the only game in town at the moment and
that it is incumbent upon us to provide an alternative. But we look
at that not as an opportunity to present solely a trade philosophy but
rather an opportunity to present a philosophy for dealing with our-
international economic relations.

It was that broad consideration that led the President to create a
Council on International Economic Policy, not a council on trade,
and we have expressed, he has expressed and hopefully will express in
more detail when he sends his trade message to you, what that
philosophy is.

That philosophy is the determination that this Nation be in equilib-
rium in its basic accounts and not that we necessarily do- something
only about trade. Being in balance in trade will not be enough.

As I have tried to indicate this morning, we may have to be in
surplus in trade. There are some nations which appropriately should
be in a deficit in their trade accounts.

Take, for instance, a developing country which benefits by large
inflows of capital. It properly should not be in a balance in its trade
account, it should probably be in deficit.

Our basic goal is to be in equilibrium in our basic accounts and
given our position in the world that may well be that we should be
in some kind of surplus in trade.

We then in our overall trade philosophy believe that we should
reach that position by virtue of an open and equitable trading world
and it is that philosophy that will underlie the provisions of the trade
bill that we send to you.

Together with that approach to trades we feel that there should be
relative freedom in the movements of capital. It is for that reason
that we have said by the end of 1974 we are removing restrictions on
capital here and in that overall situation that we must have a mone-
tary system that will contribute to this equilibrium.

That is a short statement which needs, of course, to be flushed out,
but that is the fundamental policy that is guiding our work on the
trade bill.

Mr. FANNIN. I would like to clarify one point. There have been
numerous bills introduced that would apply to our trade, foreign
trade.

There has not been a comprehensive bill introduced but I could
name several bills that have been introduced and been considered.
They have not passed. But I wouldn't want to let the record show that
no other legislation has been introduced because it has. -

I have introduced bills myself in regard to trade. So I do want to
clarify that record.



Senator Rmconf. Senator Hartke.
Senator HARTE Thank you, Mr. Chairman.
I want to thank you for really making very clear what the problem

is. Let me say I am willing to work with the administration. I definitely
said that before.

I will say this to you, I did not get my information from the admin-
istration. I do feel that it is not in the best interests of this Nation for
the administration to be secretive about its intentions. I would never
criticize you about coming up with a proposal and changing your mind.
What I do say is that it is difficult to go ahead- and try to rationalize
the political and foreign trade philosophy of the President with what
he has been saying. He has said that he wants to go ahead and institute
safeguards. I don't know what you mean by safeguards. Can you tell
mel

Mr. FLANIAN. -Yes. I attempted to describe that to Senator Pack-
wood.

What we mean by safeguards are impot restraints which in the
case of fair competition-

Senator HARTKE. Can I just stop you so we don't go into a long
dialog which just loses both of us. Import restraints, quotas, tariffs,
both I

Mr. FLANIOAN. Senator, we are in the process of developing the
trade bill, as you know. Far from attempting to be secretive, I have
been under the impression and have certainly believed that we had
called your office in order to set up a date in the not too distant future,

Senator HArTK.. We called your office. Mr. Hughes who is behind
me contacted Mr. Eberle and we have made arrangements to get to-
gether. I did finally take it upon myself to take the initiative.

Mr. FLANIGAN. I was not aware of the call. When I asked Mr. Eberle
if he would get together with you, we were not trying to be secretive.
We -are trying to get input from you and your colleagues as to what
the appropriate design of a trade bill might be. We don't yet have it
in legislative language and, therefore, I can't tell you whether the
restraint would be a quote restraint or tariff restraint or tariff quota-
restraint. But safeguards mean some kind of restraint.

Senator HAlrrmi. Could you tell me any other type of restraint which
really could be considered? In other words, it would have to be a tariff
or quota combination I

Mr. FLANIGAN. Yes; I suppose you could go into some kind of stand-
ards restraint that would have the same effect but not quite be a quota.
But that wouldn't be--

Senator HARTrK. Let me ask you this, do you anticipate that would
be an automatic triggering device?

Mr. FLANIGAN. I -don't believe that I can appropriately anticipate.
That would be a personal opinion that I hope would develop to a
stronger conclusion after talking to you and your colleagues.

Senator HARrK.. I think people have a right to be concerned. Take
the shoe import problem in which the Tariff Commission had a tie
vote. It has been in front of the administration how long?

Mr. FLAmIGAN. Something over a year.
Senator HART=E. Now, in this case there has not been a decision, is

that right ?



Mr. FANIGAN. There was a decision made that the appropriate solu-
tion here would be to ask the major exporting countries if they would
please consider the imposition of a limitation on their exports as was
successfully done in the agreement of the steel industry and in the tex-
tile industry. We have engaged in those discussions. We in fact were
successful in getting such an agreement from the major exporter. We
have not been successful in getting it from the other exporters and we
continue in that effort. Given what might come out of a trade bill, per-
haps there would be other alternatives that would be attractive.

Senator HARTKE. I will tell you what I understand, not from the
administration, but what I understand to be the bear bones provisions
at this moment of the President's trade package. That first he would
have unlimited authority to raise or lower tariffs. There is some impli-
cation it my be a 50-percent limitation in either direction. I under-
stand that-is no longer in consideration and has been discarded. That
there will be a symetrical balance-of-payments surcharge, discretion to
impose a sui-harge in running a deficit and remove it when it is in
surplus with broad authority to retaliate against countries that dis-
criminate against U.S. exports. There would be no mathematical for-
mula to trigger the surcharge. Application for surcharge would be
to the Tariff Commission. With regard to safeguards, the present law
says that if imports are increased-as a result of the tariff concessions
and imports are a major cause of injury safeguards that would apply,
that would be changed to a simple increase in imports regardless of
cause, and imports instead of being major cause would have only to
have a substantial impact on an industry. The safeguard might be
imposed on a most-favored nation basis or on a selective country-by-
country basis as the Tariff Commission find-that imports are likely to
be a substantial cause of damage to a domestic industry. The President
would seek the following range of options. No. 1, to do nothing. No. 2,
to impose quotas. No. 3, to raise tariffs. No. 4, .to provide adjustment
assistance. Still there is some question as to whether this request would
be made-r not. And No. 5, to negotiate voluntary agreements.

My understanding is there would be no time limit for the Tariff
Commission action.

Now, all I am saying to you is that the information that I have
suggest complete abdication by the Congress of its responsibility in
the field of foreign trade. It would give to the President complete au-
thority to do whatever he wanted to do in every regard on quotas and
tariffs and import restrictions.

If you really want to get tough, why don't you say that every type
of concession, every type of negotiation of this kind will ultimately
have to be subjected to the elected representatives of the people, the
Congress of the United States?

Mr. FLANIGAN. Senator, I don't think it would be appropriate for
mreto comment on what you understand the bill to be when we -haven't
reached a decision as to what it would be.

Senator HARTKE. But I am asking you why don't you agree that
the Congress should pass upon any of these items rather than to go
ahead and ask us to hand another Gulf of Tonkin resolution to you?

Mr. FLANIGAN. Senator, it seems to me that it would not be proper
for the Congress for instance, to go over and negotiate,



Senator HARKE. I am not going to negotiate. We are just asking
you to submit your proposition to the Congress for approval.

Mr. FLANIGAN. We are.
Senator HARTKE. You don't like-
Mr. FLANIGAN. We are'proposing to submit a proposition to you and

to come up and talk with you ahead of time and we hope that you
will approve it.

Senator HARTKE. This is probably the heart of the problem. Con-
gress still feels somewhat of a responsibility to its-people to provide
for-some type of judgment on these matters rather than completely
abdicating all of its responsibility to the President. Take adjustment
assistance. My understanding is that the excuse for not really giving
serious consideration to an extension of adjustment assistance is two-
fold. One of them is that there are really no policies for training
people who are thrown out of work, and the second is the cost.

My understanding also is to the effect that any adjustment assistance
provision would extend for a period of 3 years at which time it is
hoped that the administration would come up with a substantial in-
crease in unemployment compensation which would have to be borne
by all of the major domestic corporations.

If that is your intention, I can guarantee that the American people
do not want to have additional burdens of unemployment compensa-
tion caused by the erosion of our trade base, or a substantial increase
in our welfare payments-simply because we do not know how to put
together a trade package. I think the American people have a right
to expect their Government to be responsible for their opportunity to
make a living, to support their families, and to pay theiriaxes.

Mr. FLANIGAN. Senator, Chairman Ribicoff, at the opening said
he hoped I would so enjoy this discussion on multinational corpora-
tions that I would be happy to come back again and I must admit
that the multinational corporations has been enjoyable indeed. When
we have a trade bill ready to discuss I hope you will ask me back and
I will come back and discuss the trade bill.

Senator HARTKE. How much profit did the multinationals make in
their trading on the dollars in the 30 days before devaluation?

Mr. FLANIGAN. I don't know the answer.
Senator HARrKE. Did they make a profit?
Mr. FLANIGAN. I have no idea whether or not they transferred

funds or to what degree they transferred funds.
Senator HARTKE. Let me give you an idea then.
Mr. FLANIGAN. Sure.
Senator HARTKE. Really, you have all of these people at your dis-

posal. I can't understand why you don't come up with better answers.
That is a nice out, isn't it? I retract it.

Mr. FLANIGAN. When you give me your figure I would like to know
where you got it so we can use the same sources.

Senator HAmrKE. There was about $70 billion of free dollars floating
throughout the world. That has been reduced to less than $50 billion
So you can figure out what the price of the dollar was 30 days before
devaluation and what it ultimately was at devaluation on about $20
billion. It doesn't even take new math to figure that one out.

Mr. FLANIGAN. Without trying to dispute your figures, I can see a
condition in which a company had an obligation in one currency, be-



lieved there was going to be a change, bought the other currency and
ended making no profit at all, just avoided a loss. So I am not sure,
I don't understand fully why there are now only $50 billion and I be-
lieve there were $70 billion. I don't know where the other $20 billion
went.

Senator HARTxE. They were sold on the market and the central
bankers picked them up. I am not against the multinationals trying to
go ahead and look out for their interests, but I do think that there is
here a basic sovereignty issue which must be considered. Some say
that an American corporation has a responsibility for profit above ana
beyond his concern for his country and its future. If that same prin-
ciple were applied in the field of military service, then you would be
saying to these people; "No, they don't even have to ask for amnesty,
for what they did-putting their own personal interest before their
country." I think the multinational American-based corporation has a
responsibility to this Nation as a corporate citizen not to go ahead and
do anything which is ultimately going to be in disrespect of that
sovereignty.

Mr. FLIoAN. Senator, I am sure you didn't mean to say that I
had said the corporation has a responsibility above that.

Senator HARTKI. No.
Mr. FiANIOAN. I didn't say.
Senator HARmE. Let me clear that up real quick. I didn't say you

said anything. That was Vance Hartke talking all on his own.
Mr. FLAMOAN. I agree with you on the responsibility of a multi-

national for good citizenship in the country in which it is operating
and I said so in my prepared testimony.

Senator HARTkW. That is all.
Senator FANNIN. I would like to correct one statement I made. When

I said a bill had not been introduced, I was wrong. I am advised that
Senator Schweiker of Pennsylvania introduced a comprehensive trade
bill last year and has reintroduced it this year.

Senator MONDALE (presiding). We stand in recess until 2 o'clock.
I want to conclude with one observation. There has been a great deal
of speculation about the role of multinationals in the hopefully re-
cently concluded currency crisis and that question came up four or five
times in four or five different ways. I think it is very important that
your council give top priority to that issue along with some of the
others we discussed so we might get a better idea of what the facts
are. I think that is important.

Mr. FLANIGAN. Senator Mondale, we will see if we can get some
facts for you.*

Senator MONDALE. We recess until 2 o'clock.
(Whereupon, at 12:35 p.m., a recess was taken until 2 p.m. of the

same day.)
(Questions submitted in writing to Mr. Flanigan by the subcom-

mittee and his responses follow:)

*See material provided for the record by Mr. Flanigan, at p. 18 ff.



Question. Can you tell me what kinds of circumstances under which the
President might use the import surcharge authority he is apparently seeking in
new trade legislation?

IMPORT SURCHABOE AUTHORITY

Answer. We have, of course, already seen one situation in which the imposi-
tion of an import surcharge by the United States was used, in 1971, to stimulate
action by the international community to' face up to a 'serious problem and
agree-to begin the necessarily difficult process of reform-to deal effectively with it.

As.to future circumstances, I would refer to -Secretary Shultz's speech to the
Board of Governors of the International Monetary fun4 in' September of last
year. In. his discussion of a reformed monetary system In: which the adjustment
process would be more flexible, more symmetrical and more effective than now,
he noted that countries suffering from persistent deficits "would be expected
to initiate corrective actions." These could take a variety of forms (e.g., devalu-
ation, stricter internal financial disciplines, etc.) Another: action, taken in "ex-

--ceptional circumstances and for-a limited period",-could be direct restraints on
trade or other transactions. He also suggested that it could be used by countries
"to protect their interests by surcharge on the imports from a chronic surplus
country" in the absence of truly'effective'measures by the latter.

It is, in short, an authority which we believe should be'explicitly available
in our law, and which we could have access to in those exceptional circum-
stances when it would be an effective tool to use in correcting a payments
imbalance.

Question. I have it& my hand a statement of policy for procurement of turbine
generators at the Grand Coulee Dam issued by the Interior Department on
February 12, 1973. It states:

".. in accordance oith its policy of expanding opportunities for international
trade on a lair and equitable basis, the United States Government will open the
bidding for ,purchase of three hydro turbine-generators for the Grand Coulee
Dam on the basis of world-wide competition. (Only domestic bids were ad-
cepted for the first set of three turbine-generators purchased durinj7 1967.)

"The decision in favor or world-ide open bidding represents an expression
of good faith on the part of the United States in multilateral discussions to re-
*movc nontariff barriers in the Government purchasing area. A major objective
of the U.S. action in this ease is to give, fresh impetus to the achievement of an
early agreement on a draft government procurement code urrently under dis-
CUSsion in the Organization for Economic Cooperation and Development
(OECD)."

Does this Administration feel that a show of good: faith on the part of the
United States will actually move other countries to eliminate their barriers
against American exports? It took a 10 percent surcharge and Buy American
ta credit to get them, even to consider a currency revaluation. Why should we
make unilateral concessions as a show of good faith?

GRAND COULEB IYA

Answer, The issue in the Grand Coulee matter Was not whether to have closed
bidding or free and unrestricted bidding. ' Ri(lr the issue was whether to
alloW bidding with normal Buy Americmn prefer-,ces fopt'domestic producers or
to eliminate foreign bidders 'altogether. Thus We lid not givq anything up to
feregn' manufacturers in the Grand 404ulee procureme It. Instead we used that
occasion ,to point. out to our trading partners,,tbat they, lave much to lOse if
they are ejected from U.S. markets, in' this case the U.S. goveripmeut procurementmarket. We have stated that, the price for. re.n~ug :opeiU. ., witrketq for
prodficts of other' countries !i-the ivaallaflity, of4e4it1ay1 open markets abroad
f0r our pro4cts, In th6 Grand. oulee.announcement :w: made,-it plain that this
Same attitude applies in the context of: governznentprocure~ment.

"Qestion. in its dlspussions with the UVSSR last year, wha'did the Adminis-
tration leart about i11W 6rspcts for "joint venturing between U,S,.. firms andBt at c-owned Eaist European enterprises? . -• ..

91-925-73-7
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"JOINT VENTURES"

Answer. We learned that the Soviets are very Interested in obtaining U.S.
capital, technology and business know-how for the development of Soviet industry
and raw material resourCes, particularly gas, oil, timber and certain metals. The
Soviet definition of "joint venture" in these areas is much broader than ours.
For example, the Soviets may include what we refer to as a barter deal-the

exchange of prodtqts of equal value, or compensation agreements-in which
repayment for the export of a U.S. plant, for instance, may be part in cash and
part in output from the production of that plant. Such arrangements may be
less specific, such as a general cooperative agreement between a specific Western
firm and the USSR, looking toward future exchanges of technology, plants or
products. Both Occidental Petroleum Company and General Electric Company
have signed such agreements with the Soviet Union.

A "joint venture" in our sense of Western equity in domestic Soviet enterprises
Is an anathema to the Soviets and they have made no bones about it. What the
Soviets are Interested in when they talk iibout Western participation in projects in
the USSR is the export of Western equipment, capital and know-how on credit
with repayment in the product produced by the installation or project in ques-
tion. Western participation in building the installation and putting it into opera-
tion is accepted but no further Western participation is permitted. The coopera-
tion deals concluded by the Japanese with the USSR to expand, the output of JV
timber and. wood chips and to develop the port of Vrangel in the Soviet Far East
tire essentially long-term turn-key projects as was the Soviet-Italian agreement to
build the Fiat Plant.

The Soviet proposals to develop various raw material resources with Western
capital-gas, oil, timber, metals, etc.-are of the same variety. They are distin-
guished from those concluded in the past only by the significantly larger sums of
Western capital that will be required. As you know, several U.S. firms are dis-
cussing with their Soviet counterparts proposals involving natural gas and
-petroleum.

To date, few U.S.-Soviet cooperative deals have been concluded and these fall
mainly in the consumer or tourist category-the recent Pepsico deal and several
involving U.S. credit card and auto rental companies.

The USSR and Eastern European countries have entered into several hundred
cooperative ventures with Western firms in the past decade. The chief-ommunist
motives for participation in these ventures are, the acquisition of advanced
Western technology, equipment and production and managerial know-how, and
the expansion of exports, primarily to the West.

Production sharing and joint marketing arrangements have been the principal
types of ventures in East-Westt cooperation. Production sharing is an arrange-
ment which involves manufacturing or assembly as an integral part of the venture
and theoretically provides a vhicle for the acquisition of Western technology. The
arrangements run the gamut of simple subcontracting to complex agreements
involving the transfer of technology, know-how, training of specialists, royalty
payments, sharing of markets and the like. The location of the production sharing
venture may be in the East or West or both. The joint marketing firms are
usually domiciled in the West but the Communist partner is normally the ma-
jority stockholder. Mant production sharing and virtually all joint marketing
ventures are designed to expanid exports to the West. Another type of East-West
cooperation which seems to be of increasing interest to the East European
countries is the cooperative venture intended to attract Western toprtts and
involves the construction 'of hotels, motels, or other facilities to enhance the
tourist infrastructure.

Apart from a useful exposure of management to Western influence and exam-
pie, the Oommidnist countries have as yet realized little of what they -deeire from
cooperative ventures. They tend to look to advanced technology rather than to
changes in economic organization for stimulation of their economies. But West-
ern firms are hesitant to release . their newest technology to possible competitors
or to producers Who may not be able to meet their standards of quality. The po-
tential for export expansion is as yet not demonstrable. Poland and Hungary,
the only two countries for which we have information, so far have earned little
from ventures involving joint production. In 1971 exports of "co-produced" goods
to the West totaled only $15"20 million for Poland and less than $10 million for
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Hungary, although these account for a substantial portion of their machinery
exports to the West.

As a means of further stimulating Western Interest in cooperative ventures,
Hungary and Romania enacted laws recently which permit Western equity up
to 49% in production sharing arrangements. Poland is also considering such a
law. Yugoslavia has had such a law since 1967 (liberalized in 1971) but has
attracted only about $90 million in Western capital.

The USSR was a pioneer among the European Communist countries in con-
cluding cooperative venture deals with Western firms. Of the 80 or so coopera-
tive ventures concluded with Western firms, all but three are joint marketing or
Joint shipping_ arrangements. The three production sharing ventures--involve
Western European or Japanese firms, in mining machinery, numerically-controlled
machine tools, and motor vehicles-and call for the export of products of the
ventures to Western destinations. The USSR evidently prefers to acquire Western
technology through other means such as imports of equipment, licensing) and
scientific and technical exchanges.

Question. Do you think that diffculties attributed to existence of multilateral
corporations described on page 19 of your statement should be dealt with by inter-
national rules and new mechanisms for multinational enforcement? Is there a
need for a "GATT for Investment"?

Answer. In general, I believe that most of the fears and apprehensions I noted
- on page 19 of my statement are greatly exaggerated and, In the vast majority of

cases, without foundation, either in past experience or current reality. All nations
have laws governing the activities of companies established in their territories and
the foreign investor is as subject to those laws and their enforcement as the
domestic company is.

However, the fact that these apprehensions exist, and that they have led to a
variety of national laws and practices aimed mainly or even exclusively at in-
vestment by foreigners is a reality which none of us interested in an orderly sys-
tem of international economic relations can Ignore. We cannot, therefore, seek
to bring orderly codes and rules to bear on the operation of trade and monetary
transactions among nations without assuring ourselves that Investment transac-
tions are also treated in accordance with rules which are reasonable, fair and
serve to reinforce the objectives to which nations have agreed for the economic
system as a whole.

Part of this problem may well be susceptible to resolution jtst by getting coun-
tries to agree about the actual facts of International investment. People generally
fear or distrust something they know little about, and it is certainly true that in-
ternational knowledge and understanding of the facts of International investment
are not what they should be.

Beyond the need for such understanding of the real situation, it is conceivable
that better international arrangements or rules concerning policies toward foreign
investment may well be needed. Though a variety of very general rules exist
(whether in forms like the OECD's Capital Movements Code or In bilateral
treaties with provisions on Investment which we have with many countries),
there is always room for review of their effectiveness and for consideration of new
rules where old ones no longer serve. It Is our Intention to urge that just such
studies and'reviews be undertaken in Institutions like OECD so that we can, with
other Interested countries, evaluate the need for a new set of rules. But. it Is too
early to say now, with any certainty or well-conceived views about content, that
a "GATT for Investment" (interpreting that to refer to a set of rules and institu-
tional arrangements for their application) Is the best way to deal with this set of
issues.

AFTERNOON SESSION

Senator Rin~cor. The committee will be in order. Our witness today
is Mr. Donald Kendall, the head of a multinational company. PepfiCo
and chairman of the Emergency Committee for American Trade.

Mr. Kendall, we welcome you and appreciate having the benefit of
your views, and you may proceed at your own pace, sir.



STATEMENT OF DONALD M. KENDALL, CHAIRMAN, EMERGENCY
COMMITTEE FOR AMERICAN TRADE

Mr. K:1XnArT,. Thank you.
Chairman Ribicoff and committee members, my name is Donald M.

Kendall and I am most grateful for the Olportunity to testify today
both in my ('alaeity as hed of a multinational company, PIepsilo I.,
and as chairman of the Emergency Conuittee for American Trade.
I am sure that my ECAT colleagues share my respect for the fine man-
net1 in which you are giving your attention and directing public atten-
tion to matters so vitally importIt to all of us.

'The ulom iitltoitteo's "Outline of Hearings" savs that "the multi-
national ,'orlmatioli may well l)e the most significant economic phie-
nonlenon of the 20th century." I certainly agree. I also agree with the
views set forth in the "outline" calling for a clearmt' understanding of
the multinational corporation.

The members of FCAT are heads of large corporations with inter.
national operations. Since we cam together in 1067 to work for a more
open and prosperous world, we have been aware of the need for a
clearer public understanding of what our companies are and how they
operate. We have tried to contribute to such understanding.

Your "outline" states the issue well. It is not just the international
operations of multinational companies that are misunderstood. The
same is true for ti domestic operat ions of these companies and for that
matter, trade and investment in general.

We sa W good evidence of this after the February 12 devaluation of
tile dollar and the floating of the Japanese yon. As you know, there was
considerable concern and confusion at the time. Til ero still is. These are
not simple issues and they are not often considered by most Americans.
Yet, it, was encouraging'to see 1how much public interest was given to
them and how well the President, Secretary Shultz. the Congress, the
press, radio, and television responded to this interest.

What was also encouraging was tle apparent widespread public
approval of the actions taken by tile Tinited St atxs in concert with our
tra ing partners.

The elallengm now is to build on this interest and this apparent na-
tional a agreement. I hope your hearings will lead to more agreement
inonom ,k mericans on international trade and investment and monetary

matters.
There are, of course, those who feel that severe restrictions should

be placedl on the whole lot. Others feel that these restrictions would
have disastrous results, raising prices aid destroying jobs. Still others,
mnade mnasy by the great hubbub this difference of opinion has raised,
and knowing little of the facts, feel that where there is so much smoke,
there must be fire. They might easily be led to condone restrictions on
the grounls that they cannot hurt.

Well. it. ('all. It, can hurt. Many Americans can be thrown out of good
jobs. MIany, l)articularly the poor, can be forced to pay higher prices
and a very great deal of traditional American free enterprise can be
slothered.

This is the ECAT view of it. I am well aware that there is a strongly
held and totally opposing view. And I appreciate the admonition in



the subcommittee's "outline" against a "recitation of the familiar
cliches concerning free trade and protectionism."

I am wholly with the "outline" writer. Clearly, now is the time fo t
thinking Americans to substitute reason for rhetoric in this matter an(l
call for a sober examination of the facts. Fortunately, more facts are
at halld now than ever before. The Tariff Commission study of multi-
national companies requested by both the subcommittee and the full
S nat Finance Committee was released only this month. The Bureau
of Economic Analysis of the Department of Commerce issued its study
of nmultinational conpanies last November. These works conilbnd
with those of private organizations such as ECAT have raised sub-,
stantially tle standard for discourse on this issue.

There aro still uncertainties and there are still serious problems but
it con now bo shown that many of the allegations about, multinational
corporations, and oven some of the widely held theories, are simply
contradicted by the facts. In pa rticular, the studies show that there is.
)1o truth in tile allegation mentioned in your "outline" that "the dete-
riorat ion of the U.S. position in world trtde and ou ot -rent high rate
of unemployment is due, in large measure, to the operation of our
multinational flins."
This is a clear case of mistaken identity.
When I say this, I am not dismissing the problem. We do have a

trade deficit, a balance-of-payments deficit, and we have unemploy-
ln1n1t.,

What I am saying is that these are not the fault of the multina..
tional corporation. I will present data to show that without, the multi.
national corporation, matters would be far worse and the means of cor.
recting matters would be far less accessible.

Nor do I mean to say that international investments by American
companies have never caused problems for American workers, They
have. In some fields, such as consumer electronics American companies
have inoved production abroad. But they have done so to 1)e competi-
tive with foreign producers so as not to abdicate production to for.
eiIgn competitors with the adverse consequences that would follow to
U.S. companies, shareholders, employees and the U.S; economy.

What is reqmred of us in light of these facts is a sense of proper.
tion and a willingness to follow a line of reasoning to wherever it
leads. In the case of trade and investment, I have no doubt that it will
lead to the conclusion that restrictions are not the answer to our
problems.

Prime among the alleogations is the notion that multinational com.
panies, in the aggregate, export jobs..Much sloganeering, pamphleteer-
lug, and other approaches at persuasion have been put forward on this
theme by proponents of restrictions. The tone of the material is dIra-
mntic but the text is seldom precise on facts and statistics.

For example, the cover of one pamphlet directed against multi-,
national companies proclaims, "Almost a million jobs lost," a claim
modified in the overleaf to the "equivalent of 900,000 jobs." Job losses
are given in another pamphlet as "half a million," elsewhere estab.
lished as "hundreds of thousands," and in another case as "untold
numbers."



This does not help. I know the people who write these things are
sincere but they have an obligation to the unemployed as well as to the
public and to you as legislators to be more careful of their facts.

Let me address myself first to the facts on the multinational com-
pany and then to the problem of international trade.

On overall employment, the Commerce Department survey shows
that from 1966 to 1970, employment in the United States by multi-
national companies grew faster than employment in the average Amer-
lean company. Multinational companies increased their payrolls at an
average rate of 2.7 percent pet, year-one-third greater than the na-
tional average of 1.8 percent. They added almost a million employees
and the-e were not the best years for adding workers to payrolls.

In mamufacturing during these years, the rate of employment growth
for the multinational companies was 1.9 percent compared to 0.2
percent for all U.S. firms. Neither were doing very well but the dif-
ference is dramatic--almost 10 to 1 in favor of companies with inter-
national operations.

The ECAT survey came to the same conclusion. It reports that from
1060 to 1970, the 74 companies covered increased their domestic em-
ployment by nearly 900,000 from 2.5 million to 8.4 million person.
The rate of increase in their domestic employment during thatperiod
was 8.8 percent per year. This was more than twice as high as the 1.4.
percent rate of the average U.S. manufacturing firm. . '

The Commerce Department survey also reports that U.S.-bWsed
multinational companies pay higher wages and salaries to their em.
ployees than do other firms in the same industries. This is not sur.
rising, since they are among the largest, fastest growing and most
technologically advanced firms in the United States. The survey shows
that domestic payroll costs per employee of the multinationals in the
sample were substantially higher-by $1,270 per annum-than for all
TT.S, firms. In manufacturing, they were nearly $1,000 higher.

The ECAT survey also notes that industry-wage structure and major
collecitve bargaining settlements in recent years show greater-than-
average gains for U.S. labor in industries where multinational com-
panies are concentrated and whose exports are high. The average an-
nual first-year increases granted in wage settlements in major col-
lective bargaining agreements rose steadily from 2 percent in 1964 to.
7.5 percent in 1970.

According to the T.S. Department of Labor, the average hourly
wages of the four U.S. industries with the highest level of overseas
investment-petroleum, chemicals, transportation equipment, and Pon-
electrical machinery-are among the six highest categories of U.S.
major manufacturing industries.

These are facts, gentlemen-facts gathered independently by parties
with no common aim-and they are remarkably consistent Aith each
other.

S-'-There are facts about the operations of multinational companies
In a number of categories other than employment that have ben un-
covered in those studies. I will only go into one of these. that of im-
ports into the United States from foreign production facilities owned
by American multinational companies. However, I would like to re.
qiest that the complete ECAT study be made part of the record
of these hearings.



Senator RiBIcoFn. We have it as part of our compendium, sir.*
Mr. KeNDALL. Thank you.
Senator RmiCOFF. It is in the record now.
Mr. KENDALL. On imports, if the allegation that American com-

panies invest abroad to avoid high U.S. wage rates and to supply the
U.S. market with products of ".cheap" labor is true, then it should
follow that the parent companies or others should import a large
proportion of the production of American-owned foreign affiliates.

A key fact bro ught to light by both the private and tie Government
studies is how little of such production is imported into the United
States. Two points that stand out from the ECAT survey are:

1. Foreign affiliates outside Canada exported only about 2 percent
of their total sales to the United States during the 1960's, and of this
2 percent, a substantial portion represented imports of raw and other
materials for U.S. procesing-materials which presumably would
have been imported into the United States in any event.

2. All of their imports including raw materials from non-Canadian
affiliates amounted to only 0.7 percent of their American production
in 1970. , f

The Commerce Department survey revehls that the imports of the
companies covered in their survey expanded somewhat faster than
total U.S. imports due largely to the Canadian auto agreement and
increased oil imports. The surveyed companies nevertheless increased
their surplus of exports over imports from $5.8 billion in 1960 to $7.6,
billion in 1970.

All of the studies show that multinational companies are making a
huge net contribution to our balance of trade and our b lance of pay-
ments. Imagine, gentlemen, what the U.S. trade bilan e would look
like without that $7.0 billion trade surplus. It would sem clear that
U.S. multinational companies are not responsible for t11e U.S. trade
deficit,

On the subject of why American companies invest abroad there are
many interpretations,

One, glibly set forth in a restrictionist brochure, is that American'
multinational compoaies are "roaming the world in search of high
profits from low wages."

I submit that this is a subjective interpretation not based on serious
analysis but simply on the fact that it sounds reasonable and that
wages abroad are usually lower than in the United States. It, of course,
leads to the conclusion that if American companies did not invest over-
seas, they would serve overseas markets by exports from the United
States.

This interpretation is rejected by the studies of the Tariff Coin.
mission, the Department of Commerce, ECAT and others.

The Tariff Commission study says that the most realistic assumption'
is that in the absence of foreign investment by U.S. multinational com.
panics, exports could not fill the void and there would be a not loss of
half a million American jobs as foreign producers took over entire
markets.

All of the surveys show that American multinational companies
have concentrated their investments in countries where wages are

*Committee Print, February 21, iOU, "Multinational Corporation."



relatively high. More than two-thirds of United States foreign invest-
ment in the past I0 years was in Europe and Canada, neither of which
are "cheap labor" areas.

In the field of manufacturing, the Commerce Department survey
found-that45 percentof the growth in employment in foreign affiliates
of American companies took place in industrialized countries where
wages are relatively high. 4

Anotdior area of interpretation involves technology. As you know,
there are proposals that would restrict the use of American-generated
technology abroad. These are based on assumptions that the flow of
technology is aone-way affailr and that if foreigners are denied Amer.
icgo teghnolpgy, they would have to import the products of such tech-
nology, from Che United States and certainly would not be able to,
export Ouch products t American markets.
This interpretqtion runs into trouble almost everywhere. The Tariff

Commission found that high technology industries are pacesetters in
generating American exports and suph industries, of course, thrive
in ani environment whoretechnical information, is widely disseminated.

A one questions that the United States should receive benefits from
teclology dovelopd here either by private industry or by the Govern-
mqnt O the other hend,iveryfew observers seem to think that a policy
of secrecy and, retention would work. A study, commissioned by the
Industrial Union Departiment of theAFL-CIO states:

Technology, like capital, is no longer the private preserve of 'the United Statem.'
As world trade becomes more integrated, there is no longer any possibility of
keeping our teinological advances at home. The world has become too small for
sports.

I am certain that every member of ECAT would agree with that.
Anyone who thinks that the flow of technology is all one way from
the United States to overseas is naive. As the B. IV Goodrich Co.,
has pointed out, "A vivid example of the free flow of technology and
its impact on American plants is the radial tire." Still another exam-
ple of foreign technological breakthrough which has been of enormous
benefit, building both jobs and profits for America, is the diesel
engine. While invented in Germany, we build and export more diesel
engines by far than any other nation in the world. Wre also sell a
great, great many turbine engines, also invented in Germany, and
it is en-tirely possible that you and I have a Wankel in our future.

These are not isolated examples. I will wager that half the people
in this room own doubleknit clothing, and made in the U.S.A., from
technology developed in West Germany, England and Italy. That
more than half of your children have cassette tape recorders-a
system developed in tlio'Netherlands-and we are all using cross bar
exchange systems for telephone switching centers which were de-
veloped in Sweden, and are made right here, producing thousands and
thousands of jobs.

As the facts I have mentioned become better known, it may be
that we can develop more agreement on their interpretation which
in turn could lead to more agreement on the best course for the United
States. Let me again say that I believe these hearings are an impor-
tant step in that direction and I would like the record to show that I do
not think it is necessary for advocacy to breed antagonism; quite the
opposite. To this end,I think now is a good time to begin to explore
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how the areas of agreement might be expanded.

The AFL-CIO brochure I mentioned is entitled, "Needed: A Con-
structive Trade Policy." Its stated thesis is that "a constructive for-
eign trade policy &n achieve an equitable balance between our domes-
tic and international interests, as well as permit the United States
to move in concert with the rest of the world toward the ideals of
expanding world trade."

I most heartily agree. At no time in our history has it been so vital
to our economy to expand our trade, to earn more from exports. To
examine only one need that cries out for more overseas earnings, it
might be well to consider what so many people are calling our energy
crisis.

We are a large importer of energy, mostly in the form of petroleum.
I have not seen any calculations on the relationship of energy sup.
plies to employment but it is certainly a matter for serious considera.
tion. As you know an increasing amount of the energy we use will
be imported from middle Eastern countries. We cannot expect these
countries to buy as much from us as we do from them, so the ques-
tion arises, "How rae we to obtain the foreign earnings to pay for
ou r essential energy imports and to achieve some degree of balance in
our international payments?"

Looking at our various balance of payments accounts, it is clear that
overseas expenditures for such government programs as foreign aid,
NATO and other security arrangements are, by their nature, deficit
accounts in our balance of payments.

Our tourist account is also a deficit account. Last year, American
tourists spent over $2 billion more abroad than foreign tourists did
here. In light of income disparities, this is likely to continue. A trans-
oceanio trp is always going to be a big expense no matter what ex-
change rates are, and it is going to be a long time before as many
foreigners as Americans wi 1 decide they can afford such a trip.

Tis leaves our trade and investment accounts. Currently the trade
account is in deficit. The only surplus account in our current balance of
payments is that deriving from private foreign direct investment.
In 1071 this amounted to about $4 billion. $9.5 billion was returned on
U.S. foreign direct investment in the form of repatriated profits, royaI-
ties and otffer earnings. Outflows for foreign direct investment tota led
$4.8 billion. And $.8 billion of financial outflow were associated with
remittances abroad derived from foreign direct investments In the
United States.

Unless something goes wrong this surplus will grow. One can only
envision a disastrous tilt in ourbalance of ayment should legislative
measures restricting investment be enacted. 'The damage would occur
partly because the returns from foreign investment would be cut back
and also because the companies engaged in foreign investment would
be hurt, some seriously hurt, and this in turn would affect their ability
to compete in export markets as well as in our own market with respect
to imports.

In this connection let me recall the $7.6 billion trace surplus ascribed
by the Department of Commerce to the multinational companies it
surveyed. The companies covered by the ECAT survey increased
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their exports from $4.3 billion in 1960 to $12.2 billion in 1970, a
gain of $7.9 billion.

These findings make a strong case for the view that companies
with substantial overseas operations are waging a hard fight and a
successful one to keep exports flowing from the United States. IIn
light of these facts, I think everyone would agree that these companies
should be helped in their international operations and not hurt.

In the merchandise sector of our balance of payments, we are sad.
died with a vexatious deficit. This deficit could grow worse and worse
each year if we continue to import increasing anounts of petroleum
and fail to greatly increase our exports,

On the matter of merchandise trade, I would like to see Americans
thinking more positively. We are not a nation without resources and
we still Ihave great competitive advantages.

Americans are the most highly educated and trained people ill the
world. It is easy to forget this but it confers a tremendous d vantage,
on us when it comes to the creation, production, and utilization of
high technology products. Such products are constantly emerging. A
well-known example is the tiny "chip" that has put America back
in the production of many niiaturized electronic products such as
small callcculators and mini-computers and even the Pulsar watch with
its biilt-in computer.

Tbel'efficiency of American farms, is one of our greatest natii.nal
aolievinents. ]fI agriculture protectionism were not such a political
iue in all nations with resultant barriers to international trde in
farm products, American farm production and exports would be con-
tributing far more; tq oup balanc, of trade than they do txay nhd
which tley might well Ao in the future.

On the matter of efficiency, let me say that from my discussions
with economicofficials of the Soviet Union and other E astern Eui'o-
pean countries, I have no doubt that the American technological repu-
tation is undiminished in that highly obseirvant part of the world.
Te Soviets believe in our technology and in our managerial ability
and we can look to more trade with tliem.

It is not Onough to accept the fact that Americans are still tough
competitors in world markets. We must also dismiss the idea that
these markets are not available toins. You are going to hear witnesses
say that other countries keep out American exports, sowe should do
the same. I do not think that approach is good enough. First of all,
it is misleading. Of course, there are restrictions. They exist both
abroad and here, but we are still very much in world markets.

The third negative notion that I resist is that the American mer-
chandise cannot be improved by international negotiations. It seems
to me that, the record of the past year and a half hows just the 01)-
posite. The going has not been easy. The Smithsonian realignment of
exchange rates did not bring a turnaround in the U.S. trade balance:
quite the opposite. What it did do was to open the way for a new and
more realistic relationship between the American dollar and other
currencies. This is still being worked out. It is being worked out partly
in the context of the American proposals put forward by Secretary
Shultz for a much greater degree of international econoniic coopera-
tion than the world has known b fore. Hopefully, its benefits will show
up in our trade balance in the near future.
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Let us reject outright the notions that American products cannot
compete in world markets or that our trading partners will not ac-
cept American goods or that negotiations on trade and monetary
policies will not work.

I think we are on the right course internationally. I think we should
protect our multinationa companies and their international invest-
ments. Any proposal to disadvantage these companies 'erstis their
foreign competitors should be measured against the facts that are
now available. On the trade front, we must continue to negotiate for
fair and realistic conditions in the context of a new system of inter-
national economic and monetary cooperation.

The final point in your "outlim" deals with alternatives to restric-
tions oa trade and investment. I think the alternatives of protecting
our international investments and improving our trade posit ion are in
line with the American international economic initiatives this month.
I would like to end by stating my hope that Amerkans can also find
agreement on dealing with the domestic consequences of international
trade.

It troubles me to find some representatives of both business and
labor despairing of ever finding an effective means for ,helping those
who are Injured by import competition. Fortunately, the chairman
of this subcommittee is not among then). I strongly commend your
positive al)proach even though I have not studied your bill in detail.
As you know, the record shows that the amount of import-induced
injury is small coml)ared to the dislocations caused by ups and downs
in the economy. I personally believe that the United States niust move
toward a national program of industral adaptation that enallles a
worker displaced for any reason to retain pension, seniority and other
rights while acquiring new skills for new work. Meanwhile, it should
not be beyond our competence to provide special treatment for those af-
fected by im )orts,

To den y this and to adopt restrictions that would eliminate import
eonpetition and invite retaliation and trade war- would be to accept
thle absurdity of injuring the many for the alleged benefit of the few.

Gentlemei the world has undergone swift changes in the, past
few years. I believe these have mostly been for the 6od. As a result,
the world today is a more peaceful and safer place. [ xpandin g trade
and investment can help us hold these gains and can help the people
of the world enjoy a bit more prosperity. But the first need, I teliev'e,
is for Americans to agree among themselves on the proper course to
follow.

I thank you for your efforts toward that onl.
Senator' Rimur'. 'Th ank you, Mr. Kendall, for your l)rovoeative* statement.
Now, I believe your company has negotiated a deall with tile Soviet

Union whereby you will ho selling Peipsi Cola with U.S.S.R. and you
will )e tit( eXcltsive a/gelit in the 1nlited States for Russian vodka. Is
that the basic, (leal ?
M'. KBNDALL. Yes. sir.
Senator Rmico'. How much business do you actually see going on

between the Soviet U nion and the United States? Is this just a one.
shot operation or do you see substantial business relations between the
United States and the Soviet Union I
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M'. KEN1DA,,. Mr. Chairman, if you look at tile whole trade picture
and see where opportunities are, it; [ said in my talk, I think we are
going to have difficulty in improving our foreign' trade balance. We are
going to continue a deficit on tourism. One hopeful area in our balance
of paymielits has to do with our direct foreign investment and another
holp rl area has to (10 with improving our merchandising account.

Tie greatest opportunities 1 think that we have got to improve the
merchandise account side of our trade is in the Eastern European
countries. We have tie things that those people need in Eastern Eu-
rope. Eastern Europans have done an excel lent job, particularly in
the Soviet Union, of educating their people. As people get educated
they have desir(,s for better andi better things, and tei consumers in
tle',Soviet Tnion as well as other Eastern European countries have
reached that point, and they are crying for the type of things we have
here. Tly are a natural market for us. And I'think that one of the
greatest thing that hahluiened in providing an opportunity for in.
creased trade from thiscountry is what President Nixon had done ill
briinging about the new relationship between the Soviet Union and
the United States. I thinic the hope for trade is unlimited.

Senator Rinmcopp. Well, of course, there is a linit as to how much
Russian vodka tie American people can consume. Once we get off
vodka, what are the Russians going to pay for our productss with?
What-type of merchandise are they going to send us?

'Mr. KID., Well, Mr. Chairman, there are things other than
vodka and wine and champagne and caviar and that type of thing in
the Soviet, Union. But I think they have great ntatural resources
which we are going to need. For example, in energy. I think that there
are great opportunities, particularly in the, gas field. There are. op.
lortunities in copper in the Soviet' Union. On the other side of the
ledger there are such things as toys. They manufacture bicycles. There
are other cmnsumer items which 'if they decide to change their 5-year
plan and produce for exports for third countries-which they can do.
To date they have not produced for external consumption, they only
produce for'internal consumption.

Senator R1111wov. If they semi us bicycles, then of coune, whoever
we have left, in bicycle matiufacturingr isill go out of business.

Mr. Kv-,TIt,. Well, we are presently getting our bicycles from other
sources.

Senator Rtic'orp. Do you believe it is a good policy for the United
States to invest. substanijal sums of money in gas abilities and oil
refineries in the Soviet Union. giving them control over the energy
somtres that we need in this Nation .

Mr. ICENDAL' . Mr. Chairman, on the energy crisis, we obviously
have to do something because we have a problem. I do not happen to
be one that believes the statistics that have been produced up to 1985
where people say we are going to import in the area of $25 to M0 bil-
lion each year. I am reminded that in the 1050's, people were fore-
casting that by 1982 the world was going to starve because they made
straightline piojections. I believe things are going to happen in en-
ergy. I think we are going to be able to turn something that we are
being smothered with, which is garbage, into a fuel,. I think there
are great possibilities for that. That is happening in St. Louis already,
and they are interested in Chicago in turning garbage into fuel.
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But in the meantime, we are going to have to have some sort of
energy. You ask the question should ie rely on them? At the moment
we are relying on the Arab nations for oil. In fact, the Japanese have
come to the conclusion that perhaps the Soviets would be a more reli-
able source of energy than the Arab nations.

So I think, yes, we should make agreements with the Soviets on
gas.

Senator RxBicop. Well, let me ask you this. What does your com-
pany do with the liquid assets.? I do not mean the stocks of Ilepi-Colli
that you have abroad. When you generate your income in the sales of
Pepsi-Cola, or whatever other prod ucts youdistribute under the Pepsi-
Cola Corp., what dyou do then with the funds generated?

Mr. KENDALL. Well, it depends on what markets you have, Mr.
Chairman. There are many markets where we bring the money home.
There are other markets where we reinvest. It depends on our market
share, the state of development of our business and the countries we
are operating in. In some countries, you cannot bring it home,

Senator RIBicor. Well, give me some examples of what you do
with your funds from different countries. I am curious about how this
works,

Mr. KYNDALL. Iet us take Venezuela. We bring it home. Brazil, we
reinvest. Turkey, we are not allowed to. Spain, ve can bring part of
it home. The Philippines, we have to work out various transactions
to get it home. You have to work switch deals. Australia, you bring
it home. Germany, you bring it home, England, you bring it'home.

Senator Rmcor,', In tile countries where you cannot bring it home,
what type of investments would Pepsi-Cola make?

Mr. KNDAl,. Well, in Turkey, for example, we are trying to de-
velop that market and it is impossible to get foreign exchange because
of their own economic problems. We have, accordingly, invested in the
glass business. We 1101)0 that eventually the economic situation in Tur-
key will turn around and that we will'have a very prosperous market.
Werc, arA making a lot of money locally but, it. (loes not hell) our share-
holders now, ut we hope some day thlat will not be the case.

Senator Uim1coi'i', W here do you think the speculation iin the Amer-
ivan dollbi is lomjil from ?

,M. KI% nm, I Io o" not. know that I would us the word sppeilal ion.
Mr. Cht irnmft . 1 t h ink t le i ,tietitry Svstem is iniwli lilk th( stock
market, People s' v, well, voil are spiveuliut ing but somehow t lie. mar-
ket has i wit v of finding out ti, wle V ,iliw of a sto(k amid the in market ilIso
has a wliv of filding out the vallu of a vurmen\'ev, ald I think tlint tl(
Amner'icani dollar was overvalued becallse of ti inflitionlary period
that, we wt.t t-hrough which is fort ummtely inder ('ont 'ol.

Soiltor Riawvor, Would vou givI us a. list, of fomeign governnnts
in Elurope which restrict te.I ree rel)itation of income front subsidiar-
ies of the United States ? Do you have a list,--

Mr. Ki.n.% wa,. T'Ihere are only two of them.
Senator Rmiico.r. Whicl eountries restrict it?
Mr. H'umm,,. Spain and T urkey.
Senator Rtmucovv, Spa in does not allow the American-..
Mr. Y~m),\mr, Yes; they do. but it is limited. It is a percentage of

your capital investment. And Turkey is total. You cmwiot ii'ing any
dlivi(lends out.
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Senator Rinicory. Do you foresee aniy elements in the common indus-
trial policy of the Europ'ean Community which would restrict tile earn-
ings and the repatriation of American corporations in the European
Community I Do you see any prospects of that in your experience?

Mr. KNI)At4 i,. Not under the present law but if you start changing
the rules and regulations under which we operate here, that Could
change. but under' pl)snt operating procedures, no.

Senator Rinrcovr. In 1960 we had a favorable trade in manu featured
goods of $5.2 billion and in 1972 it went down to minus $7.1. This is
from a pamphlet prepared by our staff.
How do you account for tle marked deterioration in the. export of

manufactured goods in that period of time?
Mr. KENDAL. I T have not seen your stu(lyV. Mr. Chairman, hut you

had several things happen in this country that brought that about.
You hald inflation in the United States--now, you can look at any of
the charts and you can se. inflation take off almost vertically in 1907
where inflation'set in because we had a policy for a period bWfore that
and during that period where we had all the valves open and we had
Vietnam going at the same time.

Any time you have inflation in this country at higher rates than
you lhave in other countries such as Japan, with a stable curre ncy and
without inflation, it is a question of time until you are going to bring
about, problems in trade. This is still the biggest consumer goods mar-
ket in the world.

Senator Rxmmcorv. I think, though, that rates of incrense of wage costs
arid inflation have been higher in reeemt years in both Germany and
Japan than they have in the United States;i have they not?

Mr. KPN)DATAi. Mr. Chairman, a lot of people make that comparison
hut that is like comparing our GNP with Japan. When you look at the
actual hourly costs of labor in Germany or Japan, our increase-we
start on suchl a high base that even with'the percentage increases they
are getting it is going to be a long time before they catch up to our
costs.

Senator Rimcovv. You say that-
Mr. K.,DATJ. But I do not think labor is the big factor, in our prob-

loe. I know a lot of business people say that. Labor.is a factor to a
certain extent but I do not; think that is the big problem. Our big prob-
lem has been inflation,

Senator RinCAmw)r. Do you see us coming to the end of an expansion-
ary phase of foreign investment, especially in Europe, now that so
many American companies are established there and because of devalu-
ation of the dollar not buying as much? Do You think that we are
leveling off or in American investments abroad, with less American
money going abroad?

Mr. J r,,;,ALT. Well, I do not think that it can continue at the same
rate Mr. Chairman, because the opportunities are not as great today
as they were during that period where we were the only people in
the world that really had the capital to invest. You have'got'a lot of
other people with capital and you are going to have competition for
those opportunities.

Senator RwIcoFF. Suppose American companies had not been estab-
lished abroad. Do you think we really would have lost a lot of export
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business that now these companies supply from their European plants?
Do you think we would have lost that business?

Mr. KtENDALL. I do not think I know.
Senator RIBicoFv. Is it, because many foreign countries have ex-

cluded American goods directly or indirectly, that our big multina-
tional corporations have had to establish plants abroad to got a
better break I

Mr. KENDALL. Mr. Chairman, there are always exceptions but I know
of no major multinational company that goes abroad to make Invest.
ments because of low labor rates or because of tax advantages. They
go abroad to make an investment to get a higher market share.

Now in some cases you have to be in that market in order to got
lthe higher market share because your costs, your shipping cost can be

the difference. There might also be restrictions which, of course, force
you to open u) in that market.

For examl)le, our iarticular business is in the making of concen.
trate, which is not, heavily involved in freight. I would like to see
one big plant here in the United States where it was all computerized
and run by robots and we did not have to do anything but ship it out,
but unfortunately we can not do that. There are many, meany coun-
tries that we operate in overseas where we just would not be there if
we had no plants.

Senator RinicorF. You say you know of no American company that
has gone abroad because of the differential in wage rates.

Mr. KENDAL,. I stated that there are always exceptions. I am talking
about the majority of manufacturing. In the electronic field radio
and television, and textiles, there are some companies along the border
in Mexico but I do not think you could make a case that that is true
for the majority of the multinational companies.

Senator hIBICOF. How about shoes?
Mr. KICNDALL. How about what?
Senator 1JiICOFF. Shoes.
Mr. KE.NDALL. Shoes.
Senator RInIcoFF. Yes.
Mr. KEN?;DALL. I do not know of any U.S. company that has done

that but there probably have. I know one of our biggest problems in
shoes is other people sipping, in here, not American companies going
abroad, but I can be wrong in that. I do not know.

Senator RuITCOFP. I can take as an example a company in Hartford,
Conn., Royal Typewriter Litton Industries acquired Royal Typewriter
Co. Litton also liad a typewriter company in Htill, England. he aver-
age hourly rate in Hull, England, was $1.20 an hour wlile the average
hourly wage rate in Hartford was $3.60 an hour. I am told 55 percent

* of the cost. of making a typewriter is direct labor cost. So Litton moved
its production of typewriters from Hartford to Hull, England, and
1,700 people lost their jobs.,

Mr. KFNDALL. I am familiar with that case.
Senator RviBcoFF. Would you say that was directly attributable-
Mr. KFNDALL. I am familiar with that case and I know your position

on it.
Senator RrmcoFF. I would say the only reason they moved to Hull,

England, was the differential of labor cost.
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Mr. KEnDAL,. As T said when I started out, Mr. Chairman, you can
always make exceptions and I think you are now discussing one of
them. I do not think those are tile majority of the companies. I do not
think you would be right in changing the rules under which we are
operating for those exceptions. I think you have to look at the majority.

Senator Rhuico~r. The problem you have, is that you can call this an
exception but to the people of Hart ford, Conn., it, is'not, an exception, it
is a tragedy.

Now, I do not know if Senator Fannin has something like that in
Arizona or Senator Packwood in Oregon, hiit--

Mr. KENDALL. I an more familiar with yours since I live in
Greenwich.

Senator RmnroFF. I see. But that is a problem we are going to have
to face with Mr. Woodcock and Mr. Meany testifying here. I am sure
they will hav other examples.

Mr. KENDALL. I am sure they will.
Senator Rmnwoyr. But this is also a problem that this Committee has

to control with. We worry not only about the overall economy of this
country but also about the problems that we have back home.

I am sorry, I see Senator Bennett is here. I thought it was Senator
Fannin.

Senator BFNNrPr. I im sitting in for him.
Senator RnuicoFr. Thank you very much, Mr. Kendall.
Senator Bennett.
Senator BENNmr. Since I am not a m,-iiber of the subcommittee and

Senator Packwood is, I would like to give him a chance.
Senator PAcHwooD. I am curious, Mr. Kendall. I did not understand

your answer about 'Turkey. You can take none of your profits out of
ei country I
Mr. TKENDALL. No.
Senator PACI 101o). Are, you just investing t lere in the hlope thato10 of thel, (ays von will he allowed tot aIke t h(II out
Mir. Ye.iL Ves, we himve doue lint--ii lInzi1, for exilinple, we

had the same prol elm i ll razil. In fiet, we still h tiv, lhe sante probe.
lpil in Brazil. 'Th er W Illnalv prolel '1 tiroi W' liwd origiloldly. In
tile Philippines wvi.n we origiil Iy went ti ere it was a t retiendous
problem. but it hiz, been one, of 0111Il nmst lwolitilbh, oj tern t ions.

Senate 1' A O) I). Profitilltie ellre or in tlie sense of l ringing in-
come back here?

Mr. KENDALL,,. On of our Most profitable to our shareholders, whic!l
means back here.

S1entor PAcM-W0n1). For tile moent.t, y( just collect your lwofitts
i Turkey and invest in glass.

Mr. kI(NDALL. Or- expand the market, which we are in tlhe jproeess of
doing and we cnn also eventually hope to get soie of the lrofits, out
through tie sale of glass to third countries.,

Senator PAcmvooin. Run that by me again. You are going to sell the
glass from Turkey to third countries but your profitss are still in
Turkey.

Mir. KNDAir,. No. We take the. glass out of tile plans that we have
got an investment in in Turkey and sell it to a third country for hard
currency and we get the hard currency; Turkey does not.

Senator PACKWOOD. I see. Very good.
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,Mr. KEi)i'mm. It is t he siiile watv that. we work with bar11ter. Multi-
national (.oIfIiltlit's~ 1ae going to hlave to ret, moije and more involved
ill bairter, pailt iculi ny ill uinderde'veloped voillit vies. iid paiticuiliarly
inl Easten Eui'oIpt'. We iii.0 inl I lungary where Ji t of our arrange-
inenit is inlh itmr 'r. The aiaii-1genlienits we hatve' with tie( Soviet Union
inl effect is bit i't('l. We alre. get tinig dol lars for otli' voiit'('it rteiltv bu.w
are giving t hemn dollars, for the( vodkit but it really is it swap of one for
the other. And we will make it profit onl both o;f them.

Senator 11.uiwotm. I think you and I mew eve to eve in almost aill of
these' malttersm. I have read svvci'al of vourl mjin'e('lie 1111(1 )'Oil[ Iti WO

inl U.S. News, first, rate, and I amil delighlted to lhave' youl here.
Air. Kvm t Thank you.
Senator PACKWOOD. I fiave 110 furlther' (JIi'StiOiis.
Senator HIiiiiuwr. Senator Bennett.
Senator BENIHNCA. YOU ha1ve Mient ioned, 11iid We are- fill very painl-

fully' aware of tile p~roblemsa credited by it 1)0tenJtill ('lergy shtortage and
lie fart. t hat we mafy have to depend onl foreign coullities, Near Eaist

or Russia, for our energy. Do you have ny ktlea of thle type0 of export.
that we call increase to pay inl parit forl that necessary increase inl lit

1)oitad energy?
Mir. KiND~.m. SVI'natOr Bennlettq Iami certainly glad you raised that

questions. This is goin~ to be it long answer but dItiiik it is important
that the Committee an1t erst and tis.

This country huts not been itt exj)ort-ininded Nittion, We started out
aftr the wvar with the Marshia l plan which %%vns it very good thing
because we "011(ii lfoi'd it, iaiid it helped Etiiope to geti back onl its
feet. But.(,v devloped at ''give-awaly" attitude inl thiis cotintiry-what
I call thle Ma -Slill pdli litt-it iide--i il in, niny oh' our t ritde iseus-
sions foreigii pot icy was1 t'he pn1in an 13' iiiloti valto of those tralde tis-
CusiSioii, ot or OWil ('Colilil it' r1111I'V l'ielits.

We liii e got to gmt ovr the Marisha 11 phln evli a ad get iiit o 1erc'11iihg
foreign i 01hv t hat fits oirl ownl 4-vohlillh b~iRIeds, tliv silm, als En'Igland
hams been tryvinmg to do. We lian e got. to 111i pep l~el inl ourl eiissies
WOveseIS wii thle Stalte D),1itrt lut is bogiuiiliug to do looking
for oppo)rtun~iit ies for 1'.S. (101ii panIics: to hiotir fv (oiilliits ovr! heire
flinlt. thle re a re opl ilt mm it rs inl t I ose voimd iis iv Iw ie I('lit I'll' vtS goivi'u -

maci i litoi'lli'ts 'vo'0'iv up or' locialI i pi'iltt ('out i':ci s 'ollt 111): toa noti fy
client t he szuii cma it, Ile Brmi t ishi do. tle '411111, is tliv' Ji11)11 nst' do. IVe

1h0VPy go t to !1st* ', at; roiaiiiw iil A i il ssido. i I ige'0 rs l Iins revoi -
mlended an ili i hi is iioN, st a it i ag. lik 1w hilt tion ill All li e of lii 5-

* hiessijiemi, 011l% ill tiie export field, to get (lrtiili/.iltof t 1 1 e. l) itroiund
this con at 13'l Iit lit' hpanuimest, (lo ill .111l Pj ~nit a d iLt't (lii snail len. coni-
Jlitiiie' to l realize tle oppouiiitics thalt Illyiti'hve got, 11hroitd, because

*most s1m1ll11 ouiiptiiiies sell only the illell inl' wlii.'h they lime operating.
Thvdo miot. go t)vt'estls.
I renmnmber' durimug thle textile hassle t lint. I asked one oIf t lie leadtinig

manufacturers of textiles why lie did not, go aibroad and( look for
opportuniti es to sell his goods. His r'eply to illut' wais thalt it, is very
difficult. He Saidl that, inl somne of time couaiiries you1 have, to get at visa
to go, and it. is very diflictilt to travel, and youi have to put upl with
all the foreign Conditions.

For such reasons uis t hat, many U..S. firms (1( not believe lin exports.
We have got to got then to6 believe in exports the sane ats the .Japanese
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do, and if we do that in this country and get our people exportminded
and go out like the Japanese have and go out after the business, we
have got all the opportunities in the World, and we will have no
problem in meeting our requirements for energy or anything else.

Senator BEN'NE, TT. You will admit, however, that there are certain
areas where the opportunity is greater because the competition on
the other end may not be as strong.

Mr. KENDALL. Well, of course, there are. There are opportunities
in any field. There are some things that we can compete in; some we
cannot. There are some things the Japanese can do better than we
can. I think their strawberries are better than our strawberries, but
I like our rice better than I do the Japanese rice.

What we have got to do is pick those areas in which we can compete
and then make sure that we go out and compete. As Senator Ribicoff
has suggested in his adjustment assistance bill, there are people who
goet displaced, we have got to find a way to take care of them and get
them retrained for other industries. But we have got to go after the
business that we know how to get best.

Senator BENNET. T have no other questions.
Senator RmiCOFF. We have very tough problems here. My feeling

is I am not anxious to push Mr. Flanigan and the administration to
come up with a quick trade bill. I do not know how Senator Bennett
feels, but I think the problems are so complex that I would rather see
them take a little more time instead of meeting a deadline. For exam-
ple, the small American businessman is going to.find it very difficult
to be export-minded. On the other hand, there is a close identity of
interest between Japanese business and the Japanese Government. I
think our Government has to become more export-minded and work
with smaller businesses to get them oriented to find export
opportunities.

I think you can put your finger on the fact that after 1945, geo-
politics was the prime concern of American foreign policy, while
ecopolities dominated the policies of our trading partners, certainly
Japan and Germany. Now we are waking up to realize that geopolitics
is not as important as it once was. Ecopolitics. what happens to the
dollar and to our trade, is becoming the dominant factor today in the
world.

But we ate, fragmented organizationally. You have jurisdiction over
trade in the White House, in State, in Treasury, in Agriculture, in
Commerce. It is all over the lot. There is a lack of coordination of
trade and monetary policy. The complexity of the problem is enor-
mous. We have such a long way to go when you consider our $7 billion
trade deficit and $10 billion payments deficit.

I do not think it is going to be easy to turn these figures around.
As a businessman you must realize how staggering it is to turn this
picture around. This country has a long way to go.

The President has to hal ve, a considerable amount of authority to
negotiate in the trade field. But in the Senate and in the Finance
Committee. we have been burned in the past. Mention was made of
the Canadian-American automobile agreement which some of us,
especially Senator Talmadge and myself, fought when it first came
up. We predicted the disaster it would be to the American automotive
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industry. And last year we had a $21/2 billion trade deficit with the
Canadians.

We have a problem of making sure that in the foreign economic
field, we have the equivalent of the Kissingers in the geopolitical
field.

Now, Henr Kissinger is an expert on geopolitics, but I think he
would be the first one to admit that he is not an expert in ecopolitics. I
do not know whether wve have any experts in ecopolitics.

Someone has to have overall authority in this field. TlieP resident is
going to have to designate someone with the authority to be sort of
an international economic overseer.

It is a very tough problem. Protectionism and free trade today are
meaningless words. I do not think there is any country which is com-
pletely protectionist or completely free trade. Nations usually look out
for themselves, and enlightened self-interest is the motivating factor
for doing business with one another, whether you are a busifiessman
or a group of nations.

I know of your great interest in this field, Mr. Kendall, and appre-
ciate your coming. We could ask you other questions, but you heard
the bell, and there is a vote on now. Our thanks and gratitude to you,
aud I hope we can consult with you in the future.

Jn the meantime, the committee will stand adjourned, until 10 o'clock
tomorrow morning.

(Whereupon, at 3:05 p.m., the subcommittee was adjourned, to re-
convene at 10 a.m., Tuesday, February 27, 1973.)
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TUESDAY, FEBRUARY 27, 1973 AV

U.S. SENATE,
SUBCOMM[ITrEE ON INTERNATIONAL TRADE,

OF THE CoMmITmE ON FINANCE,
Wa~hingto, D.C.

The subcommittee met, pursuant to recess at 10 a.m., in room 2221,
Dirksen Senate Office Building, Senator Abraham Ribicoff (chair-
man) presiding.

Present: Senators Ribicoff, Fannin, Hansen and Packwood.
Also present: Senators Hartke, Bennett, anI Roth.
Senator RIBICOFF. The committee will be in order. Our witness to-

day is Mr. Thomas Murphy, vice chairman of the board 6f General
Ni6tors.

Mr. Murphy, you are competing as far as this committee is con-
cerned today with a coffee being given for Democratic Governors who
are here for the Governors' Conference.

There is an important meeting of the Agriculture Committee to-
day, and three members are members of the Agriculture Committee, so
I am delighted to have our ranking member, Mr. Bennett, here. If you
will proceed, there may -be some more members will come in the course
of your testimony.

Senator BENNETT. May I say, Mr. Chairman, Arthur Burns and
Paul Volcker are talking to the Banking Committee about the devalua-
tion at this moment. I may have to leave.

STATEMENT OF THOMAS A. MURPHY, VICE CHAIRMAN, GENERAL
MOTORS CORP.

Mr. MURPHY. Mr. Chairman, thank you. My name is Thomas A.
Murphy and I am vice chairman of General Motors Corp. We think
the interest displayed by your committee in taking a careful and ob-
jective look at the multinational corporation is highly commendable
and we are pleased to be able to participate in your endeavor.

I have a rather lengthy statement which I propose to file for the
record.

Senator RwicoFF. Without objection the entire statement will go
,into the record*

Mr. MuRrhY. Also, I have a much shorter version summarizing the
more important points which with your permission, Mr. Chairman,
I proposeto go over with you this morning.

Senator RiBICOFF. It is certainly proper and you may proceed
accordingly.

*See p. 162. -
(111)
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Mr. MURPHY. It is our conviction, based on over 60 years of active
participation in the world market, that the reduction of barriers to
world trade and investment is essential to raising living standards and
employment both at home and overseas. Moreover, we are convinced
that the operations of multinational business forms have made and
can continue to make a significant contribution to the realization of
these goals.

In response to your inquiry, we have organized our statement under
three broad hearings. First, I shall toucli on the key factors in the
evolution of the multinational automotive industry. 'This background
is essential to understanding the forces which have shaped our growth.

Second, I shall review General Motors record in the United States,
Canada and overseas in terms of employment., trade, investment and
balance of payments.

Third, I shall respond to the questions the chairman has identified
as being of special interest to the subcommittee.

The world automobile market is today served largely by multina-
tional concerns. Some of these, such las General Motors,.are based in
the United States. Others are based in France, Germany, Italy, Sweden,
the United Kingdom and, more recently, Japan, All are large. well-
staffed ,and efficient producers. As a result, competitive pressures have
increased and are continuing to increase.

In the early history of the industry,. U.S. manufacturers, relying
on mass ,producti6ji inet-lods, t6ok a commanding lead and served the
world market by exorihg ,fully assembled cars and trucks made in
the United States. Shipping fully assembled cars was costly,. Faced
with rising compettio from Eiirpean producers and tariffs. IT.S.
manufacturers began to, ship automotive components for assembly
overseas.

For example. in 1928, General Motors could ship nine unassembled
Chevrolets to Europe for assemblv at about the same shipping costs
as' two fully-assembled ears. During the 'period from 1923 to* 1928,
General' Motors established 19 assembly plants in 15 overseas coun-
tries. Bv 1929, about 70 percent of our exports were being shipped to
tlese plants for overseas assembly.

Thus, the origin of General Motors as a multinational manufacturer
can bo traced back to the competitive necessity to establish oerseas
assembly facilities in order to maintain an export business. It. became
quickly apparent, however, thant General Motors could not rely solely
on the ex port -overseas assembly approach and remain a..etoi ong com.-
petitive factor in the overseas markets. These were years of very rapid
change. Consumer preference in the United States was for larg ,r cars,
while in Europe the demand was for smaller cars. In addition. Euro-
pean manufacturers were adopting U.S.-developed mass productionmethods.

As a result, General Motors took its first tentative steps to manu-
facture components in Europe and to assemble cars designed to meet
European needs through the acquisition of two overseas manufacturing
facilities--one in England, the other in Germany.

Senator RMBTCOF. I wonder if you would identify the brand name
of the English car and German car.

Mr. MuTxmri. Vauxhall is the brand in England and Opel is our
brand name in Germany.
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It was only shortly after this that we were plunged into the world-
wide depression of the thirties with consequences that had a lasting
effect on all companies serving the international market. The effect
of the Depression on trade was compounded by the effort of nations
around the world to protect jobs at home by adopting protectionist
policies. The Smoot-Hawley tariffs were typical. The results, as we now
recognize, were catastrophic. North American vehicle exports dropped
from 648,000 in 1929 to 83,000 in 1932. As we were to learn, markets.
once lost are difficult to recover. Vehicle exports from North America
never again reached the 1929 peak.

Two major developments following the Second World War further
accelerated the trend toward overseas production rather than 11.S.
exports. One was the creation of large trade groups such as the Euro-
pean Economic Community and the European Free Trade Association.
The other was the determined emphasis of the developing nations on
accelerated domestic industrialization.

In General Motors view, the emergence of broad-based European
trade groups was a significant step toward free trade. Nevertheless,
with a high common external tariff and the planned removal of in-
ternal tari tls, there was only one course left open for producers outside
these market areas in order to continue to serve them-invest directly
in manufacturing capacity within the newly formed market areas.

In the developing areas, the creation of a domestic motor vehicle
industry has been a major and understandable national goal. Typically,
so-called local-content regulations have been adopted which estab-
lish time schedules for substituting local production for component
imports. For example, the local-content requirement in the manufac-
ture of passenger cars in Mexico is now 60 percent, in South. Africa
55 percent, in Brazil the requirement is now 100 percent, and in
Argentina 95 pc-rcent.

The choice fficing each manufacturer is a simple one: to comply
with the local-content requirements or to witlidraw. To withdraw
would. of course, mean a loss of sales opportunity, a loss of those ex-
ports permitted under the local-consent regulations and a loss of plant
equipment exports from the United States. Faced with a succession of
national local-content requirements, General Motors in some cases has
reached a decision, based on its analysis of the market opportunity,
to withdraw and in others to participate.

General Motors experience underscores three fundamental conclu-
sions. First, our decisions have not involved a choice between export-
ing from the United States or manufacturing abroad. Differences in
customer product requirements and preferences. trade barriers-both
tariff and nontariff-reflecting deep-rooted national policies, and lo-
gistics have generally foreclosed the expect opportunity.

Second, General Mflotors overseas investments have been dictated by
market opportunity, not by the availability of hourly labor costs lower
than those in the ITnited 'States. It has been and is today very clear
that we could in the absence of barriers, serve the vehicle needs of many
developing countries by exporting high-volume cars and trucks innanu-
factured in the United States at a lower unit cost than we can manu-
facture on a low-volume basis locally.

Third, there is no question thai if General Motors or other U.S.
automotive firms were to turn their backs on market participation
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through overseas facilities, multinational firms based in other countries
would be alert and quick to fill the need. Even in those countries where
GM is represented, the competition from foreign-based multinational
firms is intense. Volkswagen, a multinational manufacturer, is the
leading producer in both Brazil and Mexico. Fiat, also a multinational
manufacture and the sales leader in the overseas market, is in first place
in Argentina. The Japanese firms with multinational operations are
the leaders in Asia.

Trends in automotive trade with Canada since 1965 have ,been large-
I shaped by the Automotive Products Trade Act. In our statement
or the record and an attachment thereto, we have reviewed in detail

developments in United States-Canadian automotive trade since pas-
sage of the act. My comments are, at most, a very brief synopsis of this
record.

At the time this act was being considered by the Congress, General
Motors made it clear that it was prepared to do whatever the two gov-
ernments decided to be in the best interest of the United States and
Canada. We did not initiate or urge adoption of this agreement. In
testimony before the Senate Finance Committee in 1965, Mr. James
Roche, then executive vice president of General Motors, summarized
our view as follows:

It is the belief of General Motors that the Automotive Products Agreement,
while not free of difficulties, Is over a period of time a workable plan, It, was
worked out by representatives of the two governments and freely entered into on
both sides.

The total value of automotive trade between the United States and
Canada in 1972 was more than 12 times the level of 1964. After several
years of decline in the U.S. balance of automotive trade with Canada
the trend was reversed. Preliminary results for 1972 indicate a favor-
able U.S. balance in excess of $100 million.

Moreover, automotive employment in both countries has continued
to rise. While the rate of increase of Canadian automotive employ-
nent since 1964 has been 'higher than that in the United States, the

number of employes added to U.S. automotive payrolls since 1964
is almost five times the number added to Canadian automotive payrolls.

General Motors will continue to make every effort to live up to the
letter and spirit of whatever production requirements the United
States and Canadian Governments determine to be in the best interests
of the two countries. To meet the requirements of the current agree-
ment has required substantial additional capital investments on both
sides of the border. If, as has been suggested, the agreement were
canceled, it would result in a considerable cost to manufacturers who
would have to "undo" the production adjustments already made.

Turning now to some specific issues identified in the chairman's
"informal outline," I would like first to underscore the fact that Gen-
eral Motors multinational operations have helped us to realize the
export potential for U.S. vehicles and the employment opportunity
related to it. Because we manufacture cars in volume overseas to serve
overseas needs we have a worldwide distribution system available.
This system can and does sell and service the limited demand for
U.S. cars. Without it, there would be virtually no U.S. export sales.

Second, General Motors cumulative export trade surplus from 1946
through 1972 is $12 billion. The net inflow on our capital account has
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been $2 billion-. total balance-of-payments contribution of $14 bil-
lion. In 1972, General Motors net contribution was $400 million.

Third, General Motors expenditures on plant and equipment since
1960 have totaled $11.7 billion of which $9.2 billion was invested in
the United States. General Motors is investing in the United States
to serve United States and overseas customers whenever and wherever
there is a commercially viable opportunity.

Fourth, in 1972 the average number of (M employees in the United
States was in excess of 550,000-20 percent above thie number of such
employees in 1960. This growth in our U.S. employment compares
favorably with the growth of total employment in the manufacturing
sector of the UT.S. economy which rose. only 12 percent.

We seek, however, to (o more than simpifly expand the number of
jobs. We want them to he. good jobs. The average annual income of
GM U.S. hourly employes is about $12,500. With supplementary bene-
fits. this becomes about $16,000.

By contrast, in Germany hourly wage rates, including supl)lemen-
tary benefits, are 35 percent below those in the United States: Japanese
rates are 63 percent below the United States.

As our investment record indicates, we seek to grow in the United
States and, with this, to serve our customers better, expand our em-
ployment and continue tW earn the confidence of the owners of the
business.

General Motors programs to meet import competition with donpas-
tically produced small cars began in 1959 and have continued tlmroplih
the introduction of the Vega in 1970. The cars introduced over this
period have made a strong competitive bid. Almost 350,000 Vega
cars were sold in the Unitd States in 1972 in spite of the well-pub-
licized labor difficulties at our Lordstown plant. Other U.S. manu-
facturers have also responded successfully to the import challenge.
Tn 1972, U.S.-produced small cars accounted for about, 2.4 million
units, compared with total small car imports of 1.4 million units. Gen-
eral Motors' objective has been to build cars in the United States for
our customers here and to meet the overseas competition imported
here without trade barriers.

Mr. Chairman, contrary to the endless stream of charges critics have
hurled at multinational 1;usiness firins, I am convinced that they have
l)een a l)owerful force for progress. I am equally convinced that they
can be an ever more useful instrument, for improving living standards
in the years ahead. In 1966, Frederic Donner, then General Motors
chairman. concluded his McKinsey lectures at Columbia ITniversity
with a )aragraph which, I believe, summarizes our view vel well:

In short, the world-wide enterprise is potentially a most effective element in a
world-wide desire for economic growth. Used well in an environment of freedom,
It offers a potential unlimited today and In the years ahead. It provides an Im-
portant element In the search for world peace. These are the objectives which
constitute the ultimate challenge and the )romise of world-wide industrial enter-
prise.

In our statement submitted for the record, we have dealt at length
with the specific questions included in your informal outline. These
are forward-looking questions of immense importance to the United
States and to the world economy.
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In this summary, I would like to comment on one specific question,
that dealing with S. 151, the proposed Foreign 'rade and Investment
Act,

Consistent with our view that the thrust of our national economic
policy should be toward the expansion of world trade and investment,
we believe that proposals, such as those contained in S. 151 which
would impose tax penalties on the earnings from overseas investment
and extend the quota concept, would not achieve this goal. There is
abundant history to support the conclusion that restrictive policies at
home invite retaliation overseas.

In evaluating the proposals contained in S. 151, it most be eipha-
sized that the capital account is the one account in our balance of pay-
ments that has consistently returned a surplus. Whatever short-
term gain we as a Nation might obtain from penalty taxes on overseas
earnings will, I am convinced, be far outweighed in the long run, by
their adverse impact on overseas investment.

The expansion of overseas investment need not require an outflow
of dollars. General Motors has relied on overseas capital markets to
augment earnings retained for investment overseas. This has been
our standard business practice for the past 25 years. It has also been
our policy to remit overseas earnings promptly, retaining overseas
onlv those resources necessary for maintaining and expanding the
subsidiary as an effective competitor. These practices were adopted to
avoid the speculative risks of fluctuating exchange rates.

We are aware of the many allegations about the role of multinational
firms in precipitating the recent world monetary crisis. Let me state
unequivocally and in the strongest possible terms that General Motors
has not and will not speculate in the world money markets. As a long-
term member of General Motors financial staff and as a senior officer,
I know from personal experience that this policy has been scrupulous-
ly observed. We are a manufacturer, not a speculator.

Mr. Chairman, in your invitation to General Motors you asked for
recommendations as io what might be done about U.S. trade problems.
In this summary, I have tried to focus on what I believe should be the
basic thrust of 'our international policy and the imperatives for our
domestic policy. We hope that we have been responsive to your request
and would like to offer comments on six points for your consideration.
They are.:

1. EC cIrnOCA4 TARIFF AN'D NON4TARIFF BARRIER REDUCTIONS

The forthcoming GATT negotiations will provide a new opportu-
nity for reciprocal re(utions in tariff and nontariff barriers. The suc-
cess of this new round is critically important for two reasons. Success
is essential to offset, the aroiindswell of protectionism in many parts of
the world-includine the United States. Also. success is essential to
opening up the competitive opportunity for U.S. exports. Progress has
been made. We must not lose these gains--but rather build on the ad-
vances already achieved.

2. I INTERNATIONAL, MONETARY ADJUSTMENTS

The need for new international monetary mechanisms is widely
recognized. In fact. liast parity rates of exchange have imposed a com-
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petitive handicap on the sale of U.S.-produced products in the export
market. Also, they gave imported cars an advantage in the U.S.
market. Almost 86 percent of the overseas cars imported into the
United States come from Germany and Japan where the largest
exchange rate adjustments have been made. Thus, the impact on the
domestic industry has been substantial. The Smithsonian Agreement
exchange rate adjustments 14 months ago contributed in 1972 to the
first decline in the import car share of total U.S. passenger car sales in
the past 10 years.

The second dollar devaluation in February, floating the Japanese
yen, and revaluation of the German mark will result in vehicle price
relationships that may better reflect underlying economic realities.
Also, we hope that the Group of 20 can establish mechanisms to permit
more timely and orderly adjustment of exchange rates in the future.

3. IMPROVED PRODUCTIVITY IN TIE UNITED STATES

As important as trade and investment policy and monetary reform
are, there must also be-a renewed dedication in the United States to
improving productivity. Ultimately, this is the key to meeting both
foreign competition and improved productivity overseas.

We share the hopes expressed by the President when he established
the Productivity Commission. There is a great potential for improve-
ment. General Motors, for example, is working hard to find ways to
reduce worker absenteeism and improve motivation through improved
communication, educational assistance, and work rotation schemes.

We are giving the sea rch for improved quality and greater efficiency
a high priority in our programs. Out of these efforts come better
products, improved materials, more efficient machinery and improved
processes.

-_Along with improved productivity goes increasing employment and
rising living standards.

4. FAVORABLE INVESTMENT CLIMATE

All of these efforts require large investments. General Motors ex-
penditures for plant and equipment in the United States have averaged
about $850 million annually since 1965. Plans for 1973 will require
an increase from this high rate of expenditures.

A favorable investment climate helps achieve a high rate of pro-
ductivity advance. Thus, there is a role for tax policy to play. Spe-
cifically, the accelerated depreciation provisions and the investment
tax credit should be retained as permanent features of our tax law-
rather than on-again-off-again proposals which make long-tam plan-
ning of business investment more difficult.

5. EMPIIASIS ON U.S. EXPORTS

There is need for greater emphasis on the importance of exports
to our economy. In one sense, the large American market has been a
disadvantage, making export sales to many individual countries seem
small by comparison.

More medium and small companies should and could become inter-
ested in the world market if they can be made aware of the advantages
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of sales abroad. In addition to an educational role, the Government
has a leadership role to play-and surely not through inward-looking
and repressive proposals which can only serve to trigger retaliation
abroad.

0. ECOINOICIT ADJUSr'rENr ASSISTANCE

Finally, General Motors believes that economic adjustment assist-
ance has itential merit as one means of responding to problems of
dislocation related to changing world trade.

The proposal offered on the subject in the last Congress by y0ou
ir. Chairman, was directed toward providing a remedy, to some of

the problems that are troubling all of us.
We appreciate that there are difficult administrative issues that

must be resolved. We believe yore' proposal deserves serious'study.
Mr. Chairman, in concluding this statement I want you to kno-v

that I am personally most appreciative of this opportunity to present
General Motors views to this subcommittee. The issues you now have
under study and the policy proposals adopted are critically imper-
tant to our Nation and the peaceful and. prosperous growth of a
truly world economy.

We dare not turn back from a world which is seeking to find soht-
tions to many urgent problems. In meeting this challenge we are con-
vinced that the multinational firm-competitive world enterprise--
offers a resource whose value we are only beginning to sense.

Speaking for one multinational firm, 'General Motors. we'hope the
policies you adopt will draw forth the best we have to offer.

Thankyou very much.
Senator RIBICOFF. Mr. Murphy, before asking you a few questions,

I want to commend you, your staff and General Motors for an out-
standing presentation. Generally, when we have hearings, trade as-
sociations come along and give us generalities, which we appreciate
having, but you have taken the time and the research to put together
specifics, statistics and explanations from your own experience as a
multinational company and the committee appreciates what you have
done.

Mr. Murueii. Thank you, Mr. Chairman.
Senator RImCOFF. If' We are going to understand these problems, it

becomes very important that the people who are involved come to
the Hill and explain it to us. The problems are complex enough and
we have to get beyond generalities to understand them. So will you
take my compliments back to the members of your staff, who I can
see have spent many hours to pull this all together. Your testimony
will be a valuable part of the record not only of this hearing but for
economists and everyone else studying the problem of multinational
corporations.

Mr. MtnPHY. I shall, Mr. Chairman; thank you very much.
Senator RIBICOFF. Mr. Murphy, you state that in the absence of for-

eign trade barriers that you coull serve the vehicle needs of many
developing countries with cars made in the United States. What
specific barriers are you facing and low big a market could you have
without these barriers?

Mr. MuRpiiy. Well, around the world, in the developing countries,
Mr. Chairman, there is a desire on the part of those individual coun-
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tries to have an automotive manufacturing capability of their own.
Senator Rniico.'r. Is this a symbol of progress, industrial success?
Mr. MuRPir. Yes they seem to want an automobile factory, a steel

plant, cement manufacturing, and a nationally owned airline. Those
all seem to be symbols of economic progress. They have, in order to
attain those goals, the industrialization that they seek and the jobs
that they want for their people, they put in what we call local content
requirements. In effect, they say if you are going to have access to those
markets you are going to have to have part of the product manufac-
tured in the country. Those are the barriers that we are primarily
referring to. If we could supply those markets directly from the
United States with o1 higher volume base here and if they had the
demand for our type of vehicles we could successfully penetrate those
markets and we could (to it on a very economic basis. We recognize they
do have their national goals and objectives and for that reason they
want to have participation in the manufacturing.

As far as dimensions of the market are concerned, the problem here is
a little chicken-and-egg proposition. We feel most of the people in these
areas are desirous of owning automobiles and having the convenience
and the comfort in the same way that people here in the United States
do. The ownership statistics show we have in the United States here
one car for about every 2.3 people, I believe it is. In some of these coun-
tries overseas it is one for every 200 and one for every 400, which gives
you some idea of the dimension. So in these growing countries, develop-
ing countries, where population is so great, there would be a great
opportunity for growth and we think that growth opportunity is
there, It will take jobs -too, so that to that degree they are concerned
about getting those jobs. That is why in making the decisions as to
whether to abide by the local content and put in the investments re-
quired we have to be mindful of that, too.

Senator Rmlico.r. Let me ask you, foreign imports have been making
significant inroads even with devaluation. Do you have any projections
at what rates foreign imports of automobiles will level off?

Mr. MUnPHY. They seem to have leveled off. Actually, the per-
centage of the inarket taken by the imports was down in 1972 for the
first time in about 10 years.

They are going to be very competitive in the U.S. market because
it is a very attractive market to them. They are. I am sure going to
double their efforts to be as efficient as possible and come into that
market and attract.whatever buyers they can here. It would be our
hope that that volume would decline but, as I say, they are going to be
competitive and I think the U.S. customer is entitled to the selection
possibilities that are available by the products brought into this country
as well as the products that are made here, if they are all competing ol
a fair and equitable basis.

Senator RB lCOFF. You indicated in your longer statement that in
1972 you imported some 60,000 Opels into the United States. What
actuates a buyer to buy an Opel instead of a Vega. I am sure you have
done marketing research on that. What are the factors that makes up
that determination?
. Mr. MytTpHy. We make market studies and we try to determine why
a consumer made the purchase that he did. Many times he tells us rea-
sons that may make sense to him but actually, when you analyze it it
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does not quite make as good sense. The emphasis, I think, has been on
the variety. I think the people all over the world like to have a variety
too. Therefore, in some degree they will select an import because there
are not as many of them as there are some of our lower priced cars
being driven in this country. They also look at it and there is a mystique
that creeps in occasionally that the foreign-produced cars are of a
higher quality than the cars here in the United States even though
I do not agree with that at all. I think we make the finest ears here i
America. think we always have and I hope we always will. In some
cases they find in those cars, and at a price that is attractive to them,
perhaps some features or styling that have more appeal than what we
have been able to generate for them here.

Senator RiBicOFF. Now, you place great emphasis in your statement
on increasing productivity in the United States as an answer to the
problem of competitiveness. I am now asking about the limits of
productivity.

How many more cars can you take off the production line in the
United States as against Datsun in Japan, for example? How many
cars do they take off the assembly line per hour or per day?

Mr. Mtpuy. Well, everything, of course, is relative. A plant has to
be designed, your facilities have to be constructed and you have to staff"your plants in order to attain whatever production rate you might gear
up to. We run plants here in this country at a rate of more than 100
an hour in passenger cars. The Vega plant at Lordstown has gotten
a lot of publicity as being run at 100 an hour which has been charac-
terized as a very high rate. Actually we have run our plant in Lansing,
a Fisher Body Oldsmobile plant, at a higher rate. That is probably one
of the highest automotive assembly rates any place in the world.

But each facility has to be constructed and has to be tooled and
staffed in order to make whatever production level you decide it should
be. "-

In Japan they have plants and I am sure they haven't run them as
high as that level, but they run them at what they consider to be an
efficient level based on their standards.

Senator RmioBFF. Then their assembly line isn't any faster than
General Motors assembly line?

Mr. Mtnupry. No sir.
Senator RIBIcoFF. So as far as productivity goes you do not have

that problem.
Why has there been so much publicity about inhuman work quotas.

I am not saying there are, but your plant in Lordstown has been the
subject of so many newspaper stories and articles. What has caused
that publicity?

Mr. MUYRPHY. Mr. Chairman the Lordstown situation, as you indi-
cate, has received extensive publicity and I think probably has been
the subject of more misunderstanding than any one thing perhaps in
General Motors in the last 5 years.

IThe problem at Lordstown was essentially this: we had a plant and
it was one of a number of plants that were being operated by two
separate organizations within General Motors, the Fisher Body Di-
vision making the bodies and the Chevrolet Division making the
chassis, and the two things were then put together and a car made.

As part of our quest to increase the efficiency of our operations,



121

and having had some experience with running an assembly plant. under
what we call a single management, we made a decision to combine
those two managements and have the plants operated by what we
call General Motors Assembly Division and we did that at the end
of 1971.

Now, we had done the same thing to six plants about 3 years previ-
ously and in each one of those cases we had a strike. We put an
additional four including Lordstown, under one management at 'the
end of 1974 and in three of those we subsequently had strikes. There
has been a lot of publicity about when a man is on the assembly line
having to do the same repetitive function hour after hour that gets
to him somehow and it dehumanizes him. We find the most difficulty
we have in our plants is when we change things, in other words when
a man is being confronted with new tasks. When we put the two
managements together and now have one management, we can change
the procesing and as a result we change a lot ol the joLs in the plants-
We also no longer had two union locals, w e were only going to have
one bargaining unit, and this combination of factors resulted in labor
unrest and this was presented in the press as: we were trying to run
the line at an extremely high rate; we were trying to dehumanize
the people; it was a young work force and would not respond to that.
Actually it was not the youngest work force. We have a plant where
the average age is younger. It is not in our interest to try to run the
plants faster than peop le can work. All we want is do the job as
efficiently as we can and get the job done in the best quality manner,
and that is what we were seeking.

Senator Rmicor. In your past experiences with trade negotiations
has General Motors had any role in such negotiations, at GATT for
instance? Have you been brought in on consultation or has your advice
been sought by merican negotiators?

Mr. Miun iiy. We have tried to give our inputs to the negotiators so
they would recognize what we felt the issues and perhaps some answersmight be.fn the Kennedy round we, I believe, acted in an advisory capacity.

Senator RICOFF. Advisory capacity as a company or part of the
general-

Mr. MURPHY. Well, as a company. And some of our individual execu-
tives, I believe, were in the advisory.

Senator RiBICOFF. In my most recent report of the Finance Coin-
mittee dealing with the trade negotiations that will begin in Septem-
ber, it was my recommendation that representatives of industry, labor,
agriculture, and Congress should be part of the official U.S. delega-
tion and play a role. We need the experience of each one of these groups
if we are really going to have meaningful trade negotiations. Do you go
along with that suggestion ?

Mr. MURPHY. I agree with you, Mr. Chairman, that we need a greater
degree of cooperation among labor, government, industry.-We are all
after the same objectives and I think we should be able to understand
one another's approach to be sure that going into those negotiations
the U.S. negotiators have all of the facts and factors marshaled
carefully.

Senator RmICOFF. I have one more question, then my time is up and I
will come back with some more.
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I have one of your exhibits here indicating the annual motor use or
registration taxes for selected countries, something that concerns you
and should concern us. In the United States it is $14 for the Volks-
wagen Beetle and the Toyota Corona is $14. GM Vega $17. Now, if I
take that GM Vega across to Germany it is $103. If I take it across to
Italy it is $168. In Japan the tariff is $163 and the commodity tax is
$964.

I think this is a problem that probably bothers every one on this
comiiiittee. I [ere we are faced with such unfairness and no reciprocity.

What do you think you would require of U.S. negotiations in trade
agreements when a Volkswagen and Toyota can come in here with tile
user charge of $14 and your Vega goes'all the way from $103 in Ger-
imany to well over $1,100 in Japan ?

Mr. Munpi-y. Well, as I indicated in our statement, Mr. Chairman,
we feel that these nontariff barriers, as you indicate, are perhaps more
important than tariff barriers themselves, and should be removed. We
should )e working toward a complete removal and complete freedom
of access to the markets here and we shoul have similar free right of
access to the markets overseas and should not be burdened with the type
of restrictive taxes and road taxes and horsepower taxes and that sort
of thing that have been the practice in some of these overseas countries.

Senator Riiucovv. Senator Fannin.
Senator FNnxI. 'rianlc you, Mr. Chairman.
Mr. Murphv, I (etrtaiiil.y commend you for an excellent statement

and the siipportin, information which'T feel is L.oing to be extremely
valuable, not only to this committee hut to the 'Members of Congress
in better understanding the multinational corporation, especially yolur
conpaiv. It is the many questionable assumptions tht have, been
made, that I think hav, ('o1 fused Members of Congress and the gen-
eral public and have been very damaging as far as consideration of
legislation.

I have just one clarification that I think would help to better under-
stand the position of General Motors. What pereentatue of your total
foreign production is returned to tile United States? I know it is a
very small precentn,_,e. I wonder if we could have a fire.

Mr. 0un'1u. Out, of apmroximiately 1.6 million units that we produce
overseas: , about 60.000. I think, name back into this country in 1972.

Senator FANNIN. Of a million ?
Mr. 'MTiuify. Of 1,600,000 units, about 60,000, 1 believe it was. came

back into this country last year.
Senator lR71covp'. You would exclude Canada ?
M[r. MtiuriuY. I was talking about overseas, that is correct.
Senator F,1Nin. What about Canada ?
Mr. 'Mini ;y. In Canada we are operating, as our statement, in-

dicates, under the terms of the Automotive Trade Agroement. Tnder
that agreemint there is free movement, of merchandise. automobile
merchandise, across the border 1) the. manufacturer. As part of that
agreement we rationalized our production. We coiceitrated in Canada
on the higher volume vehicle, in order to get the advantage of scale
and get an increase, in the efliciency up there and ship from here the
lower volume type of product to take care of our Canadian demands
fby shipping.., from the United States. So there is considerable move-
ment back and forth across the border but with a net balance in favor
of the United States as far as our operation is concerned.
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Senator FANNIN. In the overall we have quite an imbalance of trade
with Canada.

Mr. MURPHY. The latest statistics by the Commerce Department,
Senator, we understand will show about $100 million in favor of the
United States on automotive trade, as we understand the figures for
the year 1972. That is the first time in about 3 years there has been a
favorable balance for the United States.

Senator FANNIN. I realize that with the imports of petroleum prod.
uets we are going to have a greater problem as far as balance of trade.
We hope we can get those petroleum products from Canada.

You made a statement about the foreign cars having leveled off, ir.
ports of foreign cars. Is that true of the Japanese imports I

Mr. MuIPHr. The Japanese imports last year in total, I think, per.
haps were up a little bit because the Mazda, which was a relatively
new entry, seemed to go up in demand. But there were downs on some
of the traditional ones. The biggest overall decrease was in the German
manufacturers, the European-based manufacturers. In total, all of the
imports into the United States from overseas sources was down per-
centagewise, and in absolute numbers had leveled off for the first time
in about 10 years.

Senator FANNIN. Well, I was concerned about the reports we had,
for instance, that about 20 percent of all of the sales in southern Cali-
fornia were Japanese.

Mr. Mvnrmi. I do not have that figure, Senator, but the west coast
market has been heavily an import-type market in recent years.

Senator FANiN. Looking forward to the future, as far as our com-
petitive position is concerned, does not Japan offer us the greatest
problem in that regard?

Mr. MuRPHr. Japan is a very productive nation and they have
worked very aggressively to establish themselves in world trade. Ex-
ports are extremely important to them because of their geography and
the population characteristics of the country and they are very aggres-
sive competitors, a very formidable one. They make good merchandise
and they are very aggressive in their merchandising all over the world.

Senator FANNIN. Have they not been almost ruthless in their bar.
riers to our products?

Mr. MURPHY. They have had very effective barriers. Not only the
tariff-the tariff now has been reduced-but they still have a formi-
dable commodity tax that makes it very difficult to penetrate their
market.

Senator FANNIN. So I understand. Then, of course, you have many
other products, as I understand it, you have a tremendous problem
penetrating the market with your other products.

Mr. MURpxiy. We are represented in Japan and we are trying to sell
whatever we can to Japan.

Senator FANNIN. You support the investment tax credit and ac-
celerated depreciation, and I do. too. Would you care to comment on
the proposal to eliminate the foreign tax credit?

Mr. MnJpHY. In our judgment, as we indicate in our statement, Sena-
tor, we think that would be a mistake. It would put a U.S.-based com-
pany in the position of being at a disadvantage against the counter-
p)art company based in another country.

91-925-73-9
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Senator FANNIN. I just feel that we need more information in this
regard, because this is one of the matters that is going to develop a
great amount of controversy. So if you would want to expand on that
in writing, it would be appreciated. The chairman is very familiar
with it, I know he has stated it, and I felt that perhaps we should
have from you a statement that would elaborate on this matter.

Mr. luI, iiy. We welcome the opportunity and we appreciate your
invitation, Senator Fannin.

The U.S. foreign tax credit, if it were to be removed, would put all
of tlm V.S.-based companies in trying to compete in overseas markets
at a diadvantage. We would have to take an entirely different look at
any opportu lities overseas because of the smaller return that we could
auti(,ipate after taxes on any investments that were made in any over-
seas areas.

(Mr. Mum'ph'y subsequently submitted the following:)

EFFECT OF REPEALING US. FORlEION TAX CRIDIT"IROVISIONS

Under current Federal income tax, U.S. taxpayers receiving Income from
abroad may offset against their U.S. tax liability on this income the amount
of foreign Income taxes paid on the sanie income. It has been proposed that a
tax deduction be substituted for the U.S. credit for foreign taxes paid on foreign
course income. This substitution would, in effect, offset against U.S. tax only

ii om half of the foreign taxes paid. One such proposal is contained In 8, 151,
Fr,'rigia Trade and Investment Act of 1978.
Operitton of R, epcal of the Foreigl Tax Credit

- lHtojl the t r..S, foreign tax credit would result In a sharply Increased tax
burdeii oit forl., sL r .re ineone reeo(d've(1 by 1'.S, .,ixlafl.vrs. If the fnirolir tax
cre(lit were rwlmcae(l, the Income of foreign subsidiaries of multinational com-
paui.o b: ,ed in the United States would be subject to double taxati,.,..

Tho o)p(,ration of repeal of the credit may be Illustrated as follows. Currently,
the c corporate in(oine tax rate Is nbout 50% in most developed countries. Ac-
cordingly. In the, case of each dollar of pre-tax earnings of a subsidiary In these
foreign countries, approxinmtely 50c is left after taxes. However, 'under the
proposed repeal of the fgr(!ign tax credit, the United States would tax at about
a 50% rate the 50oc left after deducting foreign Income taxes, leaving only about
25c after tax, In effect, repeal of the foreign tax credit would result In cutting
nearly In half the Income received from foreign subsidiaries.

To verify the above hypothetical effect of repeal of the foreign tax credit,
General Motors has calculated the effect of repeal of the foreign tax credit on
its own foreign income for the years 1971 and 1972. The results of this calculation
for each year indicate a combined U.S.-foreigh tax rate of 74%. After income
taxes, this would leave only 26c out of a dollar of foreign earnings. This would
be only half of the income of 52c which would remain from each dollar under
current rules.

It is understood that comparable analyses by other U.S. multinationals show
similar results.
Analou to State and Local Income Taaee

Advocates of repeal of the foreign tax credit have questioned why foreign.
income taxes should be allowed as a direct credit (i.e., 100% offset) against U S.
tax liability when state and local taxes are allowed only as a deduction in ar-
riving at taxable Income. Accordingly, they believe foreign taxes should not be
given more fVvorable or preferential treatment than state and local taxes.

It Is submitted these two situations are not comparable. First, stte and local
tax rittes are established with the much higher Federal tax rate in mind. Ac-
cordingly, state Income tax rates range from 1% to 12% as compared with the
48% Federal rate. Most local income tax rates generally range from 1% to 2%.

Second, and more Importantly, all corporations competing within a given state
are subject to the same tax rate schedule, and therefore, taxes are neutral as
between taxpayers. However, if the foreign tax credit were repealed, U.S.-based
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mulInttiial corporations would be at a competitive disadvantage with foreign-
based multinationals operating in the same foreign area.

Finally, it should be noted, foreign tax rates in the developed countries, over
the years, tend to move up and down at about the same level. Thus, by repealing
the foreign tax credit at this time, the combined U.S.-foreign tax rates would
approach 75% on income from most developed countries. Such rates are only
supportable on a wartime emergency basis, not as a permanent pence-time tax
level. Clearly, these rates could not be justified on a continuing basis where they
are imposed selectively on foreign source income of U.S. subsidiaries. To do so
would result in the following adverse consequences.
Competitive Effect of Repeal of Foreign Pax Credit

For tax purposes the developed countries generally treat foreign source invoane
In line with the current U.S. procedure of allowing a foreign tax credit. ThuIs,
multinationals based abroad bear about the same rate of tax on income from
their foreign subsidiaries as U.S. multinationals currently bear on their own
from foreign subsidiaries. Therefore, under current foreign tax credit proce-
dures, U.S. multinational companies have neither a substantial advantage nor a
disadvantage.

I.oweve, if U.S. business firms operating abroad were taxed twice on their
full foreign earnings, they would be at a serious disadvantage since for competi-
tive reasons they would be required to absorb the tax penalty resulting from
loss of the tax credit.

If the foreign tax credit were repealed, foreign-based multinationals would
continue to pay the same tax rate on both foreign and domestic income'. However,
given repeal, U,S.-based multinationals would pay a tax penalty on foreign
business as opposed to domestic operations. Accordingly, foreign-based multi-
nationals operating through the world would have a substantial advantage over-
all in comparison with their U.S. counterparts.
Effect on U.S. Auto Industry of Removal of Foreign Tao Credit

The obvious intent of 8.151 and similar bills is to discourage overseas invest-
ment.

In the face of the substantial tax penalty which would result from repeal
of the foreign tax credit, all U.S. businesses operating abroad would need to re-
appraise any opportunities overseas because of the smaller after-tax return
they could anticipate. To the extent U.S.-based multinational firms hold back from
expansion abroad because of a low after-tax return, the vacuum so created
would be quickly filled by less heavily taxed foreign competitors,

As an example, the auto industry is now faced with hard competition from
European and Japanese multinational companies in all world areas. In many areas
these foreign companies already have a larger percentage of local sales than U.S.
companies, and it is clear that the Toyotas, Volkswagens, and Fiats, would ag-
gressively move In and take over any areas which U.S. companies do not enter.
Effect on U.S. Boporte of Repeal of Foreign Tax Credit

U.S. industry is currently competing aggressively abroad through both exports
and foreign production. The survey by the Emergency Committee for American
Trade, a private research organization, shows that between 1960 and 1970 U.S.
multinational corporations increased their export sales at almost the same rate
as the sales of their foreign affiliates.

Thus, for the United States as a whole, holding back expansion of foreign
operations because of repeal of the credit would mean a loss of sales opportunity
in foreign areas. Without the distribution networks made possible by foreign op-
erations, U.S. products could not effectively enter many foreign countries. Ex-
ports from the United States of finished goods and components would no longer
be made to the extent now permitted under foreign import and content regu-
lations. This position is supported by the findings of the recent U.S. Tariff Com-
mission study conducted for the Subcommitee on International Trade of the
Senate Committee on Finance.

Finally, many U.S. controlled foreign operations tend to specify the use of
American made plant machinery. Thus, limiting foreign operations would also
reduce this significant outlet for U.S. exports.
Effect on U.S. Balance of Payments of Removal of Foreign Tao Credit

Failure to expand in any overseas areas because of a low after-tax return
would also have an unfavorable effect on the balance of payments, apart from
exports.
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The expansion of overseas investment in the case of General Motors and many
other multinational firms has been financed largely by borrowing overseas and
through retained earnings. These companies therefore, do not need to send over-
seas any substantial dollar amounts from the United States for their foreign op-
eration s.

As a result, the dividends and other payments to U.S. multinational firms by
foreign subsidiaries have exceeded direct foreign investments in every year.
Therefore, cutting back on foreign expansion under the pressure of a low after.
tax return would in the long run adversely affect the United States balance of
payments position.

Repeal of Foreign Tax Credit Would Reduoe U.S. Brmployment
General Motors and other multinationals would prefer to mauufacture in the

United States and export to foreign countries to the greatest extent possible. III
this way the maximum efficiencies of scale could be realized. However, because
of both tariff and nontariff barriers to U.S. exports, this objective cannot now be
fully realized except as a by-product of foreign operations. Thus, repeal of the q

foreign tax credit to the extent it limits foreign operations would only reduce
U.S, manufactured exports in the form of completed units, components, replace.
ment parts, and plant machinery.

More important, there would be no offsetting increase in domestic employment
opportunities since limitation of foreign manufacturing operations of U.S. corn- '

l)anios would not result in transfer of these operations to the United States.
Instead, the operations of multinationals based in foreign countries would be
expanded to take advantage of this foreign sales opportunity.

Senator FANNIN. I think you probably heard or had a report on Mr.
Peter Fl anigan's testimony yesterday where he said the Treasury De-
partment islooking into this matter, that he did not have any answers
at this time, but that some changes may come about although he did
not indicate that he was in favor of changes. That is why I think we
should seek more information and I certainly would like to be better
informed. I think, the thing is very serious and I do not want to get
into a position where wve are bringing on a confrontation with some
of the other countries of the world.

Ydu stated that establishment of the Common Market was signifi-
cant toward free trade. Then you go on to say, nevertheless with the
high common external tariff and plaii removed of internal barriers
there was only one course left open to producers outside of the market
areas: invest directly in manufacturing capacity with the newly
formed market areas.

Are you not saying you had to really jump the tariff wall in order
to compete in the European Common Market?

Mr. MuPny. Yes, sir, but we were having to jump many tariff
walls before that time. Now it is one common tariff barrier against any-
hody that was located outside. We feel, though, it was a significant
move in the direction of five trade. The very fact that those groups
of countries, the six in the Common Market and seven in the European
Free Trade Association could accommodate themselves and remove
the internal barriers within those market areas was a significant move
toward, let us say, freeing trade generally. Now we have to continue
beyond that. In other words, we have to get all of the barriers down.
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Senator FANNIN. Are you saying high external tariff is a significant
step toward free trade?

Mr. MURPHY. We felt the very fact the six countries in the European
community would get together and agree that they would lower the
tariff barriers among themselves, recognizing that they had strong
nationalistic tendencies, and language differences and all the rest, this
was a very significant step, particularly at the time.

Now, we think they should go further. We think all of those barriers,
internal, external, the tariff and nontariff should be removed and that
that would be the opportunity for growth as we envision it for the
progress for the whole world. We hope that the United States would
be able to participate in that growth and all of the countries would
grow in a faster and more effective fashion without the handicaps of
those barriers.

Senator FANNIN. Of course, we have had serious problems under
GATT for many years and I imagine you consider thelKennedy round
was a failure as tar as the U.S. automobile industry is concerned; is
that correct?

Mr. M ,RPHY. Well, of course, the Kennedy round did result in some
reduction in tariffs but it still ended up with tariffs against the U.S.
automobile going into some of the countries still remaining higher than
the tariff where they were coming.

Senator FANN N. Many times higher. Is it not 3 percent now for the
cars to come in?

Mr. MuiPuy. Yes, sir.
Senator FANNIN. And is there any country now below" 10 percent?
Mr. MURPHY. Well, Japan is now at 6.4 percent.
Senator FANNIN. But not with the nontariff barriers considered ?
Mr. MURPHY. Not with the nontariff barriers considered and they

levy the 6.4 percent on the imported value of the car coming in, which
includes all of the insurance and freight.

Senator FANXIN. Thank you, Mr. Murphy.
Mr. MURPHY. Thank you.
Senator RIBTcoF. Senator Hansen.
Senator HANS1r. Mr. Murphy, individuals in Canada who import

new automobiles from the United States are assessed a 15-percent duty
while U.S. individuals can import a Canadian car duty free.

Furthermore, there is an embargo on used car sales into Canada
today while Americans can buy used Canadian cars.

Is that your definition of-eciprocal free trade?
Mr. MWir-iY. Senator, the provisions of the automotive trade agree-

ment between the United States and Canada were negotiated by the-
two governments and they were worked out as a basis for, let us say,
sharing in the automotive market on-.both sides of the border.

The Iwo governments, the negotiating teams of the two governments,
determined this. We then, as manufacturers have to work within the
framework of that agreement and, as you say, there are certain aspects
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of it where the duty free movement is limited to the manufacturer
rather than to the individual.

We think that the auto products agreement was a significant step
toward breaking down barriers.

At the time it was undertaken, Canada was confronted with a very
serious, from their standpoint, trade deficit on automotive products
with the United States. riey had at that time a local content require-
ment and they were looking for a means by Which that significant
trade drain from their standpoint could be' remedied.

They could have adopted such measures that possibly could have in
the julgnent of our negotiators been even more restrictive as far as
the United States is concerned. So the negotiations were freei" ,leto. I
into and the agreement 'reely arrived at. We as manufacturers are
governed )y that and are trying to work as we uIderstanld it to achieve
the concept of the agreement and it should be i the best interests of
both countries.

Senator h-ANSr,,. And N-0u woltd (defendl it[ as II) expression Of the
sort of arrangement we miiplit, e: ,et from reei)rocal fre trale agree.
ments entered into ?

Mr. Mviury. No, sir; T think that it was in the case of the United
States and Canada. We were two countries with just a border be-
tween us. physically located contiguously.

We also have the advantage of sharing similar tastes, common ]an-
guage, for the most part where our borders interface.

So T think there were unique circumstances but I think in that aseo
the negotiators between the two governments tried to take a look at
the total market and then tried to see how most effectively could
that market be served in the interests of both countries.

Senator II, M.rsMi'. rMurphy, isn't the thrust of your statement
as to why your investment abroad is related to foreign tariff and
nontariff b1)arriers, which make it impossible to export "0 those mar-
kets: isnt't that by inference an indictment of our past trade negotia-
tions?

Mr. Munpny. Well, Senator, I think I don't consider it to be an
indictment. I think it is a factual presentation of what the circum-
stances are today.

I think the goal that we should be seeking is, can we rediscuss those;
can we get the ideal of free trade so that we can all make progress?

I think if we have free trade then we have to prove our competi-
tive ability in the world markets and I think that we can make prog-
ress and I hope the whole world can make more economic progress
faster.

I think it would be in the interest of the United States and the
people here; I think that was what we are all after.

Senator HN.ss. The staff on the Finance Committee put together
a print that is dated February 26.1973.

Perhaps you have a copy of it before you. If you will turn to page
28, you will see a chart that is headed Balance of Trade in Manu-
facturers, and displayed there by lines are the balance of trade for
the nations of Japan, Germany, and the United States.

(The chart referred to follows:)
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Balance of Trade in Manufactures

JapanAW

Senator HANSEN. I note that Japan shows export of its mnanufac.
tui'ed products reflecting a balance of $19 billion,

Germanily has a balance of $16 billion. These are positive balances.
On the other hand, we have a deficit of $7 billion and as Chairman

Long has pointed out, if we were to add to these figures the cost of in-
surance and freight on products that we import-I understand those
have been adjusted and are reflected by this chart.
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On the basis of this, is it your contention that within the present
framework "of our negotiations the United States is on course and is
pursuing the policy that will reflect the best interests-of this country
and of the rest of the world as well?

Mr. Mu-PHY. Certainly,. Senator, that deficit that we have in our bal-
ance of trade is a very serious matter and it is one that I think every-
body in America should be concerned about.

Part of the picture, of course, was affected by the international mone-
tary situation where the currencies and particularly the currencies in
Germany and Japan, were really overvalued in relation to the dollar
that created some imbalance.

Hopefully going forward and that was one of the recommendations
that we have in our statement, that we should look very carefully at the
international monetary mechanism to be sure they don't act as deter-
rents, that they don't inhibit the interplay of market forces.

We should correct some of the conditions that we have been con-
fronted with in the past.

I think we have to look at the removal of the trade barriers, whether
they be tariff or nontariff, and try to get an equal opportunity as an
exporter for America as against the other countries.

Senator HAwsEz. The chairman of the subcommittee has spoken
more than one time, and I certainly don't mean to put words into his
mouth, but generally, I think the thrust of his concern has been that
lie has witnessed the erosion of the bearing industry in his State. both
ball and rotor, as I understand, reflecting the increased imports of
those products into America.

My question is: Can American industry with the ready transfer of
technology, of knowhow from one country to another, successfully
compete with foreign nations and pay at the same time wages and
other fringe benefits far, far greater than is paid to foreign workers?

Senator RIBICOFF. General-Motors happens to have a ball-bearing
plant in Connecticut so Mr. Murphy might address himself specifically
to his own company.

Senator -ANSrN. Thank you, Mr. Chairman.
Mr. MrlPHY. I will respond if I may about that and Senator Han-

sen's observation. I think that is a real challenge to the United States.
And, Senator Ribicoff, I noticed in your report to the chairman of the
Finance Committee you made a statement. You said, I believe: I have
faith in the ability of the basic industries in America, on the long haul,
to be able to compete effectively in-

Senator Rimcop. If you Nill yield.
What concerns me is that no great nation can afford to have its basic

industries destroyed. Steel, automobiles, electronics, chemicals. are the
- sinews of a great power. We can't be in a position to permit our basic

industries to go under any circumstances.
Mr. MraPHY. No sir.
Senator RmiCOFF. There must be safeguards, if you are going to re-

main a great nation to secure these industries in this Nation. That is
why I am concerned about safeguards for basic American industries.
That is the interpretation I am placing on it because you can see the
continuous erosion of the competitive position of our .asic industries.

Mr. MumPHY. I believe you did say that you have faith in the ability
of our basic industries to compete on the long haul in the world markets
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and I am convinced of that. I think we have to work very hard. I
look at the wage rates and the standard of living we attained here in
the United States as a real hallmark of success and we attained that
by working very hard. I am not talking about we, necessarily, the
people that are on the scene today, but I am talking about America.
This was a wilderness and people came over 'here who were willing
to work and make sacrifices and develop the resources that were here.
They gave a tremendous account of themselves in the world and as
a result of that have attained the standard of living and wage rates we
have. It is our job. We can't rest where we are.

We can't sit back and say we have got it now and everyone else should
stay the way they are. Those people have the same desires, same ob-
jectives and they want to develop and I think we should be interested
in helping them develop. At the same tine we should be redoubling
our efforts everyday to be as competitive as we can, to be as produc-
•tive as we can so that we can continue to justify those wage rates and
the standard of living that we have and Ithink we can do it but it is
going to take a lot of effort and take a lot of dedication on tle part

,of everybody.
Senator gi0corF. You see what we need is the reciprocity between

countries based on the fundamental principle of fairness.
Mr. MuRrny. Yes, sir.
Senator RiBicoFF. This becomes a very important factor. Of course,

you do have a difference between the positions of low technology in-
'dustries and high technology industries. In 1971 we had a trade surplus
of about $9 billion in high technology goods and an overall deficit of
about $15 billion in low technology goods There is great concern as
you watch the low technology industries being phased out, because of
their failure to be able to compete with countries with much lower
foreign wage rates. Low wage imports really flood the American
market and there is much concern over unemployment because the low
technology industries are mass employers. High technology industries
don't employ that many people and yet we showed a ohart yesterday
to Mr. Flanigan which showed a drop in the past 4 years of the num-

.ber of employees, both production and administrative, in high teoh-
nology in ustries.

Now, when you bring this problem up to the Europeans, or to the
Japanese they say the United States should concentrate more on service
industries. Well, no great nation can remain a great nation by taking
in someone else's laundry. You have a serious philosophical problem
and deep concern looking forward to America's overall position in
the world economically and politically. Now there is this monetary
crisis. We are going tohave to address ourselves to it because the value
of the dollar certainly has declined in world markets. You can say
what you will but the credibility of this Nation's currency is a very
important factor in the arsenal of power, just as much as your mili-
tary posture. There is no question that America's prestige is very
deeply hurt by the devaluations and continued weakness of the dollar
in the world. This all has to concern us.

Even if you are a multinational corporation, located all over the
world, when you can make your profits and bring them back home,
your base is still in the United States of America. Your success as a
company cannot continue if your base erodes in the United States,
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no niatter how high your profits might be abroad. This is still your
basic market. These are some of the problems that worry us and that
we are going to have to address in considering the trade bill.

That is Nvhy I suggested to Mr. Flanigan, while some keep insist-
ing that the administration bring the trade bill up immediately, that
my preference would be that President Nixon, Mr. Shultz and Mr.
Fianigan be very careful, I would rather see them take a little more
time before bringing up their trade bill. I don't think that there is
anything in.:'e in ip-rtant for the economic future of our Nation than
what the President finally sends up and what the Congress does on
the new trade bill, and thec negotiations that are going to follow on
money and trade.

1r Mtmrliy. I agree, sir,
Senator RrIOIIII.I'. And Mr. Ilartke has come up with his bill, a very

controversial bill. As I have indicated in sending out the notices of this
hearing, I am seeking alternatives to the Burke-1hartke proposals.
Those who condemn the Burke-Hartke bill have an oblige ion to come
up with some alternat ive proposals.

I am sorry to have taken up your time, Senator H.Ianseli. I won't
charge this to you.

Sehitor -,NsEN. You have been very helpful, Mr. Chairman. Iappreciate so very much the points you have made(.

I think there is yet another area'that we ought to consider, and that
is that as we have expressed in legislation our environmental concern
in this county, we have added yet another burden to American indus-
try. My question is, do you think we ought to lfave unchanged those
trade agreements which have been entered into with nations around
the world that have so far imposed far less restrictive and -far less
expensive standards of environmental concern on their industries than
we do on our own. In other words, let's take the example of on auto-
mobile made in Tokyo and compare it with one made in Detroit, As
nearly as I know, despite the increasing concern that is evident in
Japan, there is as vet no comparison between the pattern of overall
performance behavior that typifies the Japanese manufacture of a car
on the one hand with that that you have to observe in Detroit or Flint
or wherever, and my question is, if we are going to be fair, if we are
going to regard workers and companies for doing good jobs and at the
same time being good citizens, too, should we not recognize that it costs
more under different conditions to produce a car, everything else being
equal, and it is not equal, of course. But assuming everything else was
equal, it would still not be more expensive to produce a car in Detroit
where we have said you can't pollute the water you can't pollute the
air, you have got to observe many conditions tiiat are as yet not im-
posed. nearly to the extent we find them made a matter of law in
America.

Mr. MmpyHy. You have a very good point, Senator. I think in the
developing countries of the world there is a growing awareness o the
importance of ecology. I think perhaps we maybe tuned a little more
sharply to that in the United States today. I think we should be look-
ing at that and concerning ourselves all over the world, and they did
have a Stockholm conference under the sponsorship of the United
Nations where they were dealing with this and I think it points up the
facts of the thing we have to concern ourselves with. In the developing
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countries, places where people have unemployment beyond our compre-
hension really in this country today, they are looking at the environ-
mental aspects as being a cost that they at this stage of their develop-
ment cannot, let's say, take on to the same degree that we can at our
stage of development. I think we have to turn the clock back a little bit
to see where were we are the time that perhaps we weren't paying as
much attention to the ecologists as we are today. And if the deterrents
had been put in front of us at that point would it have hampered our
industrial development to such an extent that we wouldn't have the
standard of living we have here and we wouldn't have the wages that
we have here? I think it is a very delicate balance that we have to
evaluate. It should be part in my judgment of looking at the entire pie-
ture. That is why we have urged particularly in this country that we
take a very careful look at the Cost-benefit relationships to the thing
that we are accomplishing. Are we improving the ecology at a com-
mensurate rate with the cost and assets that we are putting in or could
they be more productively employed in another area? I think it is a
very complex thing. It is something we have to be mindful of. I think
we should be encouraging the developing countries certainly to take the
same degree of responsibility that we feel that we are doing here today
in the Uiiited States.

Senator HANsrE-N. I would just like to observe, Mr. Chairman, that
with all due appreciation and respect for your opinions, Mr. Murphy,
and I do have tremendous respect for you, sir, I must admit that I
am inclined to the view taken by the distinguished chairman in saying
that I think aside from the repeatedly expressed concern of this coun-
try to help other people wherever they may be around the world
aspire with some reasonable hope of realization to a better life, I
am inclined to believe that we have even a more important role than
that, and that is that by the very nature of sentiment in this country,
by those philosophies to which we have subscribed many, many times
on the battlefield and everywhere else, we have an important role to
play and my guess is that we can not effectively discharge that role
and that dutyvwe feel to all mankind as we express it in terms of world
peace and everything else, without being a strong nation, I am deeply
concerned that some of the trade policies we have been pursuing will
so weaken this country of ours, will so weaken this America, that we
will not have the clout we will not be able to go to Peking and we will
not be able to go to dhe Kremlin and receive the reception that has
electrified the world, and I think that the sort of reception we get will
be in direct proportion to our industrial potential which, of course, un-
dergirds our military strength in this country, and if we ever think
that these other goals of helping people aspire to better lives every-
where are sufficient to submerge our insistence upon being No. 1
industrially, then T say that we will lose far more in these vital
areas of concern than we will gain in others that are also of impor-
tance to us.

Mr. MAfrnpiiy. I agree with you completely, Senator. We have to keep
our own house in order. We have to maintain our strength if we are
going to get the job done in a total sense.

Senator TTAN8sF. I must say, Mr. Chairman, that this chart doesn't
give me much reason for encouragement.

Senator RmicoFF. Senator Hartke.
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Senator IAiiTKE. Let me ask you, do you have any suggestion at all
as to what we should do specifically at this moment in regard to how
we are going to alleviate the severe balance of payments and balance-
of-trade deficit that we are suffeiin and continuing to see accelerated?

Mr. MupnPY. Senator, we trieffto address ourselves to that sub-
ject in our statement and we offer six points for consideration in our
oral statement. They are reciprocal tariff and nontariff barrier
reductions-

Senator IAiIrxE. Take your No. 1 item, reciprocal and tariff and
nontariff barrier reduction. I am sure you are an expert in this busi-
ness and you well understand there was a fatal mistake made in the
Kennedy round that nontariff barriers were excluded from considera-
tion when it became apparent that practically nothing was going to be
done: isn't that true?

Mr. MunpiY. Well, I don't know that they were completely over-
looked but certainly not enough attention was paid to them and never
has been in the past.

Senator HARTICE. In the Kennedy round there was a specific decision
to exclude nontariff barriers from consideration.

Now do you honestly believe that we can have any type of effective
rciprocal trade arrangement as long as there are nontariff barriers
which are permitted to stand, such as Japan has at the present time
on automobiles?

Mr..MUPTY. Absolutely not.
Senator HAnT E. Can you at this moment sell a General Motors

automobile of any kind 'made inside of the United States in any
quantity in Japan'?

Mr. hfvnpiiy. Not in the type of quantity we would like to sell
them.

Senator TrAnrKn. Can you specifically spell out what those restric-
tions are and why you cannot?

Mr. Munpny. Well they have a tariff of 6.4 percent, whieh is a
little more than double our tariff here, and it is applied to the-

Senator IIARTKCE. In good conscience then why would they talk about
retaliation which would occur as a result of enactment of the so-called
quota legislation in the Burke-Hartke bill?

Mr. MAunpii. I agree that we should try to remove all those barriers
and we should get ourselves on the same basis going into Japan or
any other countries that those manufacturers hav e in Japan coming
into this country.

Senator HAn Kr,. I want to stay on Japan and not other countries
in the field of automobiles. There is a distinct and almost complete
blackout of American automobiles into the Japanese market; isn't
that true?

MAfr. MunPIIy. Very few go in there.
Senator HAnTK,. 'And it is because of the trade restrictions that

are there; isn't that true?
Mr. Mtrmny. It is primarily because of the trade restrictions.
Senator HAUTRE. And isn't it possible if you wanted to at this

moment, that if you had absolute free trade, that no matter what
;anyone else said to the contrary, you could produce a competitive
automobile for the Japanese marliet I
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Mr. MUtpHy. It would be very difficult to say completely competi-
tive. We have a Vega that competes with the Japanese right here in
the United States. We feel it is a very effective answer to them. We
have to recognize that they are able to get their product that is com-
petitive with the Vega over here and pay the tariff and trade and
the duties and the cost of shipments, get here and still compete with
our product here in our home base. They have the advantage of a.
lower wage scale in Japan which is part of that problem.

We feel that there is a market and there should be a market for
our products and it should be for perhaps some of our larger cars and
that we should have the right to go in there on it free basis and have
access to that market the same as they have acces to any market that.
is here.

Senator HARTKE. Yes; I quite agree. In other words, what you are
saying is that if you have a standardization of wages and if you have
free and open trade there is no question that the United States is a
competitive producer.

Mr. MURPHY. Even with the wage disparities we are a competitive
producer.

Senator HARTXE. I hear America run down so often that I get tired
of having everybody disparage American productive power an-d Amer-
ican labor and American industry. I mean, I honestly think that some-
body ought to come on and say, "Look, I am proud of the productive
power of American industry and the American workingman and
we are competitive in the world."

We are not competitive when we have to deal with a disparity of
wage rates and trade barriers. Do you agree with that?

4r. Munmuy. Yes, sir.
Senator HARTKE. I am sure glad to hear somebody finally come

along with that type of agreement. On the international monetary-
is that your secondI point ?

Mr. MUmPHY. Yes, sir.
Senator HARTKE. In this field, I am sure again that you are quite

aware of the fact that the first devaluation was a complete failure and
for the simple reason that the other countries involved did not intend
for it to succeed because of the effect it would have upon their coun-
tries. In Japan they absorbed p art of the cost; did they not?

Mr. MvmPnry. Well, they always will, I am afraid. That is part
of the competition.

Senator HARTHE. I mean the Government absorbed part of the cost.
Mr. MUpRy. I am not sure the Government did but certainly the

Government should not do it in a case of that sort.
Senator HARTxK Now let me ask you, is it true at this moment-take

a Volkswagen. It is cheaper, for example, to purchase it in the United
States than it is in Germany.

Mr. MupHY. I do not believe so. It may be temporarily because of
the devaluation of the currency.

Senator HARTKE. That is what I am talking about. As of right now.
Mr. MURPHY. Right as of this moment cars already in this country,

not subject then to the devaluation, if you restate the price over there
in the new dollar, so to speak, I think there may be a disparity but it
is a temporary one. There should be adjustments.



136

Senator HAnIrKE. I know there should be. In Japan, Toyota absorbed
all the cost, did they not, on the first devaluation?

Mr. Munpiy. They put their price up in this country after the 10-
percent surcharge was put in and then the subsequent devaluation.

Senator HARTKE. Did they not move it back after 10-percent swr-
charge with only their 10-percct increase in cost, not attributable to
deraluation but their actuan] cost?

Mr. Mummy. No, sir. I think they had the recognition of the cur-
ter valuation.

Senator I-IARTKE. Will you supply that for the record?
Mr. Munriiy. Yes.
(Mr. Murphy sulbsequently supplied the following:)

PUBLISHED U.S. PRICE CHANGES OF MAJOR JAPANESE IMPORTS TOYOTA MOTOR SALES U.S.A. AND NISSAN
MOTOR CORPORATION U.S.A. (DATSUN)

Manufacturers suggested prices representative models

Toyota
Corolla Datsun 510
2-door 2-door -

Description of price change sedan Percent sedan Percent

August 1971 (pre.freaze). .................... $1,798 .............. $1990.........
August 1971 increase for:.

Surcharge ...................................... 65 3.5 .........................
Surcharge and other ......................................................... 140 7.

Revised pices......................... 1,863............. .2,130.........
October 1971 increase for:

Currency revaluation.. ...................................... 113 5.3
Currency revaluation and other ........ .........163 8.7 .............. ....

November 1971 Increase for revaluation and other..33 1.6 ...........................
Revised prices ...................... 2......... , 5... .........

December 1971 decrease for repeal o.7 percent excise

tax .............................................. (103) 5.0 (122) 5.4

Revised prices ................................ 1,956 .............. 2,121 ..............
Toyota end Datsun prices were not reduced due to

repel of the surcharge since other costs more than
offset elimination of the surcharge .......................................................... ...... .

January 1972 Increasefor revaluation and other .................................... 185 8.7

Revised prices .............................. 1,956 .............. 2,306 . .....
Increase to include dealer preparation and other ......... 42 2.1 50 2.2

Current price (Feb. 28,1973) .................... 1,998 .............. .............

Memo: Increase since August 1971 .................... 200 11.1 366 18.4

(From the Wall Street Journal, Aug. 20, 19711

VOLKSWAGEN AND TOYOTA BOOST RETAIL PRICES To RErLEcT ADDED TAX-MOVE,
WVIrCIc WAS EXPECTED, FOLLOWS INCREASE IN IMPORT LEVY TO 10 PERCENT;
PRE-AUOUST 15 DELIVERIES EXEMPTED

(By a Wall Street Journal Staff Reporter)

DETSOIT.--Volkswagen of America Inc. and Toyota Motor Sales U.S.A. Inc.,
announced, as expected, new higher suggested retail prices for 1971 cars to
reflect the surcharge recently tacked on imported goods by President Nixon.
The two concerns are the largest importers of cars in the U.S.

The levy on foreign cars was increased to 10% from 8.5% as part of President
Nixon's new economic program announced Aug. 15.

The increases range from $84 to $158 on Volkswagens and $68 to $158 on
Toyotas, depending on models. The higher prices will apply to cars imported
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.after Aug. 15, but won't apply to cars that were already in the country on
.dealer lots at that time.

The increases range from 4% to 5% on Volkswagens and 3% to 4% on Toyotas.
The percentage increases in the retail prices are smaller than the additional
6!,,% surcharge because the surcharge is calculated on the production cost of
the car, rather than its higher retail price.

It wasn't clear whether the importers simply passed along the exact dollar
amount of the extra surcharge; neither Importer would say.

Volkswagen of America Inc. is a subsidiary of Volkswagenwerk AG of West
Germany. Toyota Motor Sales U.S.A. is a subsidiary of Toyota Motor Co. of
Japan.

The retail boosts are only the first of several "sticker" price adjustments--
both up and down-that may occur on foreign tars in coming weeks as a result
of the new economic program. The adjustments announced yesterday, the Im-
porters said, reflect only the increased import levy.

But President Nixon also has asked Congress to repeal the 7% excise tax
on automobiles, which applies to imports as well as to U.S.-made 'cars, And
both Volkswagen and Toyota said that If the excise tax is removed they would
refund the amount of the tax to customers who purchased cars after the effec-
tive date of the excise-tax repeal.

Both Importers said this would drop the price of their cars to below their level
before the surcharge increase was added, and would result in a whole set of
new, lower, "sticker" prices at that point.

This is because the surcharge is put on the so-called production cost of a car
as it sits on a ship waiting to pass through Customs. The excise tax is based
on the first point of sale within the U.S., which is a higher price and In the
case of Volkswagen and Toyota is the price tihe importers charge regional
distributors, the importers said.

In addition, both importers held out the possibility of further price changes
for 1972 models. One of these adjustments could result from upward valuations
In the price of the German mark and the Japanese yen. Both Importers con-
tinued to express uncertainty about whether they could pass along such Increases
to buyers during the 90-day price freeze declared by President Nixon if the
yen and the mark move upward in relation to the dollar.

Still another adjustment could show up for 1972 model cars later because
of increased costs the manufacturers face In their home countries. Toyota said
it had given consideration to a price increase to reflect Increased labor and
material costs before the President froze prices. But Toyota said It currently
is reviewing that situation.

Meanwhile, both importers stressed the latest price adjustments applied only
to cars that passed through Customs after midnight, Aug. 15, when the increased
import levy went into effect. In the case of Volkswagen, these cars are expected
to reach dealers within the next several days. Toyota said it didn't have a firm
date when those cars would begin reaching dealers.I The increases announced yesterday moved the "sticker" retail price of Volks-
wager.s most popular model, the Super Beetle, to $2,133, up 4.1% or $84, from
$2.049. Tlhe price of Toyota's biggest seller, the Corona 4-door sedan, rose to
$2,231, up $81 or 3.7%, from $2,150.

Volkswagen's cheapest model, the Beetle, increased to $1,978 from $1,899. This
appeared likely to push the Beetle price higher than Ford Motor Co.'s Pinto
subcompact, even after the Pinto goes up some from Its current $1,019 because
of an additional surcharge on Its British-made engine and transmission and
steering column.

The increase moved the Beetle to within $21 of the American Motors Corp.
Gremlin subcompact, which costs $1,990 and to within $112 of General Motors
Corp.'s subcompact Vega, which costs $2,090. Removal of the excise tax could
alter those gaps slightly, but isn't likely to make them cross.

Toyota's cheapest model, the basic Corolla 2-door sedan, still remained lower
priced than all the American small cars, however. It was increased $65, or
3.5%, to $1,863 from $1,79.

Both importers said that the new prices are for cars equipped exactly as
those sold at a lower prie before the surcharge was increased.

Following is a table showing new and old manufacturers suggested retail
-prices on popular Volkswagen and Toyota models:
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New Price Old Price Increase Percent change.

Volkswagen:
Beetle .... ............................... $1,978 $1,89 $79 +4.2
Supe Beetle----------------------------..... 2, 133 2,049 84 +.1Karmann Ghia Coupe ............................ 2,695 2,575 120 +0.7
Audi 100 IS: 4-door, automatic transmission ....... 3 968 3,795 173 T4 6
Porschb 914 .................................... 3:769 3,595 174 41.

Toyota:
Corolla 2-door sedan ............................ 1863 1,798 65 3.5
Corolla 1600 2-door sedan ........................ 1,992 1,918 74 3.8
Corona 4-door sedan ............................ 2, 231 2,150 81 +3.7
Mark 11 4-door sedan ............................ 2436 2,350 86 +3.&Crown 4-door. .................................. 3,88 3,745 153 +4.1

[From the Detroit Free Press, Aug. 27, 19713

NISSAN IKixEs DATSUN PRICE

GARDENA, C"., (DJ).--Nissan Motor Corp., U.S.A. U.S. distributor of Datsul
cars, said Thursday it was raising the price of all of its 1972 models to reflect
the increased U.S. surcharge on automobiles and also Increased manufacturing
costs at the Japan factory.

The increase raises to $2,180 from $1,990 the retail price of the company's most
popular model, the Datsun 610 two-door.

Nissan also said it would rebate to customers the 7 percent excise tax if Con-
gress passes President Nixon's request.

[From the Wall Street Journal, Oct. 14, 1971]

BETLE, DATSUN PRIoES RAISED BY ANOTHE& 7%-nBUT VOLKSWAGEN AND NissAt;
PREDICT FURTHER BOOSTS IN SALE vOu COMING YEAR; CURRENCY VALUES ARMBLAMED

(A Wall Street Journal News Roundup)

Two of the biggest importers of foreign-made cars raised prices another 7%
to reflect rises in value of foreign currencies in relationship to the dollar.

But the importers-Volkswagen of America Inc. and Nissan Motor Corp.,
U.S.A., which handles Datsuns-predicted further gains in their sales in the
coming year.

The price increases were on top of earlier boosts resulting from the Nixon
economic plan that raised te surcharge on imports from 3y % to 10%. In the
earlier increases Volkswagen raised its prices 4% to 5%, mainly to cover the
surcharge increase, while Nissan increased prices some 10% to cover the sur-
charge increase, while Nissan increased prices some 10% to cover the surcharge
increase, while Nissan increased prices some 10% to cover the surcharge and
charge general increases in costs.

The latest boost increases the retail price of the popular VW Super-Beetle
by $145 to $2,278. Datsun's new increase pushes up the price of its popular 510.
two-door sedan by $113, to $2,243. The effect of the new increases has been to
push up the price of the Super-Bettle a total of $229 since the freeze began,
and to increase the price of the 510 a total of $253 in the same period.

COMPETITIVE POSITION

The two rounds of increase in recent weeks by Volkswagen, the No. 1 importer,
and Nissan No. 3, adversely affects their competitive position with Detroit's
chief import fighters, the Chevrolet Vega and the Ford Pinto, whose prices
have been frozen at 1971 model levels since Aug. 15. That price relationship
could worsen if foreign currencies post further increases in relationship to the
dollar.

Robert 0. Link, national vice president for sales of Nissan, said in an inter-
view that when the extra surcharge is eventually removed, as promised by
the Nixon administration,, Datsun prices may be unaffected because of likely
further rises in value for the Japanese yen.
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Stuart Perkins, president of Volkswagen of America, left unclear what
effects possible further changes in the value of the mark and a surcharge roll-
back might have on Volkswagen prices. But Volkswagen's press preview in
Vergennes, Vt., he issued a strong plea for early revola of the surtax
arguing that "the surtax gives the domestic auto makers a carte blanche to
move up the prices of Vegas and Pintos later on," after the price freeze ends.
"As a result, people In the U.S. will wind up paying more for transportation,"
he said.

The actual retail sticker price of Volkswagens and Datsuns will drop 7% when
the federal excise tax is removed, but that won't influence their competitive-
price position beca'ise the federal excise tax applies to all new cars-domestic
and imports alike.

Here's how the major models compare in price following the latest Volkswagen
and Nissan boosts:

Prefreeze Current

VW Super-Beetle .............................................................. . $2049 $2, 278
Datsun 510 2-doo ............................................................... .1,990 2,243.
Toyota Corona 4-door ........................................................... 2,160 2,231
er ....................Be.................................................. .I 8S 2.109

Vega .......................................................................... 2,091 2,091
Gremlin ........................................................................ 1,999 2, 040'
Datsun 1200 .................................................................... 1,736 1,971.
P to .......................................................................... 1,919 1,919
Toyota Corolla .................................................................. 1,798 1, 86.

SALES MOMENTUM

Officials of both Volkswagen and Nissan indicated they don't expect the chang-
ing price relationships with U.S. makes to kill off their sales momentum.

Nissan's Mr. Link said that despite the price increases he wouldn't change his
sales projections for Datsun. He predicted sales of 260,000 cars and trucks in
1071, up 67% from 155,000 in 1970, and said 1972 sales of all Datsun vehicles
would reach 325,000, up 25% from the 1971 projections. He estimated that Datsun
would sell 500,000 cars and trucks in the U.S. annually by 1976.

Concerning other Volkswagen developments, Mr. Perkins said:
"I don't see an end to-the Beetle-in the U.S.," as has been widely rumored. "I

think we can meet all the government standards through 1975," he added. But
he did say that the Beetle might account for a smaller portion of Volkswagen's
total U.S. volume in the years ahead as other models account for a bigger share.
He said Volkswagen hasn't any plans to bring to the U.S. its water-cooled K-70,
now sold In Europe, or to replace the Beetle with its experimental safety model.
He said the Beetle will have an added collapsible steering column for 1972 models,
which anticipates 1973 federal standards.

"Volksi#*gen AG will show a profit next year, contrary to speculation in financial
quarters. "We are making a profit and we'll continue to make a profit in Ger-
many," he said. He said the parent company has been making "large investments"
in safety and pollution research and development "This has to hurt profit but
is an Investment In the future," he added.

Volkswagen has Installed a more powerful, 74-horsepower engine in its station
wagon bus for 1972, but Mr. Perkins said this change was needed for power to
run popular options and to handle heavier loads campers put into buses-and not
in response to criticism of auto critic Ralph Nader, who charges the bus is un-
safely underpowered.

COMPARISON OF PRICES AFTER THE LATEST ROUND OF INCREASES

Old New

DW un 1200 sedan .............................................................. $ 874 $1,971
Datsun 510 2-door ......................................... : - 2 130 2,243
Datsun 510 4-door ............................................................... 2,409
V lkswasen Super-Beetle ........................................................ 2,133 2, 278
Volkswagen Beetle ............................................................. 1,978 2,109
VW Squereback .................................... . ................ ... . 2,785 2,948'
VW Station wagon bus ........................................................... 3 193 3,463
411 model 4-door ............................-......... -......................... 3,302 3,512

91-025--73--10
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[From the Wall Street Journal, Oct. 22, 1971]

TOYOTA BOOSTING ITS PRICE AGAIN ON U.S.-SOLD CARS

(By a Wall Street Journal Staff, Reporter)

TORRANCE, CALIF.-Toyota Motor Sales U.S.A. Inc., the Importer of the second-
largest selling foreign car in the U.S., said it's 1972 Toyota prices would be an
average of 8.9% higher than current quotas for 1971 models.

This will be the second time Toyota has raised its prices since President
Nixon announced his new economic plan. Earlier, Toyota passed along to buyers
the higher import levy on cars announced by Mr. Nixon Aug. 15. The pattern of
the two rises conformed with that of Volkswagen of America Inc., and Nissan
Motor Corp. U.S.A. which distributes Datsuns.

The Toyota increases, ranging from $1683 to $249 on various models, reflect
increased costs of production in Japan and the rise in value of the Japanese
yen in relation to the dollar, according to Iwao Kodaira, executive vice presi-
dent, Toyota Motor Sales.

Mr. Kodaira said the boosts comply with current rulings of the Cost of Living
Council regarding imported products.

Toyota said its first increase ranged from 3.5% to 4%. So the latest price
increase for Toyotas since President Nixon's economic program went into effect
means the company's prices have gone up approximately 13%. Nissan's increases
totaled 17%,

Toyota said 1972 models carrying the second price rise are being distributed
to dealers in most parts oC the U.S. They began arriving in the U.S. Oct. 1, Toyota
said. Cars imported earlier ai- n't covered by the lastest increase.

The importer also announced prlce boosts for its three models of four-wheel-
drive Land Cruiser vehicles ranging from $320.50 to $385.

However, the company didn't announce new prices for Its Toyota half-ton truck
and Crown ear models. It said it would post these later.

Toyota said its Carina two-door sedan, a new model in the 1972 line, would
be priced at $2,361.

[From the Wall Street Journal, Nov. 24, 1071]

TOYOTA U.S. SALES UNIT LIFTs 1972 MODEL PRICES $18-$81, AN AVERAGE 1.6 PER-
CENT-INCREASES, THE THIRD ROUND SINCE NIxoN STARTED ECONOMIC PLAN,
BLAMED ON HIGHER VALUE OF YEN

(By a Wall Street Journal Staff Reporter)

TORRANCE, CALiF.-Toyota Motor Sales U.S.A. Inc. said it raised the prices of its
1972 cars and trucks an average of 1.6%, effective yesterday.

The price increases, which range from $18 to $81, mark the third time Toyota
has boosted its prices since President Nixon announced the new economic plan
and the second time the Japanese auto maker has raised the prices on its 1972
models.

Toyota U.S.A. officials said the price increases are a result of a further rise
in vAlue of the Japanese yen against the dollar and higher production costs on
some models. A Toyota U.S.A. spokesman said the increases were levied by the
manufacturer in Japan and as such could be passed on under U.S. government
rulings on prices of imported products.

This means that Toyota's popular Corona four-door sedan is priced at $2,512,
up $362. or.16.8%, from the prefreeze price of $2,150.

Here's how the base price of the Corona compares with the other leading
subcompacts:
Toyota Corona -------------------------------------------- $2, 512
VW Super Beetle ------------------------------------------- 2, 278
Datsun 510 ------------------------------------------------ 2, 243
Vega ----------------------------------------------------- 2,090
Pinto ---------------------------------------------------- 2,052
Cricket 9---------------------------------------------------1,95
Colt ----------------------------------------------------- 1,993

Toyota also increased the prices of its four-wheel-drive Land Cruiser models
$47 to $81 and set the price of its half-ton pickup truck at $2,892. The company
hadn't announced 1972 prices on the half-ton truck.
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COMPARISON OF PRICES AFTER THE LATEST ROUND OF INCREASES

Old New

Corolla 1200 2-door sedan ........................................................ $2,026 $2,059
Carina 2-door sedan ..........................-................................. 2,361 2 383
Corona 4-door sedan ....... -.................................................... 2, 453 2,512
Land Cruiser, vinyl top ......................................................... 3,331 3,388
Celica 2-door coupe ................................. ........................... 2,941 2,998

[From the Automotive News, Dec. 20, 1071]

WITH DEATH OF EXCISE TAX-CAR PRICE CUT $113 To $424

(By John K. Teahen Jr., assistant managing editor)

New-car prices came tumbling down last week following repeal of the federal
excise tax.

The reductions ranged from $113 to $275 on Big Three autos other than Cadil.
lac, Lincoln and Imperial. The three luxury lines posted cuts of $292 to $424.

And there was a saving of $606 awaiting the man who has been shopping
for a Cadillac limousine.

The excise tax was 7 percent of the wholesale price of the car and factory-in.
stalled equipment. This led to a certain amount of confusion at the retail level
before dealers had their new model-by-model price lists to work with.

For example, a national wire service moved a story advising buyers to deduct 7
percent from the window sticker to arrive at the new price. Learning of the story,
a Ford Motor spokesman advised the wire service that a 5 percent reduction at
retail would be more realistic.

The change was made but, because of the time factor, the 7 percent instruction
probably was carried in a lot of newspapers.

Chrysler Corp. met this situation by providing dealers with a supply of supple.
mentary labels to be pasted next to the federal sticker.

It pointed out that the prices shown on the sticker were those in effect before
repeal of the tax and that refunds on vehicles in dealers' inventories as of repeal
date are payable only to dealers.

The label added,."Our salesmen will be pleased to furnish you with the new
lower manufacturer's suggested retail price of this vehicle and factory installed
optional equipment."

Repeal Day (Dec. 10) was especially busy for Ford Motor. At 9 a.m., the
company announced an average increase of 2.6 percent on cars, trucks and
options. It averaged $90 on cars and was an implementation of the 2.9 percent
hike that Ford had been granted by the federal Price Commission.

By mid-afternoon, Ford's new prices were dead as President Nixon signed the
tax bill that wiped out the excise.

General Motors and Chrysler Corp. had boosted prices around the end of
November in line with increases granted fly the Price Commission. GM said its

-- ikes average $96 per car; Chrysler said $95.
Upon excise repeal, each of the Big Three reduced prices from those in effect

after the aforementioned increases. The cuts were greater than the boosts. And,
since '72 introductory prices were frozen at '71 levels, virtually every domestic
model is priced lower than it was last summer.

It's all rather confusing, but auto pricing was never intended to be an exercise
in simplicity.

American Motors played it differently than the Big Three. AMC didn't use the
2.5 percent hike it was granted in November. When the excise was repealed,
AMC raised its prices 2.5 percent, then deducted the excise.

It resulted in an average reduction of $01 on AMC cars, considerably less than
the decreases announced by the Big Three. GM, for example. said its cuts aver-
aged $191.

Excise repeal also cut equipment prices. Using the various Plymouth lines as
an example, there were reductions of $10-$12 on automatic transmission, $5-$6
on power steering, $3.65 on power dis brakes, $3.50 on. AM radio and about $21
on air conditioning.
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More price changes are coming. A rise is expected Jan. 1 when the new seat-
belt systems become standard on all cars and the devaluation of the dollar will
probably mean Increasing for Imports.

Following are the current prices of selected models and the reduction that re-
suited from the elimination of the excise figures are rounded off to the nearest
dollar) :

Subcompacts-imports (2.door
sedans).

Pinto ....................
Cricket (4-dr.) ............
Toyota Corolla 1200 .......
Gremlin .................
Vega ....................
Colt .....................
Corolla 1600 ..............
VW Super Beetle .........

Comdac (2-door sedan, 6-

Maverick ................
Hornet ..................
Comet ...................
Valiant ..................
Dat .....................
Nova ....................
Ventura II ...............Specially (2-door hardtop, 6-

cylinder):
Mustang .................
Camaro ..................
Barracuda ...............
Javelin ..................
Challeer ...............
Firebird ................

I ntermediates (4-door sedan):
Chevelle 6 ...............
Torino 6 .................

Current
price

$1,930
1,953
1,956
1.999
2,031
2,049
2,109
2,156

2,158
2,177
2,193
2,260
2,289
2,319
2,394

2,698
2,698
2,698
2,786
2,778
2,806

2,604
2,608

Reduction

Intermediates
(4.door sedan)-Continued

Satellite 6 ................
Montego 6 ...............
Coronet 6 ................
Matador 6 ...............
LeMans 6 ................
F-45 V-8 ................
Skylark V- ..............

Standards (4.door sedan, V-8):
Plymouth Fury III ........
Dodge Polara Custom..Ford Galaxle ............
Chevrolet Impala .........
Pontiac Catalina ......
Mercury Monterey ....
Ambassador SST ....
Oldsmobile Delta .........
BuIck"LeSebre ............
Chrysler Newport Royal...Cadillac deVillle .........
Imperial LeBaron .....
Lincoln Continental .......

Luxury Specialty:
Grand Prix .........
Riviera ..................
Thunderbird .............
Toronado ................
Eldorado .............
Mark IV .............

(From the Detroit News, Jan. 5, 1972)

YEN REVALUATION CITED--ToYoTA DRoPs PLANS To CT U.S. PRICICS

TORRANCE, CALIF.- (DJ) -Toyota Motor Sales U.S.A. Inc. said possible price
reductions from the removal of the 10 percent import surcharge have been can-
celed out by the revaluation of the yen under the recently announced interna-
tional monetary agreements.

Because of this, Toyota said its car prices in the United States won't Ik
dropped below the level they reached Dec. 10 when the federal excise tax was
repealed.

Toyota's lowest-price model, the Corolla 1200, will sell for $1,955, up substan-
tially from its price of $1,798 before Aug. 15 but down from its peak price of
$2,059 after the third price increase instituted since Aug. 15, to cover earlier
yen revaluations, the import surcharge and increased costs.

Toyota said that unlike domestic manufacturers, it doesn't intend to raise
prices to cover costs of new safety equipment which have been required since,
Jan. 1 and hopes to hold prices at current levels for the rest of the 1972 model
year.

[From the Wall Street Journal, Jan. 6, 1972]

IMPORTED CARS HAVE LOST THEIR PRICE EDOE, BUT TiEY STILL POSSnas
COMPETITIVE CLOUT

(By a A'ALL STREET JOURNAL Staff Reporter)

DETROT.-After almost five months of Phase 1 and 2 gyrations, the picture
In beginning to clarify on auto prices to reveal that, while imported cars have,
lost some of their price attractiveness, they're still competitive.

Current
price Reduction

$137
143.
140
29
151
160
160
179
183
183
192
192
188,
60

203
204
199.
324
341
357
232
266.
26W
275.
369,
424

2,6782,696
2,721
2,763
2,780
2,921
2,936

3,472
3,515
3,639
3,658
3,671
3,766
3,864
3,898
3,908
4,000
6,338
6,727
7,250
4,436
5,114
5,257
5, 306
7 195
8,801
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The impression consumers have of imported car prices will be a major factor
in determining Detroit's 1972 fortunes. The auto men here are confident that
the small-car battle will take a decided turn in their favor in 1972, after six
huniliating years during which importers relentlessly increased their share of
the U.S. market. In 1971, in fact, many analysts here believe foreign cars cap-
tured all the overall growth there was in the total car market. But in 1972, the
experts expect the import share to hold steady or shrink a bit.

There's no denying in Detroit that prices hold the key to the import battle,
which is being fought at the small-car end of the market. And, at the moment,
the race between the most popular imports and Detroit's ininicars--General Mo-
tors' Vega, Ford Motor Co.'s Pinto, and American Motors Corp.'s Gremlin-
looks like a price standoff.

Before Aug. 15, of course, the importers had a clear edge. Within the im-
port "Big Three"-Volkswagen, Toyota and Datsun-there were several populn r
models priced less than the lowest U.S. minicar, the Pinto, and only one popular
model priced higher than the most expensive of the 1.S. entries, the Vega.

But the net effect of increases and cuts, tax repeals and surcharges, has pushed
up the base tags on key imports 5% to 11%, while the Gremlin price was emerged
unchanged, the Vega price has dropped 2.9% and the Pinto's base price has gone
up less than 1%.

As a result. there is only one popular foreign model priced below the Pinto,
wile several of the imports cost more than the Vega. Here's how they compare:

Prefreeze Now Change

Toyota Corona 4.door .............................................. $2, 150 $2, 385 +$235
WSuperbeetle ................................................... 2049 2159 +110

Datsun 510 2-door ................................................. 92, 121 131
Vega sedan ....................................................... 2090 2,030 -60
Gremlin .......................................................... 1 999 1 ,99 .........9 96
VW Beetle ........................................................ 1,899 1, 999 .- 0
Toyota Corolla 1200 ............................................ 1798 1 955 57
Pinto ......................................................... 1 919 1,930 +11
Datsun 1200 sedan ............................................... 1,736 1,863 +127

Volkswagen, Toyota and Datsun officials announced their new prices this
week. The quotes are about the same as those arrived at when the 7% excise
tax was repealed. The importers were able to pass along little, if any, of the
'benefits of the elimination of the 6 % import surcharge, because of the upward
revaluation of the manufacturers' home currencies and other new costs. In addi-
tion, the importers said the latest prices reflect costs of a new seat belt warning
-system that has been required by government safety rules since Jan. 1. Domestic
manufacturers plan to increase prices to cover the cost of the warning system.

PRICE SHAKEDOWN

Though the newest quotes have cost the Importers their old clear price advan-
tage over Detroit, the rates are far more competitive than the even higher prices
-of November and December, before the excise tax was repealed and the sur-
,charge removed. And spokesmen for all three big importers made it clear that
they hoped to hold the price line for the rest of the model year.

Iwao Kodaira, executive vice president of Toyota Motor Sales USA, said
Toyota hoped to hold prices at the present level and is confident that its "greater
emphasis on the quality of its products" will keep sales strong.

Yutaka Katalyama, president of Nissan Motor Corp. in USA, said it expected
neither cuts nor increases in the new set of Datsun car prices. And a spokesman
for Volkswagen said that company also hoped to hold the price line.

Meanwhile, the importers are making strong efforts to remind consumers that
the price roller coaster has stopped and their quotes are back in the bargain
range. Volkswagen's new television ads feature the legend "under $2,000 again"
splashed across the screen. And Toyota has been running ads in major news-
papers which say, "under $1,956" next to a picture of the $1,955 Corolla. If the
domestic minicar prices rise again due to seat belt warning system costs or other
future boosts, and the imports meet their goal of holding the price line, the
Importers may well step up the price advertising offensive.
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POST-FREEZE LEVELS

Domestic car prices are lower than they were before Aug. 15, because of the
recent repeal of the 7% excise tax on new oars. However, contrary to the im-
pression of many car buyers and suggestions from Detroit, car prices are higher
than the effective levels during the freeze.

The reason: Most transactions during the freeze anticipated the excise tax
repeal.- Many buyers of American Motors cars actually got the refunds at the
time, in anticipation of Congress' action in December. Buyers of other cars were
promised refunds, which they are receiving. Since the freeze ended, the auto
makers have raised prices 2% to 3%; thus, effective prices during Pha.eo 2. while
below pre-Aug. 15 levels, have generally gone up that much because the dealers'
price has gone up.

For instance, the pre-freeze price of a basic Chevrolet Impala four-door eight-
cylinder model was $3,742. That also was the frozen price. But a buyer purchas-
ing one In September could begin bargaining from a price of $3,555-the actual
sticker price less the excise tax which he counted on getting back retroactively.
The January shopper, looking at the same car, begins figuring from a sticker
price of $3,658, down $84 from the pre-freeze sticker price, but $103 higher than
the freeze buyer's effective sticker price, after taking the excise tax refund into
account.

Thus, while auto companies have been touting the new car prices and excise
tax "cuts," many consumers have been reacting indifferently, apparently be-
cause they have considered the excise tax repeal as a reality since It was first
proposed by President Nixon. In fact, the only car price changes that were news
to consumers were the increases the companies made at the outset of Phase 2.

(From the Wall Street Journal, Jan. 24, 1072]

DATSUN PRICEs RAISED AVERAGE OF $825 A CAR FROM 1971 MODEL YEAR

(8V1 a WALL STREET JOURNAL Sta Reporter)

GARDENA, CALI.-Nissan Motor Corp. iI U.S.A. importer of Datsuu cars and
trucks, issued its third 1072 model price list, and the company said it hoped it will
be the last such list for the model year. Prices of Datsuns, affected by the inter-
national monetary situation and excise tax repeal, are, according to the list. an
average of about $325 a car higher than in the 1971 model year.

The prices are higher than those established after removal of the excise tax
but before adjustment for surcharge and currency changes. Robert Link, Nissan
vice president, sales, said the revaluation of the yen and the cost of new gov-
ernment-required safety equipment far out-weighed savings from repeal of the
surcharge.

Yutaka Katayama, president of the company, said this month that prices would
remain at about the level reached after removal of the excise tax but before sur-
charge and currency adjustments. However, the company explained that Mr.
Kataynina wasn't referring to the suggested retail price, which has indeed risen,
but to the customer's final price.

Mr. Link explained that a special freight diversion charge, imposed during the
first West Coast dock strike, had been removed, offsetting most of the latest
increase in suggested retail price, and leaving the customers' final cost at about
the level it had reached with the lower suggested retail price plus the special
freight charge.

The new prices make the popular Datsun 510 two-door-sedan more costly, at
$2,806, than any of the best-selling imports except the Toyota Corona. The price
of the Datsun 1200 sedan, the only popular foreign car previously priced below
the Ford Pinto, has been raised to $1,976 from $1,868.

The Pinto's last reported suggested retail price was $1,980, but Ford is expected
to raise that soon to compensate for the cost of new safety equipment. Despite tho
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planned increase, there's now a chance the Pinto could wind up at a lower price
than any of the most popular models sold by the "Big Three" importers, Volks-
wagen, Toyota and Datsun.

Here are the latest prices for Datsun models, excluding dealer preparation,
normal freight costs and taxes:

[From the Wall Street Journal, Nov. 20, 19721

TOYOTA To LIFT '73 MODEL PRICEs AVERAGE OF $59-BOOSTS WILL RANGE BE-
TWEEN $42 AND $155, BUT FIRM Is REMOVING PREPARATION FEE; COMPETITORS
ACTED EARLIER

(By a WALL STREET JOURNAL Staff Reporter)

DETROIT.-Toyota Motor Sales, U.S.A., importer of Toyota cars and trucks
to the U.S., said prices of its 1973 models will be raised an average of $59 a
vehicle from 1972 model levels.

The company, second only to Volkswagen as a seller of foreign cars in the
U.S., said the new prices on its 17 models of cars, trucks and utility vehicles will
be up between $42 and $155 from comparable prices last yeatr.

However, Norman Lean, national sales manager for Toyota, said at a news
0 -conference that at the same time it is instituting the $59 average boost, the

company is removing a $50-a-car dealer preparation fee that formerly was
charged in addition to the suggested retail price.

The car price increases range from $42 to $71, while the Toyota truck will
cost about $50 more and the company's utility recreational vehicle will carry a
$155 higher price tag. The company said the new prices are within federal guide-
lines, but weren't submitted to the Price Commission for approval.

ONE MODEL DELOW

Under the new price structure, Toyota managed to keep one model below the
magic $2,(00 level--the Corolla 1200, which will cost $1.908, up from 81,956. Ile-
fore President Nixon imposed his new economic plan last August and currencies
were realigned last December, many imported cars were below the $2,000
barrier.

Toyota's major import competitors have already announced their own price
moves. Volkswagen of America raised prices between $30 and $110. Nissan
Motor Corp. in U.S.A., importer of Datsun, the nation's third largest selling for-
eign car, kept its prices at 1972 levels, but at the same time replaced several of
Its biggest selling models with new and more expensive offerings costing about
$200 more than the cars they replaced. Both companies also maintain one model
each just below the $2,000 level.

The two leading U.S. subcompacts cars, Ford Motor Co.'s Pinto and General
Motors Corp.'s Vega, sell for $1,90 and $2,051, respectively.

EXPECTS TO SELL 800,000 OARS

Mr. Lean said Toyota expects to sell about 800,000 cars and 25,000 trucks
In the U.S. in 1973, up from about 295,000 cars and 20,000 trucks this year and
292,000 cars and 17,000 trucks in 1971.

He also disclosed the company plans to offer a new truck-and-camper pack-
age on a test basis in the Los Angeles area next year. The camper portion of the
unit, he said, will be supplied by Chinook Mobilodge Inc., of Yakima, Wash., and
will be built on a specially imported longer wheelbase version of Toyota's Hi.
Lux minitruck. About 2,000 of the units will be offered for sale next year, he
said, at a price of from $4,000 to $4,400 each.

It hasn't been determined yet, he said, whether Toyota or Its dealers will
purchase the camper portion for Chinook, he said. Therefore, he added, he
couldn't estimate the value of the project to Chinook.
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COURIER

Dealers SUggested
Model Model availability cost retail

,Courier pickup .................... ......................... $1,934.44 $2, 222.00
(Standard equipment includes 4 cylinders 1800 cm.

engine, 4.speed transmission, 6.00-14 6r whitewall
tires lighter, bright front bumper, hubcaps and grille,
bencn seat.)

-Accessories:
Bumper, rear step ................................... All ..................... 43.50 50.00
Camper shell package:

Standard ............................................ do ................. 284.90 270.00
Deluxe .............................................. do ................. 256.65 295.00

Radio, AM pushbutton .................................... do ................ 59.16 68.00

CRICKET

.4B41-Sedan, 4.door ............................................................ $1,730.70 1,993.00
Accessories:

4C41-Decor group .................................. All ..................... 70.95 83.85
HSI-Air-conditioning .................................... do ................. 290.00 345. 55
EJ3-Enine, twin carb ........................... All (decor group required) 52.60 62.20
RI I-Radio, AM .................................. All .................. 51.45 61.30
W36-Tires, whitewall .................................... do ................ 24.75 29.34
D34-Transmission, automatic .................. do ............... 162.05 191.40

DATSUN

All coasts

Dealers' Suggested
Model cost retail

1200-Sedan:
Standard transmission .................................................. $1, 640 $2, 026
Automatic transmission ................................................. , 801 2,206

1200 -Coupe:
Standard transmission .................................................. 1 759
Automatic transmission ................................................. 1,919 N46

-PLSO-Seden:
2-door, standard transmission ................................................ 1 899 2356
2 door, automatic transmission ................................................ 2:071 2:,4

.240Z-Coupe:
Standard transmission .................................................... 3,325 4,181
Automatic transmission .................................................. 3,525 4,401

:PI610:
Sedan:

Standard transmission ................................................... 2,215 2,706
Automatic transmission............................................... 2, 387 2W0

Hardtop:
Standard transmission .................................................. 2, 298 2, 806
Automatic transmission .................................................. 2, 471 2,996

Wagon:
Standard transmission ................................ 2,340 2,856
Automatic transmission ................................ 2,513 3,046PL620:

Pickup O ton),Sta rd transmission ................................................... 1,887 2, 286

Automatic transmission .................................................. 2 094 2, 496

Note: Factory suggested deal.: preparation and eonditioning Included in retail price: 240Z, $75; ell others, $50,
Standard equipment: All except PM620 reclining bucket seats, vinyl upholstery wbitewall tires, frntdisc brakes, heater

w/defroster, seat belts, outside mirror, 4-speed all-syncbromesh transmission. 40L has In addition, radio, tachometer,
electric clock, console compartment, liter. PL510 has in addition, fresh air system, deluxe wheel covers backUP lights,
engine compartment and courtesy lights11 ocking as cap, undercoating. 610 has In addition, full carpet, se;st handles, ash
trays, trunk e cargo fior mat, special steerin, Wleel, coin holder, large love box, ash tray, cigarette Uhter lts, tintedglass.
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FIAT

East coast West coast

Dealers Suggested Dealers Suggested,
Model cost retail cost real

850-Spider .................................. $2,036.21 $2,494.56 $2 070.91 $2, 537.16

128--Sedao, 2-door ........ ................. 1,701.62 2,018.62 1,701.62 2,018.62
-128-Sedan, 4-door ................................. 1,791.18 2,125.02 1,791.18 2, 125.02
128-Station wagon ................................. 1,904.74 2,259.84 1,904.74 2,269.84
124-Special sedan .................................. 1,960.24 2,385.59 1,985.14 2,417.94
124-Station wagon ............................... 2,144.28 2,622.10 2,164.86 2,648. 46.
124-Coupe, sport ................................... 2,899.17 3,563.55 2,924.29 3,595.86
124-Spider, sport .................................. 3,089.63 3,797.92 3,092.27 3,807.87

Note: Preparation end handlinl (average): $50.
Standard equipment-Safety equipment, plus: arm resIn heater, undercoating, 4.speed transmission (124 spider andsport coupe heave 5-spee) ! bucket seats, courtesy lihts, engpne compartment lights, tool kit, vinyl uphositery, coat hangers

(executive 65 roadster). in addition, 1 Z4 series as: emergency brake flight; crpeting end tachometer on roadster and
coupe; dualI horns and map light on sedn and] wagon. 850 series also bee: tachometer (executive seda~n); dual horns; map
light; wood-grain dash end trunk light. 124 sport coupe has tinted glass. 124 and 128 wagons have lage rack.

Dealers Sugestect
Accessories and equipment Model avaabllity cost retail

Accessories: TransmissiOn, automatic--------------.....124 sedan, wagon-....... -$175.48 $206. 04

Senator HARTEZr . My contention is very simply that you are not
going to have international monetary reform nor a reciprocal arrange-
ment on nonta barik barriers until the United States stands up and says,.
"we are not going to be a free and open market for the rest of the
world while they close their market to us."

cr. sURPH .They should not be permitted to close their mar ats.
to us. We should have the access to those markets on the same basis
they have access to our markets.Senator HAztr. On exports, you say you could export on a com-
petitive basis to developing countries. Would that change your invest-
ment overseas to a very great extent?

Mr. Mre HY. if the developing countries did not have---
Senator HATe. Can you give me a specific?
Mr. MURPHY. Well, in countries such as Argentina and Brazil, their-

local content requirements are such that we have to manufacture inthose countries. We have n cce if we are going to participate in
that market.

Senator HARTKE. If you did not have local content requirements you
still could compete with them in production based in the United

States?
Mr. MuiuPxrr. Oh, yes, sir. The size of the market is such that theireconomies of scale would not permit them to make as economically

as we could from here.
Senator HARTKE. Which again demonstrates very conclusively that

if you talk about retaliation to the extent that they retaliate against
us, we ought to be retaliating against them now for their nonfair trade

procedures.Mr. M mpet, I think we, in the United States, traditionally have
sponsored the ideal of everybody in the world hopefully progressing.
n t r ud gment i in today's atmosphere, the only way thy can make

the industrial-type progress that they want is to have the local con-

tent type of thing so that they can develop an automobile capability.
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Senator HARTH.E. Is that not exactly what we did with Japan after
World War I and with Germany and we exported our technology
to them?

Mr. "MuPiiy. We certainly have-
Senator HARTKE. Is that not right?
Mr. MuaRPiy. After the war we felt and it seemed important to

the United States that those countries ravaged by war were given an
opportunity to come back. Otherwise, they, in effect, were going to be
a burden, a burden on the world.

Senator HARTrE. Now you are saying the same thing about Argen-
tina and Brazil. They are going to be'our burden a nd a burden on
the world. I do not mind being gracious and humanitarian hut when
you come to the place where you are taking the last pint of blood in
the body I think there comes a time when somebody else ought to
offer themselves to be the donor.

Mr. MUnRPnY. I agree. Certainly, when they obtain the competitive-
ness and the development stage as certainly Japan has don6e then
they should be willing to comp et on a fair and equitable basis withus and as countries such as Irazil obtain their potential-

Senator HLawrKE. One more question. On adjustment assistance, we
all know that is sort of a euphemism for welfare and unemployment
compensation, right?

M r. PIeY. You can characterize it as such.
Senator HAn, E. That is my characterization. It is my unddrstand-

ing that the administration intends to propose only a 3-year adjust-
ment assistance program, on the basis that they jnte'nd to increase un-
employment compensation benefits and to up ti welfare payment s. If
their answer is to have assistance efforts for 3 years -ould you be in
favor of that type of economic adjustment assistance i

Mr. MURPHY. I think the economic adjustment assistance deserves
some very careful study. We certainly do not want to have a protective
device. We do not want a reward for inefficiency or a shelter for ineffi-
ciency. We have to be very careful that we do not build into the sys-
tem something that is completely uneconomic. I do think when because
of circumstances beyond the control of the business and the people
working for it, something happens to dislocate, for whatever reason,
whether it is foreign competition or some change in the technology in
this country, there should be provision made in a period of time for
an adjustment for a retraining, relocation so that those people can
be productively employed in another area. This has been the history of
.our country.

Senator HARTKE. I understand that but would you be in favor of
that type of program if it meant an increase in unemployment bene-
fits which would mean an increase in your rates?

Mr. MURPHY. This is going to have to be paid for and I would say
it is going to have to be the judgment of the Congress after a very
caref ul study of this matter to be sure that we are getting the best for
the least money and the most protection. After all, we all deplore the
idea that people are out of work and cannot be gainfully employed. We
have to be sure that those people are brought back into the produc-
tive work force. That is the way we can make progress in this country.
It is the way we have in the past.
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Senator HARTKE. Mr. Chairman, I want to thank you for giving me
this chance. I am aware of the comments made on the automobile
agreement and it is my understanding that they contend the Govern-
ment did this and they are living up to it. If the Government changes
this it would mean they would not object to it.

Senator RIBIcoFF. I iave some more questions and you can ask more
after the others.. Mr. Munriiy. May I comment on the Senator's comment? The
Canadian Trade Agreement was arrived at by the United States and
Canadian Governments after negotiation. We did not initiate it nor did
we urge its adoption. We have tried to work and make it work. If
the countries in their negotiations were to make changes, then we would
have to-in keeping with our posture--we would have to do our best to
make it work. We would hope that whatever was done would be in the
best interests of the citizens and the national welfare of the country.

Senator RuIICOFF. Senator Packwood.
Senator PACKWOOD. It is my understanding that the Japanese of-

fered American companies 100-percent ownership of retail outlets
several years ago for marketing; is that true or not?

Mr. MurnPry. I am not aware of that. We do have market outlets
in Japan.. We have dealers representing us in Japan today.

Senator PACKWOOD. What good does that do you if you do not sell
any cars? .

Mr. MTRuiY. We do sell some cars, not as many as we would like.
We want to sell more curs here in the United States and in every over-
seas market that we represent.

Senator PACKWOOD. A far as you know, the Japanese did not offer
to sell us the entire retail outlet for American cars and let us owni it and
run it.

Mr. Muia-iY. We prefer to operate through retaiil dealers that are
independent merchants. That is true in the United States and every
place where we operate: We feel that is the best way to penetrate
the local viarket, withI a merchant that knows the market, knows the
people in that market, is part of that society, and we have operated
vel7 successfully here at home and that is the way we operate to the
best of our ability where we represent-

Senator PACKWOOD. I understand that. Maybe I phrased the ques-
tion wrong. Would they be willing to allow you to finance dealerships
there with the right of an owner to purchase them to market your cars
that might be individually Japanese-owned but would be outside the
normal Japanese automotive distribution system to avoid the internal
markup?

Mr. 1u-RPHY. I do not know that they have any restrictions on the
typge of thing we do normally in this country.

Senator PACKWOOD. When you speak of the automotive industry in
Canada does the term include all types of service parts?

Mr. MtMPHY. No. It does not include all the service parts that move
back and forth.

Senator PACKWOOD. We had a $100 million surplus last year.
-Mr. Munpny. That is the best that we can estimate at this point,

based on preliminary Department of Commerce figures.
Senator PACKWOOD. The fifth point of your statement on the em-

phasis on U.S. exports, I wonder if you would be willing to comment
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on the success or failure of the DISC's that we allow to be set up and
which have not seemed to have worked too well to date and why not.

Mr. MURPHY. Well, I think it is part of it. Perhaps an educational
program is needed to be sure that everyone in all the companies in
this country understands the opportunities that may be present for
them in the export markets.

Now, it is going to take some time. I would think, to effectively
bring this to bear." I think the DISC legislation was a benefit to an
exporter from this country and I think it has proven effective, not as
dramatically, let us say, as we would like to see, but it is very rare
that we are able to develop something that immediately impacts.
International trade is a very complex mechanism but I think any-
thing that we can do to make industry here just as competitive as possi-
ble in looking at the export opportunity should be done. And that is
the way I look at the DISC. And if all companies have not been able
to take advantage of it, then I think we ought to mount an educational
campaign to be sure that they understand that there is opportunity.

Senator PAcKWOOD. You indicated you have increased your employ-
ment in the United States 20 percent from 1960 to 1972 roughly, as I
look at your figures, about 110,000 jobs. How much has it increased
overseas?

Mr. MURPHY. Over that same period?
Senator PACKWOOD. Same period.
Mr. MPriPHY. I think about 60,000, if I recall the figures correctly,

Senator.
Senator PACKIWOOD. That is fine. I want an absolute comparisoft. We

are talking about 60,000 compared to 110,000, not counting Canada.
This is overseas.

Mr. MuiRPHY. This is overseas. Here I have the figures: We went
from 117,000 in 1960 to 182,000 last year, about 65,000 over that
same period.

Senator PACKWOOD. I have no other questions.
Thank you, Mr. Chairman.
Senato RrIBICOFF. Senator Bennett.
Senator BENNEr. I am just interested in pursuing the Canadian

situation a little bit. Based on the question and answer that just pa-.sed
between you and Senator Packwood, do I understand that the differ-
ence between the figure that the Department of Commerce shows of
a trade deficit of $1.4 billion and your statement that there is a trade
surplus of $100 million is that you are talking about different things
an that you are talking about the exchange of completed automobiles
while the Department of Commerce is talking about the exchange
of all automotive components and automobiles?

Mr. MURPHY. Both of these series that are being referred to, Sen-
ator, are Government figures.

Senator BE.XETr. That is right.
Mr. MtrdmY. As I understand it, there has been some discrepancy

in it and it is not due to that factor. There is a difference in the figure's
that develop from that. but essentially the figures that we are talk-
ing about, the $100 million refers to automotive trade and the parts
portion of it would not significantly alter that.

Part of the difference is due to the valuation that they apply for
the other set of statistics on the movement across the border. Ours
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;are developed on the basis of the dollars and are in consonance with
the figures developed by the Commerce Department that we referred
to as being the $100 million difference.

Senator BE..NNEPr. We sit here in this committee and we have got to
have something we can depend on, and I think if you are representing
a major company, the automobile industry, cannot give us definitive
answers to why one set of figures is a $100 million surplus and the
other set of figures is a $1.4 billion deficit, I do not know where to turn
for the information. What is the difference?

Mr. MmRmiy. To the best of our ability, the $100 million figure is
the one that we feel is representative of the automotive trade between
the two countries; $100 million in favor of the United States.

Senator BENNETr. I am trying to get at why should those two figures
should be that far apart? What is the essence of the discrepancy?

Mr. MTRPnY. Obviously, there should not be that difference and
there should not be that discrepancy in the figures. I think the prob-
lein is that they had a measurement that they were applying in the
balance-of-payments figures which I will call the one that shows the
-deficit of $1.4 billion. They had a method of developing figures at the
time the trade agreement was initiated that develops a discrepancy
because of the way they apply the valuation when a car moves from the
United States into Canada. They apply the Canadian value when the
car moves across the border from Canada to the United States. They
use the U.S. value when it moves across the border from the United
States to Canada.

Senator BENNFETT. What is the total gross value of the trade?
Mr. MtTIIpHY. I think that is in the supplementary statement that

we filed updating the previous statement that had been submitted by
us to hearings a year ago. I think the total last year was on the order

-of $9 billion, exports to Canada being about $4.6 billion and imports
from Canada about just under $41/ billion.

Senator BENNETT. Take a round figure of $5 billion representing the
trade moving each way. A discrepancy of $1,450 million, which is con-
tained in the report to the President on the operations of the act, that
is, 28 percent of the $5 billion. So I cannot think that the valuation
-differences represent 28 percent of the value of the material sold.

Mr. MuRpHY. They represent about 15 percent as we understand
it of the--can represent up to 15 percent of that discrepancy.

Now, there was a task force report. We have had a lot of difficulty
at the Government level between Canada and the United States and
they did appoint a group to reconcile this bilateral trade data and
there was a release in January of 1973, from the Assistant Sec-retary
of Commerce for Economic Affairs, announcing they had reconciled
for 1970 some of the differences and at that time the United States
showed a $2 billion figure and Canada showed $1 billion. I am talking
about the total trade figure. They finally agreed on a figure of $1.4
billion.

The imports statistics in the balance of payments as we understand
it, are overstated because the U.S. Customs Bureau by law assesses
the value for customs purposes as the wholesale market value in the
country of origin, in other words, in Canada where the prices are
'higher, and in fact the intercompany transfers tinder the agreement,
prices are about 15 percent below that. We disclose both prices on the
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invoices and in the one set of statistics they use the higher value and
in the other set they use the dollars actually exchanged.

Senator BENNErTT. Are you saying our deficit is overstated by this
amount, our actual deficit?

Mr. MuaPiiy. We are saying by our examination of the automotive
trade statistics the ones that we are most familiar with, that surplus
of $100 million is representative of the movement of the automotive
trade between the two countries.

Senator BE. NNETT. Even with a 15 percent variation you cannot
come down from $1.4 billion down to $100 million surplus. You can-
notrdevelop a difference of more than a billion and a half dollars.

Mr. Munriiy. As I indicated, Senator, they also have had this re-
conciliation problem between the two countries and they have recon-
ciled for the year 1970 and I imagine they will be looking at the other
figures for the ensuing years, where they developed a discrepancy of
the order of a billion dollars. Now, this other thing may be part of
that also. But I am not expert enough in the compilation of the figures
on both sides of the border, two sets of statistics that the U.S. Govern-
ment generated on this, to really say whether the overall statistics are
approximations or not. I do know from our tests that have been made
in our own case that for the automotive trade portion of it we are
satisfied that the surplus of $100 million that is indicated for the year
1972 is an accurate representation.

Senator BmiNE'rr. Now, when you are talking about the phrase auto-
motive trade are you limiting that to irtercompany transfers between ,
Canadian ailiates and American home-American basic companies?

Mr. MURPHY. No. The figures that are referred to are the total auto-
motive trade, and the preponderance of that is between affiliates of the
U.S. companies and their U.S. parents.

Senator BENNmr. Then I assume you are saying that no American
dealer can sell to Canada so that there is no real business done except
between affiliates, except between intercompany affiliates.

Mr. Munpey. That has to be the bulk of it; yes, sir.
Senator BENNmEr. The bulk of it. Does it not have to be all of it?
Mr. MURPjiY. Substantially all of it. There are some parts in that

that would flow back and forth, that would not be related to a manu-
facturer necessarily.

Senator BEN NEr. And I imagine a dealer on the border might make
a sale to a customer who lived across the border.

Mr. MURPHY. There could be cases of that kind, Senator. As part of
the trade agreement, of course, the price differential between the two
countries is being narrowed. It has been narrowed substantially over
the period of time that has elapsed so far and we fully intend and are
committed to narrow that difference on an ongoing basis, but there are
higher costs in Canada for distribution, for warranty, because of the
severe weather conditions up there, and also I think we have to recog-
nize their product mix in Canada is somewhat less favorable than it is
in the United States.

Senator RniBcoFF. Senator Bennett you raise a very pertinent point.
I am going to request Mr. Best to ask the Commerce Department for
a clarification of the points you raised. The committee should have
that and I think the Commerce Department ought to give it to us. I
hope Mr. Best will see to it that we have the answer.
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[The Department of Commerce subsequently supplied the following
additional information:]

'U.S. DEPARTMENT OF COMMERCE,
OFFCE' OF THE SECRETARY,

Washington, D.C.
Memorandum for: Robert A. Best, Professional staff member, Committee on

Finance, U.S. Senate.
From: George J. Pantos, Deputy Under Secretary, for Legislative Affairs.
Subject: United States-Canadian automotive trade statistics.

Trade figures for the United States-Canadian automotive trade as shown on
page 16 of the Sixth Annual Report to the Pre8ident on the Operation of the
Automotive Products Trade Act of 1965 (6th APTA Report) show a deficit of
$197 million for -1971 while the figures on page- 187 in the-Addendum, added by
the Committee, and based on published Bureau of the Census data, show a deficit
of $1,875 million. Data for the year 1972 (most recent available) show a deficit
of $99 million or a deficit of $1,110.0 million on a comparative basis. The data
on page 16 were compiled by the Bureau of Competitive Assessment and Busi-
ness Policy (BCABP) of this Department, while the data in the Addendum were
compiled by the Tariff Commission, based on this Department's Bureau of the
Census data.

IMPORTS

The Bureau of the Census publishes monthly statistics on quantity and value
of Imports of motor vehicles from Canada. These are constructed wholesale
values prepared by the Bureau of Customs based on data shown on import
declarations filed by importers. Motor vehicle trade between the U. S, and
Canada is almost entirely between the parent company and a subsidiary and
the actual transaction values are from 15 to 20 percent below wholesale values.
For the purpose of assigning import duties, the Bureau of Customs constructs
wholesale values for the transactions. These constructed values with the duties
charged are recorded on the import declarations and provided to the Bureau
of the Census for compilation and publication monthly.

To assess the impact of the Automotive Agreement with Canada ano1 prepare
a required annual report on the operation of the Automotive Products Trade
Act of 1065, the BCABP uses the original transaction values as a reflection of
-theetal magnitude of automotive trade between the U.S. and Canada. These
data as shown on the company import declaration are tabluated monthly by
the Bureau of the Census and forwarded to BCABP. A copy of the report for
the month of January Is attached. The Bureau of the Census also publishes the
transaction values quarterly in a special announcement, in the FT-135, U.S.
Imports General and Consumption, Schedule A Commodity by Country.

EXPORTS

U.S. export data as published by the Bureau of the Census are not shown in the
same amount of detail as are U.S. import statistics. Also, exports are by product
classification, not by end use. For these reasons, it Is not possible to measure
separately the total U.S. trade in automotive parts. For example, fittings for
copper pipe If used for automotive assembly are identified in the United States
import figures under TSUSA, Code 613.16, and include only automotive fittings
imported from Canada. The Schedule B export classification for similar fittings
(Code 682.26) does not separate automotive fittings from all other fittings of
that type. Therefore, export product coverage cannot be made comparable to
import product coverage, and an accurate measure of the difference in trade
between imports and exports cannot be mqde. However, Canadian import classi-
fications are comparable in coverage to U.S. import classifications and the
Canadian imports of motor vehicles from the U.S. are valued at the transaction
level. Therefore, BCABP uses the Canadian import figure as a measure of
U.S, exports.

In summary, the values of U.S. imports are tabulated by the Bureau of the
Census at the tranaction level and the wholesale level. BCABP use. the oricinnl
transaction values to reflect the magnitude of U.S. automotive mnorts. U.S.
export statistics are not comparable with U.S. import statistics. Canadlan import
statistisare comparable in coverage and value to U.S. imports, therefore,
Canadian import statistics are used to reflect U.S. exports. For the fore.
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:going reasons we believe that the BCABP figures on automotive trade with
Canada are an accurate representation of the actual movement of goods under
the U.S.-Canadian Automotive Agreement.

This method of computation has been used for three years. Prior to its use it
was discussed with and approved by STR and the Departments of State, Treas-
ury, and Labor.

If further clarification is desired we would be happy to meet with your staff
or any other group to discuss the figures.

Attachment.

.U.S. IMPORTS FOR CONSUMPTION OF MOTOR VEHICLES AND CHASSIS FROM CANADA UNDER APTA SHOWING
"ENTERED" VALUE AND "INVOICE OR COMPANY TRANSFER" VALUE BY TSUSA NUMBER (TSUSA NUMBERS
692,0300, 692,1120, AND 692.2100) JANUARY 1973

Totals for
import entries

for which
both entered

value and
transfer

value were Totals from
TSUSA number and description furnished IM 145 Difference Percent

(a) (b) (a)j(b)

692.0300, automobile trucks valued at $1,000 or more:
Nat quantity (number) .......................... 11,637 11,725 88 99.2
Entered value I ............................ $36.131 221 $36,707.915 $576,94 98.4
Transfer value ....................... $26,977,707...........................
Net additions: Amount ................... $9. 153,514 ......................................

Percent of entered value ........... .... 25.3...........................
692.1120, new 4.wheeted passenger automobiles:

Net quantity (number) I .......................... 80,571 80,583 12 89.9
Entered value I .................................$253, 383,187 $253,410,309 $27,122 99. 9
Transfer value ........................... . 204,451,803 ..........................................
Net additions: Amount ........................... $48,931, 384 ..........................................

Percent of entered value .............. . 19.3...........................
692.2100, chassis for automobile trucks and buses:

Net quantity (number) I .......................... 9,622 9,862 240 97.6
Entered value I ................................. $31,973,399 $35,689,765 $3,716,406 89.6
Transfer value ....................... $27. 61,457...........................
Net additions: Amount ................... 4 4,711 902 ......................................

Percent of entered value ................... .1............................
Total:

Net quantity (number) ......................... 101.830 102, 170 340 99.7
Entered value ......................... 321,487,767 $325,807.989 $4 320,222 98.7
Transfer value ...................... 3: 258.690,967..................................
Net additions: Amount ......................... $62, 79680 .... .......................

Percent of entered value ................... 19.5.....................;./."...............

I Includes correction not reflected In January IM 145.
Source: Foreign Trade Division. Bureau of the Census.

Senator BENNET-. I think this becomes very important, because this
is an issue that we face all the time, the question of the balance-of-
payments deficit vis-a-vis the automobile trade with Canada.

When this arrangement was made, it is my understanding that the
Canadians agreed, that over time they would eliminate the differential
in duty. Do you have any indication that the Government in Canada
is moving to eliminate the differential in duty?

Mr. MuRPHY. There is no duty on cars manufactured by a Canadian
manufacturer moving into the United States or moving into Canada.

Senator BENNETT. But isn't there a duty on an American car sold
in Canada, 15 percent?

Mr. M URPH . No, sir. Not if it is manufactured by us in the United
.States and shipped into Canada. The duty does not apply.

. Senator BEwNmT. But if a Canadian individual buys a car in the
;United States he pays a 15-percent duty.

Mr. MuprPHY. That is correct.
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Senator BENNETT. What happens if an American individual buys a
car in Canada? How much duty does he pay?

Mr. 'MumPiiY. lie is free to buy the car in Canada.
Senator BENNETT. So there is a 15-percent differential, but again

you are telling us that most of the Canadian automotive trade is inter-
company, interbranch trade.

Mr. Munrny. That was the term under the agreement as was nego-
tiated by the respective governments, that the trade would be duty-
free when it moved between manufacturers on either side of the border.

Senator BENNETT. I think we need to dig very deeply into this whole
situation.

I have no further questions.
Senator RIBICOFF. If I may just comment further on what Senator

Bennett has talked about. As one who violently opposed the Canadian-
American automobile agreement, I anticipated what was going to
happen and which, in fact, has happened. I think the figures, your own
figures, indicate that in 1964-we had a net favorable balance of 4,000
units, which turned into an unfavorable balance of 447,000 units in
1972. This is the net loss to the United States-447,000 units from
Canada. I think what has happened has been sort of blurred here. What
took place is that the major automobile companies, and maybe General
Motors could give us their figures, started to manufacture their small
mass-produced cars in Canada, exporting them back to the United
States, where the more expensive cars, which were smaller units and
smaller volume were manufactured in the United States for export to
Canada. So the Fords, the Chevrolets, and the Plymouths were being
manufactured in Canada and exported back to the United States. The
Cadillacs, the Oldsmobiles, and the Lincolns were being manufactured
in the United States and exported to Canada. So that gave a huge
differential that no one planned on.

Of course, what also has happened is, once you get the large volume
,of automobiles being manufactured in Canada, the various parts manu-
facturers who supply the major automobile companies then built
plants in Canada to produce the parts that went into the large volume
of automobiles. This has helped cause us to have a net unfavorable
trade balance with Canada of about $21/2 billion at the present time.

Generally, which cars does General Motors manufacture in Canada
for the American-Canadian market?

Mr. MuRPRiY. At the present time, we are manufacturing what we
call the regular sized Chevrolet.

Senator RIBIcoFTr. That is your big volume item, though, is it not?
Mr. MURPHY. It is a big volume, and we also manufacture some

Chevelles. the Chevrolet intermediates, and we have just started as-
sembly of the Vega in Canada.

I want to emphasize that the units, where we show units coming over
here, that is not representative of the total value contained in it. It
does not mean the total value of that car coming in was Canadian con-
tent. We send many of the components from the United States to
Canada and they are assembled into the complete vehicle.

In.the case of the Vega, for example, practically all of our compo-
nents 'are built here in the United States. They are shipped to Canada
for as,embly, in that assembly plant which is located in St. Therese
and that serves the Canadian market and they do ship some units
back in here. That just started.

91-925--73---11
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Senator RicoFF. I am not blaming General Motors or Ford or
Chrysler. These were matters of policy between the United States and
Canadian Governments. You did not negotiate the agreement. A situa-
tion developed and you took advantage of it because it was there. But
there certainly is no justification for the Canadians charging a 15-
percent import tax on American automobiles.going to Canada when we
are not charging a similar charge for American automobiles made in
Canada and shipped back to the United States. There is also an em-
bargo on used cars which is wrong.

I believe that almost every member of the Finance Committee is
very unhappy about the Canadian-American automobile agreement.
This is something that the United States is going to look into very
carefully, because next to Japan, our most unfavorable trade balance
is with Canada.

Senator BENNmvr. May I have just another comment?
Senator RIBIcoFF. Certainly.
Senator BENNErr. I cannot believe that the Federal Government,

out of the blue, with no pressure-ma'ybe that is too strong a word
but with no urging from the American automobile industry, conceived
this Canadian automobile agreement. I think the motivation for the
agreement came from the American manufacturers. Do you agree
with me?

M r. MAupny. No, sir. I cannot.
Senator BEN,r. Did you oppose it?
Mr. MtRPijY. No, sir. We did not. We did not initiate it nor did

we urge its adoption. And I think we have to go back and look at the
situation as it existed at the time the agreement was negotiated. At
that time Canada had a substantial unfavorable balance with the
United States on1 automotive trade. They looked at it from the stand-
point-here was a market, combining the North American markets,
United States and Canada. They were purchasing, as I recall the fig-
ures, about 7 percent and they had about a 4-percent input as far as
Canadian content was concerned, and they felt they were entitled to a
greater share of that.

Now, there were some alternatives open to them. They could have
increased their local content, moved it from the 60 percent to 80 or 90
percent as some of the countries in South America have done. The
automobile companies recognized they had a stake in both the United
States and in Canada and the two governments negotiated the terms.
Otherwise it would have been a retaliatory tactic. If Canada did some-
thing, then the U.S. Government would react. They sat down around
the table and negotiated this agreement without inputs from us or
urging or initiative on our part.

Senator BENNErrI'. Frankly, this is hamrd for me to believe.
Mr. M PHY. Senator, those are the facts and we have testified

twice on this subject in the past. Mr. Roche testified-I think it was
at the time the Congress was considering the legislation-and again I
guess it is about 2 years ago now we testified on the impact of the
trade agreement. We have updated that statement and I have attached
it to our record statement for today.

Senator RIicoFT. It is not hard for me to believe. You see, unfortu-
nately, American trade policy was subordinated to geopolitical and
defense considerations. Oir State DepArtment was in the process of
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negotiating trade agreements all over the world using the bait of trade
advantages for foreign countries to either get a base or an agreement
that we thought helped us strategically. What has always concerned me
is the lack of concern over the economic problems that were becoming
the dominant factor in relationships between nations.

Here was the United States with ample reserves building up Japan
and Germany. We took on worldwide defense obligations. We gave aid
to nations al over the world. We had so many dol ars, we were invest-
ing them abroad. The other nations were devoting their time and
energy to building up their manufacturing and trade and monetary
positions to the extent that now we find Japan with a $19 billion trade
surplus in manufactures, Germany with $16 billion and the United
States with a $7 billion deficit.

If General Motors manufactured its Cadillacs in Canada and manu-
factured its Chevrolets in the United States, we would not have the
$21/2 billion trade deficit. I do not blame General Motors. I remember
that the United Auto Workers were for this agreement at the time
when it was negotiated. I imagine they are angry today. We can ask
Mr. Woodcock--ie will be here on Thursday-how he feels this agree-
ment has affected the American auto worker.

This problem is going to have to be at the center of considerable
discussions between the United States and Canada which we need to
correct this-

Senator BF-N;F.Tr. I have another memory that might be wrong, but
as I remember at the time the agreement was negotiated, its focus was
on the interchange of parts between-assembly parts rather than on a
program to manufacture entire automobiles in Canada. Am I wrong
in that?
. Mr. Mu i~nPr. Well, I do not believe there was any focus other than
to, you might say, increase the participation on the part of Canada to
rationalize-I think that was the term widely used-the production
capabilities on both sides of the border. It was up to the manufacturers
to determine how best that rationalization could take place. There
were some safeguards that were put in it to be sure that complete
vehicles were going to be involved, not that you had complete free-
dom to abandon any of the prior assembly function that had been done
in Canada. The focal point was not simply on parts, Senator.

Senator BEnNeTt. Well, have you not changed the .pattern-of your
complete vehicle manufacturing in Canada?

Mr. MuRpiiy. We did it this way. In order to simplify the line, in
order to get the advantages of scale, prior to the trade agreements we
were manufacturing in very small quantity many of our cars in Can-
ada. Under the terms of the trade agreement we were able to contem-
plate and get the advantages of efficiency of scale on a fewer number
of models and serve the market for -those small quantities from the
United States. In other words, we could ship over the Oldsmobile,
Buick, Pontiac type of automobile and concentrate in Canada on some
of our higher volume Chevrolet models. -

Senator BENNerr. I was a little surprised. Are you absolutely manu-
facturing most of your standard Chevrolets in Canada?

Mr. MVRPHY. go, sir. It is a relatively small part of our total but
we have concentrated more on the regular Chevrolet in Canada rather
than try to make a lot of separate models, but some of those Chevro-
lets do come back into the United States.
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Senator BENETT. In effect, the agreement made it possible for you
to got out from under the responsibilities of manufacturing some of
the entire line in Canada?

Mr. Mlum-xy. It gave us an opportunity to rationalize the production
so we could get a better efficiency and lower our costs on both sides of
the border because we were doing the small quantities to serve the
Canadian market, which was not as economic as if we made them in
the United States.

Senator BENNETT. Yet, you say you had a completely neutral point
of view towards the program developed entirely by professional nego-
tiators from the two State Departments.

Mfr. MunPHY. That is exactly what happened, Senator.
Senator BENNETT. It is hard for me from seeing what has happened

to believe that you had no interest in ,the agreement.
Mr. ,MNunPiiy. We certainly had a lot of interest in the agreement but

we were not a party to the agreement.
Senator BE1mJEir. I have nothing else.
Senator RmiICoFF. I think Senator Bennett raises a very important

point because the agreement was executive in nature. The problem
arises whether this committee should give any President of the United
States blanket authority to negotiate agreements without coming to
the Congress for its consent?

Senator BENNETr. That is not my point.
Senator RIBICOFF. I know but that comes out of it. My feeling is if

you would look into the archives of the State Department you would
probably find that it was a very simple reason that created this agree-
ment, and I do not think General Motors or Ford or Chrysler had'any
part in it. I recall it came about as a result of some matter between
President Johnson and Lester Pearson of Canada. It developed out of
a non-related issue. That is why when it comes to problems of foreign
economic policies my feeling is that the Finance Committee at least
ought to know what is going on in the trade field. I think that while
we should give the President every consideration and cooperation,
at the same time we ought to know what is going on.

Senator BENNE-r. I would like to ask one further question. Were
you consulted by the State Department with respect to the details of
the agreement before it was signed?

Mr. Mtmpny. I do not believe so, Senator.
Senator BENNEiTr. This is unbelievable.
Senator HANSEN. Would you yield for just one observation?
Senator BENNmT. Yes.
Senator HANSEN. The information I have--and I would ask if you

have any indication that there might be validity to it-squares pre-
cisely with the observation just made by the chairman. I understand
that really the genesis of the agreement resulted from a phone call
between--originating in Washington from President Johnson to Les-
ter Pearson when Canada- agreed to put troops on Cyprus, and the
question raised by the President was what can we do for Canada, and
out of that conversation came this auto agreement.

Mr. MuRPiy. I cannot confirm that, Senator.
I would like to say, Senator, we tried to deal with this automotive

trade agreement in our statement. We recognize it is a very important
aspect of trade. I think we have to look at ihe results of the agreement
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against what might have happened. Canada 'had its options 'available
to it and I am sure that is what the negotiating parties on the U.S. side
looked at. They were looking at things Canada could do that might
have been a deterrent to any participation in that Canadian market
by the United States. And as a result of this, I think it has worked
relatively well for both countries.

Now, maybe the negotiators were hoping for too much. They antic-
ipated a growth in the Canadian market far above what actually has
happened. A lot of the growth 'has been in imports. We have not been
able to get all of the benefits. But employment has increased in the
U.S. automotive industry over the period since the act was enacted in
absolute numbers greater than it has on the Canadian side. And they
are still-based on the figures of the Commerce Department, they are
still a favorable balance in favor of the United States in recent years.

Senator RIBICoFF. I think the lesson for all of us from the fantastic
changes that have taken place over this past decade in every phase of
international relations is that the United States needs a degree of
flexibility in negotiating new agreements to reflect the shifting of
burdens taking ito account the military and economic changes.

You are being asked all these questions because you are an impres-
sive witness who is knowledgeable, and we do not mean to be badger-
ing you. We am trying to get information, and we are grateful -for
Tour coining here. As I told you in the beginning, I am very much
impressed with the amount of work that you, GM, and your sta ff did.

Now, just a cou ple of wrapup questions. Congress passed the invest-
ment tax credit. We speeded up depreciation guidelines. 'e passed
DISC legislation. We repealed the automobile excise tax. I voted for
all of these measures in committee and on the floor, and I think these
were proper actions for us to take. All of this was done in an effort to
make our economy more competitive and supposedly to create more
Mobs for Americans. Yet today we have the largest trade deficit in ourhitory.

What do you think we have to do to remain competitive and will the
devaluation of the dollar be enough ?

Mr. MURPHY. Well, I think the devaluation of the dollar was just an
adjustment but I would hope in the wisdom of this Government. we
could find a better way of having the international monetary system
work in an orderly fashion instead of by crisis, you might say, and I
would hope that that would be part of the deliberations on the part of
Congress and the administration, to see if we cannot develop and work
with the other countries on a more effective international monetary
system. But I think the real thing, the real challenge for us in the
United States, is to be more productive, is to increase our productivity
so we can maintain the competitive edge we have had historically in
the world markets, that we can preserve and enhance our standard of
living, that we can pay the high wages that hourly workers have here,
that we can create the good jobs and make progress and be an impor-
tant and a growing part of the world scene, the world trade. And I
think we can do all of these things but we are going to have to work
hard.

I think there has to be a greater spirit of cooperation on the part of
Government, industry, labor, all of us in the United States, because we
all have the same objectives in mind. We all-*ant progress for this
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great country of ours and I want us to be an important part of the
world trade in every sense of the word, but we are going to have to
work together and work hard because we are confronted with very
formidable competitors in the world market. The Japanese are very
good, not just in automobiles but in everything they do. The Germans
have been vecry aggressive and the Italians as well.

All of these people are interested in progress for themselves. I think
their objectives and ours can be made to complement one another and
great progress and growth can come forward for all people. I hope
that is true.

Senator RieicoFr. If you do not have this information or if it is in
some of your statistics, point that out to me or supply them later. What
are the average total wage costs in GM factories in the United States?
Do you have that?

M r. Mupmiy. We give the total wage costs for our United States-
Senator RIBICOFF. Annually, the average total wage cost.
Mr. MunPHY. Then we gave a display that shows the percentage

that those wage costs is of the United States as 100 percent in the vari-
ous countries-some of our principal overseas areas of the world, in
connection with the longer for-the-record statement. We just referred
to it briefly in the oral statement.

Senator RIBICOFF. If you do not have them together you can supply
them to us.

Mr. MURPHY. It is in the statement, Senator, but anything else that
the-it is our record statement, Chart No. 8. It shows the relationship
of our basic hourly wage rates and our total hourly wage costs includ-
ing supplementary benefits with the United States as -100 and it shows
these various other countries where we have operations.

Senator BENNETT. I notice Canada is not there.
Mr. MURPHY. Canada for all practical purposes, Senator, has wage

parity with the United States at the present time. In other words, our
wages in Canada and the United States are for all practical purposes,
the same. Canadian dollars in Canada, U.S. dollars in the United
States.

Senator RIaicoFF. Now, that is what bothers me. After all, I have
not seen a Japanese or German automobile plant. I am sure you have,
or your people have. I imagine that they are as automated as ours.

Do you think that it is possible in considering a technologically
advanced country like Japan or Germany that we can be that much
better to make up a wage differential between 37 to 100 1 That is cer-
tainly a vast gulf.

MI. MURPHY. It is a formidable task bult wage rates are only part of
the reason, Senator. We like to think that by our management abilities
and by our investments and by our technology we can keep right up on
top and certainly with the opportunities that'this great country of ours
affords in the way of a market it is going to give us an advantage of
scale and it is up 'to us to take the challenge, but certainly if the Japa-
nese are going to be more productive than we and continue not only to
have the advantage of wage rates but then also to have an advantage
in reducing labor costs, then it is going to be a very difficult thing for
US.

Senator Rmicoi. What percentage are wages in the total cost of
making an automobileI
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Mr. MURPHY. I think the best way I can answer that is taking our
total sales dollar across the corporation. Roughly one-third of our
sales dollar, and this is total General Motors, is in payroll, in wage-
relatexl costs. And that would be representative probably of our labor
content in a car. Now, this varies from plant to plant, and country to
country depending on the degree of integration.

Another 46 percent of our revenue goes to buying supplies and mate-
rials from other people and there is a high wage content in that. So
that when you get the total wage content, in other words, what is
inside and outside-

Senator RiBICOFF. So we are really in a tough competitive situation.
Japanese steel, I assume, is cheaper than American steel.

Mr. MURPHY. It has been. I think with the realinement of the cur-
rencies it may turn the other way.

Senator RIBICOFF. Well, there is also glass and upholstery for exam-
, pie, that goes into an automobile. This is one of the ironies. When you
* devalue the dollar, what the Japanese have to import in raw materials

to go into their automobiles is that much cheaper. That goes for what-
ever they buy from the United States. So devaluation does not raise
the sales price of the Japanese automobiles because-60 percent of
what goes into producing an automobile they buy 10 percent cheaper
with devaluation. All of this indicates that we are faced with a really
tough problem and we have to recognize we are not going to be able to
gloss it over.

Senator BENNETT. May I ask one question?
Senator RuircoFF. Certainly.
Senator BENNETT. I am verve puzzled. That chart-chart 8*-shows

that in Australia and in England, South Africa, that the total hour
cost including supplementary benefits is lower than the wage cost.

Mr. MURPHY. Both of these are expressed as a percentage of the
United States.

Senator BENNETT. But how do you reduce the cost? How can you
provide supplementary benefits plus wages at a lower cost than the
total wage cost?

Mr. MURPHY. Senator, it is a case of the hourly based wage rate in
the first column in the United States and I am 'just-I do not have
the exact figure but say, that is $5 and in the second column it is $8.

Senator BENNETT. I see. It is a combination of the two.
Mr. MURPHY. It is a combination.
Senator BENNETT. The 100 percent does not represent the same

figure.
Mr. MURPHY. No, sir. It is a different base, the base in both cases

being the cost of those respective numbers in the United States and
then-

Senator BENNETr. Then to take an example of Germany where the
total cost including supplementary benefits is higher than the wage
rate, the Germans have higher supplementary benefits than we do.

Mr. MURPHY. Precisely. They have relatively higher supplementary
benefits in terms of cost than we have here in the United States and
in other cases they are ratably lower.

Senator BENNEwT. Thank voi. I see it.
Senator RrmcoF. Any other questions or any other comments, Sena-

tor Packwood I

*Sle p. 173.
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Senator PACKWOOD. I have got a few, but I can ask him privately
after the hearing. As you know, I am still learning this. If you can
wait a few minutes, Mr. Murphy, I would be grateful.

Mr. MURPHY. I would be happy to.
Senator RmicoFF. Again, we ao appreciate your coming here. When

men of your knowledge and responsibility come to this committee as
well prepared as you, sir, it helps us in the task that we have ahead of
of us. Thanks again to you and your association.

Mr. MutRPny. Thank you very much, Senator. I enjoyed it. I ap-
preciate the opportunity.

Senator RIBICOFF. We will recess until 10 o'clock tomorrow morning.
(Mr. Murphy's prepared statement and a subsequent communication

from Mr. Murphy follows. Hearing continues on page 193.)

STATEMENT OF GENERAL MOTORS CORPORATION, PRESENTED BY TuOMAs A. 'MURPiHY,
VICE CHAIRMAN

General Motors appreciates this opportunity to review its worldwide opera-
tions. It is our conviction, based on over sixty years of active participation in
the world market, that the reduction of barriers to world trade and investment
Is essential to raising living standards and employment both at home and over-
seas. Moreover, we are convinced that the operations of multinational business
firms have made-Und can continue to make a significant contribution to the
realization of these goals.

In response to tie Chairman's inquiry, we have organized our statement under
three broad headings. First, we would like to review briefly the evolution of
the multinational automotive industry as background for a discussion of its
impact on production, employment, trade and the balance of payments. In doing
so, we will draw heavily on General 'Motors experience and my personal obser-
vations over some 35 years with General Motors. Second, I would like to relate
General Motors experience to the allegations of critics of multinational business
as summarized in the informal outline, which you, Mr. Chairman, furnished me
in advance of these hearings. Third, I would like to offer our views on the Im-
portant questions the Chairman has identified as being of special interest to
the Subcommittee.
I. The Evolution of the Multinational Automotive Industry

The world automobile market is today served largely by multinational con-
cerns. Some of these, such as General Motors, are based in the United State.
Others are based in France, Germany, Italy, Sweden, the United Kingdom and,
more recently, Japan.

Regardless of their home bases, all of these firms are engaged in an aggressive
and highly competitive search for markets. They are generally large, well-
staffed and efficient producers. As a result, competitive pressures have increased
and are continuing to Increase. Each producer has had to run fast Just to
obtain and endeavor to hold a position in the markets around the world.

Chart 1, below, provides a summary of the production of motor vehicles in
the United States and Canada as compared with the rest of the world. As the
chart Indicates, motor vehicle production overseas expanded rapidly as industry
and the economies in Europe and elsewhere started their post-war recovery.

The early years of our industry were a period of profound change In tech-
nology, in competitive challenge and in national policies. It was a period of rapid
economic growth. While automotive historians attribute the Internal combustion
engine to European Inventors, the techniques of mass production were unde-
niably an American innovation. As a result, U.S. manufacturers quickly took a
commanding lead In the manufacture of low cost motor vehicles and In the 10-
year period after World War I served the world market by exporting cars and
trucks made in the United States. 'Initially, complete vehicles were shipped.
However, increasing shipping costs and rising tariffs on fully-assembled vehicles
made it a competitive necessity to 'begin assembling vehicles overseas. Moreover,
a European-based automobile industry close -to its suppliers and markets was
slowly liking -root as a competitive challenge to U.S.-produced cars and trucks.
The cost reduction resulting from the export of components for assembly over-
seas enabled U.S. producers to remain competitive. For example, in 1928, General
Motors could ship nine unassembled Chevrolets to Europe for assemblyat:about
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the same shipping costs as two fully-assembled cars. During the period from
1923 to 1928, General Motors established 19 assembly plants in 15 overseas
countries.

Thus, the origin of General Motors as a multinational manufacturer can be
traced back to our establishment of these early overseas assembly facilities. They
enabled us to reduce the cost handicaps of long export supply lines. They also
enabled us to remain competitive in the world market as an exporter of com-
ponents. In fact, by 1929--a peak year for U.S. automotive exports-about 70%
of the cars we exported were-being shipped as components from the United States
for overseas assembly.

As early as the mid-1920's, however, there were Indications that General Motors
could not rely solely on the export-overseas assembly approach and remain a
strong competitive factor in the overseas markets. These were years of very
rapid change. Consumer preference in the United States was for larger cars,
while In Iurape the demand was for smaller cars. In addition, European manu-
facturers were adopting U.S. developed mass production methods.

As a result, General Motors took its first tentative steps to manufacture com-
ponents in Europe and to assemble cars designed to meet European needs through
the acquisition of two overseas manufacturing facilities-one in England, the
other in Germany. Thus, by 1929 General Motors was serving the overseas world
demand in three ways: by exporting fully-assembled units, accounting for 30%
of our unit exports from the United States; by exporting unassembled units,
accounting for 70% of our exports; and by the manufacture of cars and trucks
in Germany and England.
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The worldwide depression of the Thirties had a lasting effect on General
Motors and other companies serving the Internatioial market. In an effort to
protect jobs at home, nations around the world adopted protectionist policies. In
the United States, the highly protectionist Smoot-Hawley tariff was imposed.
The results, as we now recognize, were catastrophic.

In the case of General motors, exports of motor vehicles, both assembled and
unassembled, from the United States dropped from 250,000 units in 1929 to only
44,000 units in 1932. The total number of 648,000 cars and trucks exported from
the United States and Canada by all manufacturers in 1929 was a record which
has been unsurpassed since that time; by 19.32, this total was only 83,000 units.

With the economic recovery abroad in the years following 1932, the demand
for motor vehicles again expanded rapidly. By the late Thirties, total sales of
cars and trucks produced by all manufacturers overseas had reached a level well
above that reached in 1929. In contrast to the overall increase in overseas demand,
the sales of United States and Canadian source vehicles in overseas countries
continued to be depressed by trade restrictions and discriminatory taxes imposed
by overseas countries, as well as customer preferences for locally supplied ve.
hicles. As a result, the overseas demand for assembled and unassembled vehicles
exported from the United States and Canada declined by 42% from 1929 to 1939.
As indicated in Chart 2, this trend has continued.

Chart 2

NORTH AMERICAN.MOTOR VEHICLE EXPORTS
(SELECTED YEARS - 1926 - 1971)

Thous. Units
750

'850 -

Thous. Units
750

- 250

- - - - - 0
1926 1929 1939 1949

Source: Motor Vehicle Manufacturers Association of the
U.S.. ihc.-Various U.S. and Canadian Official
Sources

500

lSvo 1 VbV 1971



165

THE POST-WORLD WAR II EMERGENCE OF A WORLD AUTOMOTIVE MARKET

Two major developments In the quarter century after the end of the second
World War further accelerated the trend toward overseas production rather
than U.S. exports. One was the creation of large trade groups such as the Euro-
pean Economic Community and the European Free Trade Association. The other
was the emergence of the developing nations emphasizing accelerated industriali-
zation as a major and understandable goal.

Under the programs adopted by the member countries of the two trade areas,
programs were scheduled to remove tariffs within each area but to continue
outer tariffs at a newly-established common level. In 1957, Immediately prior to
the formation of the EEC, the six member countries had separate externio tariff
rates on assembled cars ranging from 17% in Germany to 45% in Italy. These
high rates, which are applied to the c(xt of the vehicle Including shipping and
insurance costs, were gradually reduced over the next ten years. When the first
common external rates became effective in July, 1968, they were 22% for as-
sembled cars and 14% on components imported for assembly. After the Kennedy
Round, these rates were further reduced to 11% and 7%, respectively.

In General Motors view, the Treaty df Rome and the Treaty of Stockholm
establishing the two markets and the emergence of a broad-based European
market within which goods could move freely were significant steps toward
free trade. Nevertheless, with a high common external tariff and the planned
removal of internal tarifs, there was only one course left open-for producers
outside these market areas in order to continue to serve them-invest directly
in manufacturing capacity within the newly-formed market areas. The recent
enlargement of the Common Market from six to nine nations, including the
United Kingdom, reinforces this trend.

The industrial aspirations of the developing countries and the policies adopted
to realize their goals is the second trend which has importantly affected the
growth of overseas operations of multinational automotive firms. The creation
of a domestic motor vehicle industry has been a key element in the industrializa-
tion plan of several of those developing countries. Typically, so-called "local
content" regulations have been adopted which establish time schedules for
substituting local production for component Imports. For example, the "local
content" requirement in the manufacture of passenger cars in Mexico Is now 60%,
in South Africa, 55%; in Brazil, the requirement is now 100% and in Argentina,
95%. (Chart 3)

CHART 3

PASSENGER CAR. LOCAL CONTENT REGULATIONS (SELECTED COUNTRIES 1966-71)

[In percent]

Local content requirement

1966 1971

Mexico ......................................................................... 60 60
Brazil ..................................................--- 100 100
Venezuela .............................................. "...26 43
Argentina ...................................................................... 95 95
South Africa .................................................................... 45 55

The choice facing each manufacturer is a simple one: To comply with the local
content requirements or to withdraw. Were U.S.-based manufacturers to adopt
the latter course, any possibility for sales In such areas and any opportunity to
export even the reduced content from diversified other sources in the United
States would be lost. Furthermore, the machinery exports required to realize
local content requirements would be effectively "removed as potential product
market for suppliers in the United States. In each Ins c, faced with this
choice, General Motors decision has depended on whether there appeared to be a
growth potential and a profit opportunity which would justify making the added
investment.

Since World War II, General Motors has had to make a number of decisions
to participate in a national market by expanding its investment or liquidating an
existing investment. In some Instances-India, Pakistan and Peru are cases in
point-the decision was reached to withdraw. In many more, such as Mexico,
Argentina, Brazil and Australia, the decision was made to continue to provide the
necessary facilities for local manufacture.
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The options available to a multinational business during the post World War II
period are well illustrated 'by General Motors decision to manufacture vehicles In
Australia. Prior to the war, General Motors had been exporting vehicle com-
ponents from 'the United States and United Kingdom for assembly In Australia.
Late in 1944, the Australian Government announced its plan for developing a
domestic automobile industry. General Motors and other manufacturers were
advised by the Australian Government, of Its intent and requested to submit a
proposal to the government if Interested. Since this decision involved a major
change in our approach to this market and a major Investment, there were a
number of fundamental questions to be resolved. As Frederic Donner, a former
General Motors chairman, pointed out In his McKinsey Lecture Series at Colum.
bin University in 1966, General Motors could not escape the following conclusion:

"Since the Australian government had addressed its request to a number of
world-wide manufacturers, the chances were that if we did n,.b accept 'the chal-
lenge, some other manufacturer would. In short, If we failed to move toward
manufacturing in Australia, we stood to lose all or a major part of our market in
that part of the world."

Our analysis of the Australian motor vehicle market pointed to a potential
demand of at least 20,000 vehicles by 1950 and continued growth beyond that
date. As a result, the decision to remain in the market was made on 'the only
basis acceptable to the Australian Government-by undertaking the domestic
manufacture of a vehicle. The initial production in 1948 was 163 Hlolden cars.
Last year, our Australian operations produced 189,000 vehicles.

In recent years, a number of countries have also required local ownership
participation in the overseas subsidiaries as a condition of market participation.
Although this requirement represents a departure from General Motors basic
ownership philosophy, joint ventures have been approved In Korea, the Philip-
pines and Thailand. In addition, General Motors has a minority interest in a
Japanese vehicle manufacturing company.

There are three points which emerge from 'this brief review of General Motors
growth as a multinational business which are germane to the Subcommittee's
examination of multinational business.

First, General Motors decisions have not Involved a choice between exporting
from the United States or manufacturing abroad. Differences in customer product
requirements and preferences, trade barriers-both tariff and non-tariff-reflect-
ing deep rooted national policies, and logistics have generally foreclosed the
export opportunity.

'Second, General Motors overseas investments have been dictated by market
opportunity, not by availability of hourly labor rates lower than those in the
United States. It has been and is today very clear that we could serve the vehicle
needs of many developing countries by exporting high-vollime cars and trucks
from the United States at a lower unit cost than we can manufacture on a low
volume basis locally. The cost penalties to serve a relatively small local area
with low production volumes more than offset the lower wage levels in many of
these countries. The fact is that in developing countries, volume is low, unit costs
are high and so are vehiclO prices.

Third, there is no question that if General Motors or other U.S. automotive
firms were to turn their backs on market participation through overseas facilities,
multinational firms based in other countries would be alert and quick to act to
fill the need. Trends in our neighboring continent, South America, are illustrative
of the pressures existing even when we do elect to compete. The major passenger
car manufacturer in Brazil, accounting for 65% of all passenger car sales, is
Volkswagen. a multinational manufacturer based in Germany. Volkswagen is also
the leading passenger car manufacturer in Mexico. The major producer in Argen-
tina, accounting for almost 30% of retail sales, Is Ait, also a multinational
producer and the sales leader in the total overseas market, based in Italy. In
other developing areas, the .Tapanese vehicle manufacurers with multinational
facilities are leading competitors-particularly in Asia. The major challenge
which U.S. based automobile manufacturers face is to compete successfully
against efficient producers such as these.

To put this in broader perspective, vehicle sales outside the United States and
Canada in 1972 totaled 18.1 million units, of which GM's worldwide operations
were able to sell only'a little over 9 percent. The two leading producers were
Fiat and Toyota.
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THE UNITED STATES-CANADA AUTOMOTIVE TRADE AMMMENT

Before leaving the subject of the impact of government policies on multi-
national operations, let me comment on the Agreement reached by our govern-
ment and the Canadian government on automotive trade. This Agreement was
formalized in the Automotive Products Trade Act of 1965.

The record is clear that General Motors did not initiate or urge adoption of
the Agreement. We were prepared to do whatever the two governments decided
to be in the best interests of the United States and Canada. In testimony before
the Senate Finance Committee in 1965, James Roche, then executive vice presi-
dent of General Motors, summarized our view as follows:

"It is the belief of General Motors that the Automotive Products Agreement,
while not free of difficulties, is over a period of time a workable plan. It was
worked out by representatives of the two governments and freely entered into
on both sides.

"While General Motors must respect its provisions, we had nothing to do with
0 evolving either it or the remission plan.

"In the present instance we see an obligation as a corporate citizen both of
the United States and of Canada to attempt to accomplish the objectives of this
agreement, which was freely negotiated by the two governments and freely en-
tered into in the belief that it was In the best interests of both countrie.% We
are confident of our ability to operate under the agreement and to continue to
make our contribution to the economies of bnth the United St-es and Canada."

With your permission, I would like ,to submit for the record a GM statement
on the United States-Oanada Automotive Trade Agreement, submitted to the
Commission on International Trade and Investment Policy in February, 1971.
This provides a comprehensive evaluation of the effects of the Agreement on U.S.
and Canadian vehicle production, trade, employment and the balance of pay-
ments. For your convenience, we have brought up to date the statistical sum-
maries contained in this statement.

The Act abolished -tariffs on automotive products trade between automotive
producers, in order to permit the Canadian automobile industry 'to get the advan-
tages of greater specialization of production and to permit the United States
automotive industry to share in the Canadian market.

Measuring 'automotive trade between the United States and Canada has been
subject to some_problems of valuation of imports and exports. This technical
matter has been reviewed in consultation between the two governments and
agreement on methods was announced. On this basis, Chart 4 summarizes the
U.S.-Canadian automotive -trade. The total value of automotive trade between
the United States and Canada in 1972 was more than 12 times ,the level of 1964.
After several years of decline in the U.S. balance of automotive trade with Can-
ada, the trend has been reversed. We understand 'that prelihninary data on the
1972 automotive trade will show a favorable balance in excess of $100 million.

The U.S.-Canadian Automotive Trade Agreement represents a movement
toward free trade and was a novel approach-not without problems-to resolving
a trade problem. The proximity of the -two countries, and the production and
marketing of Identical products by the same manufacturers made the Agreement
possible.

Four observations relevant to ,the Committee's review may be made about the
Agreement. First, it must be recalled that there was a 60% Commonwealth con-
tent requirement for passenger cars and a 50% requirement for trucks in effect
prior to the Agreement. Among the widely discussed alternatives to the Agree.
ment was a sharp increase in minimum local content requirements, the Imposi-
tion of surcharges on imported vehicles or an increase in duties. The adoption of
any of these alternatives, which Canada apparently was prepared to do, would
have impaired the trade harmony between -the two countries with clearly adverse
effects on U.S. automotive production and employment.

Second, increased local content requirements of necessity open up the question
for each manufacturer of continuing to operate in such areas. As Mr. Roche testi-
fied, General Motors was "confident of our ability to operate under the Agree-
ment." It is fair to ask what options a manufacturer had, given the above
alternatives, beyond making every effort to operate successfully under the Agree-
ment. General Motors has large investments in facilities on both sides of the
border, and we are proud of the contribution we have been able to make to the
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Chart 4

VALUE OF U.S. AUTOMOTIVE EXPORTS AND IMPORTS*
TO AND FROM 'CANADA

(SELECTED YEARS 1950 -1972)
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Source: U.S. Department of Commerce

economies of both countries. Obviously, we must operate within the terms of any
agreement reached by the U.S. and Canadian governments.

Third, in one Important respect, the assumptions concerning the growth of
Canadian automobile demand were not fulfilled following 1964. In hearings
before the House Ways and Means Committee on the Automotive Products Trade
Act of 1965, it was stated that the Canadian automobile market growth was
projected at eight per cent per year. This rate has not been realized. Since 1964,
the Canadian demand for North American and foreign type cars has increased
at an average annual rate of four per cent. The demand for North American
type cars, however, has been below this average. Had the eight per cent annual
growth rate assumption for North American type cars been fulfilled, the current
U.S. trade surplus with Canada would be substantially larger.

Fourth, while the rate of increase of Canadian automotive employment since
1964 has been higher than that in the United States, the number of employees
added to--U.S. automotive payrolls since 1964 is almost five times the number
added to Canadian automotive payrolls.

General Motors will continue to make every effort to live up to the letter and
spirit of whatever production requirements the United States and Canadian
governments determine to be in the best interests of the two countries. To meet
the requirements of the current Agreement has required substantial additional
capital investments on both sides of the border. If, as has been suggested, the
Agreement were cancelled, it would rectult in a considerable cost to manufacturers
who would have to "undo" the production adjustments already made.

Mil. $
5,000-
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I. THE IMPACT OF GENERAL MOTORS WORLD-WIDE OPERATIONS ON
U.S. EMPLOYMENT AND GROWTH

Let me turn now to the issues you identified, Mr. Chairman, in the "informal
outline" enclosed with your note to me of February 8. The relevant paragraph
in your outline is your summary, of the position of critics of multinational firms.

"Critics maintain that the operations of the multinational companies pose--a
threat to the American standard of living, Jobs and the industrial base of the
United States by transferring technology and production overseas. They point
out that capital, management and technology are Internationally mobile, while
labor clearly is not. They argue that the deterioration of the U.S. position in
world trade and our current high rate of unemployment is due, in large measure,
to the operation of our multinational firms."

Contrary to the critics' view that multinational operations pose a threat by
transferring production overseas, General Motors worldwide operations have
enabled us to serve even the limited demand for U.S. produced cars and trucks
around the world. The reason- for this is evident. General Motors has been able
to establish vehicle sales and service facilities in most market locations around
the globe. The mainstay of their support are the vehicles designed and produced
by General Motors' subsidiaries overseas for the needs of these markets-the
small Opels, Vauxhalls and Holdens and cars of a similar size manufactured in
Mexico, Brazil, Argentina, and South Africa.

It is important to emphasize that General Motors distribution facilities, located
in almost every nation of the world, are also available for the sales and service
of U.S. produced vehicles wherever there may le a demand. Since a motor vehicle
is a complex engineering product which must have periodic servlee from trained
mechanics, it is difficult to imagine that there could be any demand for U.S. cars
and trucks without a distribution network.

General Motors worldwide dealer organization and vehicle and parts export
effort is the most Important single factor in the' cumulative balance of trade
surplus for General Motors since 14O of about $12 billion. This includes General
Motors exports of locomotives, diesel and gasoline engines, earth moving equip-
ment, heavy duty transmissions and related components and spare parts which
are distributed through our overseas subsidiaries and which are making a con-
tinuing contribution to our trade balance. Over this same period of time, General
Motors earnings remittances from overseas operations have exceeded its very
limited capital outflow by $2 billion. In total, therefore. General Motors eumu-
lative contribution to the United States balance of payments is some $14 billion.
(Chart 5) In 1972, General Motors contribution to the U.S. balance of payments
was $400 million.

GM exports also support U.S. Jobs. For example, applying the average GM
1972 domestic revenue of $47,000 per employe suggests that some 34,000 GM
employes in the United States were dependent on our 1972 exports from the
United States valued at $1.6 billion. Moreover, since about 50% of the material
and services embodied in our products is purchased from outside suppliers, total
employment directly attributable to General Motors exports was probably close
to 70,000 last year. In short, General Motors multinational operations, rather
than posing a threat to U.S. employment, have enlarged our domestic potential.

As is pointed out in your informal outline, critics also allege that the transfer
of technology by multinational business poses a threat to the American standard
of living. We would like to be able to assert to you that all of the worthwhile
innovations in automotive design and manufacturing methods were the result
of American discovery, research and development. But this is simply not so.
As proud as we are of General Motors' contribution here in the United States
over the years, the fact is that we have also benefited from automotive research
in other countries. The rotary engine development is a recent and much publi-
cized case in point. There has been a continuing two-way flow of technology
and innovation. Given the intense competitive conditions in the industry, improve.
ments in product and manufacturing technology do not long go undetected. The
goal of each maufacturer-wherever he is located-'is to work a little harder,
run a little faster and introduce a little sooner than his competitors, the best
that automotive engineering can develop. The ultimate beneficiary of this process
is the consumer.

The American buyer can choose from among imported as well as domestically
produced cars with no discriminatory fees or special taxes. The tariff, now 3%
on the factory cost of the car, is among the lowest in the world. Buyers overseas,
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Chart 5
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because of both tariff and non-tariff barriers, do not have this choice. It has
long been our contention that U.S. produced cars and trucks should be available
In other countries on the same non-discriminatory basis that imports are available
In the United States. A vigorous effort in this direction by our government at the
forthcoming Geneva Conferences is certainly indicated. The broad framework
suggested by Senator Ribicoff in his report to Chairman Long would be most
appropriate. The tariff rates of the major auto production areas are shown in
Chart 6 and illustrate the current disparities.

CHART 6.-TARIFF RATES ON PASSENGER CARS SELECTEDO COUNTRIES: 1957-73)

lIn percent

1957 1968 1973

United Stats- ..................................................... 8.5 5.5 3.0
EEC (external tariff) I ------------------------------------------------------------ 22.0 11.0
United Kingdom .....................----------------------------- 30.0 17.5 11.0
Japahelbase less than 106 in ..................................... 40.0 40.0 }

Wheelbase more than 106 in .................................... 35.0 35.0 6.4

I The 6 member countries of the EEC had separate rates in 1S57 which began to be gradually reduced starting In January
1958 to reach the common external rate of 22 percent in 1568. In 157 these rates ware 24 percent in Benelux, 30 percent
in France, 17 to 21 percent in Germany (depending on engine capacity), and 35 to 45 percentin Italy (also based on engine
capacity).
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General Motors record of expansion in the United States provides a direct
answer to critics who assert that multinational operation is a threat to U.S.
production and employment. Here is General Motors' record.

INVESTMENT, SALES AND REVENUES

General Motors effort to serve United States customers with cars and trucks -
produced in the United States can be documented in many ways. At the end of
1972, General Motors gross fixed assets (real estate, plant and equipment)
amounted to $14.7 billion, of which $11.7 billion or 80% was in the United States.
Since 1960, General Motors expenditures on plant and equipment totaled $11.7
billion, of which $9.2 billion was invested at home.

In terms of factory sales, General Motors produced 5,740,000 cars and trucks in
the United States in 1972-an increase of 56% from 1960-representing 74 per cent
of our combined factory sales from all sources. Of our total dollar sales, U.S.
operations accounted for 85% in 1972.

General Motors domestic revenues in 1972 were up 137% from the level in
1960. By comparison, total sales in the manufacturing sector of the U.S. economy
rose only 94%. This greater growth of GM domestic -revenues during the past
12 years is in line with the findings of several recent studies on the operations
of the U.S. multinational corporations. For example, the study of the DEmergency
Committee for American Trade found that the expansion of U.S. firms with
extensive overseas operations between 1960 and 1970 (the period studied) was
more rapid than those U.S. firms with little or no direct investment overseas.

Whether and to what degree the differential rates of growth in revenues
reflect differential rates of price Increase is difficult, if not impossible, to deter-
mine. However, based on the Bureau of Labor Statistics Wholesale Price Index,
the manufactured products price index increased by almost 24.5% between 1960
and 1972. The automotive component of the Index, on the other hand, increased
by about 11%. Both measures of price trends have been adjusted by the Bureau
for product quality Improvements. Aside from the price factor, the favorable
rise in General Motors revenues reflects, in addition to the increase in unit
sales, innovations in car components-optional power assist equipment, increasing
demand for automatic transmissions, improved air conditioning systems and
other conveniences-which have appealed to new car buyers. This competitive
process of innovation has contributed to the unit sales of U.S. produced cars
and trucks and has also provided a base for Increased employment.

DOMESTIC EMPLOYMENT

In 1972 the average number of GM employes In the United States was in-excess
of 550,000-20% above the number of such employes in 1960. This growth in
employment also compares favorably with the total employment In the manu.
facturing sector of the U.S. economy which rose only 12% from 16.8 million to
18.9 million.

Again, as In the case of revenues and assets and as shown in the study of
the Emergency Committee for American Trade, this good record was in line
with the performance of the U.S. multinational corporations generally. Tie do-
mestic employment of multinational firms rose faster than that of U.S. manu-
facturing as a whole between 1960 and 1970. There is nothing in this record to
support the contention of critics, summarized in the informal outline, that "our
current high rate of unemployment is due, in large measure, to the operation of
our multinational firms." In fact, this record points to the opposite con-
clusion. This conclusion is buttressed by the recent report of the Tariff Com-
mission to the Senate Finance Committee. Ultimately, the goal is not only to
create more Jobs, but, at the same time, to improve efficiency so that each Job
will provide an American worker with a higher standard of living. This, of course,
Is an historic result of American competitive enterprise.

91-925--73-----12
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Chart. 7

GROWTH OF'GM DOMESTIC VS. U.S. MANUFACTURING EMPLOYMENT

(1960 = 100)
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U.S. Department of Labor

MEETING THE CHALLENGE OF VEHICLE IMPORTS

When the foreign manufacturers began to export their products to the United
States it was evident that they could view these sales as an increment to their
large domestic sales at home where essentially the same cars were being dis-
tributed. Unit costs were low because of the large volume sales opportunity
at home and this cost advantage could be carried over to their export volume.
As their export volume grew, many overseas producers expanded their facili-
ties to serve the export demand, and in so doing, they were able to continue to
market their export volume on a highly competitive basis.

Foreign manufacturers had another important advantage in lower hourly labor
costs. For example, in Germany hourIL wage rates (including supplementary
benefits) are 359 below-those in the Unifed States. These and other comparisons,
based on data from General Motors domestic operations and overseas sub-
sidiaries, are provided below. Japanese data are based on published trade sources.

To put these rates Into perspective, the average annual gross earnings of a
OM hourly rate worker in the U.S. is about $12,500. Adding supplementary bene-
fits. this becomes $16,000.

General Motors has endeavored to meet customer demand In the United States
for smaller and lighter cars on a commercially viable basis. Beginning in the
fall of 1959, General Motors introduced its first line of smaller cars, the Corvair,
as a competitive alternate to imported cars. This was augmented two years later
with a second line--the Chevy II. These cars, together with competitive models
introduced by other domestic producers, were an effective challenge to imports
whose sales dropped from about ten per cent of total U.S. sales In 1959 to under
five per cent by 1.962. The introduction of the intermediate size cars by General
Motors such as the Pontiac Tempest, introduced in 1960, was also a response
to those customers who wanted cars smaller than the standard regular size
<!ars.
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CHART 8.-RELATIVE COST OF AN AVERAGE HOUR OF LABOR I AT GENERAL MOTORS OPERATIONS (AS OF DEC. 31,
1972)

As percent of U.S. rate

Total hourly
cost including

Hourly base supplementary
rate benefits

Country:
United States .............................................................. 100 100
Germany .................................................................. 59 65
Australia ....................................................... 48 44
.England ................................................................. 44 37
Mexico ..................................................................... 33 35
South Africa ................................................................ 26 20
Brazil ...................................................................... 15 18
Argentina .................................................................. 16 16
.Memo: Japan I---------------------------------------- ..................... 37

1 Local currencies were converted into U.S. dollars at exchange rates of Feb. 20, 1973.
1 Average for Japanese automotive industry.

In spite of their initial setback, participation In the U.S. market continued
to lie attractive to overseas manufacturers. Since established dealer organiza-
tions provided ready acce!;s to the U.S. automobile buyer, imported car mann-
facturers again tested the market and sales began to rise rapidly in the latter
half of the 190's-a trend which accelerated with a major expansion in the
availability of Japanese-source cars.

To meet this new challenge, General Motors' planning for the introduction of
- Iihe Vega began in the mid-19CO's. In our view, It was necessary to encompass

within our program the design of the car, materials and manufacturing. It
was our conclusion that we could compete effectively only if we could achieve
i siibstantial advance In vehicle design and manufacture.

Shortly after the Vega was introduced in 1970, Richard Gerstenberg, then
General Motors Vice Chairman, described General Motors approach to the plan-
ning of this new car in an address to the National Academy of Engineering.
Let me quote a portion of his remarks:

"To ' o(Iduce this car, we built a completely new plant in Lordstown, Ohio. It
Is one of the most highly automated automobile assembly operations in the world.
' his e.spee1al!y applies to welding equipment on the assembly lines. More than
85% of assembly-line welding on the Vega is done automatically. New processes
are used in rustproofing and soundproofing. The body paint is applied auto-
matically.

"Equally important are the contributions made by simplified product design,
-innovations in use of materials, and reductions of weight. A new aluminum
alloy and a new fabricating process were used to produce the engine block.

"Beyond the car itself, our engineers made a major contribution to a dif-
ferent design for railroad cars to reduce shipping costs and minimize damage
to the car in transit. The automobiles are packed hanging on the inside of a
pallet which becomes the side of the rail car. The capacity of each new rail car
Is increased to 30 Vegas-compared to 18 in conventional rail cars.

"Technological innovation was the foundation of our approach to the new
Vega. This was essential if we were to achieve our goal of producing a car with
American standards of quality, designed to meet the discriminating needs of
American motorists, and at a price which made it strongly competitive in value

-with imported cars. And we wanted our new car 'o be built with American
parts and material and by American workers."

The domestically produced small cars are making an effective bid for a share
of the small car sales. Almost 350,000 Vega cars were sold in the United States
in 1972 in spite of the well-publicized labor difficulties at our Lordstown plant.
We have every reason to anticipate an increase in sales this year and currently
have a substantial increase in production capacity under way. Estimated employ-
ment resulting from production of the Vega and its components by General
Motors and its suppliers is on the order of 45,000. This car and the employment
it provides would not have been possible at all without the manufacturing effi-
ciencies designed into the vehicle and its manufacturing methods.

There are other less dramatic examples of General Motors' commitment to
serving the U.S, consumer witl competitively produced domestic cars and compo-

* nents. Let me cite one recent example.
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When the Vega was introduced in the fall of 1970, the three- and four-speed
manual transmissions were imported from our West German subsidiary, Adam
Opel. As the demand grew for the Vega and Opel vehicles for which this trans-
mission is used, General Motors had to decide whether to increase capacity in,
Germany for both the domestic German market and for export to the United
States, or to produce its U.S. requirements at home. With an xpanding domestic
volume potential, adequate to permit U.S. production on a competitive basis,
manual transmission production to meet U.S. needs was launched in Muncie,
Indiana, with consequent benefit to other U.S. suppliers.
- Other U.S. manufacturers have also been responsive to meeting customer de-
mands for cars smaller than the traditional U.S. standard car. The result is that
the buyer of a small car in the United States today has a wide range of domestic
and imported cars from which to choose. As is evident from Chart 9, U.S.-pro-
duced small cars accounted for about 2.4 million units in 1972, compared with
total small car imports of 1.4 million units.

Million
U.S. SMALL CAR SALES

Domestic and Imports
Million

GENERAL MOTORS IMPORT SALES

There is one additional facet of General Motors worldwide operations relevant
to the subject matter of the Subcommittee inquiry. General Motors togethi- with.
other U.S.-based automobile companies have imported into the United States cars.
built by their overseas subsidiaries. In 1972 these imports accounted in total for
187,000 units, 13.1% of total imported passenger cars and about 2% of total U.S.
passenger car demand. General Motors has distributed the Opel, manufactured in
Germany and sold by Buick dealers in the United States. In 1972 some 60,000-
Opels, 4.2% of total imported cars and 0.0% of total U.S. car sales, were pur-
chased by U.S. buyers.

The distribution of Opel cars in the U.S. together with--the vehicles produced
by the overseas subsidiaries of other U.S. based automobile companies expanded
the range of product choice available to U.S. buyers. What the choices of these
buyers would have been had these cars been withheld from the United States is.
pure conjecture. Given the aggressive development of the United States market
by other importers, the exchange rate advantage they have enjoyed and their
highly favorable labor costs, it is fair to assume that other importers would have.
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'filled a large part of the void created if the products of U.S. overseas subsidiaries
had been withheld.

The distribution of Opel cars in the U.S. gave General Motors broader par-
ticipation in this expanding sales opportunity. In addition, the availability of this
car permitted General Motors to take advantage of the same economic factors
which have supported imported car sales generally.

The success of the Vega and General Motors' other smaller cars does not, in our
view, preclude the -continuing sale of the Opel to those buyers who prefer it.
Competition means offering the buyer the widest choice economically possible.
This is as valid domestically as it is abroad. It is the basic reason why the con-
tinuing efforts of our government to reduce barriers to free trade and the free
flow of investment funds deserve our full support.

COMPLEMENTATION

The Committee may also be interested in one further trend in the development
of multinational business beginning to attract public notice. I refer to the
process of complementation, which is a recent, but highly p'omislng approach to
using the resources of multinational business to serve the world market. In many
developing nations, local sales are too small to achieve the full economies of scale
made possible by mass production. The result is that vehicle costs in these areas
have been high. Prices have been beyond the reach of all but a few citizens.

Complementation provides a means for overcoming this obstacle. With a com-
plementation program, a multinational company can provide component manu-
facturing in each of a number of participating small countries. By specializing
the output of one country on given vehicle components, some economies of scale
are realized. The producing country earns foreign exchange for the purchase of
assembled cars from the sale of these components to another country where final
assembly of the vehicle is provided. The latter country also acheives some
economies of high volume assembly. The final result is lower costs and reduced
prices in all the participating nations.

Complementation also opens up additional market opportunities for advanced
countries. For example, the basic transportation vehicle being built for use in
underdeveloped countries in the Pacific uses a small engine supplied by Vauxhall.
Capital equipment for the manufacture of components and for their assembly
is being supplied from U.S. sources. As we look to the future and the needs of
developing areas for improved transportation, we are hopeful that in comple-
mentatlon multinational business has found an effective and commercially viable
new tool.

TIE POTENTIAL OF MULTINATIONAL BUSINESS

The General Motors experience provides convincing evidence that in a climate
of freedom a multinational firm can be an instrument for improving the material
well-being of our citizens at home and people throughout the world. It is General
Motors goal to provide the buyer in the United States with the products he de-
mands at competitively established prices. It is also our goal to provide buyers in
other parts of the world with the type of cars made in the United States or over-
seas that they demand and to provide the service and other facilities required
to make a complex machine function effectively.

General Motors view is well summarized in Mr. Donner's concluding lecture
of his 1966 MeKinsey series at Columbia University. I would like to quote
three brief paragraphs.

"The world-wide industrial enterprise is a powerful force for economic growth
which transcends national boundaries but respects national goals. It strives to
serve a variety of diverse markets efficiently. In being an active and an adap-
tive participant in the industrial growth of the world, it seeks to advance the
economic interests of every country in which it participates.

"The world-wide enterprise is a force that can be used to bring the advanced
technology of products, materials, methods and processes quickly and efficiently
to the service of nations throughout the world; it can impart new labor skills
to populations; and it can provide the best in marketing techniques and in
management methods and talent.

"In short, the world-wide enterprise is potentially a most effective element
in a world-wide desire for economic growth. Used well in an environment of
freedom, it offers a potential unlimited today and in the years ahead. It provides
an Important element in the search for world peace. These are the objectives
which constitute the ultimate challenge and the promise bf world-wide indus-
trial. enterprise."
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III. QUESTIONS OF SPECIAL INTEREST TO TIXE SUBCOMMITTEE

The Subcommittee has asked us to address ourselves to a number of specific
questions. The first question is:

"What can, be done to improve the competitive position of U.S. industry in
world markets and to create additional employment in the United States, and
what contributions can multinational companies make to this end .1"

In 1972 U.S. merchandise trade was in deficit for the second time in this
century and the deficit was above $6 billion. This is a very serious problem.

In approaching the problem, however, I would like to discuss briefly what
is meant by "competitive position of U.S. industry" and to review the contribu-
tions the multinational companies are currently making.

To use the U.S. balance of merchandise trade as the sole criterion of U.S.
competitiveness, as some observers appear to do, is very misleading and would
lead to trade policy changes detrimental to the best interests -of the United
States in the long run. U.S. industry is competing in the world market through
both exports and overseas production. Where there Is an export opportunity,
the multinational firm is in an excellent position to realize its full potential.'
Where' for economic or political policy reasons, this avenue is closed, it may
be able to compete by producing overseas.

There is no question that, on the average, U.S. multinational corporations
have been traveling very rapidly along both routes. For example, the survey by
the Emergency Committee for American Trade has shown that between 1960
and 1970 U.S. multinational corporations increased their export sales at only
a slightly lower annual rate than the sales of their overseas affiliates increased.
With the variety of impediments-political and economic-to expanded exports,
this is a remarkable record.

Furthermore, the trade surplus of multinational companies-that is, the
excess of exports from the United States over imports to the United States-
more than doubled in this ten-year span. Surely, this is the opposite of what
one would expect if the overseas production of the multinational corporations
had been at the expense of their exports. Finally, the latest study on the multi-
national corporation, that conducted for this Subcommittee by the U.S. Tariff'
Commission, has shown that ". . . there is a fairly close association between
levels of foreign investment and levels of U.S. exports--that is, the industries
which are the largest direct investors abroad also tend to be the generators
of the larger amounts'ff U.S. industrial exports, and vice versa for the less
important foreign investors." These are the facts. No doubt there are isolated
exceptions, but the record is clear that there is no inherent contradiction
between the growth of U.S. exports and the expansion of U.S. multinational
production.

The real question is: What can be done to increase the exports of purely
domestic firms?

It has often been suggested that U.S. business should know a great deal
more about the U.S. export potential. In spite of the enormous flow of statistics
generated every year. evidence Indicates that many firms have not given
adequate consideration to the opportunities in foreign trade. A 1968 study by
the Conference Board concluded that U.S. exports adapted well to the changing
mix of world trade demand qince 1956. At the same time. the study found that
U.S. exports to countries with the fastest growth offered a great potential to he.
tapped. We must face the fact that countries such as Germany and Japan are,
aggressively searching for new areas to sell their products. If we as a rntion
wish to export more. and I believe we should, then we must be prepared to
devote more effort to this task.

For its part, General Motors is keenly sensitive to overseas sales of its
products.- Over the years the opportunities have been the subject of searching
review. In the future, rising incomes overseas and the correction of the exchange
rate imbalances can provide an improved competitive base for our products,
The reduction and ultimate removal of tariff and non-tariff barriers against U.S.,
produced cars is also essential. Hopefully, the forthcoming GATT negotiations
will make progress toward tile removal of these barriers which could contribute
to some increase in U.S. automotive exports.

Neverthless, a realistic appraisal of our export opportunity must recognize.
that providing the U.S. buyer with the types of cars he demands is a first
priority of U.S. manufacturers. The high landed cost of intermediate and standard
size U.S. care in relation to family income in most overseas countries is a
continuing market fact. The relatively short driving distances in areas such,
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-as Europe and Japan, as well as narrow roads and very high fuel cost overseas,
will continue to be competitive constraints. The removal of artificial barriers.
to trade will permit an expansion of overseas demand for U.S. cars, but some
of the underlying economic considerations will continue and must be squarely
faced.

The basis of any major effort to increase U.S. exports is the need to accelerate
productivity gains. Americans enjoy the highest standard of living in the world.
To maintain and improve that standard, the urgent need now is to Improve
the world competitive position of our exports through greater productivity-not
to erect barriers to imports. If we are to take a constructive market-expanding
approach, there is no substitute for sound fiscal and monetary policy and no
substitute for the incentives which encourage investment in new technology and
innovation.

Finally, the Report of the Commission on International Trade and Investment
Policy, which was issued in 1971 and which we support, has numerous sugges-

a tions for improving the U.S. trade position. For-example:. -
1. "International efforts to remove foreign barriers to U.S. trade."
2. "International efforts to limit the use of indirect export subsidies."
3. "A much higher level of government support for research and development

directed speefically to industrial objectives, as other countries are doing."
Your second question is:
"To what extent do foreign trade barriers and the actions of foreign govern-

ments encourage the shift of American productive facilities and technology to.
other countries, and how should these problems be treated?"

The phrase "shift of American productive facilities and technology" does not
accurately describe the multinational development of General Motors. Our goal
has been to serve both the domestic and overseas markets with the products
each wants and needs and to do this as efficiently as possible.

This is not to deny, as was discussed in the first part of this statement, that
foreign trade barriers and the actions of foreign governments have been a major
influence in determining the location of our overseas facilities. In most developing:
countries high tariffs, extensive quantitative restrictions, and far-reaching ex-
change regulations are the rule rather the exception.

As these countries reach higher levels of development and higher incomes,
hopefully they can move toward a freer trade policy. Brazil, for example,
with its great economic potential, eventually can expect to have an efficient
automotive industry. It should be able to lower its own trade barriers and
increase its participation in world automotive trade on a competitive basis.

In the already industrialized countries such as Japan and those in Europe,
substantial progress is being made to reduce trade barriers and open up a
broader export opportunity for products made in the United States' I can asure-
the Committee that General Motors will make every effort to seek out new-
opportunities to market our products abroad. This is not limited to motor vehicles.
We are actively seeking sales opportunities for products such as our locomotives,
earth moving equipment, diesel and gasoline engines. heavy duty transmissions
and marine equipment. It seems certain that other multinational firms will
respond promptly and In a similar way.

The third question is:
"What will be the competitive position of our basic manufacturing industries

10 or 20 years from now if our present tax, trade and antitrust laws continue to
be essentially unchanged? What policies should the United States adopt to ease
the effects of economic dislocations while seeking improvements in our competi-
tive position in world trade?"

Forecasting is always difficult and sure to be second-guessed with the benefit
of hindsight. With this ca'eat in mind, let me suggest a few possibilities.

First, these U.S. laws are not great deterrents to our competitive postition-
we should make sure they do not become so. In any event, they are only one
aspect of a very complex situation. Furthermore. unilateral action by the United
States with regard to these laws cannot solve our trade, payments and currency
difficulties. For example, if the United States were to lower its own trade barriers
without recinroeal action, then our Position will not be improved-instead it
could worsen. Realistically. we must also assume that if the Urnited States
increases its barriers to foreign trade. other countries will t9ke a similar course.
In our Judgment, our present difficulties will probably continue unless we in the
United Stotes can increase productivity and make greater progress in con-
trolling inflation here at home.
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Second, if our tax laws move generally in the direction of penalizing investment
as opposed to consumption, then our industrial efficiency is likely to suffer and we
shall-fall behind our foreign competitors.

Third, the trend toward the freer movement of goods between countries evi-
dent in the postwar period would be reversed by some current proposals, such as
S. 151, the proposed Foreign Trade and Investment Act of 1973. If enacted, it
would -impose tax penalties on multinational firms and permit the adoption of
import quotas.

From a tax policy standpoint, S. A61 would be undesirable since it would use
the tax laws to penalize U.S. firms operating abroad in the expectation of earn-
ings that, in part at least, flow back to the United States. For example, one pro-
vision of this bill would repeal the long-standing credit against U.S. income tax
for foreign taxes imposed or income from abroad. Adoption of this provision
would result in full double taxation of foreign -subsidiary income. Under this
approach, the United States would tax foreign operations of U.S. business more
heavily than any other major country taxes the foreign business activities of its
own companies. Without the U.S. foreign tax credit, at generally prevailing tax
rates in industrial countries, after-tax income from U.S. overseas subsidiary
operations would-be about half the income of comparable local companies or the
overseas subsidiaries of companies based outside the United States. This could
bnly hurt the United States' ability to operate in the world market, reducing
exports of products, machinery and equipment needed in those areas.

Another provision of S. 151 calls for current taxation by the United States of
foreign subsidiary income when earned, rather than when remitted to the U.S.
parent company as a dividend. No other major industrial country taxes on this
basis. Were such a tax enacted in the U0lted States, it would reduce-the resources
for expansion by U.S. firms, particularly in the developing countries whose goal
is to encourage industrial development. To assist in such development efforts has
also been a continuing goal of the United States foreign economic policy.

With respect to import quotas, experience has shown them to be generally unde-
sirable. Their implementation invites countermeasures by other countries further
restricting American exports. The history of international trade provides clear
evidence that any short-term gain in the foreign trade balance through import
quotas or other barriers would probably be more than offset in the long run by
increased barriers to U.S. exports.

On the subject of antitrust, I believe the cause of freer trade can be advanced
or retarded by the varying interpretations of different governments of their anti-
trust laws. Clearly, antitrust enforcement to prevent cartel agreements which
allocate sales territories and restrict competition is important in order to elimi-
nate such barriers to world trade. America's ability to compete in the world
market would be handicapped if our antitrust laws should inhibit growth and
penalize success while other countries encourage their business to merge and
grow.

As to adjustment assistance, U.S. labor and business are in a continuing process
of adjusting to rapidly changing world trade conditions. We concur in the need
to provide greater assistance to companies and their employes subject to dis-
location as a result of these changes. We view the suggestions made by Sen.
Ribieoff in his report and by the Williams Commission to be constructive.

The problem, of course, is to distinguish between the difficulties of a particular
firm resulting from poor management and those uncontrollable competitive fac-
tors resulting from the reduction of trade barriers. When an entire industry
and its employes are affected, there is a case for assistance. An adequate assist-
ance program, by spreading the cost of adjustment to change in national trade
policy, is appealing on simple grounds of equity. Moreover, it would help to re-
duce the understandable resistance to change by those who would be directly
affected.

T1he final question Is:
"Are there realistic alternatives to the solutions embodied in the Hartke-Burke

legislation?"
General Motors does not believe these proposals are in fact solutions. We con-

tinue to believe that trade barriers should be lowered rather than raised. It is
in the best interests of every country including our own to encourage the expan-
sion of world trade and investment. Whenever markets have been opened, Amer-
ican industry has been willing-indeed anxious--to enter them.

The President has proposed that current controls over direct investment and
the interest equalization tax be phased out. These would be steps In the right
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direction. If we analyze the United States balance of payments deficit in recent
years, it is clear that income from foreign investments has been the major plus
factor. Dividends and interest on foreign investments have exceeded the outflow-'
of dollars for direct foreign investments in every year.

The record is clear that the expansion of investments abroad creates more job
opportunities in the United States-not less. It is a well-documented fact that
U.S. investments overseas are directly and highly correlated with U.S. exports
of our products. At the time the investments are made by U.S. companies, they
are accompanied by large shipments of U.S. made capital goods to foreign
countries.

Finally, the expansion of overseas investment need not require an outflow of
dollars. In General Motors case, reliance on overseas capital markets to augment
earnings retained for investment overseas has been our standard business prac-
tice for the past twenty-five years in order to minimize exchange risks. It has
also been our policy to remit overseas earnings promptly, retaining overseas only
those resources necessary for maintaining and expanding the subsidiary as an

4 effective competitor. These practices were adopted to avoid the speculative risks
of fluctuating exchange rates. Over most of the postwar period, General Motors
earnings remissions from overseas subsidiaries have been about the same per-
centage of total overseas earnings as General Motors dividend payments to our
stockholders-or about two-thirds.

We are aware of the many allegations about the role of multinational firms
in precipitating the recent world monetary crisis. Let me state unequivocally
and in the strongest possible terms that General Motors has not and will not
speculate in the world money markets. As a long-term member of General Motors
Financial Staff and as a senior ofcer, I know from personal experience that this
policy has been scrupulously observed. We are a manufacturer, not a speculator.

Mr. Chairman, you asked for General Motors recommendations as to U.S.
trade problems. We have attempted to be responsive to your request and are
prepared to offer six points for your consideration. They are:
1. Reciprocal tariff and non-tariff barrier reductions

The forthcoming GATT negotiations will provide a new opportunity to im"Ild
on the constructive base of reciprocal tariff reductions that have resulted from
the Kennedy Round. The success of this new round, which should also consider
non-tariff barriers, is critically important for two reasons. First success is es-
sential to offset the groundswell of protectionism in many parts of the world-
including the United States. Second, success is -essential to opening up the
competitive opportunity for United States exports. Trade, based on the sound
principle of comparative advantage, benefits buyers and sellers alike. We rec-
ognize that this is an Ideal and is often at variance with short-term national
goals. Nevertheless, there are grounds for optimism in the progress that has
been made. The steady progress made within the European Community is also
a reason for hope. We must not lose these gains but rather build practically and
resolutely on the advances already achieved.
2. International monetary adjustments

The need for new international monetary mechanisms is widely recognized
and need not be discussed in detail in this paper. As a U.S. based vehicle manu-
facturer, General Motors is aware of the competitive handicap past parity rates
of exchange have imposed on the sale of U.S. produced products in the export
market. In addition, the previously pegged exchange relationship gave imported
cars an advantage in the U.S. market. Since almost 86 percent of the overseas
cars imported into the United States were sourced in Germany and Japan
where the largest exchange rate adjustments have been made, the impact on the

0 domestic industry has been substantial. The exchange rate adjustments made
following the Smithsonian Agreement 14 months ago contributed to reducing
the imported cars share of total U.S. passenger car sales from 15.2 percent in
1971 to 14.8 percent in 1972. The decline in the import car share in 1972 was
the first such decline in the past ten years. With the second dollar devaluation
in February, and the decision of the Japanese government t(, "float" the yen
and the revaluation of the German mark, vehicle price relationships may better
reflect underlying economic realities. We are hopeful that, out of the current
work of the Group of Twenty, mechanisms can be established.to permit more
timely and orderly adjustment of exchange rates in the future.
8. Improved productivity in the United States

As important as trade and investment policy and monetary reform are there
must also be a -renewed dedication in the United States to improving productivity.
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Ultimately, this is the key to meeting foreign competition. Advanced nations in
Europe and Asia have learned the lesson of productivity and have been making
impressive gains. As the President recognized when he appointed the Productivity
Commission, the only certain way to improve the material well-being of our people
and strengthen the nation's competitive position In world markets is by improving
our efficiency in the use of our great resources.

As the work of the Productivity Commission makes clear, many avenues are
open for using our resources more effectively. Employe motivation, for example,
is an area which General Motors is studying intensively. A number of efforts-
Including improved communications, educational assistance and work rotation
schemes-have been launched which may give us new insights to ways to over-
come excessive absentee rates and improve employe attitudes.

In addition, General Motors is continuing to give top priority to the design of
its products and to manufacturing methods which improve product quality and
production efficiency. The size of our cars and the efficiency of our engines are
being carefully examined in relation to national energy resources. Intensive re-
search is being directed toward n w tools, better materials, and better fabricating
techniques.
41. Favorable investment climate

All of these efforts require large investments. General Motors expenditures for
plant and equipment in the United States have averaged about $850 million an-
nually since 1965. Plans for 1973 will require an increase from this high rate of
expenditures.

Providing a favorable investment climate is, therefore, an integral part of the
nation's effort to achieve a high rate of productivity advance. There is a role
for tax policy to play. Specifically, the accelerated depreciation provisions and
the investment tax credit should be retained as permanent features of our tax
law-rather than on-again-off-again proposals which make long-term planning.
of business investment more difficult.

5. Emphasis on U.S. exports
There is need for greater emphasis on the importance of exports to our econ-

omy. In one sense, the large American market has been a disadvantage, making
export sales to many individual countries seem small by comparison. As matters
stand now, America's strength in the world market rests on the activities of a
relatively small number of companies. More medium and small companies should
and could become interested if they can be made aware of the advantages of sales
abroad. In this educational effort the government has a leadership role to play.
An effort to meet this challenge by expanding U.S. trade and investment is surely
not through inward-looking and repressive proposals which can only serve to
trigger retaliation abroad.

6. Economic adjustment assistance
Finally, General Motors believes that economic adjustment assistance has

potential merit as one means of responding to problems of dislocation related
to changing world trade.

The proposal on the subject offered by you in the last Congress, Mr. Chair-
man, was directed toward providing a remedy to some of the problems that are
troubling all of us. We appreciate that there are difficult administration issues
thqt must be resolved. We believe your proposal deserves serious study.

Mr. Chairman, in concluding this statement I want you to know that I am
personally most appreciative of this opportunity to present General Motors views
to this Subcommittee. The issues you now have under study and the policy pro-
posals adopted are critically important to our nation and the peaceful and pros-
perous growth of a truly world economy. We dare not turn back from a world
which is seeking to find solutions to many urgent problems. In meeting this chal-
lengo we are convinced that the multinational firm--competitive world enter-
prise-offers a resource whose value *e are only beginning to sense. Speaking
for one multinational firm, General Motors, we hope the policies -ou adopt will
draw forth the best we have to offer.

UNITED STATES-CANADA AUTOMoTIvE TRADE AOREEmENT--PREPARED FOR THE

COMMISSION ON INTERNATIONAL TRADE AND INVESTMENT POLICY

BY HENRY W. WELCH, COMPTROLLER, GENERAL MOTORS CORPORATION, FEBRUARY, 19Tl

This report represents an evaluation of the United States-Canada Automotive
Products Agreement of 1965 as implemented in the United States by the Auto-
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motive Products Trade Act of 1965. The evaluation Includes a summary of events
leading up to the Agreement, a review of the Agreement itself, a discussion of
'the Agreement's effect on industry production rationalization, U.S.-Canada car
price differentials, employment T-vels, automotive trade balance, labor rates, in-
vestment, General Agreement on Tariff and Trade, and possible areas for change.

Events Leading up to the Agreement
Canada had been experiencing an adverse balance of merchandise trade with

the United States for many years with automotive products being an important
factor in this adverse trade balance. The following chart shows the reltion-
ship of the automotive products to the total Canadian balance of merchandise
trade with the United States for the period 1954 through 1964 as reported by the
Dominion Bureau of Statistics.

CANADIAN BALANCE OF MERCHANDISE TRADE WITH UNITED STATES
CALENDAR YEARS 1954 - 1964

(BALANCE IS U.S. FAVORABLE - CANADA UNFAVORABLE)

Million Can. $ Million Can. $
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Source: Dominion Bureau of Statistics

Because automotive trade was such a large factor in Canada's unfavorable
merchandise trade balance, it was natural for the Canadian government to focus
their attention there. During the period 1954 to 1964 on finished vehicles import
duties of 17.5 percent were generally in effect. While original equipment parts
were generally dutiable at rates ranging up to more than 25 percent duty-free
treatment was granted on certain components of a class or kind not made in
Canada, providing that the Canadian automotive producers attained a minimum
Commonwealth content of 60 percent in passenger cars and 50 percent in trucks
produced in Canada. These duties protected the Canadian automotive industry
but at the expense of efficiency. Canadian production facilities were similar to
those in the U.S., but the smaller Canadian domestic market coupled with the
model diversification required, meant lower economies of scale, higher costs, and
higher prices. As a consequence, the growth of the Canadian automotive industry
continued to lag relative to the United States, and Canada's automotive trade
balance continued to be unfavorable.

In August, 1960 the Canadian government appointed a Royal Commission to
study the varied aspects of the Canadian automotive vehicle and parts industries.
The Commission's Report became known as the "Bladen Report", after the
Commission Chairman, Vincent T. Bladen.
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The conclusions and recommendations of the report centered in the content
requirement area and the lack of economic competitiveness of Canadian produc-
tion. It was felt that in order for the Canadian automotive industry to be com-
petitive with the U.S., it must be effectively integrated with the U.S. automotive
industry which would require production rationalization between the two coun-
tries. ("Production rationalization" is the phrase used to describe the integration
and realignment of component and vehicle production in order to attain econ-
omies of scale.) While little of this nature was done when the report was pub-
lished in 1961, the report did become the genesis of subsequent action.

The first move by the Canadian government to reduce the automotive trade
imbalance was a Duty Remission Program started in November, 1962. An Order
In Council permitted the recovery of duty on imported automatic transmissions
and certain engines to the extent of the value of the increase in the exports of
Canadian made automotive product. over the previous year's exports.

The second move came in November, 1963, when a new Order in Council, main-
taining the same principle to encourage increased exports, extended the duty
recovery program to all imported vehicles and most parts.

In June 1954, the U.S. Treasury Department, which had been under some
pressure from certain United States parts manufacturers asked for comments
from interested parties to aid in their determination as to whether the Canadian

-Duty Remission Program constituted the payment of a "bounty" or "grant" as
defined in the Tariff Act of 1930. If so determined, this Act (Section 303) required
imposition of countervailing duties which for all political purposes would have
negated the Canadan plan.

The U.S. Treasury Department was understandably hesitant to invoke Section
303 and risk possible retaliation from Canada. It was also evident that Canada
was committed to increasing its automotive production, and a failure by the
U.S. to recognize this desire would very probably result in additional artificial
controls being imposed by Canada.

Some possible controls were a continuation of Canada's duty-remission scheme,
a sharp increase in content requirements above the 60 percent level, or an im-
position of surcharges (or an increase in duties) on imports. All of the more
obvious alternates would impair the trade harmony between the two countries.

The possibility of such alternates resulted in the discussions between the
U.S. and Canadian officials which led to the U.S.-Canadian Automotive Trade
Agreement.
The Automotive Trade Agreement

The U.S.-Canadia i Automotive Trade Agreement was signed by representatives
of both countries on January 16, 1965. The stated objectives of the Agreement
were threefold:

1. The creation of a broad U.S.-Canadian market for automotive products
within which the full benefits of specialization and large-scale production could
be achieved.

2. The liberalization of United States and Canadian automotive trade with
respect to tariff barriers and other impediments in order that bQth nations could
participate on an equitable basis in the expanding total market of the two
countries.

3. The development of conditions in which market forces could operate effec-
tively to attain the most economical pattern of investment, production, and trade.

The Agreement is of unlimited duration but may be terminated by either
government by giving twelve-months written notice.

Although the Agreement generally provides for duty-free passage of auto-
mobiles and parts, there are a number of important exceptions to the free-trade
principle- Several automotive categories, such as tires and replacement parts,
are excluded from duty-free treatment. Furthermore, Canada confines the privi-
lege of duty-free automotive imports to the manufacturers of motor vehicles or
original equipment parts. (Individuals in Canada who import new automobiles
from the U.S. are assessed 15% duty. Used vehicles generally cannot be imported
into Canada.) ....

The Agreement was implemented in Canada by an Order in Council dated
January 18, 1965. Related thereto, the Canadian manufacturers were also re-

_quired to submit to the Canadian Government "Letters of Undertaking" in
which they stated they would undertake to do the following four things. The
first two requirements are set forth in the Agreement and establish a floor
for Canadian production.
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1. Maintain the ratio of the net sales of their production of motor vehicles
In Canada to the net value of their sales in Canada at not less than the ratio
of the model year 1964.

This requirement assured Canada of continued participation in the assembly
of vehicles. Failure to meet the required ratio could--result in imposed duties
on all vehicles imported into Canada by a particular manufacturer during the
year.

2. Maintain, in the production of vehicles in Canada, a level of Canadian
value added in absolute dollar terms which is at least as great as that achieved
In model year 1964. As Canadian production of vehicles expands, the relative
importance of this requirement obviously will decline.

In addition, the Canadian manufacturers stated they would attempt to increase
production in the following manner:

3. Increase the total Canadian value added in vehicles and in original equip-
ment parts by an amount equal to 60% of the growth in the value of passenger
car sales in Canada (50% in the case of commercial vehicles).

4. Increase the Canadian value added in vehicles and original parts by a total
of C.$260 million over and above that achieved in model year 1964 and that
required to fulfill (3) above. The larger commitments included in the C.$260 mil-
lion were: General Motors, C.$122 million; Ford, 0.$74.2 million; Chrysler,

4k C.$33.2 million; and American Motors, C.$11.2 million.
The lack of flexibility in Canadian value added requirements could be a prob-

lem area. There appears to be a difference in interpretation as to the termina-
tion date of these commitments, with Canada taking the position that the letters
are "open-ended" while the U.S. understood the letters to expire on July 31,
1968. In any event, the fixed dollar and/or percentage CVA targets for yearly
attainment are not realistic, and should be modified to allow for either a cumu-
lative running average, or a several year period of overall attainment without
regard to any given year(s) performance within the period. The need for some
kind of flexibility in OVA requirements is because of the highly fluctuating
market demand, turn-around time for major changes in production alignment,
work stoppages, and the lead time involved in providing production capacity
for market growth.-

The fulfillment of the above conditions entitles the Canadian manufacturers
to duty-free treatment of imports of vehicles and most original equipment com-
ponents. Prior to the Agreement, duty payments to Canada on automotive prod-
ucts and components amounted to approximately C.$50 million annually.

In the United States, the Agreement was implemented by the Automotive
Products Trade Act, which was enacted on October 21, 1965. The Act called
for a bilateral liberalization of trade between the U.S. and Canada for the
products of a single major industrial sector-a distinct departure from the tra-
ditional United States approach of multilateral trade liberalization. It was ap-
proved by the United States Congress during a period when conditions were
favorable. There was a trade liberalization atmosphere. The United States en-
joyed a substantial trade surplus. Furthermore, the automobile industry in
Canada is, for the most part, owned by U.S. firms; and the automotive unions
in Canada, were affiliated with the unions in the U.S. The legislation was de-
veloped and sponsored by the Executive Branch, passed by the House and
Senate by a very large majority and signed into law by President Johnson on

*- October 21, 1965.
The U.S. legislation implementing the agreement contains a number of other

provisions which deserve mention. The President is authorized to carry out
similar agreements with other countries if, in his opinion, such agreements
afford mutual trade benefits. One very important ingredient provided by the
legislation is adjustment assistance for either firms or workers dislocated by
the operation of the Agreement. The adjustment assistance provisions of the
Automotive Trade Act expired June 30, 196& Hwever, the Trade Expansion
Act of 1962 contains a similar adjustment assistance provision which continues
in effect making available assistance to qualified firms or workers. Finally, the
legislation requires an annual report to the Congress concerning the Implementa-
tion of the legislation.

Recently there is indication that there has been a change In the atmosphere
In the U.S. as evidenced by the results of the House Ways and Means Commit-
tee Hearings in June, 1970 and the Senate Finance Committee Hearings In
December, 1970 on the-Trade Act of 1970. Both committees recommended that
the U.S.-Canadlan Automotive Trade Agreement-be terminated if certain sug-
gested changes are not instituted.
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How the Agreement has Worked-Production Rationalization
One of the basic objectives of the Agreement is to encourage integration and

realignment of production between the U.S. and Canada-by producing optimum
volumes of components and vehicles in both countries in order that the pro-
ductivity of the automotive industry in both countries, but particularly in Canada,
will be improved.

The integration which has been accomplished at substantial expenditures for
capital and relocation has resulted in an important improvement in economies
of scale in Canada resulting from better utilization of facilities. One Canadian
manufacturer reduced by almost 50% the different series of passenger cars pro-
duced between 1966 and 1972. There has also been a similar reduction in the
number of different automotive components such as engines, transmissions,
starting motors, etc. The reduction in different models of vehicles and com-
ponents has enabled the Canadian Manufacturers to use their machinery and
equipment more effectively through longer, larger quantity production runs.
Thus, many of the low volume items have been relocated to plants where the
benefits of high volume can be obtained. This has happened on both sides of
the border.
How the Agreement Has Worked-Price Differential

The Trade Agreement has resulted in a significant narrowing of the price,
differential between the U.S. and Canada for comparable cars, presumably
reflecting the greater improvements in Canadian economies of scale which
resulted from production rationalization. The following chart shows this price
differential on-three selected passenger cars which are similar to those vehicles
reported in the President's Report to Congress.:

COMPARISON OF INTRODUCTORY FACTORY LIST PRICE UNITED STATES VERSUS CANADA I

United States Canada In Canada over United States
in U.S. Canarfa
dollars dollars Amount Percent

Chevelle Malibu 2-door hardtop with 8-cylinder engine:
1964 ........................................... $2,262 $2,673 $411 18.2
1965 ........................................... 2,272 2685 413 18.2
1966....................................... 2322 2,68 364 15.7
1967 ......................................... 2,374 2,73 360 15.2
1968 ....................................... 2,469 2,815 346 14.0
1969 ......................................... 2,501 2,832 331 13.2
1970 ........................................... 2, 6?8 2,969 341 13.0
1971 -------------..------------------------ 2,769 3,071 311 11.3
1972 (phase II) ................................. 2 879 3 207 328 11.4
1973 --------------------------- 2945 3,273 328 11. L

Chevrolet Impala 4-door sedan with 8-cylinder engine:
1964 ............ 2.............................. 2529 2,986 457 18.1'
1965 ........................................... 2.,539 2,998 459 18.1
1966 ....................................... 2,597 2,994 397 15.3
1967 ....................................... 2,639 3,034 395 15.0
1968 ........................................... 2,734 3,129 395 14. 4
1969 ....................................... 2,801 3,202 401 14.3
1970 .............................. 2,925 3,336 411 14.1
1971 ....................................... 3 157 3,526 369 11.7
1972 (phase II) .............................. 3644 4,072 428 11.7
1973 ......................................... 3,696 4,124 428 11.6

Buick Riviera 2-door hardtop:
1964 ........................................... 3,995 5.632 1.637 41.0
1965 ........................................... 45,682 1,656 41.1
1966 ........................................... 4 127 5,562 1,435 34.8
1967 ...................................... 4 169 5,604 1,435 34.4
1968 ....................................... 4.283 5.033 750 17.5
1969 ...................................... 4,373 5,173 800 1&3
1970 ...................................... 4,534 5,346 812 17.9
1971 ......................................... 4,905 5.611 76 14.4
1972 (phase II) ................................. 5.099 5,828 7 9 14.3'
1973 ........................................... 5,134 5,863 729- 14.2

1 The factory list price excludes excise and sales taxes, dealer preparation and handling charges, and transportation
charges.

Note: While the 2 Chevrolet models above are and have been produced In both the United States and Canada, the Buick
shown has never been produced In Canada, and continues to be sOurced from the United States thus the reduction in the
Buick price differential from 41.0 percent to 14.2 percent Includes the effect of the elimination of the 17.5 percent duty which
was assessed prior to the agreement.
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As indicated on the chart, there Is not automotive price parity between the U.S.
and Canada. Costs in Canada continue to remain higher than In the U.S. Tilts re-
sults from many factors including the lower volume of production, duty on certalrs
imported materials such as vinyl cloth and paint, the higher distribution cost, and,
in the case of warranty, the duty payments required on those replacement parts
sourced in the U.S.

The price narrowing has taken place at the factory level, but the Canadian cus-
tomer has not realized the full effect of the price na"owing. During the period
from 1964 to 1972 there has been an increase in the Canadian tales tax from 11%
to 12% while during the same period the U.S. Excise Tax has been reduced from
10% to 0%.
How the Trade Agreement has Worked-Employment

During the period after the Agreement was signed through 1970, petitions for
adjustment assistance in the U.S. under terms of the Agreement was filed by 21
groups of workers. Certifications were issued In 14 of the cases covering approxi-

At mately 2,500 workers in six states. This corresponds to 8,600 Canadian workers
who were certified eligible for assistance payments under a similar Canadian pro-
vision. This relatively low volume in relation to the total industry employment
and its short duration indicates that the Agreement did not result in any extreme
or significant employe dislocation.

Furthermore, the total employment In the automotive products Industry has
grown substantially since 1964 as shown on the following chart.

TOTAL AUTOMOTIVE EMPLOYMENT

IIn thousands of employees)

United
States Canada

1964 ............. _9........................................................... 752.9 69.3
1965 ........................................................................... 842.7 80.0
1966 ......................----------------------------------------------------- 861.6 84.9
1967 ........................................................................... 815.8 84.1
1968 ........................................................................... 873.7 83.4
1969 ......... 2................................................................. 13.5 92.1
1970't .............. 8........................................................... 5.1 83.4
1971 ........................................................................... 873.8 93.7

Total increase 1964 to 1971 ................................................ 120.9 24.4
Percent increase 1964 to 1971 .................................................... 16.1 35.1

'1970 affected by trike.
Sou ce: President's Report to Congress,

Based on the above figures, while automotive employment in the U.S. has
risen 16% since 1964 compared to a 35% increase in Canada, the total U.S. em-
ployment has risen about live times that in Canada.

How the Agreement has Worked-Trade Balance
When the Agreement was effected, it was expected that the Canadian auto-

motive market would grow at a faster rate than that of the U.S. with the re-
sult that under these conditions, the favorable U.S. balance could be approxi-
mately maintained. However, the market growth has not followed the expected
patterns and because of this and other reasons, there has been a reduction In the
favorable U.S. automotive trade balance since 1965.

Furthermore, the measurement of the automotive trade balance has been sub-
Jeet to a great deal of discussion. Differences in tariff classifications between
Canada and the U.S., and the use of fair-market values-instead of actual trans-
action values have resulted in differences in published trade balance statistics.
To resolve the problem, a U.S.-Canadian Study Group was established in conjunc-
tion with the current trade agreement discussions which resulted in an agree-
ment In principle to use a more uniform approach in the statistical measurement
of automotive trade.

The U.S. Department of Commerce has developed actual transaction values
from published Bureau of Census and Dominion Bureau of StatIstics data for
years 1964-1971, and has included the results in the Sixth Anneal President's
Report to Congress on the operation of the Agreement. The following charts show
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the U.S. automotive trade balance with Canada for years 1954 through 1971.
Preliminary data for 1972 are also shown. The 'balances shown do not include
the related trade In such Items as automotive machinery and equipment and
tooling which is generally favorable to the U.S.
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During the period 1954 through 1964, prior to the Agreementthe U.S. favorable
automotive trade balance with Canada averaged slightly over $400 million per
year.

In order to determine the effect of the automotive manufacturers' action on
the trade balance after 1964, It is necessary to exclude the effect of snow-
mobile net Imports Into the U.S.-whtch have increased from practically noth-
ing in 1964 to about $100 million per year currently. This effect of snowmobiles
may be somewhat temporary in nature and conceivably could be met in the
future by increased U.S. production or the market could become stable with a
normal growth rate beyond that point. However, even excluding the snowmobile
imports, as shown by the broken line on the prior chart, the favorable U.S. balance
will have declined to about 100 million for the,1972 calendar year.

When the Agreement was signed, it was anticipated that the favorable trade
balance could be reduced by a C.$260 million (U.S. $241 Mil.) which was the
amount by which the Canadian vehicle manufacturers agreed to increase Cana-
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dian value added-but that this reduction would be offset to a large extent by
the U.S. content in the growth of the Canadian automotive market.

In the Hearings before the House Ways and Means Committee on the Automo-
tive Products Trade Act in April 1965, it was stated that the Canadian automobile
market growth was projected at 8 percent a year. The effect of this 8% growth
rate probably could offset the C.$260 million reduction which then would have
resulted in the trade balance staying substantially the same. This assumption
was based on the fact that with a 60% Canadian content requirement in market
growth, there would be 40% U.S. content in the increased vehicles used in Canada.
So as the Canadian market grew, the U.S. favorable trade balance would grow
by, 40% of the additional market. However, in retrospect, the market has not
grown at the 8% rate and the trade balance has declined.

An analysis of the net vehicle shipments from Canada to the U.S. appears
to indicate that Canadian exports have been maintained at levels higher than
originally anticipated.

The following chart includes a summary of the completed passenger cars
shipped betwen the two countries in addition to Canadian car production and
new car registrations for the period 1964 through 1972.

CANADIAN PASSENGER CAR HISTORY (NORTH AMERICAN TYPE)

lUnits in thousands

United States

New car Exports to Imports from Net exports
Production I registrations Canada , Canada I (imports)

1964 ......... ....................... 561 539 15 11 4
1965 ................................. 711 609 46 32 14)
1966 ......................... -... 702 609 115 147 32)
1967 ................................. 721 585 239 311(72)
1968 ................................. 901 622 308 473 (165)
1969 ................................. 1,036 617 291 676 (385)
1970........ ........................ 940 478 253 697 (444)
1971 ................................. 1,074 546 355 795 440
1972 ................................. 1,138 598 337 784 ( 7)

Total change, 1964 to 1972 ....... 577 59 322 773 (451)

1 Source: Dominion Bureau of Statistics.
I Source: R. L. Polk, Ltd.
Note: 1972 Data is preliminary.

There are two factors which have caused the change in U.S. imports from
a net favorable of 4,000 in 1964 to an unfavorable 447,000 units in 1972. First,
certain automotive manufacturers Installed a disproportionately large share of
small-car production and assembly facilities in Canada as a part of production
rationalization. This, and the smaller car market increase has resulted in more
vehicles being built in Canada for shipment to the United States than could be
anticipated when the Agreement was made. In 1965, the government estimated
the Canadian Automotive Market would grow by 8% annually. Based on the
1984 North American-type passenger car registrations of 539,000 in Canada, the
8%. growth would have generated a market of 970,000 passenger car registrations
in 1972. However, the actual 1972 registrations of North American-type passenger
cars were 598,000 vehicles, an increase of 11% for the period 1964 to 1972 or an
equivalent annual growth rate of 1.25%. If the actual North American-type
market growth would have approached 8% rate anticipated in 1965, the current
U.S. trade balance with Canada would have been substantially more favorable.

The Impact of foreign imports is a significant factor in the North American-
type market growth rate not reaching the levels anticipated. The following chart
compares the registratons of North American-type passenger cars and foreign
imports for the years 1964 through 1972.

91-925--73-13
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CANADA NEW CAR REGISTRATIONS

lUnit amounts in thousands]

North
North American

American Foreign Total type percent
type (units) type (units) (units) of market

1964 .............................................. 539 68 607 88.8
1965 --------------------------------------------- 609 78 687 88.7
1966 --------------------------------------------- 609 75 684 89.1
1967 .............................. --------------- 585 83 668 87.6
1968 --------------------------------------------- 622 116 738 84.3
1969 ............--------------------------------- 617 139 756 81.6
1970 --------------------------------------------- 478 158 636 75.2
1971 .............................. --------------- 546 199 745 73.3
1972 .............................................. 598 215 813 73.6
Increase 1964 to 1972:

Units .......................................... 59 147 206 ............
Percent:

8 years .................................... 11 216 34 ..............
Annual growth rate .......................... 1.25 15.00 4.00 ..............

Source: R. L. Polk, Ltd.

As indicated in the chart on page 16, total Canadian passenger car registra-
tions increased 34 percent from 1964 to 19T2-or an annual growth rate of
approximately 4.0 percent. If the North American-type vehicles had retained
the 88.8% share of the market obtained in 1964, the 1972 registrations would
have been 722,000 such vehicles, an increase of 124,000 over the 598,000 actually
registered. Additional North American-type sales of 124,000 vehicles would have
increased the favorable U.S. automotive trade balance with Canada. The degree
of increase is speculative and would have been dependent on several factors
such as: the make of vehicles sold, whether the vehicles were assembled in the
U.S. or Canada, the percent of U.S. produced components included, etc. However,
it seems reasonable to assume that the favorable U.S. automotive trade balance
with Canada in 1972 would have been $200 million, or more, higher. Thus, the
increased Importation atnon-North American-type cars has had an adverse effect
on the U.S. automo~t| rade balance with Canada. The recent change in worldcurrency values sh9511 help this situation.

It should be potited out that the total automotive trade between the U.S. and
Canada has increased from about $700 million in 1964 to over $9 billion in 1972
as shown on the following table:

U.S. AUTOMOTIVE TRADE I

[Dollars in millions)

Exports to Imports from
Canada Canada Total trade

1964 ----------------------------------------------------------- $639 $76 $715
1972, preliminary ------------------------------------------------ 4,600 4,492 9,092

I Excluding snowmobiles.

At this level of trade, changes in imports and exports resulting from market
variations in the demand for certain car models or changes in the demand for
certain options and accessories can substantially affect the trade balance and
cause it to vary widely from year to year.

flow the Trade Agreement has Worked-Labor Rates
In 1967, the United Auto Workers negotiated "wage parity" with the U.S.

for their members in Canada to take place in steps with the final step becoming
effective in June of 1970.
How the Agreement has Worked-Investment

The level of capital expenditures by automotive manufacturers has increased
on both sides of the border. These expenditures for facilities and rearrange-
nerit expenses were necessary in order for the automobile manufacturers to
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take advantage of the integration and production rationalization benefits
offered by the Agreement. It cannot be determined, of course, how much of the
investment which has taken place resulted from the Agreement and how much
would have taken place without the Agreement. However, there cannot be any
question but that the production rationalization and integration effected has
resulted in a greater amount of investment than would have occurred without
the Agreement. In this regard, it should be noted that cancellation of the
Agreement would result in a considerable cost to manufacturers who would
have to spend many millions of dollars to "undo" the production rationalization
which has takenplace.

low the Agreement has Worked-GATT
The General Agreement on Tariff and Trade (GATT) provides for the ex-

tension of unconditional most-favored-nation treatment with respect to customs
duties levied on products imported from the GATT contracting parties. Since
the Automotive Trade Agreement allowed duty-free entry of automotive products
only from Canada (subject to certain conditions), the U.S. had to obtain a
waiver of its GATT obligation. One of the provisions of the "open-ended" waiver,
which was approved on December 20, 1965, provided for consultations between
the U.S. and any contracting party which believed that elimination of U.S.
customs duties on an automotive product imports from Canada had created
a significant diversion of U.S. imports of that automotive product from the
requesting country to Canada. Although no request for consultations has been
received by the United States to date, the possibility of such a request exists.

Possible Areas for Ohange
With regard to the total free-trade concept as it affects automobiles, there

are several problem areas which should be resolved. For example:
1. Canada could reduce or eliminate the sales tax on new vehicles. Currently

Canadian citizens pay a 12% tax while the comparable U.S. excise tax has
been entirely removed. This type of an effective price reduction could tend to
stimulate the Canadian market growth.

2. Canada could allow duty-free entry for all materials used in the produc-
tion of motor vehicles and parts. For example, paint, bolts of vinyl and cloth,
bulk type rubber products, and coiled wire are some of the materials subject to
Canadian duty. While not all of these items are purchased by Canadian manu-
facturers from the U.S., duties on necessary material imports do increase the
Canadian production cost. (The Canadian manufacturers do get "duty draw-
back" for dutiable items included on vehicles shipped to the U.S.)

4. Duty on service parts could be eliminated by Canada and the U.S., whether
the parts are to be used to service past or current models. Duty on service parts
increases the cost of repair to customers and also increases warranty cost. Fur-
therwaore, duty on current model service parts results In a mechanical and an
administrative problem. If the sole source of a part is either Canada or the
U.S., paperwork on shipments has to be segregated between service parts and
original equipment parts so that the proper duty can be determined.

Summary
The automobile industry has historically been in favor of Free-Trade. Its

position was reaffirmed on June 10, 1968 in A Statement of Policy by the Auto-
mobile Manufacturers Association (now the Motor Vehicle Manufacturers As-
sociation) and is frequently restated by various Association executives.

"The AMA historically has promoted and supported efforts to expand trade
among countries, in the belief that the principles of free competition and private
enterprise are as valid in the world market as they are in the domestic market.
Primarily among AMA policies is the continued support for the removal-of re-
straints of international trade both in the tariff and nontariff categories."

Further in January, 1973, the Executive Committee of the Motor Vehicle
Manufacturers Association stated the folkiwing position.'

"MVMA members support continuation of the Agreement and believe that it
is in the interests of both the U.S. and Canadian Governments to reach an ac-
cord on outstanding differences over its terms."

The US.-Canadian Automotive Trade Agreement represents a movement
toward "free trade" and was a novel and different approach-not without prob-
lems-to resolving a trade problem. The proximity of the two countires, the
production and marketing of identical products by the same manufacturers, and
the common labor affiliation made the Agreement possible.



190

The productive capacity of the automotive Industry has been realigned to the
extent possible to date, which has resulted In greated economies of scale in
Canada. Reflecting this improvement, the manufacturers' price differentials be-
tween Canadian and U.S. vehicles have been narrowed substantially and will
continue to narrow; but this has been partly offset by increased tax differen-
tials. Parity has been achieved in labor rates in the industry.

The favorable U.S. balance of automotive trade with Canada, which averaged
about $400 million in the ten years prior to the Agreement has been reduced
more than expected. This results in part from the diversion to foreign imports
of a high percentage of a lower-than expected automotive growth rate in Can-
ada, and in part to the highly favorable Canadian trade in snowmobiles, which
enter the U.S. duty-free under the Trade Agreement. The trend towards smaller
North' American-type cars has also been ah adverse factor.* The question is occasionally raised as to the possibility of similar agreements
bdtxvreen the U.S. and other countries. Because circumstances are different from
tio6s that exist with- Canada, new and imaginative approaches would have to
be tlsed in'a~ly such attempt.

"GENERAL MOTORS CORP.,
GENERAL MOTORS BUILDING,
Detroit, Moh., March 16, 1973.

Hon. ABIAHAM A. RIBiCOFF,
UA Senatc,
Washington, D.C.

DEARi SENATOR RIrCOFF : Thank you again for the opportunity' to appear before
your Subcommittee to present General Motors views on the issues which we
believe to be critically important to our nation and to the peaceful and prosperous
growth of a world economy.

.Daring the course of my appearance before your Subcommitt6e, Senators
Fannin and Hartke requested additional information for inclusion in the record
of the hearings. We have written directly to each of them. We thought that you
would wish to have this information also. Additionally, we wish to offer for
inclusion in the record of the hearings the information supplied to Senators
Fftnnin and flartke.
.in response to Senator Fannin's request, attached you will find a five and

one-half page expansion on the information we provided on the subject of possible
repeal of the foreign tax credit. We request that this information be included in
our testimony, as a response to the request from Senator Fannin, following line
23 of page 164 of the official transcript of the hearings on February 27, 1973.1
• Also attached is a schedule and supporting newspaper reports in response to a
request by Senator Hartke for information on price changes in Toyota vehicles
in the United States since AUgust, 1971. We request that this information be
included in the report of the hearings following line six of page 188 of the
official transcript.'

In our review of the transcript of my February 27 appearance before your Sub-
committee, two items related to the U.S.-Canadian Trade Agreement would
appear to benefit from further explanation. On page 207 of the official trans-
cript of the hearings for February 27-lines 21 through 24-you commented that
the U.S. trade deficit would -benefit from manufacturing Cadillacs rather than
Chevrolets in Canada. On examination, it appears that such a change would
not achieve the objective you envisioned.

In order to participate in the eight percent growth rate in Canadian demand
for motor vehicles which was projected by the U.S. Government and to attain
the economies of scale which the trade agreement makes possible, we rationalized
production at our assembly facilities to obtain optimum production rates. This
necessitated production of vehicles which would be most representative of con-
sumer requirements in both countries.

Had we decided to assemble Cadillacs in Canada instead of Chevrolets, a sub-
stantially greater portion of Cadillacs would have to be produced in Canada and
shipped to the U.S. to meet sales requirements here than the ratio that now pro-

' See p. 184.
! see p. 185.
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vails for Chevrolets. At the same time, more U.S.-produced Chevrolets would be
shipped north to supply Canadian demand than now prevails.

The resulting shift in production and movement of products probably would
have very little effect on the current balance of trade.

The other area which should be explained Is that the preliminary figures for
1972 U.S.-Canadian automotive trade surplus of "in excess of $100 million" quoted
during our appearance has now been updated by the Commerce Department to
reflect an unfavorable $29.2 million for 1972.

At the time we appeared before your Subcommlttea on February 27, we had
been advised by the Commerce Department that preliminary data showed a
favorable U.S. balance of $108 milliorL As you may recall, we stated at that time:
"Preliminary results for 1972 indicate a favorable U.S. balance in excess of
$100 million." This excluded snowmobile shipments. To the best of our knowl.
edge at that time, the statement was true. This information had been given to
us February 2$,.by the Commerce Department, when it became publicly available
information for anyone who wished to request it.

To the best of our knowledge, the recently announced $29.2 million unfavora-
ble balance is accurate.

Once again, I want to thank you for the opportunity to appear before your
Subcommittee on this most important issue and for your gracious comments re-
.garding our efforts to be of assistance to you and the other members of the Sub.
committee. If we can be of any further assistance, please do not hesitate to let
us know.

Sincerely,
T. A. MURPHY.

(Whereupon, at 12:15 p.m., the hearing was recessed, to re-
convene at 10 a.m., Wednesday, February 28,1973.)



MULTINATIONAL CORPORATIONS

WEDNESDAY, FEBRUARY 28, 1973

U.S. SENATE,
SUBCO3MITEE ON INTERNATIONAL TRADE

OF THE CommTmE, ON FiNANCE,
Washington, D.C.

The subcommittee met, pursuant to recess, at 10 a.m., in room 2221,
Dirksen Senate Office Building, Senator Abraham Ribicoff (chair-
man of the subcommittee) presiding.

Present: Senators Ribicoff, Nelson, Fannin, and Packwood.
Also present: Senators Long, Hartke, Bennett, and Roth.
Senator RIBICOFF. The committee will be in order.
Our first witness is Hon. Frederik B. Dent, Secretary of Commerce.
We welcome you, Mr. Dent. I believe this is the first time you have

been before this committee.
Won't you proceed as you will and then we will have some ques-

tions.
I will have to leave at about 10:20 for about 15 minutes to introduce

Mr. L. Patrick Gray to the Judiciary Committee, then I will return.
Either Chairman Long or someone else will be here to chair the
hearings until my return.

You may proceed, sir.
Secretary Dmr. Thank you.

STATEMENT OF HON. FREDERICK B. DENT, SECRETARY OF COM-
MERCE, ACCOMPANIED BY LAWRENCE A. FOX, ACTING AS-
SISTANT SECRETARY FOR DOMESTIC AND INTERNATIONAL
BUSINESS

Secretary DENT. Mr. Chairman and members of the committee:
I wish to thank you for your kind invitation and the opportunity

to set forth my views on the impact and implications of the multina-
tional corporation. I am accompanied today by Mr. Lawrence A. Fox,
Acting Assistant Secretary for Domestic and International Business.

Given the many claims and counterclaims by both adherents and
opponents, it is all the more important that the facts about the op-
erations of multinational enterprise be developed in order that the
public be better informedtnd sound policy be developed. The hear-
inns that this committee is now conducting can therefore make a sig-
nifcant contribution toward the realization of these ends.

We, in the Department of Commerce, have underway a continuing
project to ascertain the facts concerning the multinational corporation.

(193)
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To date, we have published 3 studies plus a special statistical survey
covering key operations of 298 multinational corporations in the
manufacturing and petrolemn industries for the period 1966-70.
Further studies are underway and some of the results should become
available later this year. In addition, you have the comprehensive
study by the U.S. 'Tariff Commission, requested by the Senate Fi-
nance Committee, which appears to be It valuable contribution to the
literature on the subject. While intuh information is Ipresentlv avail-
able, we are fully aware of the limitnt ious of the data and tfhe need
to acquire more detailed information in the future. To a (ertain ex-
tent therefore our conclusions are prelimina ry.

Today I will deal with some of the critic!isms lveled against the
multinational corporation and set forth some of the facts concerning
their operations.

TiHE MUITINATIONAL cotii','rIoN is i 'mwi iNcimE.%siN PRESuRE.

It is fair to say that the multinational corporation finds itslf under
increasing pressure from ny quarters not causee of its failures but
because of its successes. Since 'it is a dynamic force which has brought
with it tremendous changes in the areas in which it has operated, it
has created much attention.

It is under attack by labor unions who alleges that multinational
corporations export jobs. It is under pressure in many of the less de-
veloped countries, as, for example, in Latin America, where Chile has
expropriated very substantial U.S.-owned interests. Even in de-
veloped countries with outlooks similar to our own, such as Canada
and Australia, legislation has been introduced or is under consideration
to scrutinize foreign investments coming into these countries to at-
tempt to preserve a domestic flavor to the future development of their
economies.

In the Common Market area, U.S. multinationals are being sub-
jected increasingly to greater scrutiny although there are few cases
thus far in which investment proposals have actually been rejected.
Nevertheless there is now a general growth of opposition to takeovers
of existing firms, a reluctance to permit investments in the so-called
high-technology industries and a greater interest in developing anti-
trust and monopoly regulations.

Finally, international organizations have shown a growing interest
in multinational enterprise. Three major studies are now underway-
in the Organization for Economic Cooperation and Development, the
United Nations Conference on Trade and Development, and thf In-
ternational Labor Organization. Thus, the sun&cess of the multinational
corporation and the problems it has allegedly created have thrust it
into the forefront. of public concern.

CRITICISMS OF TIlE MULTINATIONAL CORPORATION

What are the criticisms that have been leveled against the multina-
tional corporation?

Essentially, the case against the multinational corporation, as arti-
culated by its domestic critics, can be stated as follows:

It exports jobs and undermines U.S. living standards;
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It imports goods into the United States made with low-cost labor in
competition with American products produced by relatively high-cost
labor;

It exports U.S. technology and undermines the U.S. competitive
position abroad;

It therefore hurts the U.S. balance of payments;
It evades U.S. taxes by going abroad; and it exploits the less de-

veloped countries.

FACTS ABOUT TIE MULTINATIONAL CORPOnATION

E essentially, the statistics that follow have been drawn from various
studies undertaken by the Department of Commerce. What the data
seem to show is that, rather than harming the U.S. economy as is often
alleged, the multinational corporation has brought substantial beneffs
both to the United States and to the countries in which it has operated.
Furthermore, it should bring increasing benefits to all parties con-
cerned in the future.

A. In the international economic sphere, multinational corporations
have shown the most dynamic growth since 1950. For example, while
U.S. exports in 1972 were running at about $49 billion a year, exclusive
of military assistance grants, total sales by multinationals were es-
timated to be over $200 billion. In addition, while exports have been
growing about 71/2 percent a year over the past decade, the book value
of investments by multinationals has been growing about 10 percent a
year and it is expected that this trend is likely to continue intc the
future. If it does, it is plain that multinational corporations will be-
come a more significant factor in international economic relationships
than they are at present. As a result of the growth of the multinational
corporation, economists now talk about the internationalization of pro-
duction which many regard as one of the most important developments
since the end of World War II.

It is also important to note in this connection that while the United
States stands )reeminent in the field of multinational enterprise it is
by no means the only player. According to a study by the OECD, the
Ignited States accounts for about 60 percent of the world's foreign
direct investments, and other countries, mainly west European coun-
tries, account for the remaining 40 percent.

B. The distribution of U.S. foreign investments is related to our
principal foreign markets and raw material sources. U.S. foreign di-
rect investments, which are largely investments by U.S. multinational
companies, had a book value of $i2 billion in 1950. By 1971, these in
vestments had risen to a book value of $86 billion. About 30 percent of
these holdings were in Canada, another 30 percent were in Europe,
about 20 percent were in Latin America and the remaining 20 percent
were scattered throughout the rest of the world.

If the period between 1950 and the present is compared, U.S. invest-
ments in Europe grew faster than anywhere else, that is, from 15 to
30 percent of total'private direct investments. Of total private direct
investments, the proport ion of our investments in Canada remained
about the same. The ratio of investments in Latin America dropped
from 39 to 20 percent during this period. Thus, it is clear that the prin-
cipal growth area in the last two decades was in Europe and, in par-
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ticular, in the Common Market countries. It is interesting to note that,
despite some claims to the contrary, 68 percent of U.S. direct invest-
ments are now concentrated in the developed countries, where labor
costs are relatively h1gh, and only 27 percent are in the less developed
countries.

In terms of functional distribution, 41 percent of our investments
have gone into manufacturing, 28 percent are in petroleum, 8 percent
are in mining, and the remaining 23 percent are in trade, finance, serv-
ices, banking, and miscellaneous industries.

C. Foreign investments in the United States have risen. While U.S.
foreign direct investments have risen by a substantial degree, foreign
capital has also come in increasing amounts to the United States. In
1950 direct investments, largely by foreign multinational companies
in the United States, wore only $3.4 billion. By 1971 this figure had
risen to $13.7 billion. As an example, my home county in South Caro-
lina now has 22 firms representing 7 foreign countries and an invest-
ment of $280 million providing some 2,200 Jobs for American citizens.

In addition to these investments, there Ti-s been a tremendous in-
crease in long-term portfolio investment in the United States by for-
eigners This has increased from a book value of $4.6 billion in 1050
to $35.9 billion in 1971. Wkare likely to see a rising trend in these in-
vestments as our major trading partners continue to prosper and seek
piofitable outlets for their investment capital.

However, by far the largest increase in foreign holdings of U.S.
assets has been in the area of liquid holdings. These have jumped from
$8.6 billion in 1950 to $67.9 billion in 1971. rhis growth in liquid liabil-
ities was largely due to the pileup of dollars in foreign central banks
and in private hands as a result of the substantial deficits in the U.S.
balance of payments over the last two decades.

In summing up the experience of the last two decades, despite the
substantial costs to the United States, our net investment position-
that is, the difference between our total assets which were $180 billion
in 1971 and our total liabilities which were $122 billion-was equiv-
alent to $58 billion. It should be noted, however, that this represents
a decline from the peak value achieved in 1970 when our net invest-
ment position was $69 billion.
D. The claim that U.S. exports have been hurt by multinational

corporations is not borne out by the facts. department of Commerce
studies in the mid-1960's of the relationship between merchandise ex-
ports from the United States and direct investments abroad by U.S.
firms indicated that about 25 percent of U.S. exports are associated with
the investment activities of multinational companies. A more recent
study based on a special survey of 298 U.S.-based multinational com-
panies revealed that in 1970 these companies exported commodities
valued at $21 billion which was 51 percent of total U.S. merchandise
exports. It is clear that exports associated with U.S. multinational com-
panies have been a substantial proportion of total U.S. exports.

E. The claim that imports are flooding into the United States from
foreign affiliates of U.S. multinationals is similarly not supported by
the facts.

For example, according to the most recently available data con-
tained in the special survey of U.S. multinational companies, gross
worldwide sales by the 5,237 majority-owned foreign affiliates of the
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298 U.S.-based multinationals amounted to $114.7 billion in 1970. Sales
to foreigners were $107.2 billion, or 93 percent of the gross total, Thus,
only 7 percent of the goods produced abroad by U.S. multinationals
was imported into the United States, and was mainly to the U.S.
parent.

The conclusion reached is that foreign production by the U.S. multi-
national companies is overwhelmingly for sale in overseas mark(,ts.

F. As regards the balance of payments, multinational corporations
have contributed significantly to our net current account earnings.
For example, in 1966, the 208 multinationals covered in the special
survey had a trade surplus, that is, a surplus of exports over imports,
of $ .3 billion; the total commodity trade balance for the ITnited
States as a whole was only $3.8 billion. In 1970, these multinationals
had a trade surplus of $7:6 billion while the total U.S. trade surplus
declined to $2.2 billion,

In addition, multinationals remit substantial profits to their V.S.
parents and also earn large sums from licensing patents and from
royalties. These earnings came to $9.6 billion in 1971, greatly exceeding
the $4.8 billion of net capital outflows for direct investment. Thus,
multinationals are contributing substantially to strengthening our
balance-of-payments position.

G. As regards the effect on employment, multinationals have
helped to maintain employment between 1966 and 1970. The special
survey mentioned above has shown that, while U.S. private sector
employment grew at about 1.8 percent a year, and manufacturing
employment grew by 0.2 percent a year, domestic em ploynent attrib-
uted to U.S.-based multinational corporations grew by 2.7 percent a
year. Thus, the substantial growth of foreign business'supported to a
very important extent a higher level of employment in the United
States than otherwise would-have been the case.

In considering the impact of multinationals on employment, it is
important to note the following additional facts which are sometimes
ignored.

In many cases, U.S. import competition comes not from U.S. multi-
national corporations but from foreign-owned companies. This is
especially true in the oases of textiles, steel and, to a certain extent,
automobiles. Because multinationals account for a substantial propor-
tion of U.S. exports, they support a large number of domestic jobs,
the existence of which would be seriously impaired if impediments
were placed in the path of these companies.

Where United States and third country markets are supplied by
American affiliates abroad, elimination of these facilities might result
not in increased U.S. output and employment but in replacement of
such output by foreign competitors with no gain in U.S. employment,
and a loss in repatriated earnings. Thus, by bringing in certain com-
ponents from foreign affiliates for completion in the United States,
a share of the domestic market may be preserved and a certain level
of employment may be provided which otherwise would not be
possible.

H. It is difficult at this time to assess the full balance of benefits that
flow to both sides as a result of technology transfers. It is clear that
the United States is the greatest exporter of technology and that the
foreign affiliates of U.S.-based multinationals are the principal re-
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cipients of this technology. It is also clear that the U.S. balance-of-pay-
ments benefits substantially from receipts of fees and royalties re-
mitted by these affiliates to their U.S. parents. These inflows amounted
to $2.2 billion in 1971; receipts from nonaffiliated foreign firms were
$621 million. Total receipts from affiliated and nonaffiliated firms be-
tween 1960-71 amounted to $19.8 billion. If U.S. payments to foreign
firms are deducted, the United States enjoyed a net surplus over tiis
period of $18.0 billion.

On the other hand, it is important to note that the United States
is also the beneficiary of important foreign processes which we have
imported and put to use. One need only mention the most prominent
examples such as the invention of pencillin, magnetic tape, the jet en-
gine, the oxygen process for producing steel and the development of
certain polyethelene plastics. The most recent example is the rotary
engine which is now being adapted for future use in U.S. automobiles
and which may ultimately revolutionalize automobile production. All
these were foreign inventions which were or ar now being exploited
by American companies to their own advantage 1ind to the advantage
of their many customers around the world.

Viewed in this way, technology is a two-way street and it is dif-
ficult to strike a balance between costs and benefits. However, in an age
where rapid communication makes all information available in hours,
where the multinational corporation is only one of many channels for
diffusion of technical information, and where technology is itself a
highly perishable commodity, we should approach witli great cau-
tion certain proposals now being advanced in some quarters which
seek to limit or requlate the transfer of technology. One can safely
predict that if we were to restrict the outflow of information to otheh
countries, they would probably retaliate.

I. Multinational corporations do not go abroad to avaid the pay-
ment of taxes as is often alleged. Here, too, recent studies suggest that
multinationals do n6t invest abroad to avoid U.S. taxes. Although
U.S. income tax rates are often higher than those in certain foreign
countries, foreign income taxes paid by U.S. affiliates in developing
countries were 53 percent of their earnings in 1966 and again in 1970.
Affiliates in Canada, the EEC countries, Australia, New Zealand and
South Africa paid around 40 percent of their earnings in income taxes
in 1970. This is about the same as the share of earnings paid in income
taxes in the United States by U.S.-based multinationals.

When economic conditions both -here and abroad are favorable,
the rate of return on capital earned by foreign affiliates of U.S.-based
multinationals is about the same as the rate earned in the United
States. Thus, the Department's special survey showed that the domes-
tic rate of return in 1966 was 11.5 precent compared to a 10.7-percent
return on their direct investments in foreign manufacturing affiliates.
In 1970, because of a slowing down of the UJS. economy, the domestic
rate of return dropped to 6.7 percent while the yield 'on their direct
investments abroad rose.

J. Multinational corporations, rather than exploiting the less de-
veloped countries, have contributed to their growth. They 'have done
so in the following ways: They have developed their natural resources
theiliave increased their exports ,and, by import substituting invest-
ments, have helped their balance of payments. Multinationals have
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increased employment in less developed countries and very often pay
higher wages and provide better fringe benefits than indigenous firms
in these countries. Multinationals have, by their investments, contrib-
uted to government revenues in less developed countries,

They have also fostered research, opened up new markets and in-
troduced new product lines which otherwise would have been un-
available to less developed countries. In addition, they have narrowed
the technology gap through licensing arrangements, management con-
tracts, turnkey projects, and the establishment of subsidiaries.

Finally, they have trained managers and local personnel who, in
many cases, comprise the majority of the employees of foreign
affiliates.

In summary, multinational corporations afford the less developed
countries an excellent source of capital, managerial expertise, and tech.
nology to advance their future growth over the long term.

K. 'The motivations for foreign investment by multinationals are
numerous. The argument often made that multinationals go abroad to
take advantage of low labor costs is open to question in many cases.
The above discussion has already cast doubt on this claim. Por ex-
ample, in a recent study undertaken for the J)epartient of Commerce
by the Conference Board of New York, which is to be published in
the near future, it was revealed that out of about 10 major reasons
for undertaking foreign investment, the labor/cost element ranked
close to the bottom of the list for many of 76 major multinational coin-
panics covered l)y this study. 1he main reasons for undertaking for-
eign investment, according to this research, included the need to pro-
tect existing markets by getting behind tariff walls-for example, the
EEC-to be able to service a local market more efficiently, to acquire
raw materials and sources of supply, to diversify product lines, and
so forth. In most of these cases, one or more of these factors tended to
operate.

It should also be noted that while foreign labor may cost less, it
is often less productive. Thus, there are mainy pro(lcti n lines where
unit production costs are higher abroad thum in the United States
Even for those items for which the foreign unit plroduction cost is
lower, it often does not differ as widely as is commonly supposed.

CONCLUDINOa REMARKS

Before concluding, I would like to stress one further positive con-
tribution by the multinationals. It is that they have. helped to break
down long-standing barriers to social mobility and progress in the
countries in which they have invested. In doing so, they have improved
living standards and have helped to bring a modern'and progressive
outlook to many tradition-bound societies.

I hope my testimony has put into perspective the significant con-
tribution that the multinational corporation has made to our economy
and the welfare of the American people. In an age of economic inter-
dependence, this progress has served the mutual interests of the
United States and of friendly nations abroad.

Thank you, Mr. Chairman.
The CXIAMMAN. Gentlemen, I would suggest that in order that

every Senator have a chance to ask his questions and also that the
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Secretary can get back to his job, that Senators reserve some of their
questions not essential to ask at the session and ask those that they
think more significant, and ol the flist round of interrogation we
limit ourselves to 10 minutes each in interrogating the Secretary.

We are going to start at the other table, Mr. Roth.
Senator Ro'rTi. Ihank you, Mr. Chairman.
I noticed in your testimony, Mr. Secretary, that you point out that

the difference between our total assets in 10 1 and our total liabilities
was $58 billion, a drop from $69 billion ill 1070.

This reminds me a little bit of our problem with our gold deposits.
There was a time a few years back when we had a pretty hefty Spply
of gold. I am curious if you see the same thing happening in thiis
a reaI

In other words, if I understand it correctly, our policy is to encour-
age investment in this country, hence increase liabilities.

1)o you foresee a time when this may become a problem and our
net position will be reversed with the Common Market?

Secretary DENT. Encouraging-
Senator Rorzr. Well do you see the time coming when instead of

having a favorable balance, if you want to call it that, in'bur net
investment position, that it might reverse itself. You have a $11 billion
drop in 1 year.

Secretary DENT. I believe that if we as a nation maintain the
incentives to expand business in this country that we will not see the
day where there is a deficit position.

but we must be alert to this matter of incentives and se- that over-
seas nations do not out-compete us.

Senator RoTi. Let me ask you this question.
We had an $11 billion dIrop in 1970-71. What do your specialists

anticipate will happen during the current veer and the next several
years in our net investment position?

Secretary DPN'r. I have no projections available, Senator. I would
be glad to try to develop one for you.

Senator Ro'rmr. I appreciate,'Mr. Secretary, if you would. It would
be interesting to see where we might find ourselves in a few years.

(The following document was supplied by Mr. Dent:)

Tim FUTURE OF THE U.S. NET INTERNATIONAL INVESTMENT POSITION

Over the last decade (1961-70), the net international investment position of
tie United States improved annually, largely reflecting the surpluses on our cur-
rent account. (If the current account-trade, services and unilateral transfers--
is in surplus, our assets increase more than our liabilities.) However, the recorded
net investment position deteriorated by $11.8 billion in 1971. Much of this decline
was due to the fact that international assets acquired by U.S. private residents
were substantially underreported (errors and omissions totaled about $11 bil-
lion). If the unrecorded increase in assets had been recorded, the increase in
U.S. claims would have been larger and the deterioration in our net investment
position would have been much less. The $2.8 billion deficit on our current account
balance also contributed to the worsening of net U.S. investment position in 1071.

Although this development temporarily halted the historical annual improve-
ment in the U.S. investment position, the total value of U.S. assets and invest-
ments abroad continued to rise and to exceed similar foreign-owned assets and
investments in this country. The total value of U.S. assets and investments abroad
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reached $180.6 billion In 1971, compared to foreign.owned assets and investments
in this country of $122.8 billion.

The composition and changes in U.S. assets abroad differ significantly from
those of foreign investments and claims on the United States. Most of the rise in
U.S. assets abroad is attributable to the sharp Increases in U.S. direct invest-
wents. U.S. direct investments rose on the average of 10o annually between
1065 and 1071. In the latter year, direct investments rose by over $7.8 billion,
pushing the cumulative total of these investments to $88 billion, By contrast,
foreign direct investments in the U.S. economy rose by just over $400 million
in 1071, to a cumulative total of $18.7 billion. This represents only a small propor-
tion of $128 billion in total foreign investments and claims on the United States.

Actually, between the two major long-term investment channels, direct and
portfolio, open to private foreign investors, the latter is preferred. Private for-
eign holdings of U.S. securities amounted to $20.9 billion at the end of 1971, up
$4.3 billion above 1070.

The net international investment position is expected to show another but
smaller deterioration in 1972, as there was a sharp decline in unrecorded outflows
of funds from the United States only partly offset by a larger current account
deficit. With an Improved international monetary climate, a more realistic ex-
change rate structure and the expected improvement in our trade balance and
thus In the current account over the next couple of years, the deterioration in
our net investment position should come to an end, at least by 1074, and subse-
quently Improve by annual amounts, perhaps of the same order of magnitude as
those recorded during the previous decade,

Senator ROTH. I would also like to ask you a question on your testi-
mony where you say, "Only 7 percent of the goods produced abroad
by U.S. multinationals was imported into the 'United States, and was
mainly to be the U.S. parent." Then you make out a very persuasive
case that on the whole multinational corporations have been helpful
in our balance-of-payment and balance-of-trade problem.

Does that 7 percent concentrate in any type of industry ?.Are there
any particular industries that appear, for one reason or another, to
export their plants and then ship the material back?

If so. what is the reason for that?
Secretary Dr,-°'r. WVell, I think that offhand you can see that elec-

tronic plaits in particular have gone to the Far' East. They have done
this to protect, inarkets which otherwise would have been taken by
foreign companies which would export to the United States, and in
doing this they have protected a market position.

Perhaps as'With the small calculators we will see a reversal in this
trend if technological advances are maintained.

Of course, some of this also involves the automobile trade with
Canada as well under the agreement that was established between the
United States and Canada.

Senator R('ir. Are those the only industries where this has been
significant?

Secretary )ErNT. These are the ones that come to mind, Senator.
Senator 'ROT1. I realize you don't have all of this information at

your fingertips, but I wonder if your Department has any figures on
the extent to which other industries do this.

Secretary Di,-'T. We can identify quite readily, yes, sir.
Senator ROTIT. I think that mighi, be interesting, Mr. Chairman, to

have that in, and the reasons why they have found it necessary.
(Information supplied by r. I)ent follows:)
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VOLUME o GOODS PRODUCED ABROAD BY U.S. MNC's IMPORTED INTO THE
UNn STATES

Gross worldwide sales by the majority-owned foreign affiliates of the U.S.-
based MNCs amounted to $114.7 billion in 1970, and 7% or $7.5 billion of these
goods produced abroad were imported into the United States. This information
was obtained in connection with a recent U.S. Department of Commerce special
survey of 298 U.S. companies and their 5,287 majority-owned foreign affiliates.

A review of the origin of these U.S. Imports amounting to $7.6 billion reveals
that $5.7 billion or over three-quarters represented merchandise imports from
affiliates abroad in the broad industry groups of petroleum, transportation equip-
ment, mining and smelting. U.S. imports from petroleum affiliates amounted to
$2.3 billion mostly originating from the developing areas of the world. Imports
from mining and smelting affiliates amounted to $762 million. Around 35% of
all U.S. imports from MNC affiliates from abroad represented imports of trans-
portation equipment from Canada amounting to $2.6 billion. Most of these in-
ports from Canada are a special case in that trade in American and Canadian
automotive products is governed by the terms of the U.S.-Canada Auto
Agreement.

The United States and Canada negotiated the Automotive Agreement at a
time when Canada had a substantial trade and payments deficit with the
United States and when the Canadians were determined to develop their own
automotive industry behind a high protective tariff. In order to induce auto-
motive companies to invest in assembly plants in Canada, the Government began
negotiating selective tariff remission schemes for parts with individual com-
panies. This situation created increasing bilateral trade tensions between thp
United States and Canada and made it imperative that we reach some type of
agreement. The resulting Automotive Agreement freed bilateral trade in auto.
motive products and created the basis for information of an integrated auto-
mobile market. Since the negotiation of the agreement, the United States has
moved from a surplus to a deficit position in bilateral automotive trade. The
deterioration in our bilateral automotive trade is due to several factors that
were not foreseen at the time it was negotiated, particularly the lock of growth
in the Canadian demand for automobiles and substantial import penetration
of the Canadian automotive market by Japan and Germany. However, last year
the U.S. net automotive balance with Canada improved by $100 million to only
a $99 million deficit.
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1. U.S. IMPORTS FROM MAJORITY-OWNED FOREIGN AFFILIATES OF U.S.-BASED MULTINATIONAL COMPANIES; 1970
ow

Manufacturing

Che cal Primary Trans- Other Petro- OtherFood and alled and fabr,- portaton mam- leu-A. ramnig and
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Senator RoTI. One further question.
Some reference was made the other day to the adjustment assistance

program to help those industries that have been adversely affectO d by
trade. I think it is generally recognized that our present efforts in this
area are not looked up)on very favorably either by industry or by labor.

I wonder if your I)epartmeiit, in making a study of this question,
has come up with any suggestions as to w at should be done.

Is adjustintent, assistance a viable means of helping those companies s
and employment in those industries that are hurt by tirilde?

Secretary )EN'r. Adjustment assistance is being addressed by a
task force which is working on the develolnment of the new trade
legislation whicl the President expects to send forward in the not too
distant future and the proposlals for adjustment asistance and many
modification thereto would be involved, and our I)epartinent is par.
tilpating along with others in the development of this.

Senator RoTH, Thank you, Mr. Chairman. That is all the questions
I have at the moment.

Senator NELsoN. Mr. Dent, on Monday this week, the executive di-
rector of the Council on International Economic Policy, Peter Flani-
gan, stated, and I quote from his testimony:

Our experien(ce Indlentes that the balnce of payments problems cannot be
cured by roluchig imJortm. Such attempts only Invite retaliation against our ex-
ports, limit consumer choicee and increase prices for every American.

Now, do you as a former executive in the textile industry agree that
reducing imports is not the correct way to meet the balance-of-pay-
ments deficit?

In that case, a whole hunch of multinationals supported textile
quota iml)orts. 1 understand you supported textile quota imports.
The multinationals that supported it were Burlington Mills, Dan
River, J. P. Stevens, Monsanto, and du Pont.

Now, why is it. sound business to have iml)ort quotas on textiles but
not sound business to have iml)ort quotas on other industries ?

Secretary DENT. Speaking to the textile case, as you know, the textile
industry g es back to the days of the Venetians and there has been
trade in this more broadly than in any other industry. It is well dis-
tributed aromd the world.

In the United States it involves a million employees directly in the
textile industry. It is another 1,350,000 in the apparel industry, and
10hen 1o invol-e the production of raw cotton and wool, all ot those
who handle these commodities, the number of people in the United
States involved economical ly rises up somewhere ill the area of 15
million.

Now, in analyzing that, particular segment of international trade,
there is first, of'all the problem of wfage rates. The U.S. total hourly
compensation for textile people last vear was, I think. $3.52; Jal)an's,
$1.23; and, of course, you go to a fraction of that in other countries of
the Orient.

In analyzing the trade from the lesser-developed countries, as I
recall the figures from memory, about 82 percent of the less-developed
countries' exports were ('omina to the ITnited States. about 2 percent
to Japan. which has 50 percent of the population of theI United States,
and about 17 percent was voing to the Common Market countries
which have an equal population size to ours.
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The reason this was occurring was sim lv that there were barriers
both in ,Japan against the importation of fesser-developed countries'
pr,,,hets and also in the European Common Market.

When we had the involvement of jobs in the IT.S. economy
as 1 have outlined, it, was iipilruldent to let the barriers which exist
elsewhere in the world force these niuch lower wage lpro, luets into the
United States.

I might point. out that a ftor the negotiation of this occurred, reports
from the Orient in November were that after the first, year of the man-
11ndle fiber and wXool agreements that it has proved out to be satisfac-
tory for those countries as well as here.

Senator NELsoN. There is no doubt in my mind that a lot of jobs are
involved. WVe have the shoe indistrv in my State and exactly the same
argulmeit is advanced in behalf of the shoe industry that is advanced
in behalf of textiles.

We have electronics in my State-exactly the same argument is b8ing
ah'anced. Imports have wil)ed out a i najIor portion of the radio, the
TV business in this country and in my State.

Exactly the same argument that you just made can be made in behalf
of these.

Next week, we will hear from Mr. Meany representing AFL-CIO
testifying-I believe from public statements he had made in the past-
in su)port of the Burke-Hartke bill.

As you name each one of these products there, they are going to
make same argument, and what I am trying to determine is what dis-
tinguishes the textile industry from a host of other industries who have
the same problems as to imports from low wage level countries.

How do you distinguish
If this administration thought it was sound to do this for textiles,

why is the administration opposing it for shoes and electronics and
others?

Secretary I)EN'r. Traditionally, textiles have been treated separately
in international trade.

Back in 1934, when President Roosevelt's trade policy was estab-
lished, Secretary Hull at that time said that the textile problem had to
be resolved with some sort of restraint.

I would like to point out that tho voluntary arrangement which has
existed since early 1961 was negotiated under the GAIrT an(l is a
legitimate development of international trade. It was not unilateral
action which would result in retaliation, if uniliateral action was taken
bv an individual nation.

Senator NL.soN. Well, I don't think anyhody in this country or any
politician is naive enough to know that it ;wasn't unilateral in the sense
that we said: You do it or we are going to do it and we negotiated
agreement with them under heavy pressure.

We all know that. Political commitments were made in the campaign,
to defend thetextile industry.

That might be sound. I am not saying that, it is not. All I am saying
is, I don't see the soundness of it as to textiles ut not as to other in'dus-
tries that are getting wiped out. Factories are being closed; they just
closed one for all practical purposes in Illinois. It employed several
hundred" people from my State. They are all out of a job. They conic to
me and say they moved ihe plant down to Mexico and they are going to
ship it all up here.
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That job is just as important to then as the tLxtile jobs are to the
textile workers.

How do you answer those workers when they come to me and I say,
Yes, I give them your answer on textiles, they say, Well, how do you
distinguish that from our shoes, our electronics?
What would you tell them?
Secretary DFNT, Well, the administration, as has been noted in the

press t is interested in (e velo)ing, anld proposes to bring forward a sa fe-
Yuard( system which will look out for the interests of those who are
heing a ected by the effects of international trade so that this is one
thing which I hope we can look forward to.

The history of these arrangements in textiles goes back to a voluntary
restraint on the part of Japan, as I recall, in 1958, for cotton.

The short term started in 1961. 'The long terin came in 1962 right
after that.

So this has been a long-term relationship that has existed in a spe-
cially unique area where there is production in an industry on a world-
wide basis. The purpose of these arrangements under the GATT is to
increase trade opportunities for the lesser-developed countries but onan orderly basis. Each year there is a meeting of the countries which
are signatories, involving now 30, at which time they discuss the prob-
lems both on the importers' side as well as the exporters' side.

Senator Nmsos. Mr. Dent, you keep referring to it as "old agree-
ments," and it's an old industry.

Its true the textile indlustry is iohablv the oldest industry in the
world, and the electronic industry is one 6f the newest. and there was
no problem until recently.

Wn problems arose'in textiles we started to worry about imports.
Finally, this country put enough pressure on Japan to make her agree
to a quota but it do sn't solve the problems of employees to say. Well,
unfortunately, we didn't discover electronics early enough and you
fellows are going to have to do without your job.

Secretary DE T. You mention certaini multinationals in the textile
industry aid it is true that a number of those do have operations off-
shore, but it is likewise true that these are to service a local market and
not for re-export to the United States.

Those installations are largely in Europe or places of that sort. They
have not moved to the Orient 'for export to this country. They have
elected to try to defend American jobs and present the case'to the
American people and it has resulted in these agreements which have
given continuing access to this market.

In 1956, I think we took in 600 million square yards of textiles. In
19,2 it was up to 6 billion square yards, and the trade deficit there was
about $2 /, billion.

Senator NsoN. I know it's been dramatic, and I don't have with me
the electronics and shoe imports figures which are just about as dra-
matic. But my perception isn't sufficiently refined so that I can perceive
the difference in merits of the two cases.

All I am saying, I think electronics and shoes are probably as meri-
torious along with others as textiles.

Thank you.
The CHAIXMAN. Senator Packwood.
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Senator PACKWOOD. ?*r. Secretary, I must confess I have the same
difficulty Senator Nelson has in following the logic of your argument.

Iet us take automobiles in particular to draw an analogy to textiles.
You indicated in the case of textiles, Japan was letting relatively few

other countries bring textiles into Japan.
In Europe, the COmmon Market ins not quite the restrictive tariff

as Japan.
In automobiles, while they are not as widely manufactured, you have

the same situation. Japan ,ouldnht leL' uropean or American cars in
significant amounts into their market.

Europe is very discrhiinatory against Japanese cars and yet the
American market is easily penetrated by manufacturers in both
countries.

Would you suggest the same police y for the United States if in the
next 3 to 5 years imports begin to substantially impinge upon employ-
ment in the domestic automobile industry, should we go to a quota or
ot her nont a rift barrierI

Secretary DENT. I think it wotld h more important to get the pro-
posed trade negotiations behind uA, and see.

The purpose'of these is to reduce the barriers and see if there may not
be a freeing up of these restrictions. That is the goal that is to be
undertaken.

Senator PACKWOOD. Would you be satisfied then with the same ap-
p roach to textiles. If we can break down the barriers in Japan and
Europe, so that textiles created in Hong Kong and America enter those
markets, we in turn would let down the barriers here?

SeCretary DENT. I think it would be well to see what conditions exist.
a fter this ias been negotiated and not to try to predict things on a eir-
ecmmstalntial basis.

Senator PArKWOOD. That is no answer at all.
At best, it is an evasive answer.
The CiRIMrsldz. If I might suggest, I believe maybe we fellows

sitting on this side of the table should not tell a fellowV he evaded the
question.

Ask another question a little more pointed. [Laughter.]
Secretary DENT. Mr. Chairman, I would like to also point out that

I was testi'fying on multinationals and not as a representative of the
textile industry with which I am no longer affiliated.

Senator PACXWOOD. Let me ask you a more pointed question un-
related to textiles. On page 5 of your statement I don't understand
the point of your statement:

For example, while U.S. exports In 1072 were running at about $49 billion a
year, exclusive of military assistance grants, total sales by multinationals
were estimated to be over $200 billion * * 0.

I'm not sure I understand the statement to begin with.
If I do understand it. I am not quite sure what it proves.
Secretary DENT. Well, it just shows the growth of multinational

corporations and the fact that their onportunity overseas have been
so great through the growth that they have been able to develop with
plants offshore and this is business that would not have been enjoyed
by. at least the maioritv of it would not. have been enjoyed by the
U.S. companies had they not taken the initiative to get in'hehind the
barriers and be able to service those markets.
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Senator PACKWOD. I have no more questions, Mr. Chairman.
'Tile (h AIRMAN. Senator Fannin.
Senator FANNIN. Thank you, Mr. Chairman and Mr. Secretary.

I am very sorry I haven't heeii here through all of the hearings to hear
your testimony and I don't want to be repetitive, but I have had the
opportunity to review your statement and I am very impressed with
what you have had to say.
It, is excellent coverage of the position of the multinational cor-

porations in world trade and their benefits to our country in world-
wide development. You have rendered an excellent service to us in
that regard.

I am concerned, Mr. Secretary, with reports of the tax treatment
accorded our corporations, especially the multinationals. Would you
have information on how the major trading nations tax their cor-
porations and foreign subsidiaries ?

I think we should have a comparison.
Secretary DENT. Sir,-the United States is the only country which

taxes any 'of its taxpayers* foreign nonmanufacturing income be-
fore repatriation.

In 1961, the United States enacted legislation seeking to tax U.S.
controlled foreign sales companies currently on their income. No
developed count ry has adopted comparable taxing provisions.

Countries which grant tax deferral to income earned outside their
borders by subsidiaries owned by their nationals include Belgium,
Canada, France, Germany, Italy , Japan, Luxembourg, the Nether-
lands, Sweden, Switzerlanl. and the United Kingdom.

Some countries do not, tax foreign income even when remitted or
tax such income at considerably reduced rates.

Examples are: Belgrium, De'nmark. France, Italy, the Netherlands.
South Africa, and Switzerland.

As you know, the Burke-Ilartke proposal to tax U.S. firms cur-
rently on all earnings, manufacturing, as well as nonmanufacturing,
of their foreign subsidiaries would further increase the disparity be-
tween the relative tax treatment received by IT.S.-based multinationals
anl those based in other countries, since no other country follows this
course.

Senator FANNIN. Well, thank you very much, Mr. Secretary. We
hear about France and some of the countries you have mentioned, with
their value-added tax that they use to act as a barrier to imports and
as subsidizat ion of export.s.

I understand that that is brought about under GATT, under the
General Agreement of-Tariffs anl Trade because of our country's not.
objecting perhaps during a time when we did not have a trade problem
and we were trying to help build those other countries, and now I
understand this has become quite a barrier.

Would you want to comment on that?
Secretary DEFNT. Well, it certainly has.
The remission of value-added tax to export-permits a company

overseas to send out a product. with a great deal less cost than an
American company which exports one carrying the burden of taxes.
and in addition. when this hits the foreign shore, why, it, has a tax
added to it.

So there is no muestion that the value-added tax system remission is
working to the disadvantage of American companies.
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Senator FANNIN. Some of the problems we have I am sure you
have mentioned. If I am just being repetitive, you will so inform me.
The distinguished Senator from Oregon was asking about the automo-
tive industry with the tariff now only 3 percent on the cars coming into
this country.

Do you feel that under the negotiations in September that we will
have an opportunity to do something about not only the differential in
the tariffs but in the nontariff barriers which even exceed in many of
the countries many times over the tariff barriers?

Secretary DENT. This is very definitely the President's intention
to attack both the tariff barriers as well as the nontariff barriers which
are preventing American exports getting into so many foreign coun-
tries today.

Senator FANNIN. As I understand it, we are looking forward to a
quid pro quo more so than just a traff barrier for the imports.

Joseph Wright, chairman on the board of Zenith Corp. stated if
they could have entry into the Japanese market, with, say, colored
TN or the TV generally, that they could compete.

Now, would that necessarily be true of Japan in the automotive
industry.

Secretary DENT. About exporting--do you feel that Japan with
their manufacturing now into the millions of cars, that we would have
any advantage over them as far as the purchasing power, as far as the
cutbacks that could be made, administrative costs and all; would that
be very effective as far as Japan is concerned?

Secretary DENT. It seems to me that the greatest opportunity in
Japan is going to )e to participate in the production there through
equity holdings. They have a different style of automobile than we do,
a small compact rather than the larger vehicles.

Undoubtedly, a reduction of import barriers and lowering of duties
there would provide an expansion for American exports but I would
hesitate to believe that it would be a tremendous expansion because
of the costs, the style, and these other factors involved.

Senator FANNIN. I understand fuel costs and many other barriers
that they have in Japan, the roads and crowded conditions and all
that, a small car is very popular.

One matter that I think is important to us when we consider cutting
back on the size of the car is the number of jobs that would be elimi-
nated. If the American public wants a larger car and are willing to
pay for a larger car, it is to the advantage of the American economy
that they be permitted to do so.

But don't you feel that if we had gone to a smaller car the way many
advocated, that we would have eliminated perhaps hundreds of thou-
sands of jobs over the period of years in which we have been com-
peting witfh the small car, Mr. Dent'?

Secretary DENT. If we had phased it out completely, the larger auto-
mobiles completely, it would have reduced the number of j6bs; yes.

Senator FANN.riN. And if we phase it out now, as some advocates,
wouldn't that be true?

Secretary DENT. Yes, sir; I think aside from jobs we have got to
always consider the market demand. We need to serve whatever the
public wants: that is the genius of our American system, to be market-
oriented, and I think that that should be the key to the direction in
which we move.
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Senator FANNIN. Well, I agree wholeheartedly, and I just hope that
many people that are making these demands realize the consequences
that will come about.

Thank you, Mr. Chairman.
Senator RmICOFF (presiding). Senator Long.
The CHAIMU'AN. Mr. Secretary, some of my warmer experiences on

the Bill have been in doing business with former President Lyndon B.
Johnson, starting back in the days when we came to Senate together.

I came at the same time lie came, about 3 days ahead of him. He was
a great leader tip here, as you know, for many years, and I thought
sometimes I should reduce to writing some of the many anecdotes and
stories he told me.

One story he used to love to tell was about the Congressman who
went down to the White House and talked to the President. The man
came back and reported to Sam Rayburn, the Speaker of the House,
about his conversation with the President. -

And lie said, "I told the President this and I told the President that,
and here is what I said to the President."

And after a while, Sam Rayburn said. "I don't give a damn what
you told the President; what I want to know is what did the Presi-
dent say?"

When L. B. J. became President, lie was the first to caution me, "You
shouldn't quote what the President said. The President doesn't object
to you going around telling what you said, he does object to you telling
what he said."

I suppose not being able to report for him, I think you are about as
aware of his views as I am.

My thought about this matter is that when we let a country like
Japan build up what is right now about a $5 billion trade surplus with
us and plan to build up about a $7 or $8 billion surplus with us, and
can better report on that than I can. That is what they have in mind'
and you know it as well as I do, and so does your-predecessor. They
plan to take that money and go around the world and buy up oil wells
and iron ore deposits and raw materials.

And maybe that is a good thing. But when we find ourselves going
broke over a period of time, our money is not going to be worth a
tinker's damn if we try to keep this up. We are going to have to find
some way to reach a balance trading with Japan. That is about where
half of our trade deficit is. We have all sorts of commodities that could
penetrate their market if they wanted to import them but they are not
going to do that until they see that we mean business and that we are
not going to just let them get rich by bankrupting us.

It seems to me we are going to have to say, "Now, here, if you want
to sell $9 billion worth of Japanese commodities in this market, you
are going to have to take $9 billion worth of our stuff home with you
or do business around the corner with a third party country so you
achieve the same result on a multinational basis.

Why don't we, one of these days, begin to look after our own
interests ?

As it stands right now, the best I can make of it, all these good
news announcements that we had a rosy "surplus" on trade before
you finally reported that we actually had trade deficits have not served
any useful purpose. We had been receiving this monthly good news
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announcement indicating a trade surplus for the United States when
we actually were running deficits. By now the situation is so bad even
your distorted trade figures show a large deficit of nearly $7 billion.

We give $1 billion worth of wheat to India; we put that down as
though we made $1 billion in our trade with India.

We didn't make a penny on these soft currencies sales, and foreign
aid giveaways which are running about $21/2 to $3 billion.

So you would heavy up your exports side by about $3 billion and
then on the other side you would lighten up your deficit by taking
off the freight and insurance and give us something that looked about
$5 billion better than it actually was. So over a 5-year period of time,
you were reporting that you had a accumulative $14 billion trade
surplus when in fact you had a $12 billion deficit. You didn't make
$14 billion; you lost $12 billion.

And now, when you were with the textile industry you were well
aware of that and we are raising the devil about that fraudulent
figure. Look, we in Louisiana weren't in the textile business, not
manufacturing a shirttail full, you might say, but we saw what it
was doing to you people in the Carolinas and we didn't think that was
fair.

And now, when are we ever going to get around to doing business
with these people on the basis this thing has to have balance with
it?

If you insist on a balance you could use the leverage of our market.
For example, in trading with Japan, there is not a thing that they
are producing over there that we can't manufacture here. Most of
what they are importing into Japan is not to their advantage to
produce over there; either they can't make it or it's not to their
advantage.

But there is not much they are manufacturing that we have td buy.
We could tell them, "Look, you are going to have to make your plans
and work this thing out that you buy as much from us as we buy
from you."

One simple way to do it, is to give them a ticket every time they
buy something from us. They buy $1,000 worth, we will give them
$1,000 that is going to buy $1,000 in'here.

That or any other simple basis. Just anything that achieves that
result of bringing about a balance.

If we traded that way we could have 1 million good jobs at an
average of $10,000 a job. That is what a $10 billion deficit means.

As it stands right now, we are making somebody rich, including
these multinational corporations. They are benefiting from the fall-
out of a very unwise policy, as I see it.

Why don't we start doing business on a basis that we will have to
achieve a balance? Why do we insist on bankrupting this country
internationally, moving from the richest country on earth to inter-
national bankruptcy by letting people make a profit we can't afford
to let them make on us.

If we continue to do business, I am going to tell you the same thing
I have told our Japanese friends: The time will come when this will
come to an end, our money won't be any good. Why don't we change
those policies and insist on reaching a balance with these people before
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we are doin w it as a bankrupt saying: "We can't do business any more
while we still have options in trading.

Secretarv Dt'r. I think you are absolutely right that the balance
has got to bie corrected.

The President took the initiative, starting with the monetary
revision statement-announced that the trade bill would be coming
forward and that he is looking for-ward to accomplishment of trade
negotiations designed to achieve the purpose of reciprocity which you
ou-lined; the only bit, of encouragement I can give you this morning,
having checked recently, is that compared with the relative level
between the yen and the dollar in August of 1971, before the freeze
came in, there is a difference of 38 percent today.

So that this is going to work to the advantage of American export-
ers and the disadvantage of importers.

The CHAMBAN. Let me show you something that happened in
Louisiana, while I was trying to get a few jobs for people of my
State.

We have got a lot of good hard-working people down them out of
work. We have got some fine old north Louisiana rednecks and some
good south Louisiana Frenchmen, and some very fine industrious
blacks in our State. out looking for a job. They want to work. They
will give you a good day's work for a good. day's pay.

Here Iwas trying to get the automobile companies to put some-
thing down our way. You look down there and see Baton Rouge.
Look out the window and see those barges coming down loaded with
automobiles to sell us and what are they taking North?

They go back North empty. I was suggesting why can't we prevail
upon you people not to treat us as a captive market but to put some
of the'business down this way.

And you go to explore to find out why can't you put some plant
down here, they said that they would lose money or wouldn't make as
much as they would somewhere else.

So I start asking wvhat is the problem. For one thing, the transporta-
tion expense is more. Why can't you just load it on those barges that
are going back up to your plant'empty and take the parts back that
way?

transportation expense is practically zero. The answer is apparently
we have a long-term arrangement with the railroads where for more
reliability, and one thing and another, and keep them in business.

They don't say it but they might have interlocking directorships
and goodness knows, what else. It can only move by rail. Forget about
water transportation. The barges must go back empty.

Then let us dispense with that. flow about these wage rates. You
are paying people $7 an hour to do work that our people would be
tickled pink to ha-ve for $3. Why can't you take that into account?

But we have got a contract with the United Automobile Workers
that says where we put the plant in the United States you have to pay
the same wage rate that you pay in Detroit. So here our workers are
ready to give better productivity. You wouldn't hear any complaints
from our F1 renchmen and rednecks in north Louisiana about the fact
it was boring working on the assembly line for $7 an hour or $5, $3,
or $2 and a half. No, they would be tickled pink to have a job at all.
Be better off than what they are doing right now.
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So if they come down there they have to pay them $7. That provid-
ing is not in the United Automobile Workers contract to put a plant
in Louisiana, or to see that the Louisiana worker gets good wages, that
is there to see that he doesn't get a job at all in the automobile industry.

They can go to Japan, they can go to West Germany, they can go to
France, to Italy, they can go practically anywhere. Everybody is will-
ing to work with the same kind of productivity for a lot ess than they
can get them here.

Doesn't that amount to unfair discrimination against Louisiana
where these corporations, General Motors being here yesterday, can
go to Italy, France, Germany, Mexico, Argentina-you name it-
Taiwan-just any place, and they can have the benefit of the produc-
tivity of labor at the going price but they can't do it if they want to come
to Louisiana.

Secretary DENT. Senator, first of all, I would like to observe that I
once sat, before assuming government office, on the board of directors
of a multinational corporation and I have never been gladder than
right now that I voted for capital appropriations to build a plant in
Louisiana.

The CHAIRMHAN. I want to congratulate you on yourgood judgment.
Secretary DENT. But apropos of the automobile situation, I would

merely like to state this: In the United States we now have all the
automobile production available for the market and the plants that
have gone overseas are generally to serve markets overseas and not to
be brought back to Louisiana and other areas.

Most of our automobile imports, the three major automobiles com-
ing into this country, are owned by one German firm and two Japanese
firms. Consequently, the movement offshore is to serve markets in
those local areas an~d not for reentry into this country.

The CHAIRMAN. Well, Mr. Secretary, I am still looking at this $10
billion deficit and to me that means that we are buying $10 billion at
a minimum.

What is the adjusted figure on our trade deficit-14.5 would be a
more accurate figure. Looking at a $14.5 billion deficit, which means
in simple terms to me that we are going in debt 14 and a half billion
dollars a year and in the process of that we are denying American peo-
ple the opportunity to produce $141/2 billion worth of goods generally,
goods and services, if you want to be more sophisticated with that.

Now, to me, when I' try to explain all of these things to my father-
in-law, who was a North Carolina banker until he retired, in a small
town, the easiest way I can explain it is to talk about two farmers who
have a big plantation, one on each side of the road. Each of them has
a general store. One of them says: jI will trade in your store on condi-
tion that you will buy something in my store, but I won't just do any
business ;ith you if you won't trade with me.

Why don't we do'business that way with these people to put our
people to work rather-frankly, we could find enough jobs here to
virtually wipe out that welfare burden for all of these families if we
would put these people to work rather than put them on welfare.

Why can't we insist on a balance in that trade account?
Secretary DENT. Senator, I think that the administration is com-

mitted to rectifying this in the negotiations and monetary changes
and negotiations that are going on and we can look forward to it.
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I would like to introduce a subject though as a former businessman
that I think we should all consider. The genius of our economy and our
market is incentives and we need to be sure that the incentives for
investment in this country are comparable to what they are overseas. I
have some figures here which indicate the rate -of capital recovery.

For instance in the United Kingdom, if you invest $10 billion, by
the end of the fifth year, you will have recovered $9.9 million of this.

In the United States you would have recovered $5.7 million.
I have other figures-
The CHAIRMAN. Now, Mr. Secretary, that is all fine and I know

it is great, but as a practical matter the Japanese are denying their
public the benefit of goods and services at the consumer levelithat they
could be making available over there in order to run up these big
surpluses to go and invest that money abroad.

What else can they be doing with all of that money? Can you ex-
plain that to me?

Secretary DEN-T. Well, one thing in Japan, they have a much higher
rate of investment in plant and equipment than we do in this country.
I think their reinvestment rate is 22 percent and ours is 12 percent.
This is giving them a new, modern, much more highly competitive
plant and equipment than we have.

We have absolutely .got to be aware of investment incentives in this
country or we are going to have antiquated plant, and irrespective
of trade barriers we will be unable to compete.

The CHAIRMAN. Mr. Secretary, the 'way we are doing business right
now, the Japanese and the West Germans can pick out our most
sophisticated industries with our highest wage rates and have them
all because they are at a much higher wage rate and the productivity
alone, the productivity per dollar that they will 'get in those plants
where the people are accustomed to much lower wage rates is enough
to sustain them in these businesses on a completely free trade basis,
according to international economics the best I can make it-p

Free flow of capital such as multinational corporations would advo-
cate all of the freedom to do business across boundaries without any
restraint at all. What can that mean to our working people except t
they have to give more productivity for less wages. What else coul(1
it mean?

Secretary DENT. Well, it means, as I say, that we, as a nation, have
to see that we keep the incentive for grokth and modernity competi-
tive with those around the world while at the same time negotiating
from a position of strength to see that we achieve equity in the intor-
national monetary and trade fields.

The CHAIRMAN. Let me read your own language to you on a pre-
vious occasion. This is something that these are suggested, I am not
sure you made this, but it obviously had to be suggested by someone
in whom you had complete confidence when you were President of the
American Textile Manufacturers Association. You said not long ago:

I heard about a young man fresh out of medical school who was treating his
first patient. The patient described all of his symptoms. The young doctor tried
to diagnose what was wrong, but he failed. His knowledge was too limited.

He even went tn the big city, medical library and studied all of the books
and still couldn't figure it and finally went back to the patient and asked, "Sir,
have you ever had this problem before?"

The patient replied, "Why, yes."
"Well," said the doctor, "you have got It again."
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Now, there are your words:
Of course, we haven't got the import problem again; we have had it all along.

Its cause has been a foreign trade policy which has allowed foreign made textile
products to take more than 10 percent of our cotton textile market and 5 percent
of our man-made fiber market and nearly 25 percent of our wool market.

Now, that was the problem as you addressed yourself to it at that
time, and you made one reference here that particularly appealed to
me because it had something in common with the speech I made one
time, and you said, "As the duly elected chief spokesman for this in-
dustry, I have received since last October, many calls and letters from
textiles manufacturers expressing a great deal of interest on the state
of the industry." ..

One such letter reached my desk some weeks ago and here it is, the
letter:

"Dear Mr. Dent," it began, "the directors of my company are ex-
tremely pleased with the way in which the industry has performed
since you took office as president of the American Textile Manufac-
turers Industry last October."

Now, I thought that was nice. But there is more.
The letter goes on to say, "We know from recent economic reports

that textile industry profits have dropped 2.6 percent on each dollar
of sales in 1967 compared to 3.6 in 1966, and the total sales fell by half
a billion dollars."

"We also see that the textile production index"-this is quoting the
letter-"went down 2 points. Employment dropped from 961,000 to
948,000 and the wholesale textile price index went down from 98.5
to 96.4, and the textile trade deficit is one-fourth of the entire balance-
of-payments gap. Keep up the good work."

"Sincerely" whatever this fellow's name-
"Chairman of the board, Mitsubishi Textile Industry, in Osaka,

Japan.
"As a token of our appreciation, I am enclosing an American flag

like the ones we are making and selling in your country in great
quantities."

Now, parenthesis here, which says, "Pull out flag over inside coat
pocket and give it a twirl."

I must say that that probably got a pretty good reaction. I had the
same type thing 6 months before that, before the Gridiron Club here
in Washington, and it got a hell of a response.

So it would seem to me that the problem we have here is parallel to
the problem we have elsewhere. Those people are not going to buy our
commodities and take them home with them unless we do business on
hardheaded basis like that farmer across the road from the other
farmer who says, "I will trade in your store if you trade in mine."

How else are we going to do this?
Senator DENT. By building incentives into this economy of ours.

It's incentives that have motivated this country to move ahead and
when we become uncompetitive with foreign countries, as far as in-
vestment is concerned, there is a dark cloud hanging over the horizon.

Our depreciation rates on buildings today are 45 years. In Great
Britain it is 20 years, Germany, 27 years.

No, sir, it's the incentives.
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The CHAiRML-AN. I know about the tax part of it. I have been sitting
here voting to ive you fellows depreciation allowances and invest-
ment tax credits. I know about that and I have probably done more to
try to correct it than you, even though you are going to do the best
you can about it. I have been sitting here trying to make your people
competitive and hearing those arguments.

But don't you know that this problem is going to require more than
that. How about the problem of labor? Implicit in what you are talk-
ing about is that on a dollar-for-dollar basis you are going to need to
get productivity out of organized labor, in this country, competitive
with the labor to Japan, West Germany, and the other countries that
c into the same activities that they are manufacturing their commo-dities in.

Isn't that implicit in free international world trade and the free
movement of capital?

Secretary DENT. Well, of course, you say organized labor in this
country.

The ChAIRMAN. I mean labor period, just organized, whether it's
organized or not organized.

secretaryy DENT. We are going to have to get productivity, that is
absolutely correct.

The CHAIMAN. And we are talking about productivity. If you are
going to be competitive you are going to have to be productive on a
dollar basis, not just productive in terms of getting out -there and
working as hard as the other guy. You have to do as much work for
the dollar as the other guy provides the market is equidistant between
you and him. Isn't that fair to suggest?

Secretary DENT. Yes, sir.
The CHAIMRAN. I have trespassed on my time but I think you are

a far more forthright witness than most administration witnesses I
have examined on this issue.

Thank you very much.
Senator RimcOFF. Senator Hansen.
Senator HANSEN. Mr. Chairman, I am certain any observations of

mine would be very anticlimactic after the questions from the dis-
tinguished chairman of the full committee.

I must say I regret not having been here for your statement, Mr.
Secretary. I certainly will read it.

I do have two questions. Perhaps you may already have responded
to them. They deal with some concerns of mine and since they are
rather basic, if they have been gone into I hope someone will be good
enough to stop me.

First, is it your belief that with the ready exportability of technol-
ogy around the world, in part by multinational corporations, and in
large measure by our openness of operations in our country whereby
any person from Japan or Taiwan or Germany or anywhere can come
in and see how we do things, how we organize industry, that under
such a system we can continue to pay wages in this country substan-
tially higher than are paid in any other country around the world
and remain competitive?

Secretary DENT. I don't like to be repetitive, but we get back to this
whole matter on technology. It would be very difficult to restrain this
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country. There is so much communication between nations that it is
difficult to hide it, either here or elsewhere.

Technology is a two-way street. It seems to me that one thing per-
haps we should do is to take a look at our incentives for research and
-development in this country and he sure that we got sil a super-
abundance of developments that we can afford this kind of interplay.

I came from an in(lustry recently where a Czechoslovakian develop-
inent later adopted in Europe and Japan is going to have to move
into this country. It is the reverse of what you are saying.

Senator IHANSEN. Double knit?
Secretary DENr. No, this happens to be an open-end. spinning-type

new way o? producing yarn.
The double knit is a thing-
Senator HANSEN. It shows how old-fashioned I am.
Secretary DENT (continuing). That is pretty modern. This other is

ast over the horizon and looking at that I think it is going to be essen-
tial that it be expanded in this country and unfortunately as yet there
is no domestic procedure.

So that technology is a very difficult thing to restrain.
Senator tANSEN. Well, now, what you are saying, if I understand

you, is that you do believe we can remain competitive, and perhaps
you didn't say this, I may be putting words in your mouth, but we
night become even more competitive than we presently are despite the
diIferences in wages or salaries that are earned in Anmerica as com-
pared with any other country in the world, provided American indus-
trv and American workingmen have some incentives.

Is this what you are saying?
Secretary DENT. What I am saying is that we need the incentives to

apply to research and development, to develop new technology, to
increase productivity in this country. Then we need the incentives to
see that the investments occur in this country in the form of new
plants, new machinery, to help our people outcompete the offshore.

If we merely remain stagnant in this country and technology goes
out, I agree with you, that there is no way to compete.

But tie genius of America is the positive and the positivee is to build
the incentives to make our people in this country deliver what is neces-
sary, and this rather than negativetrying to bottle up a stream of
technology which really would be diflicult to restrain.

You will recall back in the middle 1700's the Britisl had a monopoly
on textile technology and there was a fellow by the name of Samuel
Slater, who stored the technology in his head and came over to Rhode
Island and brought this technology here, and out of it has been the
growth. At one point in Great Britain, they were up to 62 million
spindles. Today they are under 6 million. And because of the transfer
of technology over here we have around 20. So these are the kinds
of restrictions that are very difficult to apply but if we can, on the
other hand, take the positive and apply the incentives that have really
moved us out to where we are today, then I think there is hope that
we can move out.

Senator HANSEN. Well, I would like to take encouragement from
what you say.

I must say as a pragmatist that I find little reason for encourage-
ment on our recent track record. I have looked at the charts to which
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the chairman has referred and, as I see plunging lines indicating our
export of manufactured products, and sharply ascending lines indicat-
ing the export ability of manufactured products from Japan and
Germany, I find little reason for encouragement.

Perhaps you have in mind some incentives that haven't been widely
publicized that you think can be brought into the mix. But unless
you have something differenkthan what we have seen, is there real
reason to believe that trends cai)be sharply reversed indeed, as I think
they must be if we are going to be able to compete and sur vive in this
country?

Secretary Di..-,T. I may have mentioned it before you arrived, but
I think that these capital-recovery schedules in this country are not
competitive with our offshore competitors; as long as you can invest
and recover capital more rapidly elsewhere, then it's going to be diffi-
cult to maintain the modernity of our plant and equipment in this
country and this is the type of thing that we need to do, to turn Amer-
ica around and make it competitive, if not outcompetitive, in these
respects.

Senator HAN E N. Well, there have been a number of people who
are concerned, I am certain you are, with the energy picture in Amer-
ica. Different people have speculated as to what the extent or the meas-
urable amount of the shortfall is in order to keep us at a reasonable
level of domestic productivity in terms of our total energy consumption
in this country, and I find no one who takes much comfort in what has
been happening in the petroleum industry. I think it is important
to note that 76 percent of all of our energy in America today comes
from oil and gas, and despite the fact that there really isnt any over-
all shortage of energy in America, because of a number of factors, our
concern about the environment, our desire to make the air cleaner and
more nearly pure, our equal concern to clean up America's waters, has
resulted in'the passage of a number of pieces of legislation which peo-
ple, fairminded people, would have to admit have at least exacerbated
the energy shortage.

So while the slh-ortfall in terms of overall energy potential in this
country might be expressed by three or four decimalpoints percent-
agewise, in our total energy capability, we still have experienced some
very dramatic illustrations of what 'happens when there isn't enough
natural gas to go around-and you have to shut down schools and close
factories, and stop the movem(;nt on inland waterways and are unable
to switch trains in rail yards because there isn't any diesel fuel to
power the switch engines-and when, indeed, the Government has to
take bonded fuel and make it available to a domestic airline to keep
the airplanes running in this country, I think we would have to agree
that something is wrong. Yet -all I can see that we have been doing
in the last several years, instead of encouraging the kind of develop-
ment of which you'speak here in this country, ve have been doing just
the reverse.

There hasn't been a new refinery built in America. Everyone says
we dop't want any, they pollute the air.

The east coast goes even further; it says not only do we not want any
more refineries, we don't want any offshore drilling, not deepwater

ort5s either, and they say, at least some say it, despite the fact that there
is 20 times as much pollution of the water resulting from tanker acei-
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dents as has occurred from offshore drilling. N ow, we see almost uni-
form movement of refining capacity from America or, let me state
it differently-we see the investment in new refineries being made not
in America, but around the world, and I am inclined to think that the
present trend is exactly the reverse of that of which you speak.

Would you comment on that observation?
Secretary DENT. You are absolutely right on the matter of refineries.

This is a matter that the American public is going to have to face up
to, whether they want the refineries here or whether we want the
clean land and no lights and no automobiles to move around.

I do think it is fortunate that capital has moved off and has estab-
lished refineries to service the country so that we get the gasoline, but
this is definitely a problem that we as a nation need to confront.

Today there are any number of proposed utility plants tied up in
the courts on siting problems, and one of these days we will have a
brownout and everybody will complain but the reason is that, as I
understand, the siting used to take about 6 years to get a new nuclear
plant on stream for a utility and today it is up to 13 years, and still
moving.

As you know, the energy problem will be addressed shortly by a spe-
cial Presidential message on this and hopefully it is going to be a very
constructive one.

Senator HANSEN. Thank you.
Senator RimicoFF. With the importation of fuel and gas mounting,

it is estimated that in the next 5 years there will be added about $15
billion to our adverse trade balance. 'Where are we going to earn the
money to pay for that $15 billion worth of imported fuel?

Secretary DENT. We are going to have to increase exports across
the board, both agricultural and manufactured.

Senator RrIcoFr. Do you think with the present state of interna-
tional trade that this is going to be achieved?

Secretary DIT. Not under the present state.
Senator RiBicoFF. In other words-
Secretary DENT. But it is proposed that the present state will be

renegotiated.
Senator Rmnicor. So this is a very big job and we are vitally con-

cerned about being able to turn this unfavorable trade balance around?
Secretary DENT. There is a big job, yes, sir.
Senator RmicOFF. At the present time there is a big conference going

on in Washington attended by some 800 American businessmen on
United States-Soviet trade. Are you participating in that conference?

Secretary DENT. I went by to greet them yesterday morning, before
coming up on the Hill, for about 10 minutes.

Senator RIBICOFF. Now, looking at this morning's Post, there is a
headline, "Administration Pushes Soviet Trading Break."

I am reading from this article in the Washington Post:
A leading Soviet official meanwhile warned that denial of most-favored-nation

treatment would create a major obstacle to detente which would in turn stir
up anti-Semitic feelings in the United States. The Jews, warned G. A. Arbatov,
head of the Soviet Institute for U.S. Studies, would be blamed for standing in
the way of normalized relations between the two countries.

I would like your comment on Mr. Arbatov's statement.
'Secretary DENT. I would like to look at it a little more carefully.

91-925--73-----15
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This is more In the area of the State Department, Senator.
Senator RIBIcOFF. No, this isn't. You are Secretary of Commerce..

You are going to have to have much to do with American-Soviet
trade relations, and with the granting of the most-favored-nation
treatment. Trade with the Soviet Union definitely falls under your
duties as Secretary of Commerce.

You are going to have to come before this committee on the issue_- _
of MFN for the Soviet Union. I know it is being considered. I am
concerned with knowing your reaction to Mr. Arbatov's arrogantly
coming to the United States, and trying to blackmail the Congress of
the United States and the American Jewish community and tell them
how to behave on a great moral issue.

Last year 76 U.S. Senators cosponsored the Jackson amendment.
These 76 Senators are Republicans and Democrats, conservatives,,
liberals, and middle-of-the-roaders representing all regions of this
Nation.
- We have a fundamental moral issue involved here and the people
of the United States have never ducked moral issues.

Now, I am curious about the reactions of the Secretary of
Commerce--

Secretary DENT. It is no reaction. I merely asked if you would
repeat his statement.

I didn't see that in the paper this morning.
Senator RimcoFF. This is from the Washington Post of this morn-

ing: "A leading Soviet official meanwhile warned that a denial of
most-favored-nation treatment would create a major obstacle to
detente, which would in turn st-ir up anti-Semitic feelings in tie
United States. The Jews, warned G. A. Arbatov, head of the Soviet
Institute for U.S. Studies, would be blamed for standing in the way of
normalized relations between the two countries."

In other words, Mr. Arbatov is trying to blackmail the Congress
of the United States in taking a legislative action, and American
Jews in supporting it.

I)o you think it appropriate for Mr. Arbatov to be coming to the
United States and telling the Congress of the United States how
to act on a legislative matter?

Secretary-bENT. Certainly not. The Congress of the United States.
should be free to take action that it sees fit in this or any other in-
stance, and I would assure you that this matter has been called to the
attention of his Government. A solution of that is essential to the
overall progress of the relationship that lie is proposing.

Senator HANSEN. Would you yield for a moment?
Senator RiBiCOFF. Certainly.
Senator HANSEN. As one of the 76 co-sponsors of that Senate

amendment and a member of the other party from that of our dis-
tinguished chairman, and one who may be regarded by some as being
s ightly more conservative, though I hestitate to pin any labels on
either you or me, it seems to me that the witness in all fairness ought-
to be given a chance to read-the full articles

I think there is great danger in excerpting what is said in a story
and I would hope maybe that you might be willing to let the Secre-
tary read the full story and then to submit in wmdtng such comment
as he may wish to make.
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I think that he needs to at least be given the background of the
story.

Maybe I am being too presumptuous?
Secretary DENT. That is why I asked if he would read it.
Senator iBicoFF. I am not trying to put you on the spot, Secretary

Dent, and I don't expect you to give me all the answers.
I am using this platform to tell Mr. Arbatov to mind his own

damned business.
Senator HANSEN. I join with you on that, Mr. Chairman.
S~iator RIBicoFF. And to tell Mr. Arbatov and the Soviet Union

that the development of East-West trade is definitely a concern of
the Congress. I don't think that there has been a stronger advocate
of East-West trade in the past than myself.

I filed a special report advocating greater East-West trade and
most-favored-nation status for Communist countries with this con-
mittee after my visit to Rumania and Hungary, where I addressed
a major conference on East-West trade.

I recognize the importance of East-West trade for developing rela-
tions between nations. But I am also concerned with the basic moral
issue presented when exorbitant ransom fees are now being levied
against Soviet citizens, and particularly a segment suffering from
discrimination, as a condition for permitting them to emigrate from
the Soviet Union.

To have Mr. Arbatov come to the United States of America and
before an audience of American businessmen then tell them to use
their influence and pressure on the Congress of the United States
against a legislative proposal, the Jackson amendment, which is a
very live proposition, and threaten that the Jews of the United States
will be subjected to anti-Semitic actions by the people of the United
States, is presuming upon the goodwill of the people of the United
States. Mr. Arbatov, who is head of the Soviet Institute for U.S.
Studies, should be recalled from this country by the Soviet Union.
All he can do is make mischief, and harm relations between the Soviet
Union and the United States. Ie is the one that is causing harmi to
detente, not the Congress of the United States.

You don't have to comment on that, Mr. Dent.
You happen to be in the witness chair today and I read this article

this morning. There is no reflection upon your own attitude and you
need not even comment.

Secretary DzN'r~". I would like to comment, and it is unfortunate
that anyone would tell the Congress of the 'nited States about its
business.

I agree with you, that it is an independent body that should be
guided by its own thinking.

Senator RIBICOFF. Thank you, Mr. Dent. The operations of multi-
national corporations are truly international and this isn't just an
American problem. The OECD, for example, has a special study being
made on multinationals. You can go to almost any country in the world
and find concern over the operators of the multinationals.

Do you believe there should be some kind of international code of
conduct as to how all nations will treat the multinational corporations?

Secretary DENT. It seems to me that the growth of the multinational
corporation is relatively new in the development of international rela-
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tionships ail(] consequently is drawing attention at this time as it moves
along.

At the same tihe, we are finding that men are living much closer to-
gethor, with the airplay, and so forth, and this is a natural response
to this.

It seems to me that until there is greater inequity shown with re-
spect to the treatneit of multinational operations, be they American
or other, it is far better to a oild the development of another tier of
control and direction than we now have, and consequently, at the pres-
ent state of the art. and the present state. of world conditions for multi-
mtio .'al l1)e rations, it s, to ime that it would be unnecessary to

add I at. tier.
Sclmator Riaicoir'. Mr. Secretary, it would seem to me from my own

observations and experience that the U.S. Department of Com-
merce really doesn't do enough to help American businessmen
export abroad. Small countries, such as Austria and Switzerland, ex-
penid mntich more in funds and personnel relatively to help their na-
tiolmals export their products abroad than the United States.

Are there any plans in the Commerce Department to expand Amer-
ican exports and tourism from abroad now that so many countries have
excess dollars ? What are your plans?

Secretary ] F.'r. Senator, one of the first things I did after the
swearing-in ceremony was to ask the Department to review all of the
export initiatives which presently are in effect, not only in our Depart-
nment but in all departments. We intend to develop and submit to the
P resident recommendations with respect to expanding our export
inceit ives in this country.

As for the tourism, as you know, last year I believe we had a deficit
of payments because of American tourists going overseas, totaling
$3 billion.

The U.S. Travel Service is a part of the Department of Commerce.
We have gotten $9 million with which to operate this year.

We have developed a marketing plan whereby we intend to be able
to evaluate within 12 months' operation what kind of a return we have
gotten on this ;investment.

If we can show a return on the investment, as is done in business,
hopefully we will get an expanding investment in this.

As we look to 1976, there should be great appeal to overseas travelers
to come to the United States. This is a relatively moderate amount of
money when you consider the potential.

Senator RiBicorF. I would appreciate your supplying this commit-
tee the amounts being spent in dollars and the number of personnel
employed by other leading trading countries in promoting exports and
tourism. Would you supply us with these materials

Secretary DENT. Yes, sir. You might be interested-offhand, I do
know Canada expended $17 million in attracting U.S. tourists to
Canada alone and we have $9 million worldwide.
'Senator RmioFr. I think it is a very sho-tsighted policy and,

under the circumstances, we ought to change it.
Thank you very much, Mr. Secretary. I do appreciate your appear-

ing before us.I (The material requested by Senator Ribicoff follows):
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PERSONNEL AND BunoEnrs To SUPPORT NATIONAL EXPORT PROMOTION PROGRAMS

In FY 1978, personnel directly engaged in the U.S. Export Promotion Program
totaled 580. Several of the European countries as well as Japan reported that the
number of persons engaged in a similar capacity totaled well over a thousand.
A comparison of budgets established for the purpose of promoting exports reveals
that the United States and Canada Individually had budgets of over $16 million.
Budgets established to promote exports ranged from a low of $14.8 million in
Germany to $53.8 million and $70.7 million in France and the United Kingdom,
respectively. Japan's budget to promote exports was $41.4 million. Personnel and
budgets of other selective countries are as shown in the following table:

BUDGET AND PERSONNEL LEVELS OF NATIONAL DIRECT EXPORT PROMOTION:PROGRAMS

[Dollar amounts In millions

Personnel Budget

Fiscal year Fiscal ear Fiscal ear Fiscal ear
972 1'973 r972  R73

Canada ........................................... 270 547 $13.3 $16.
France .............................................. 1,175 1,205 49.5 53.3
Germany ......................................... 350 350 12.5 14.8
Italy .............................................. 340 1,340 32. 1 35.5
Japan I .................................... 1:154 1 154 41.8 241.4
United Kingdom I ............................"..".. 1,100 1:100 71.5 276.7
United States ....................................... 525 530 16.2 16.7

A Fiscal year is Apr. I to Mar. 31.
1 Estimated.

BUDGETS OF NATIONAL TOURIST OFFICES

The United States budget to encourage tourism amounted to $4.5 million
in 1970. This budget level in comparison with that of some 24 foreign countries
places the United States 19th on the list. The amounts other countries budget on
promoting tourism and the rank established on this basis are as follows:

1970 TOTAL ANNUAL BUDGETS OF NATIONAL TOURIST OFFICES

Country Rank Amount

Argentina ...................................................................... 13 $6,997,743
Bahamas ...................................................................... 14 6,696,636
Belgium ........................................................................ 18 5,60,000
Bulgaria ....................................................................... 21 3,800,00
Canada ........................................................................ 3 11,197,000
France ......................................................................... 15 5,741,146
Germany (West) ................................................................ 25 3,048,142
Greece ......................................................................... 7 9,437,973
Hungary ....................................................................... 20 4,120,000
India ....................................................... 4 1 133Iran ..................................................................... 16 1,85087
Ireland. ..................................................... 2 13,80,000
Israel ................................................... . 5 9,9 000

Iay10 7,500,000Italy ....................................................... 23 3,157,519Japan................................................................ 52 8,519
Korea .......................................................................... 8 8,19. .
Mexico ----------------------------------------------------- 11 7,413,040
Nethrlands .................................................... 24 3,87,600
Philippines ................................................................... .9 7,813,816
Polnd .......................................................... 5,68,928
Rumania'.........................................1 03 0
Switzerland .................................................................. .22
Turkey ...................................................... 12 7,89,7
United Kingdom ................................................. 6 9,617,040
United States ................................................................... 19 4,500,000

I Total figure Includes tourism plant capital expenditures by the national tourist office.

Senator RImicoFF. Our next witness will be Mr. Samuel Pisar.
We welcome Mr. Pisar today.
This invitation to testify was extended to Mr. Pisar because I can-

not conceive of any hearings on multinational corporations without
the benefit of Mr. Pisar's views.
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I feel that Mr. Pisar is probably the world's outstanding expert on
East-West trade and what he doesn't know about the operations of
multinational corporations I don't believe is worth knowing.

This perception and understanding of this subject should. be very
valuable. I am grateful to you, Mr. Pisar, for your traveling from
Paris to Washington at your own expense to give us the benefit of
your views.

Will you proceed, sir?
The CHAMAN. If I might interrupt for a moment, I am going

to be compelled to leave at 12 o'clock noon to attend a meeting with
some constituents from my State which has been scheduled for some
time.

Mr. Chairman, I want to congratulate you on prevailing upon Mr.
Pisar to come here and give us the benefit of his views. I have at-
tempted to give justice to1fis book on this subject and I must say it is
undoubtedly the most learned and erudite study in international trade
I have ever seen.

I regret to say that it is so packed with information that it's sort
of beyond the ability of one who hasn't had a great deal of experi-
ence actually in conducting negotiations and drawing contracts in
international trade to fully understand it.

I regret that I will have to leave before Mr. Pisar is through. If
lie is back this afternoon, I will avail myself of the opportunity to
ask him some questions; otherwise, I want to assure him I will follow
with interest both his testimony as well as his response to interrogation
before this committee.

I am happy to see you here, Mr. Pisar, and I appreciate the help
that you have given this committee in this study.

Senator FANNIN. I would like to add my welcome to Mr. Pisar.
We are very impressed with the excellent work he has done pre-

viously. It has benefited this committee tremendously. We have had
the opportunity to counsel with him and receive his guidance, and have
the opportunity to benefit by his writings. It has been valuable and
I do want you to realize how much we appreciate your support in
obtaining information that we badly need on this subject which we
are covering at this time.

STATEMENT OF SAMUEL PISAR

Mr. PISAn. Mr. Chairman, I thank you and the other members of
the committee for your kind words. It is a tremendous honor and
privilege to be before you today, particularly since you have invited
me to testify for the second time in 20 months.

I have prepared a brief written statement of the oral testimony
I propose to offer this morning. On your list of distinguished witnesses
you describe me as an international attorney and author, and I assume,
therefore, that you expect me to address myself to this issue both

-....front a practical and from a theoretical point of view. I will try to
do so.

I suppose that I do have a rather peculiar perspective on this prob-
lem, because I practice law both in the United States and in Europe,
and I can observe the multinational corporations in action both at
home and aboard.
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I have not brought with me a lot of facts, figures, and statistics.
Senator RIBICOFF. General Motors supplied us with those, an amples3up ly.
MUFr. PISAI. I also know the excellent work done by your staff in

compiling materials and I will, therefore, restrict myself to an overall
view of the subject.

These hearings have greater significance than meets the eye. Too
many people still look at the world in terms of political and diplomatic
happenings. I believe that the economic, the commercial, the monetary
side of things is not being emphasized enough. Yet these are perhaps
the main area in which nations deal, and compete and collide with one
another, today.

Moreover, these hearings are, in my opinion, crucial not only in
world diplomatic, political, and economic terms. They really have
to do with a very basic philosophical question: What kind o! inter-
national society, what kind of international order are we going to have
in the future?

Your inquiry into the multinational corporation takes place in the
midst of a cyclone that is sweeping the money markets of the world
and bending to the limits of endurance the established rules of world
trade. This cyclone is engendered by new and untamed economic
forces. Yet there is an excessive tendency these days to brood over the
problems and to overlook the promising, even exciting, aspect of the
multinational phenomenon.

This phenomenon cannot be viewed in splendid American isola-
tion. by sole reference to its impact upon our domestic economy. My
own experience impels me to stress the international dimension of the
difficulties and opportunities that lie ahead, and to offer you a per-
spective of the role of the multinational corporation not only in the
Western World, but in the Eastern World as well, and in the rapidly
changing relationship between East and West.

The thesis I would ask you to consider is that the world has become
caught up in an unprecedented and, in my opinion, wholesome quest
for economic integration. Inexorably, mankind is groping toward
unity, not in the manner Wendell Willkie envisioned, nor through the
establishment of world government, but through the mundane, prag-
matic, yet highly compelling, process of the marketplace.

I see the economic instincts of man-in the West and in the East-
reaching out across artificially created political and ideological
boundaries to join in a common cause: the promotion of peaceful
commerce and industry. This development has enormous potential for
the welfare and well-being of all humanity. Once peoples and gov-
'ernments become inextricably tied to one another by economic self-
interest, the specter of instability and war begins to recede.

Whatever its faults and abuses-and I do not wish to belittle them-
the much maligned community of multinational corporations must be
recognized as standing in the forefront of this process. Having helped
to fuel a decade of prosperity across the national frontiers of the West,
it is now storming across the ideological frontiers of the East.
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Paradoxically, at the same time that American companies doing
business abroad are coming under fire from nationalism, protectionism,
unionism, and youth in the capitalist world, it is being welcomed with
open arms by all segments of society in the Communist world. Why?
Because of their unmatched advantages that neither Adam Smith nor
Karl Marx could ignore: the ability to bring teclmological innova-
tion, to develop management skills, to create jobs, to pay taxes, to ex-
pand exports, and to generate foreign currencies.

It may be unprecedented, but there is nothing inherently wrong
when mature and intelligent men of diverse political and ideological
persuasions seek to treat the world as one market, one unified field of
action for investment, for production, for distribution, and for ex-
change, without regard to the arbitrary state barriers that have come
into existence by accidents of history or force of arms. Their dynamism
is generated by a simple principle': optimum effcieincy. In'order to
carry out transactions on a global scale, both peace and stability are
indispensable to their efforts. Because of this they are a force for
progress.

The multinational corporation is not a purely American invention.
Comparable Japanese and European companies are growing in num-
ber and scope. The Common Market countries are encouraging the
creation of Europe-wide enterprises and groupings under a proposed
harmonization of national company laws.

Nor is the multinational corporation a purely capitalist device. It
is fascinating to observe the emergence in Communist states of special
enterprises and special laws designed to make possible the conduct of
business in the world economy. In recent years the Soviet Union has
begun to multinationalize its activities in' Western financial markets
through banks chartered in London, Paris, Zurich, Frankfurt, Tehe-
ran, Beirut, Singapore, and Tokyo. Other Eastern European coun-
tries have gone so far as to establish common banking institutions
with leading Western banks. Moreover, Communist-state firms are in-
ternationalizing their economic activities in the capitalist world
through offshore subsidiaries and joint profitmaking ventures with
capitalist partners. I would not even be surprised if the Chinese, who
have already reversed the course of their foreign trade from the Com-
munist East to the capitalist West, adapted themselves in the near
future to the advantages of multinational enterprise.

The flourishing of global economic endeavor in West and East is, I
believe, an integral part of the creation of a true world economy. The
process has a historic significance of which we are perceiving only the
faintest beginnings.

It is a startling fact that this revolutionary development has out-
paced the political preparedness of governments and legislatures to,
cope with it. For the multinational corporation is a futuristic 21st-
century concept operating within an outdated 19th-century political
framework. Its vitality has shattered the old rules of the game and
enabled it to step over the obstacle course of state borders, institutions,
regulations, and other national limitations within which business ac-
tivities have heretofore taken place.

In short, the modern businessman has been far more dynamic, in-
ventive, and successful than the modern politician in meeting the chal-
lenges of a changing world. If I may say so, Mr. Chairman, with all
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-due respect, it is now time for the world's political leaders, in Wash-
ington and in other capitals around the globe, to create a new political
setting in which the drive and genius of multinational enterprise can
be harnessed for the benefit of mankind.

Unfortunately, the tools we possess are primitive. Meaningful self-
regulation by the multinational corporations themselves cannot be ex-
pected. Internationally agreed-upon rules-the ideal solution-are a
long way off in a world of competitive and often hostile states. Legisla-
tive and administrative action at the national level leads to a restrictive
environment in which the hopes of multinational enterprise cannot be
realized.

The correct answer lies in a two-pronged approach. For the long
term there must be conceited efforts, among governments and corpo-
rations, to construct a framework of appropriate guidelines, and grad-
ually to give them the sanction of law. In the meantime, the under-
standable-impulse of national authorities to eliminate abuses must be
handled with restraint because an overregulated international wilder-
ness of conflicting measures will stifle in its infancy a force that holds
enormous promise for the future.

Like the ancient struggle between church and state the relationship
between economic power, which is becoming increasingly multination-
al, and political power, which is remaining stubbornly national, is
today an issue of universal significance. It is an issue which, below sur-
face appearances, preoccupies the Communist East no less than the
capitalist West.

I lhve likened the current confrontation between the nation state
and the multinational corporation to the dispute which eight centuries
ago pitted Henry II, King of England and France, against Thomas h
Becket, Archbishop of Canterbury. What was supreme, the temporal
might of the national crown of Britain or the spiritual power of the
multinational church of Rome? That contest ended with murder in
the cathedral.

Of the two contemporary contestants, one will fall casualty again
unless both learn to respect the separation between political and eco-
nomic responsibility. In the ultimate analysis, they are not adversaries.
Their common enemy is poverty, disorder, and war.

Either the multinational businessman and the national politician
will rise to this challenge and lead man to a new threshold of peace,
prosperity, and progress, or we will sink back into the past, and return
the burgeoning international economy into the xenophobic grasp of
nationalism and ideology. The challenge calls for a brandnew men-
tality which is at once postnational and postideological.

Mr. Chairman, I heard with tremendous interest a few minutes ago
Senator Russell Long's questioning of Secretary Frederick Dent, and
I was impressed by the Senator's description of the problems that the
United States is facing in its competition with other countries and his
allusion to the possibility that this country may gradually be moving
toward bankruptcy.

Senator RIBicoFF. May I interrupt?
In view of your having to leave for a previous appointment, Mr.

Chairman, as Mr. Pisar proceeds you certainly should feel free to
interrupt and ask questions.
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Mr. PISAR. I must say, Senator Long's comments have started to
shake some of my own convictions. Nevertheless, I do believe that this
phenonmenon cannot be viewed purely in terms of its impact on our

mestic economy, important as that is, of course.
My own experience suggests that we must focus on the international

dimension of the difficulties and opportunities that lie ahead.
The CITAITRIAN. If I might interrupt?
I have read your statement. It is a very fine statement that you have

and I think that in your statement you do put your finger right on the
problem, that these grateful multinational corporations have a tremen-
dous potential for good for the entire world.

The question is whether international agreement and international
understanding between the nations in which they operate can catch
up with the corporate structure and the trading sophistication of these
nations to gain the advantage that could be gained from these type in-
stitutions.

I believe that you are entirely right about that.
The only question I would li ke to ask you, because I am(roing to have

to leave shortly, can this Nation-how long can this Nation continue to
sustain a balahce-of-payments deficit on a liquidity basis of $2-2 billion
deficit a year?

How long can we keep up a balance-of-trade deficit that we think on
any fair estimate, would be $14 billion a year? Iolo w long can we, keep
that uF' knowing that we have $65 billion of Eurodollars floating
around , which kee ) expanding every year?

Senator RumiCOFF. About $80 billion.
The CHAIRMAN. Of course, that is being loaned out three or four or

five times over.
How long can we keep that up before the trading partners such as

France, where you have an office, Britain, where I believe you have an
office, and others, say to us that we can no longer rely upon the Ameri-
can currency? How long can we keep running these huge deficits?

Mr. PIsAR. The answer seems quite clear. This Nation cannot indefi-
nitely support this type of deficit, a deficit which is becoming pro-
gressively worse. There is absolutely no doubt about it.

But the question arises how to solve the problem that the existing in-
ternational trade structure, the monetary structure simply cannot keep
up with the explosion of worldwide business, with the competition of
other nations, and with the activities of multinational corporations
themselves.

What is needed, and what is very difficult to do, is to build a com-
pletely new framework for a type" of economic and business activity
that the world has never known before, activity that is treating the
entire world as a single unified field of action.

The framework that was built a long time ago by legislators and
governments is straining under the impact of this new phenomenon.
If this phenomenon is to be preserved, and I think it should be, because
it has very attractive aspects to it, just as it has some questionable
things about it, it is urgent that we find a new approach, a new frame-
work. What we must do is take from the multinational corporation that
which is good and channel it so that it becomes a positive social force
for all mahkind without harming any nation, particularly the United
States.
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Senator RIBICOFF. I wonder if you would agree with Secretary Dent
that, in view of the nature of the problem, an international code of
conduct or regulations governing multinationals isn't needed?

Frankly, I believe that the soul-searching going on all over the world,
not just in the United States, indicates that, if there isn't some inter-
national code of conduct, the conflicts you talk about will lead into a
serious clash bet~teen the state and the multinationals. I would like
your comments on that.

Mr. PISAR. A code of conduct is what is needed, but how will it be
brought into existence, and will it be observed?

I don't believe it is practical to expect the multinational corporations
themselves to establish and respect a self-regulatory code.

I believe that they should aim to develop ground rules and that they
should exercise restraint while continuing their worldwide activities.
While I am idealistic about trade and its impact on peace, on freedom,
on progress, I do not think that we can expect the multinationals to

0 solve the problem entirely by themselves.
Senator RIBICOFF. Couldn't this be developed in future trade talks

and agreements, because, as I get the thesis of your statement, you rec-
ognize that it is a new phenomenon that can't be stopped; it is a pro-
gression in the world's economy, the multinational, because of the way
we are organized as an industrial society.

What creates concern, as Senator Long points out, is a gradual
shift of employment abroad, and the invasion of the American mar-
ket by technotogically competent advanced nations like West Ger-
niny and Japan. Tlis genertes larg)e unfavorable trade balances
that keep on growing. These will be generated to even a greater extent
if solutions are not found to the energy crisis and we have to pay out
another $15 billion to the oil-producing countries in the next few years.

Specifically, a case I have in mind is this: Litton Industries acquired
the Royal Typewriter Co. in Hartford, Conn., a 60-year-old company.
They discovered that the average hourly wage was $3.60 an hour for
their employees.

They also have a typewriter company in Ifull, England, where the
hourly rate is only $1.20 an hour. And 55 percent of the cost of making
a typewriter is directly attributable to labor.

Sizing tip this situation, Litton realized they couldn't remain com-
petitive paying .3.60 an hour. Since they can produce the typewriter in
Hull, England, for $1.20 an hour, they shut down their plant in Hart-
ford, and 1,700 people were thrown out of work.

Litton Industries-is a vast conglomerate. They have any number of
different products that they produce. I would imagine they must pro-
duce products at a profit paying a $3.60 wage rate. I am using Litton as
an example.

Doesn't Litton have certain obligations to its employees, to the Hart-
ford community, to consider an alternative production in that plant
before they shut it down so that the impact upon their people and the
community would not be so serious? What do you think the social obli-
gation of a multinational corporation should lbe toward its employees
and community in which it operates?

Mr. PISAR. Mr. Chairman, this is a fascinating and challenging ques-
tion, and I will attempt to answer.
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There can be no doubt that Litton or any other company closing
down a facility that gives employment in Connecticut is harmful to the
people and the State.

But if companies of this type were prevented from going where they
can manufacture most economically, and if you were to multiply this
prohibition a thousand times other countries would retaliate, and the
result would be that the world economy that is burgeoning today would
be divided up into small bits and pieces. Instead of moving into the
future with this new multinationaI force that we haven't learned to
master yet, we would be moving into the past.

Now, to say to a company, by legislation or whatever, "It is your
social obligation not to leave the State of Connecticut but to continue
to provide employment even though you may have to go into another
line of business," would be going very very far.

There is a great danger in telling business people to assume the re-
sponsibilities of others for example, of politicians.

I have alluded to the modern struggle between the state and the
multinational corporation similar to the struggle between church and
state in ancient times. And because that struggle was at times deadly,
the doctrine of separation between church and state was developed.

I think it is essential to maintain a separation between the responsi-
bility of the businessman and the responsibility of the politician or the
legislator. I am afraid that business would suitor a setback in its inven-
tiveness, in its practicality, in its dynamism, if it were invited to stress
social responsibilities at te expense of economic responsibility.

If you look at the Communist countries of the East, this is exactly
what is happening. They have not maintained the separation between
economic responsibility and social responsibility. Everything is the
state.

The state is in politics, the state is in business, the state is in bank-
ing; and because of that, they have found themselves very much be-
hind us, agriculturally, industrially, and technologically.

My own suggestion for an approach to this problem would be along
the followinglnes:

Instead olf teling these companies, "You cannot leave the State
because people are losing jobs; you are prohibited from leaving just be-
cause of the difference of wages between Connecticut and England."
Instead of doing this, it would be better to do something about thie level
of wages in England, in Japan, in Germany, and in other countries.

In other words, I think the labor unions of the United States, in-
stead of requesting protectionist legislation from Congress, would in
long term be wiser to stretch out a help ingihand to labor unions in
countries where wages are lower, to teach them the American collec-
tive bargaining process, and to help them improve their working con-
ditions, their compensation, their retirement benefits, so as to equalize
the differential.

By approaching it in this way, the differential between Connecticut
and England could be gradually reduced or eliminated while at the
same time accomplishing a useful social purpose in this country and
abroad.

If I may, Mr. Chairman, I would like to go one step further. Let us
take consumerism, which is a very lively issue today in the United
States.
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It would make sense for people like Ralph Nader and those who
believe in his ideas to spread their efforts from the United States to
other countries--to, say, to the Japanese for example: "Your cities
are being polluted, your workers are underpaid, you don't get suffi-
cient vacations, your young people should get into the act of creating
pressure on the business and industrial community to take steps against
these abuses." Instead of only attacking American corporations in the
United States, which increases their costs and makes their competitive
position relatively weaker, it would be better to-extend Naderism
multinationally, so that it can follow in the tracks of the multinational
corporation, by improving conditions, eliminating cost differentals
abroad, thus furthering a positive social purpose in these other
countries.

Senator RBICOFF. That would take a considerable period of time,
and this Nation is now faced with immediate problems.

As you can tell from Mr. Long's questioning and the questioning
of other members of this panel, there is practical concern over our de-
clining export position as a permanent feature. Exports as a percent-
age of total production is 14 percent for the United States, 31 percent
for Japan, 38 percent for Germany, 48 percent for the United King-
dom, and 67 percent for Canada.

In the United States, you have a great power which must insure
the vitality of its basic industries: automobiles, steel, chemicals, and
electronics.

There is an unwillingness, and rightfully so, to see the destruc-
tion of these basic industries. In addition, every Member of the Sen-
ate and every Member of the House must be concerned with what is
happening to employment in industries back home. Whether it is
cattle in Wyoming, or whether it is copper or minerals in Arizona,
or whether it is machine tools, ball bearings, or airplane engines in
Connecticut.

As we watch a decline in our trade position in the world, we see
the growing technical competence of European countries. We see the
differences in wages that cause shifts of production to wherever the
wages are lower.

When the Japanese find that it is cheaper to make transistor radios
in Hong Kong, they shift to Hong Kong, or Taiwan, or South Korea.
I suppose they might soon be shifting to South and North Vietnam.
This is a natural progression. As you watch the decline of American

employment in manufactured goods, you must realize that the United
States in the next decade will have to find jobs for 20 million more
people. This is the size of the increase of the American job market in
the next 10 years. If you talk to the Japanese or the Germans about
this, they say the United States should concentrate on the service
industries. But no great nation is going to devote itself to serving
others.

When you talk, Mr. Pisar, of possible solutions, there is an obli-
gation, it seems to me, by Government and industries to try to solve
this very knotty problem together. These dislocations will continue
worldwide, and nations cannot continue to act solely on the basis of
short-term selfish interests.

How do you reconcile international good with national necessity
in order that you don't begin trade wars? Other nations must under-
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stand that a nation like the United States must remain economically
viable.

Mr. PISAR. Mr. Chairman, I fully agree with you, your definition
of the problem and with Senator Long's definition of the problem. But
I would like to suggest that there is no solution in sight. There is no
solution because the tools we have are no longer adequate.

What could be the way out of this problem? We could close our
borders and- say that we are going to operate basically a nationally
self-sufficient economy, and, as an inevitable result, 'other nations
would act alike. When I say that this is dangerous, I am not thinking
idealistically of international understanding and of good fellowship
among men. I am thinking of the self-interest of this country as well.

The United States cannot continue the level of prosperity that it
has had and discharge its responsibilities in the world if it were to
move back and build a wall around itself economically.

There is, therefore, no solution to this completely new problem, and
I know that my statement sounds depressing, unless we approach the
problem with a completely new mentality.

Other nations will not restrain themselves sufficiently, for we still
live in a world of hostile and competitive states. We don't have an
international or a supernational parliament or authority to legislate
an adequate economic order, an d, of course, this is what is needed.
This is the ideal source from which a solution could come.

But it is just not in the cards because political developments in
the world have lagged far behind economic developments.

What remains is the prospect of national regulation, taxation, et
cetera, and this again leads to an environment in which the world
economy and the multinational corporation cannot live up to the
promise they hold. National overregulation could bring a regressive
movement that would take this country and other countries economi-
cally into the past.

Senator RIBICOFF; May I say to my colleagues, Senators Fannin
and Hansen, please feel free to interject any question at any time.

You understand the mentality of the Europeans, and also that of
the Communist countries which you know so well. Why is it right
for President Pompidou to proclaim he will act to protect French
agriculture even though the common agricultural policy of the com-
munity will cost the consumers of other Common Market countries
anywhere from $12 to $14 billion a year while it is wrong somehow
for President Nixon to try to protect a basic industry in the United
States, even though its loss might cause great economic damage to
Americans? Why do the French or the West Germans feel such a
policy is right for them and wrong for us?

Mir. PISAIR. It is not all right for them to protect their markets.
We must use whatever levers we have to make them open to our
agricultural exports.

But the problem, of course, is complex and we must look at the view-
point of the other country as much as our own.

They are trying to build a Common Market, a similar common
market to that which this country had started to build 2 centuries
:ago.

We have encouraged them in this. Perhaps not so much for economic
reasons-even though that was a good way of rebuilding Europe--as
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for political reasons, because- we had serious strategic and security
problems.

We had to worry about the safety of the United States and of the
rest of the free world.

Having built the foundations of their Common Market, the Euro-
peans have come to realize that, among several member countries,
some are more efficient in one area and some in another area. Mr.
Pompidou knows that France is more efficient in the field of agricul-
ture, so the French have tried to give themselves an advantage in this
particular sphere in order to be able to survive in a market where
the Germans, the Dutch, and the Italians have the edge in many types
of industries.

Now that the Common Market has grown into a powerful economic
bloc of nine member states, with a combined economy that is almost
as large as that of the United States, and with very substantial hard
currency and gold reserves, there is absolutely no reason why there
should 'be more protectionism in agriculture and industry than in
the United States. This iswhy I believe the present administration
should be congratulated on its energetic, hard-nosed demands for an
international trade negotiation that would restructure the entire com-
mercial system of the world.

Senator Rn3tCOFF. What you say is correct. The United States has
devoted itself to building up the economies and defending the Euro-
pean countries.

In fiscal year 1973, our security assistance to foreign nations is
almost $6 billion. Our development and humanitarian assistance is
over $4 billion, for a total cost of in excess of $10 billion. Although
we have such a severe payments deficit, we still spend about 8 percent
of our gross national )i:oduct for defense while France spends only
4 percent; West Germany, 3.3 percent; and Japan, less than 1 percent.

In view of the strong economic and monetary positions of our major
trading partners, why shouldn't they now assume a greater share of
the burden of both their own defense, thedefense of others, and devel-
opinent aid assistance?

The United States will soon be called upon to rebuild North and
South Vietnam to the extent of $71/2 billion. I can see the Europeans
saying, "We didn't approve of that war. The United States was
involved with that war; let the United States pay the bill."

But the United States went ahead and built up the economies of its
enemies, Japan and Germany, after World War-II. While we were
spending large sums of money on defense they were devoting their
energie to building up their trade and modernizing their technology.
They have succeeded in this beyond anybody's wildest dream.

Now, shouldn't these rich countries, particularly Germany and
Japan, assume greater worldwide responsibilities which the United
States still assumes?

Mr. PISAI. Mr. Chairman, I can only agree that these wealthy coun-
tries should assume a larger share of responsibility, first, in the area
of military security, and second, in the area of help to less-developed
countries.

On the issue of Vietnam, I cannot pretend to be an expert, but as a
concerned human being, I see a peculiar problem that the United
States faces.
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Somehow, we have managed, after the Second World War, through
our economic assistance and ingenuity, to build up former enemies, tX>
help them develop a sense of self-confidence, and to turn them into
friends.

This is true of Japan; this is true of West Germany.
I believe that we have a moral obligation to do something similar

for Vietnam both North and South.
I believe that we have to give them economic incentives for main-

taining the peace. Morally, it is difficult in this particular case to say
to other nations: "You should shoulder a major part of this responsi-
bility."

One can only hope that, as allies of the United States, these coun-
tries will be broadminded and say, "Even though we did not approve
of the Vietnam war, even though we did not participate, and pleaded
with the United States to stop it a long time ago, we 'vill, nevertheless,
put in our efforts and some of our wealth to help reconstruct Indo-
china, just as the United States has helped us get on our own feet after
the devastation of the Second World War."

Senator Rinicorr. I would like to shift gears a minute. There is
no greater expert on East-West trade than yourself. What do you see
as the development of the Communists' multinational corporations and
their relationships to American labor and industry

Mr. PISAR. It is a fascinating fact, Senator, that the Communist
countries today are busy latchig onto the world economy, the same
economy in which capitalist corporations, multinational and other
corporations, have been so active in the last decade.
They are latching onto the world market because they have realized

that they cannot isolate themselves in their own bloc and produce only
for a regional area. This is an historical fact and we must keep it in
mind.

Stalin and his henchmen had the idea that they could develop an
advanced, prosperous economy around the Communist nations of
Eastern Europe, the Soviet Union, and China. That experiment has
failed. Now they realize that, if they want to be in the forefront of
technical ideas, of management ideas, of marketing ideas, and make
economic progress on a broad front, they have to open their borders a
little more, and ever more and more, because ideas in management, in
technology, and in commerce, are more effective when they are tested
against the cold shQwer of the world marketplace. As a result, what is
happening today is that the Communist countries are going multi-
national in their business attitudes. The Soviet Union has banks
abroad.

These are locally chartered banks that not only finance East-West
trade but raise money, are active on the European dollar markets, buy
and sell gold, and behave in many waysas capitalist institutions in
the financial markets of the world.

The smaller Eastern European countries-Hungary, Rumania,
Poland-have not only formed banks and corporations in Western
countries, they have gone into joint ventures with capitalist enter-
prises for the purpose of making a profit. It staggers the imagination
that a Communist state enterprise would form a company with a
capitalist private enterprise where the equity is on a 50-50 basis, the
board of directors is equally divided, management is jointly selected,
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and the object is to operate in the world market, as if the difference
between the capitalism and communism didn't exist. In this way,
ideology and dogma begin to take second place. Recently, it may in-
terest this committee, the Communist countries have started to change
their own laws. Yugoslavia was first to allow foreign investment. In
1971, Rumania passed a similar law, and now American companies,
French, German, and Japanese, can and do acquire equity positions in
corporations in Rumania.

Three months ago, Hungary passed such a law and is now moving
far in this direction, and at the present time Poland, which until
recently was a very restrictive Communist country, is beginning to
loosen up and to negotiate joint ventures of this ty)e.

A decade ago 80 percent of mainland China's trade was with the
Communist world. Now more than 80 percent is already with the cap-
italist world. As a result of the new relationship between the United
States and Communist China, it is possible that the Chinese will alsogo in this direction. They have already purchased 10 Boeing aircraft.
TI iey are negotiating for the acquisition of industrial plant and equip-
mont. Things are evolving quite fast in China which until recently
was an intransigent revolutionary country, thinking that it would
conquer the world and show everyone how society should be organized.
Today it is softening up a little' and beginning to realize that. in the
world of economics there is no magic, that the marketplace has its
inexorable rules and that these rules have to be observed. All of this
is happening because the Communist countries have tremendous prob-
lems. They are falling behind in agriculture and have to buy American
wheat to feed themse ves. If they are behind technologically, they are
behind industrially. They are going multinational; if they are driving
hard to participate in the new world market that has come into exist-
ence in the last 10-15 years it is because they feel this is the most effi-
cient way to progres.r. This has great advantages not only from the
standpoint of commerce and peace, but even from the standpoint of
freedom. It also has some dangers, because they will become. in due
course competitors of the United States and of other Western
economies.

Senator FANNIN. Mr. Pisar, the line of questioning that the chair-
man has made is very similar to what I had in mind. You have elabo-
rated on what you had to say on page 2 of your statement, and elabo-
rated on how this has happened, and then you come to a paradox in
existence that American companies doing business abroad are coming
under fire from nationalism, protectionism, unionism in the capitalist
world. This is one of the great problems and then you state that be-
cause of their unmasked advantage, and then about the ability to bring
technological innovation to develop management skill, to create jobs,
expand, export, generate foreign currencies.

Well, the difference has been that these countries have a goal and
they are working toward that goal, they are disciplining themselves
andthey are accepting the discipline. We happen to have a group that
traveled to Japan, it has been almost 2 years ago. We arrived just after
a visit by Ralph Nader and in talking to both the adults and to the
young people it seemed they did not accept Ralph Nader other than
as an irresponsible critic. They felt that he was imposing upon the
beliefs in their country. I didn't receive or I don't have the feeling
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fhat they wanted his assistance or they would accept his assistance.
'lley are so much better off than they were a few years ago and they
feel that they are going forward.

Mr. PIs.R. Are you referring, sir, to this self-discipline which does
not allow outsiders to come in and have an impact on the economy, the
society?

Senator FANNIN. Yes.
Mr. PisAI. I would say that that is particularly true of Japan, be-

cause Japan is a fairly monolithic country, .it has remarkable disci-
pline in its economy, almost a quasi-military discipline. But I would not
like to make any comparison between Japan and the Communist
count ries.

If it is difficult for a )erson like Ralph Nader, right or wrong, to
have an impact on the young people of Japan, on its legislature, to
puslh for improved conditions in their country; it is 10 times more
difficult to do anything along these lines in the Communist countries,
obviously; in China, certainly in the Soviet Union, and even in Eastern
Europe. But let us take a look at what is happening.

In the international economic game, it isnt really possible to main-
tain rigid military discipline and yet make progress. Experience shows
that if the Communists want to latch onto the benefits of the world
market they have to start relaxing their system. They have to open

their borders a little, to allow tourists in, to send engineers and busi-
(.ss ien to other countries, to see what can be bought, what can be sold.
They have to reallocate their resources and efforts in Such a way as
to design, build, and package a product that the highly sophisticated
markets of the United States and Western Europe will want to
purchase .
Thiey have to export natural resources and raw materials in order

to get the hard currency they need to buy American wheat, American
technology, and American equipment. And this is why the leaders of
Soviet Russia have decided to ask help from American companies in
mining Siberian metals, diamonds, et cetera, and in finding, liquefying,
and shipping to the United States, to Japan, and to Western Europe
natural gas which is needed because of the energy crisis that is sweep-
ing our country and others in the free World.

And here we come to an even more fascinating thing.
They are beginning to realize more and more-and you will forgive.

me if 1 contradict you on this point, sir-that it is really impossible
to Iiiaintain their system the way it has been and make economic and
industrial progress. Their system is changing as they are evolving
toward a more conformable consumer society with our help.

S(,iator FXNIN. You are speaking of the Communist countries?
Mr. PISAR. Yes. sir.
Senator FANNIN. I agree with you. I am not disagreeing with you

at all.
Mr. PisAR. If they continue to buy from us material goods, even

equipment, they will not move ahead very fast. What they must learn
is how to invent better, how to create better, and this cannot be done
unless minds become more free. The inventor cannot invent, the man-
ager cannot, manage, the salesman cannot sell effectively for the entire
atmosphere is heavy with lack of freedom and in that kind of atmos-
)here there cannot )e sustained economic progress.
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Looking at other countries, I would have to say that Western Europe
is today at the other extreme of the Communist countries and Japan
can be contrasted too. Our own ways of thought have had a beneficial
iml)act on the societies of the West. Germany was a rigid militaristic
nation before the war and there was fear that it might lapse back into
this type of mentality. But somehow with our help tley have learned
to open their economy and to open their society. It has become a mobile
society. England is becoming an increasingly mobile society and so is
France. Ralph Nader came to France also. I was asked to debate with
him in public and I did. Of course, it is very difficult to disagree with
Ralph Nader.

I could observe how he was having an impact on the press and on
the young people, bv saying to them, "You are not doing your job; you
should go after your business community, after your industrial com-
munity, to make sure that your cities are not polluted, that your work-
ers are not exploited. and the consumer gets a qquare deal."

What remains is the less developed world. Here we are dealing with
countries that are trying to develop democratic institutions an'd they
have a very long way to go before we will have an impact on them.
But the good thing about the multinational corporations is that, by
going to these countries, by showing them how to manufacture con-
sumer ,oos anto build basic industries, the American businessman is
performing a useful function. o ile being the uroverhial Yankee trad-
ers, without a rigid ideology, because we really don't have one, with
our pragmatic tu'n of mind, our efficiency, our inventiveness, we help
oth er countries raine themselves up. While there are abuses from time
to tine, to be sure, teis is more effective and more useful in the long
term than what we can accomplish with our costly military establish-

ument and other means that are such a drain on the balance of payments.
Senator avNI agree with you, as far as an instrument to assist

these other countries in the world, the multinational corporations have
been very prominent, even in many instances much more prominent

othan AiD) programs, because it is inst not building for today but it
is building for a longer period of time. They have worked with other
countries beneficially and now we are up against the problem of
determining if we can continue those programs and face the energy
shortage we have in this country, and purchase the needed petroleum
supplies from the other countries of the world and still be able to
stay fiscally solvent. That is the tremendous problem facing tlhis
committee.

Senator HANsn. Mr. Chairman, I know it is late, but I have about
three questions I'd like to ask you.

Mr. PisAm. I would be del cited to attempt to answer these questions.
Senator HANsEN. From many of the submissions by business or-

ganizations as to why they must invest abroad, and from the outcry
of labor over multinationals and export of jobs, I am getting the strong
feeling that the key issue boils down to protectionist trade policies of
our major trading partners, and the relatively free and enormously
attractive U.S. market.

Do you have any thoughts on how the United States can pursue
a practical, hardheaded trade policy in the best interest of American

lmsinss ad' lbor-artiulary in the light of the emergence ofa
massive European bloc and a very closed Japanese economy?
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Mr. PISAR. I believe that a practical, hardheaded trade policy is
coming into shape at the present time, although it is still too early
to say whether it will go far enough or, indeed, too far. The recurrent
upheavals in the world currency markets have now taught most govern-
ments a lesson. All are threatened by chaos in their economic relations
unless the monetary system is basically and quickly overhauled. The
devaluation of the dollar is an expression of hardheadedness which
should significantly improve the trade posture of the United States
and serve the interests of business and labor. In my opinion a realine-
ment of currency values is more helpful than a wave of protectionist
restrictions and taxation burdens on the multinational corporations.
I Another sign of hardheadedness is the way the stage is being set for
a new round of trade and tariff negotiations within the GATT. I be-
lieve that our Government is determined-to force open certain doors
to the European Common Market and to Japan that still remain shut.
I believe the West Europeans and Japanese have understood by now
that the forthcoming Nixon Round will be tougher than the Kennedy
Round and the Dillon Round.

Another side of the question is the fact that the free America r mar-
ket, with the added attraction of a cheaper dollar, will now be s, greater
magnet for European and Japanese investments inside the United
StatesThis development could only be pleasing to American labor be-
cause it will create jobs. Again, cheaper dollars will give American
manufacturers greater incentives to produce at home for export. Here,
not Government policy but business mentality requires adjustments.
Because our manufacturers live in the luxury of a huge domestic econ-
ony, they have never really dev eloped a taste for exporting competi-
tively into foreign markets. Other countries that have narrow domestic
economies-England, for example-have learned a long time ago that
exports are essential to their survival. The American business commu-
nity, and it would be worth the while of our labor unions to give a
push in this direction, should wake up to the huge potential of the
world export market and undertake a much more energetic drive in
this direction.

Senator HANSEN. You suggest that the "understandable impulse of
national authorities to eliminate abuses must be handled with re-
straint." Can you comment on the abuses you feel are evident, and
the underlying reasons for these abuses?

Mr. PIsAR. It cannot be denied that there are occasional abuses and
resentments in this area. These abuses and resentments are now hotly
debated, not only in the United States but abroad, wherever the multi-
nationals operate. What are they? Obviously, interference in the in-
ternal political affairs of other countries is inadmissible. In my written
statement I have stressed the need for sepai-ation between political

_ -and economic responsibility just as there has been found to be a need
for separation between temporal and religious responsibility. I believe
the allegation that multinational corporations make a halit of inter-
fering in the politics of national states to be vastly overdramatized.

When President Allende of Chile states in the forum of the United
Nations that his country is the victim of a "silent Vietnam" at the
hands of the multinationals he is dramatically overstating a complaint
that has some legitimacy, and inventing an alibi for the economic fail-
ures of his regime. Yet, a problem obviously exists and I understand
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that the Foreign Relations Committee of the Senate is currently in-
quiring into it.

Another abuse is situations where American companies establish
manufacturing facilities abroad not only to supply the foreign market,
but also to reexport back to the United States. While I am against
fettering the businessman with undue restrictions, I must admit that
I have some personal difficulties with this type of practice on grounds
of simple morality.

Another area of possible abuses-is currency manipulation. The top
multinational companies that I observe do not appear to be speculat-
ing in the sense that they are not trying to reap big profits on monetary
fluctuations. Their activity in this area is prompted for the most part
by a desire to hedge andprotect their position which, by the very
nature of their worldwide operations, carries risks in numerous cur-
rencies. Nonetheless, the present monetary system is in such a shambles
that those who wish to take improper advantage can easily do so and
in the process, add to the confusion. The Tariff Commission has pointed
out in its recent report that the ability of the multinationals to move
huge sums from one country to another at short notice can cause dis-
locations in money markets, in labor markets, and in other areas.
These are universal problems today.

As to the underlying reasons for these problems, the basic one I
would cite is the absence of an effective international framework
of regulation. Multinational business, while a good thing in and of
itself, has developed so widely and rapidly that the established insti-
tutions. laws, and treaties are simply exposed to too much strain. There

-being no international political authority with an ability to legislate
and enforce a worldwide policy, the multinationals find themselves
virtually in a legal no man's land. Those among them who practice a
low standard of business behavior; for example, the OS type of mu-
tual fund management companies can abuse the absence of regulation
and supervision with virtual impunity. For the most part, however,
legitimate multinational business enterprises are more interested in
long-term stability and growth rather than in short-term advantages,
Even in the absence of an international legal system, basic business
morality exercises a restraining hand.

Senator HANSEN. You suggest that the potential for conflict between
the multinationals and nation states may be averted through a "frame-

- work of appropriate guidelines" that gradually take on the sanctions
of law.

Do you have any thoughts on the nature of the guidelines of which
you sIeak?

Mr. PIsAR. Here is the crux of the entire problem-the need for
a worldwide framework of rules that ultimately acquire the force of
law. As I indicated earlier, I do not see where-such a framework could
come from, there being no commensurate worldwide system of political
authority. In ancient times, when Rome ruled the civilized world, mul-
tinational business thrived under a highly efficient system of law. This
was possible because Rome was an empire. As various provinces traded
with one another and as businessmen operated within the multina-
tional markets of the Empire, Caesar's writ extended far and wide,
with the full force of legislative and judicial authority. Today there
is no such empire and consequently rio such authority.
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However, there is another example in history which suggests a
different approach. In the Middle Ages, business also flourished across
Europe and other continents. The total absence of effective interna-
tional authority at that time put pressure upon the merchants to get
organized among themselves. This they managed to do quite effectively.
While there were as many temptations then as there are now to abuse
the legal no man's land, it is in the nature of things that responsible
businessmen prefer long-term prosperity in orderly conditions to short-
term riches in conditions of chaos. For this reason, merchants every-
where, and particularly in England, began to develop guidelines of
their own. At first, these guidelines were observed here and there on
a voluntary basis. But, with time, other merchants began to refuse to
deal with those who failed to abide by these guidelines. Gradually, the
guidelines became widely followed custom and, in the end, they re-
ceived the sanction of law by decision of the British courts. The great
18th-century judge Lord Mansfield, played a key role in shaping
out of this confused wilderness of ground rules a great body of com-
mercial law that came to be known as the "law merchant." Today, the
law merchant is in force in most of the developed countries of the world,
including the United States.

It is not impossible that a similar development might emerge within
the community of multinational corporations, but it would take a
considerable time.

Senator HANSEN. May I say I am gratefully impressed by your
knowledge and expertise, and appreciate as do other members of the
committee your appearance here this morning.

Mr. PIsAR. Thank you, sir. If I may make one observation, Mr.
Chairman? -

Senator RiBicOFF. I was going to ask one more question. Do the
Europeans and Japanese Governments encourage or discourage their
companies to invest abroad?

Mr. PISAR. Today they strongly encourage them. It is one of the
paradoxes you have to deal with. While we are beginning to question
the multinationals they are encouraging them. Japan is pursuing a very
aggressive policy to establish on a multinational basis corporations
all over the world. A lot of my time is spent practicing law in the
Common Market and I can observe this process at close range. You
have Japanese banks established today in London, Paris and Frank-
furt. You have Japanese industrial and commercial companies all over
the map. And this is because they have this tremendous surplus of
currency. They are gradually becoming the ba-ikers of the world. In
other words, the Japanese are really becoming in this decade what the
Americans were in the last decade. The same is true to a somewhat
lesser extent for the West Europeans, who also have surpluses. The
German and the French Governments have a deliberate policy to
make some of their large corporations invest abroad, including the
United States.

They are still afraid of the American market. They are not used to
the open rules of competition that this economy has known, and to
strict antitrust legislation, 'but they are beginning to venture forth.
Euronean Governments are deliberately encouraging mergers and
groupings among their companies and banks, so as to create larger
enterprises that could more effectively compete with American multi-
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nationals, and this also is a healthy phenomenon, part of that post-
national mentality I am talking about. As the Europeans encourage
large corporations, as West German companies merge with French
companies, and English companies merge with Belgian companies,
the resulting units, because of their greater size, are no longer push-
overs for the American multinationals. They are beginning to be able
to hold their heads above water in competition, and this again will be a
restraining force on the American multinationals that are tempted to
go abroad.

Senator RmicoFr. You wanted to make an observation?
Mr. PISAR. If I may, Mr. Chairman, an observation on the perspec-

tives of -ny testimony. Logically, this is really not surprising when
intelligent and energetic men in the United States, in other Western
countries, and even in the Communist sphere, say to themselves that
the world is one field of action, one market, and the most efficient way
of selling, buying and producing is when you work for a large
economy, an economy that is as large as the planet. They do not like
restraints on the scope of their activity that have come into existence
by historical animosities and divisions.

There is something in this argument, in this quest, that is reason-
able and challenging and I think in approaching the legislation that
you are contemplating, vis-a-vis the multinationals, it is necessary to
treat this new and bold mentality with a certain amount of respect.

Now, I am not going so far as to suggest that we are moving toward_
world government. That is a very distant dream. But what I am
saying is that the practical instincts of man are creating for the first
time a powerful economic force that is worldwide in scope and that
tends toward unification. It is fascinating that the process is not only
happening in the capitalist West but also in the Communist East.

In conclusion, allow me to say that while it is essential to regulate
the multinationals, to eliminate their abuses, to save from extinction
certain American industries, it is equally important to make sure that
the multinationals are not assassinated in the process. For, in a way,
they are like a bicycle. As long as-they move forward they can stand
up, but the moment they are slowed down by heavy restrictions, they
would fall like a bicycle that is brought to a standstill.

Thank you, Mr. Chairman.
Senator RiBicOFF. Again, on behalf of the committee_ our thanks

to you, Mr. Pisar. You have given us a philosophical basis upon which
to understand the detailed problems that we have looked at involving
different facets of the multinational corporations. Without under-
standing the nature of the multinational corporations you are not go-
ing to be able to come forth with solutions to the current trade and

* monetary problems facing the world. There is no question these prob-
lems are deep. Your friends abroad are going to have to understand
the responsibility they ironically now have to the United States. They
have been on the receiving end since World War TI of our discharging
our responsibilities to the rest of the world. The current situation
may seem strange to them, because they still consider America to be
relatively prosperous as we once were. We are still the greatest eco-
nomic power in the world but we face problems that are generating
unhappiness and frustration here. They may or may not be considered
rational, but they are very real.
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Sometimes it can be the nonrational aspects which are the deter-
mining factors of how men and nations will react. I find an unwilling-
ness on the part of many Europeans or Japanese to understand this.

We will be undertaking new GATT negotiations beginning in
September. It is going to take great wisdom both on the short and long
term to work out solutions to die monetary and trade problems of the
world.

There is a great reservoir of brains and wisdom in the multi-
nationals. The people running these companies are probably as smart
as any in the world. My feeling is that these same people are going
to have to address themselves more to the overall problem, not just the
the profit and loss at the bottom line of their balance sheets. Their
future, too, depends on an understanding of the bigger problems.

Again my thanks, and I hope you will pardon me -for not allowing
you to finish your prepared statement. We can all read this statement,
but I did want to get the benefit of this colloquy with you.

Mr. PISAR. Thank you, sir.
Senator RIBIcorF. The committee will stand adjourned until 10

o'clock tomorrow morning.
(Thereupon, at 1 p.m., the committee was adjourned until 10 a.m.,

the following morning.)
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U.S. SENATE,
SUBCOMmrrpEE ON INTERNATIONAL TRADE

OF THE COMMITTEE oN FINANCE,
Washington, D.C.

The subcommittee met, pursuant to recess, at 10 a.m., in room 2221,
Dirksen Senate Office Building, Senator Abraham Ribicoff (chair-
man of the subcommittee) presiding.

Present: Senators Ribicoff, Mondale, Fannin, andPackwood.
Also present: Senators Bennett and Roth.
Senator RuncoFF. Our witness is Gilbert E. Jones, chairman of

IBM World Trade Corp.
On behalf of the committee, I do want to thank you for coming

here today and giving us the benefit of your views.
When you think of multinational corporations, one of the first

names that comes to anyone's mind is IBM, with your worldwide ex-
perience and familiarity with the product you produce.

Your remarks will have great significance to this committee. MNy
appreciation to you, Mr. Jones, for appearing. Will you please pro-
ceed, as you willI

STATEMENT OF GILBERT E. JONES, CHAIRMAN OF IBM WORLD
TRADE CORP.

Mr. JoNEs. Thank you, Mr. Chairman.
My name is Gilbert E. Jones. I am chairman of IBM World Trade

Corp., IBM's subsidiary for business outside the United States. I con-
sider it an honor to be here to testify at these imoriant hearings.

There is no mistaking the fact that we have come to a crossroads
in the evolution of American foreign economic policy. Decisions that
will be made in the next few months by the Congress will affect
future domestic and international economic patterns in fundamental
ways.

For several years now, a public debate has been underway between
those who regard multinational firms as a source of strength of the
United States, and those who allege that they are not.

Despite governmental and private studies which show that the
multinationals create American jobs, contribute strongly to the balance
of pa nents, and are instrumental in developing crucial new tech-
nologies, doubts persist among the critics, and they must be confronted
by those of us who do business on a multinational basis.

I intend to do so here today, not by repeating the standard argu-
ments and data with which you are all familiar, but by concentrating

(248)
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.on the experience of my own company. IBM is a high-technology com-
pany, and high technology is acknowledged to be one of the greatest
strengths of the U.S. economy. So I will be talking to you primarily
:about IBM's role as an innovator, manufacturer, and marketer of high-
technology goods in a worldwide environment.

Before getting into the heart of my discussion, I thought it might
'be helpful for the subcommittee to have a clearer understanding of
what we mean when we use the phrase "high technology" companies.
An obvious example, of course, can be found in the computer
industry.

I'd like to show you how extremely rapid technological change has
resulted in vastly increased computing power for our customers at
continually decreasing prices.

In 1952, IBM announced its first large-scale electronic data process-
ing system, the 701. This machine used vacuum tubes. I have one here,
and this tube could do almost 2,200 multiplications per second at a
-cost of $1.26 for 100,000 multiplications.

Six years later, in 1958, we introduced the 7090, a machine whose
basic circuitry was entirely new and made up of these silicon
transistors.

The transistor that you see on this card is analogous to the tube
that you saw before.

The 7090 did about 38,000 multiplications in a second, and the cost
of 100.000 multiplications dropped to 26 cents.

In 1964, we introduced a new technology, SLT-putting a hybrid
integrated circuit on a ceramic ?ibstrate-l]ike this. That was the year
we announced the System/360 Model 50. With that machine, the speed
of computation was about the same as the 7090, but the cost of 100,000
multiplications dropped by more than half-to 12 cents.

I doubt very much if you can see the circuits on that chip, so, Mr.
Chairman, with your permission I would like to give each member
of the committee a magnifying glass so that you can look through it
and see what that chip looks like. I am not suggesting that your age
makes your eyes not as good as they used to be, but they are small.

L ess than 3 years ago, we announced our System/370 series which
utilizes these fully integrated monolithic circuits. With this technol-
ogy, we have up to 10 logic circuits on a chip, instead of one. If you
blow the circuit pattern up by 400 times, it looks like this photograph
that I have in my hand. On this model, we could do 100,000 multipli-
cations, not for 12 cents but for a nickel.

To complete my logic story, one of our latest computers- the Sys-
tem/370 Model 168 which was announced last year-can do over 2
million multiplications per second at a cost of 1 cent for 100,000
multiplications.

Those of us who work for the IBM Co. hope that cure will level off
because if it ever goes negative we are in real trouble.

WIhile I have simplified these comp,-risons for the sake of brevity,
they illustrate my main point: the rapidly decreasing cost of calcula-
tions for the computer user coupled with increased computing speed.

The same kind of change has happened to computer memories.
Our 701 in 1952 used a cathode ray tube me-mory which looked like a
TV tube and which is too bulky for me to bring here today. In 1954,
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-we introduced ferrite core memories which were the principal memory
technology until very recently.

Here 3 have a dis lay which I am going to pass around, which
shows what a core loops lke. When you look at the core, if you would
bear in mind that each core could store one bit of information inside
a computer by registering a zero or a one, I should also tell you that
during the chronolo ical development of the core, they become smaller.

By rule of thumb, the smaller the core, the faster the access time;
and the smaller the core, the less current and the less heat is required.

As the technology improved, the core got very, very small, as you
can see.

The same amount of money today will buy more than six times as
much memory as it would have bought in 1967.

To try to illustrate my point, I have here a core memory which I
would like to pass to the committee chairman, and that core memory
has 16,000 of those little tiny cores in it.

Senator RBICOFF. Did you say 16,000?
Mr. JoNEs. 16,000. It stores 16,000 bits of memory, and each of the

little cores has two wires going to it. The chip that I have in my hand
here has 8,000 bits of memory, so two of these chips correspond to that
entire core array.

I should point out that that memory chip which has 8,000 bits of
memory is not in production it is in development. The highest den-
sity in production is the Riesling memory which we announced some

\months ago, which has 2,000 bits of memory, and incidentally, was de-
veloped in your Boeblingen Laboratory in Germany .

I can't tell you today exactly what'the next few years will bring,
but I can say'that techfnological change will become even more dra-
matic. Since 1958, we have gone through four significant technologi-
cal changes in electronics, three of these in the past decade, two in the
last 5 years. Progress is constantly speeding up.

The new technologies are also much more demanding of our manu-
f cturing people. A typical manufacturing process for producing
these chips has over 180 important steps. If each step is 99 percent
perfect, the final yield at the end of the process will be only about 13
percent, obviously unacceptable.

As you can imagine, considerable engineering and manufacturing
effort must be expended to create relatively loss-free manufacturing.

We use clean air in the manufacturing process. How clean? Out of a
billion parts of air, we can only tolerate two parts of dust. To give you
an idea what that two parts to a billion is, if you Dut a vreen hat on
every living human being in the entire world, including China, Russia,
Australia, and everywhere else, and you put seven people with red hats,
that is two parts in a billion.

This creates a need for engineers and technicians with skills of the
highest order. And since technology changes so rapidly, it also means
these people must be constantly relearnin! new skills and techniques.

Now, from this brief illustration of a high technology industry in
action, several broad characteristics can be noted.

One is the enormous rate of change. Generations of products are
measured in a few brief years.

And not only do product lines changes but also competitive condi-
tions. A company--or, indeed, a nation-which fails to keep apace of
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technological improvements and changes in marketing techniques, may
be among the leaders one year and a trailer only a short while later.

Another important characteristic is the declining labor input in the
product line. This doesn't mean that improved technology results in
fewer jobs. What it does result in is more-highly skilled jobs, as I shall
illustrate in detail toward the conclusion of my remarks.

Parenthetically, I think it would be wrong to reach a conclusion that
a high-technology industry such as computers is not labor intensive.
If you compare the dollar revenue and the number of people of IBM to
the dollar revenue and the number of people in General Motors, you
will find that IBM is more labor intensive than General Motors by that
yardstick.

It also means that labor costs on the production line are declining
sharply as a percentage of our total costs. And it also means-most im-
portant in terms of the work of this committee-that hourly labor costs
on the production line have less and less to do with our ability to com-
pete either with other firms in this country or with foreign computer
companies abroad.

Of course, no manufacturer wants to see his labor costs get out of line
with his competitor's. But in a high-technology field, a differential in
hourly wages is far less important than a company's ability to main-
tain a technological lead.

It would be a mistake for the Congress to focus too narrowly on the
fact that wages are higher in the United States than in foreign coun-
tries, and to assume that the best way to protect American industry and
American jobs is to try to compensate for the difference through tariffs
or other protective barriers. For most industries, the question of
whether America can compete effectively abroad ultimately is more
dependent on our ability to maintain a technological edge, on our will-
ingness to innovate in our products and our factories, and on our mar-
keting skill and ingenuity than it is on hourly wage differentials, at
least within certain limits.

Fortunately, innovation and risktaking are areas in which U.S. in-
dustry has traditionally excelled. While the computer industry may
represent the current extreme in change and innovation, the simple fact
is that no industry is--or should be-static. The facts of life in all
industry require continual innovation to improve products and to lower
costs.

The key for successful governmental policy is the creation of a cli-
mate which will encourage innovation with improvement in American
industry, not sheltering it from competitive forces.

Specifically, in the field of legislation dealing with international
commerce, Congress should avoid thinking in terms of days gone by,
when handcrafts and high labor content were the general rule in Amer-
ican factories. Rather, we should think in terms of the 1970's and the
1980's, when our ability to compete will depend primarily on our tech-
nological innovation, our creative abilities, and our salesmanship.

Now, in the next few minutes, I'd like to illustrate the basic points
which I have been making by telling you a little about IBM's opera-
tions as a multinational corporation-its economic impact abroad and
in the United States-and some of the problems that we face at the
present time and in the future.

In 1972, IBM showed gross income of $9.5 billion and net earnings of
$1.3 billion, with a total of 262,000 people employed here and abroad.
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IBM World Trade Corp., which handles IBM business outside the
United States, reported gross income of $4.2 billion, net earnings of
$687 million, and total employment of 115,000.

Outside the United States, IBM does business in 126 countries. It has
nine research and development laboratories in eight foreign countries,
and 19 manufacturing plants in 13 countries overseas. In addition, IBM
provides education in new technology and management techniques at
78 overseas locations throughout the world.

IBM has been doing business on an international basis since its
earliest days. Operations in Germany date back to 1910, in France to
1914, in Canada and Brazil to 1917 and in Japan to 1925.

IBM has pursued a general policy of manufacturing abroad the
finished products sold abroad because that is, in virtually every in-
stance, the only way to maintain its foreign markets. It is most im-
portant to understand that this policy has helped, not harmed, IBM's
employment in the United States.

In my testimony I hope that is the most important point that I get
across to this committee.

The reason for this is that operations abroad create demand for IBM
products that cannot be satisfied by local manufacturing a-lone. This
demand is met by a growing export business channeled through IBM's
foreign subsidiaries. IBM's U.S. production destined for export has
risen from $56 million in 1960 to $485 million in 1972. Imports have
also increased during this same period. But, overall, IBM's net exports
have increased from $52 million in 1960 to $305 million in 1972, an
increase of nearly 500 percent.

We have stated on a number of previous occasions that one in eight
of our manufacturing jobs in the United States is dependent on foreign
exports. In fact, this has been a very conservative estimate-deliber-
ately so, because this is a complex computation to make. However,
translating the dollar value of our U.S. exports in 1972, we find that
one out of every five jobs in IBM's U.S. plants was accounted for by
business between the parent company and IBM world trade.

Senator RmiICOFF. You say this is a complex computation. Do you
mean your computers can't figure that out?

Mr. Joins. I tell you on things like that I think we go to a different
type of machine.

Senator Rmicorr. A human machine?
Mr. JoNEs. Mr. Chairman, I hope it is no longer in doubt that multi-

national companies in general are large net exporters. The U.S. Tariff
Commission study recently published by this committee found that
multinational corporations in 1970 accounted for about 62 percent
of all U.S. manufactured exports as compared with 34 percent of
manufactured imports. The commission's analysis also indicates that
"the U.S. industries most active in production abroad also are the
heaviest contributors to U.S. exports' -a conclusion corroborated by
other studies, such as those made by the U.S. Department of Commerce.
I think it is also worth pointing out parenthetically that, when trans-
portation equipment is excluded-to screen out the effects of the
United States-Canada auto trade agreement-the Commission says:
"A statistically significant association between foreign direct invest-
ment activity an aggregate imports disappears entirely."
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The Tariff Commisqion study is less definitive with regard to trade-
related employment since it points out that the conclusion depends on
the assumptions used on what would have happened to the overseas
markets of U.S. firms in the absence of their foreign investment. The
Commission indicates that under the assumption that U.S. firms, without
investing abroad, could have maintained the same share of the market.
that they enjoyed in 1960-61, the foreign investment of U.S. multi-
national companies has resulted in a net gain of 500,000 jobs in this
country.

However, the Commission concedes that this estimate of job gains "is,
biased in the direction of excessive pessimism because it totally re-
jects-by assumption-the MNC's artument that a least a portion of
the MNC's foreign direct investment has to go abroad to prevent for-
eigners from getting there first."

In IBM's case, tTmere is absolutely no way in which we could have.
held onto our overseas markets and increased U.S. jobs these last.
dozen years, if we had refused to invest in foreign facilities.

If I may make an aside at this point, I would like to take you back
5 years ago when we had a really ridiculous situation in Germany
where the Germans were trying to paint us to our German customers
as being a U.S. company, and we were trying to market as a German
company manufacturing, engineering, selling in Germany, and our-
major competitor was Siemens, and Siemens was selling a German
product made by the RCA Co. in the United States but sold by Siemens.
as the German computer.

We were marketing a German computer made in Germany l)y Ger-
mans, sold in Germany by Germans, run by a German subsidiaryv with
a German outside board of directors, and entire German management.
I can assure you that if that situation had continued we would be very,.
very happy, because we did very well under that type of competition.
andSiemens gave that up and Avent into making a German product on
their own.

In the first place, many governments abroad feel the need to keel)
local value-added in some kind of equilibrium with sales volume. If
major countries had to import all IBM products now sold there, the
drain on their payments balances in most instances would be prohibi-
tive.

But even if this consideration did not exist, it is important to realize
that the vast majority of our overseas jobs are not in manufacturing.
Out of the total number of 115,000 IBM1 employees overseas today, onK
27,600 are employed in manufacturing. This means that even if IB[
were to manufacture all its products in the United States, it still would
have to maintain abroad more than three-quarters of the present num-
ber of overseas employees. At least 80,000 people would be needed as
local sales forces, systems engineers, programers, customer engineers,
administrative and other support personnel to market and service
IBM equipment-assuming that the current level of IBM's business
outside the United States could be maintained.

As a practical matter, however, this level could not be maintained.
The choice for us is not between exporting or manufacturing abroad,
but between manufacturing abroad, or losing latge portions of the.
world market.
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I cannot prove it to you scientifically, but my associates and I are.
convinced that if IBM tried to serve th world market entirely from
the United States, our business abroad would shrink to a small fr'action
of its present size.

Other countries' restrictions on imports are not the essential reason
why this shrinkage would occur. The crux of the matter is that an at.-
tempt to make computer technology an American preserve would not
succeed. By refusing to manufacture in western Europe, for example,
we would be forcing foreign governments to subsidize and foster the
development of their domestic computer manufacturers to an even
greater extent than they now are doing, because those gove rnm nts
would feel widely dependent on foreign sources of supply of Plrolucts,
and of development of technology.

Imagine the economic and psychological effect on Western Europe
of total dependence on imports of high technology goods. It would
never occur. By manufacturing abroad, we hold a market we would
otherwise lose.

In addition to export revenues, the fees, royalties, and earnings of
IBM's wholly owned subsidiaries and branches overseas repress nt a
steadily growing flow of money to the United States. In the 10-year
period from 1963 to 1972, IBM's net contributions to the U.S. balince
of payments was $4.44 billion.

IBM's contribution to U.S. and foreign tax revenues over the hist
5 years amounted to $5.2 billion; over the last 10 years, to $7.7 billion.
This represented taxation at the rate of approximately 50 percent
of earnings, and of the total taxes paid over the past 10 years, albout
60 percent went to the U.S. Government, and the remaining 40 percent
to other governments.

In my judgment, these economic contributions were made possible
by the main strength of my company--the speed with which wo have
been able to take technology out of the laboratory and turn it into
marketable products. Neither IBM nor the United States has a monop-
oly on scientific knowledge in the computer field. We are convinced
that it would be a tragic mistake for America to try to hoard its
technological know-how on the false premise that major advances
necessarily evolve from laboratories in this country. Rather, we know
that our major strength lies in adapting technology, wherever it orig-
inates, quickly and effectively into finished products that are (om-
petitively priced and represent a market need.

Accordingly, one of the reasons for our success is our closely inte-
grated multinational research and development effort. W1e have' acces
to overseas technology and talent through our laboratories outside the
United States, and we receive a steady flow of new ideas from all
over the world.

That little chip with the memory on it, from Boeblingen in Ger-
many, is an example.

An important part of the development work on the IBM compute-
systems-:-IBM System/360 and IBM System/370-was done in the
company's overseas development laboratories.

Last August, IBM announced two new computer systems-the IBM
System/370 Model 158, and Model 168. Development work on these
new systems was the joint effort of several laboratories in the United
States and abroad with close and instantaneous links among them.
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IBM customers in the United States, as well asabroad, are the final
beneficiaries of these joint efforts.

What is true for the computer industry is also true for most Amer-
ican high technology industries. All have to search for the best talent
wherever it can be found to maintain their leadership. A great deal of
know-how and inventiveness of foreigners actually goes into Ameri-
can products.

I recall from my own experience in the Navy, during World War II,
that the first work on radar and antisubmarine warfare was done by
the British. So was the earliest development of jet aircraft. The
Wankel engine is another foreign import. The electron microscope and
the video tape recorder are examples of important inventions result-
ing from international scientific cooperation. Magnetic ferrites, so
crucial to my own industry, were the result of half a century of scien-
tific effort in the United States, England, and Japan. Nor should we
forget the crucial contributions of foreign scientists to the harnessing
of nuclear energy, first for military and then for )eaceful purposes, or
to space exploration.

The economic progress made here, as well as broad, during the last
20 to 25 years would not have been possible without the relatively free
transfer of technologies among Western nations.

IBM, for example, has cross-licensing agreements with dozens of
European companies. It has similar agreements with some 15 Japanese
companies. IBM's magnetic tape manufacturing facility in Boulder,
Colo.. was set up under a cross-licensing agreement with the Sony
Corp. of Japaii. It uses Sony patents, and drawn on the technical
know-how of the Japanese company.

Aided by overseas research and development, American high tech-
nology companies continue to lead the world. While every American
legislator is familiar with the fear in this country of competition from
certain imports, you may not be aware of the fact that our principal
trading partners feel under immense pressure from advanced tech-
nology companies headquartered in the United States.

Governments of major industrial countries are actively intervening
to support their national competitors of U.S. computer manufacturers.
That competition is growing both in strength and sophistication.

As European computer manufacturers, acting individually and
jointly, develop their technological capabilities, they are getting~sub-
stantial support from their governments.

From the beginning, national governments played a significant role
in several major European computer companies. Some were created
under government auspices, like France's CII, and Great Britain's ICL
is a combination of a group of United Kingdom electronic firms that
is 20-percent owned by the British Government.

In both cases, the government participates in the company's equity.
In Germany, the Government has allotted $832 million in subsidies

during the 1971-1975 period for the domestic data processing effort.
In France, some $264 million will be spent by the Government in

subsidies to the French computer industry between 1971 and 1975. In
addition, the computer rental business of CII is being financed by a
group oi Government-controlled banks and the nation's social securityfund.
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In the United Kingdom, outright grants to ICL in 1973 amount to
about $36 million. That has been going on for many years.

Besides giving direct support, governments also favor national
computer manufacturers through "buy national" procurement prac-
tices.

At the same time, the EEC Commission for Industrial Affairs ad-
vocates preferences on the community level-replacing individual "buy
national" practices with a "buy European" policy. Moreover, the EEC
Commission wishes to apply ownership as the criterion-not the place
of manufacture or incorporation of a company.

This policy, if implemented, would create a new formidable non-
tariff barrier against American computer manufacturers.

Several groups of European manufacturers have already been
formed with EEC encouragement, the better to compete with American
manufacturers. For example:

Siemens of Germany has entered into a product development and
marketing agreement with CII of France. Phillips of The Netherlands,
too, is likely to join this group. Under the agreement, former customers
of Siemens in France have been turned over to CII, and former cus-
tomers of CII in Germany have been turned over to Siemens.

Nixdorf and AEG-Telefunken, both of Germany, have joined to-
gether for computer systems development and production. They repre-
sent the two extremities of the product lines-Nixdorf producing small
systems, and Telefunken, large systems.

European companies now often team up to bid against IBM, and
other American companies. Last month, for example, Britain's ICL,
backed by AEG-Telefunken of Germany, w on a $6.2 million contract.
CII of France and Siemens of Germany, working with British, Ger-
man, Danish, and Dutch computer software producing companies, won
a $4.6 million contract.

The consolidation of the computer industry in Europe is matched
by developments in Japan.

I would like to tell you, in Japan the technology is growing as
rapidly as in the United States, and I would like nobody here to
think that the Japanese are copy cats; they aire not.

The technology of the Japanese is very, very competitive in today's
market, and their engineers are among the best in the world.

Direct Japanese government subsdies supporting R. & D. include
a $127 million grant paid over the 1972-74 period for the development
of a new generation of computers. Government-guaranteed low-inter-
est loans to computer companies approved for 1973 alone amount to
$156.6 million.

If you add to that the fact that the Japanese Government gives low-
interest loans to its computer companies, which amounted in 1973 to
$156 million, you can get some idea of how competitive the computer
market is in that country.

All these moves in Europe and Japan aim at reducing dependence
on American equipment in the data processing field. Moreover, to be
viable, the foreign companies will have to expand into the international
marketplace.

And while IBM has a good deal of U.S. competition in our inter-
national markets, last year over 50 percent of competitive sales wins
abroad were by non-U.S. manufacturers.

91-925--73- 17
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IBM neither wants nor expects any Government subsidy to com-
pete against Government-subsidized foreign manufacturers. But we
do need the opportunity to operate freely abroad. We need unham-
pered worldwide R. & I). to maintain our position in technology, and
worldwide manufacturing to maintain our position in the market.

Should U.S. legislation handicap American computer manufac-
turers in their overseas operations, the technology gap that still favors
the Americans would tend to close. Foreign manufacturers eyeing
expanded markets-including the United States-would be helped
along. The danare done to te U.S. economy would be considerable,
perhaps irreversible.

In our view, the proper response is legislation that looks toward
the elimination of trade barriers, including nontariff barriers that dis-
criminate against ULS.-owned companies operating abroad. For from
treating U.S. foreign investment as a threat to U.S. employment, we
must regard it as an important national resource that can provide U.S.
exports, U.S. jobs, surpluses for the U.S. balance of payments, and
technology essential for progress in the United States.

The idea that protectionism will save U.S. jobs is wrong. While
sonte of -t4he changes in employment in U.S. industries are related to
shifts in the industries' international competitiveness, many others are
not trade related. The U.S. unemployment rate continues at about 5
percent for reasons that have little to do with U.S. trade and invest-
miieut policies, per Se.

The principal reason is that inflation got out of hand, and that we
were forced to slow the rate of growth of our economy in order to try
to check that inflation. This problem must be treated by domestic
economic policy.

Sone of our unemployment, of course, has been related to the loss
of U.S. international competitiveness. The dollar became overvalued
in world markets, and we moved belatedly to correct the situation. The
recent realinement of exchange rates shotild help correct that situation.
The way to provide an adequate level of employment in the United
States-to absorb the unemployed and provide jobs for new entrants
into the labor force-is to keep the U.S. economy growing at a strong
noninflationary pace. Economic self-sufficiency is not an answer to
the problem.

We need to think dynamically of new industries, new products to
meet new needs. The computer industry, after all, was merely an infant
20 years ago. It created hundreds of thousands of jobs and entirely new
job categories. It generated exports and contributed to the health of the
U.S- economy. .Xmerican policy should be seeking that kind of

dynamism rather than turning to'the false hopes of protectionism.
Instead of retreating behind trade walls, U.S. policy should seek

further reduction of tariff and nontariff barriers to permit an orderly
economic expansion throughout the world.

Most urgently, we need a stable monetary environment. The chaotic
international exchange-rate situation in recent years has created severe
international economic problems. Disruptions and uncertainties in in-
ternational currency and finance markets complicate orderly planning
eve-yi.where;-The recurrent dollar crises strain the entire fabric of inter-
relationships among Western nations and ultimately can have serious
effects on consumers and jobs in the United States as well as abroad.
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Developments this past month have brought us to a moment of deci-
sion. It is vital that we make the right choices. I have indicated in gen-
eral what I believe those choices ought to be; namely, that we should
move in the direction of reducing barriers to trade among nations.

We recognize, of course, that sudden surges in imports of particular
commodities adversely affecting domestic firms and workers may re-
quire the imposition of temporary safeguards such as higher tariffs.
Where such safeguards are adopted, however, it is essential that they
be employed for a limited period of time and that they expire automati-
cally. Furthermore, those receiving the benefit of these safegu1ards
should be required to make use of the time to adjust to change com-
petitive circumstances.

In this connection, I hope that Congress, in its search for meaningfll
ways to deal with economic dislocation caused by disruptive import
competition, will closely examine the area of adjustment assistance. We
simply must help workers impacted by trade, but we must do so in a
sensible and businesslike manner that does not harm other workers.
The bill introduced last year by the chairi-ian of this subcommittee,
Senator Ribicoff, is one of several approaches which have been
suggested.

I support the adjustment assistance concept because of IBM's experi-
ence with its own internal "adjustment assistance" program. Let me
briefly recount our experiences.

One byproduct of the swift pace of change in the computer industry,
which I described earlier, is that it eliminates demand for certain kinds
of skills while creating demand for new skills.

In the 1969-72 period, advances in manufacturing techniques elimi-
nated a substantial number of jobs in our U.S. plants.

To maintain IBM's full employment practice, we shifted more than
12,000 people into new jobs outside the manufacturing area. Of these,
about 7,000 were moved into jobs requiring comparable skills, but more
than 5,000 employees received major retraining to permit their transfer
from manufacturing into marketing, service, programing, and adnin-
istrative jobs. Although we were not certain when we began that this
retraining and transfer could be done, the program has been an out-
standing success.

There are two reasons, I think, why this -was so: First, we were able
to project our personnel needs; and'second, we knew precisely what
skills would be required to fill those needs.

We could train the man specifically for that skill. Accordingly, the
people who entered IBM's adjustment assistance program knew they
had jobs waiting for them when the program was completed, and
they knew that what they were learning was necessary knowledge.

Based on our experience, I believe that a meaningful adjustment
assistance program to deal with the consequences of shifts in U.S.
trade patterns is not only desirable; with Government, business, and
labor support, I think it can be made to work. Business can play a
valuable role, perhaps within the framework of an advisory council
that would help design the program and monitor its operation.

For its part, IBM stands ready to participate in the effort-and
by -this I mean that we would be prepared to serve on an advisory
council and to contribute the full-time help of one or more of our
people who are experienced in identifying job requirements, in match-
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ing people to those jobs, and in creating retraining programs that
actually work.

If I may summarize, I have essentially suggested a fourfold
approach: Lowering of trade barriers, international monetary reform,
adjustment assistance, and a proper mix of domestic fiscal and mone-
tary policies. I believe this approach would protect the tremendous
benefits America has enjoyed from our trade and investment policies,
and would also extend help to those who have been hurt by them.

To try to extend that help with protectionist legislation would be
like trying to cure a headache with the guillotine, and I choose the
analogy on purpose. A large number of well-meaning people have
been proposing resolutions to the unemployment problem in the coun-
try that in the long run will just not work.It is manifestly to the benefit of all countries to safeguard the
orderly functioning of economic activity throughout the world while
pursuing legitimate national interests.

Recognizing that reality, we must bring the same kind of innovative,
creative thinking to bear on our economic problems as we do to our
technological ones. Thank you, Mr. Chairman.

Senator RIBtCOFF. Thank you very much, Mr. Jones, for your very
significant testimony.

I don't think there is ,nv company that better argues the case for
the multinational than IBM because of its vast experience. We are
faced with a series of very tough problems. In the next decade we are
going to have to find jobs for 20 million more people. High technology
is supposed to be America's bag, and it is a great export dollar earner.
It is claimed that development of high technology will bring us new
employment. Yet, I am very curious about what has happened between
September 1969 and September 1972, which reflect a decline in employ-
ment in high-technology fields. Statistics that have been supplied by
the Bureau of Labor Statistics indicate that in office and computing
machines in 1969, the number of production employees was 143,800;
in September 1972, 116,700. There was a loss of 31,800 employees or
a decline of 22 percent. During this period, we had 2 million more
people added to our labor market, and the new jobs were largely in
service industries. That is only one part of the problem.

We are also faced with the'fact that not all Americans are employed
in the high-technology field. There is a loss in high-technology employ-,
ment, and yet in the low-technology field thit employs the bulk of
American employees, there has been a constant attrition as we lose
business to the rest of the world.

A man or woman who works for IBM receives high wages. The
price you get for your product doesn't particularly concern you. If
another country is paying 60 or 70 cents an hour, you can afford to ,,
pay $4 or $5 an hour because of what you can get for your product.

What does a company do when it is faced with a decline in employ-
ment in high-technology, along with a big decline in low-technology
employment? Where will we find jobs for 20 million people in the
next decade?

Mr. JONES. You have asked a very complex question. I would like
to answer it in three pieces.

First, I would like to tell you that when I came down here to testify,
I recognized before I came that the job before this committee is a
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tremendously difficult job, and you have my deepest sympathy because
I think it is very difficult to find an overall perfect solution.

The secondd thing-I would like to refer to in my answer is your com-
ments about the period from 1969 to 1972, the high-technology
employment.

-' do not have all the statistics in front of me nor have I studied
them. I have this sheet. But those are the years where the high-
technology industry suffered along with the rest of the country in
somewhat of an economic downturn.

If you look specifically at two industries, I can talk quite precisely.
The first of those two industries, the aircraft industry and the story
of Boeing in Seattle is well known to this committee. The problem was
that in a recession, the airplanes were having a tremendously difficult
time, and the market for new airplanes came to a grinding halt, and
at the same time, the development of a competitor for the Concorde
plane stopped, and, incidentally, I think that is a good decision, not
a bad one, so I am not complaining about the decision. But that caused
tremendous unemployment in the aircraft industry.

Now, the second industry I would like to focus on is the computer
industry, my own, because in those 3 years, particularly in 1970 and
1971, as our customers faced declining profits because of galloping
inflation, they turned to every place they could turn to cut costs, and
the first thing they looked at was the data processing bill that they
paid to the IBM's and the UNIVAC's and the Sperry Rands and the
Honeywells and hundreds of other companies, and they did anything
possible that they could to reduce that line. They use machines on
three shifts because it is substantially cheaper to use machines on three
shifts than it is on one shift, and the result in the IBM Co. was for the
first time in our history. rental income went down in a year instead
of going up in the United States.

I should hasten to add that rental income abroad went up because
of migrating management and the good fortune of being overseas.
But the facts are, rental income in the United States went down, and
we in IBM were under two pressures.

One was to keep our profits up in line with the pressures from in-
flation, and the other was the pressure of meeting the challenge of new
technology, which I tried to explain to the committee. And as a result,
what we did was we cut down on headquarters people a: d took people
out of Armonk and out of Harrison and out of White Plains and put
them in the marketplace helping the salesmen, and we went from
indirects to directs wherever possible, and we hired substantially fewer
people in those two years, 1910 and 1971, than we did before. So if you
look at our statistics, you would find our employment went down
also.

But I am happy to tell you that I think that is a cycle problem, not
a permanent problem, and the IBM Co. employment is going up in
1973, and the IBM employment overseas is going up. So that is a sec-
ond point.

The last piece of my answer has to do with how do we find jobs for
20 million people, and I don't want to profess to be able to answer
that, but I do know that when the automobile was invented, over a
period of time it developed millions of jobs, and when the computer
came around, over time it devel6ed millions of jobs, and I believe that
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our ability to keep up with technology is going to. develop similar
industries and expand and raise the standard oPliving in this coun-
try, and what we have to do is get out there in front of our engineers
and in front of private industry and get them looking at the ways
and means of developing new companies, and I am not talking about
just service companies, I am talking about, new industries.

I also think that we have to be willing to look at other areas of the
world, whether those areas are in Africa or Asia or India or Russia,
or the Eastern bloc. I think you have to spend some time on them,
but I for one and my company for another believe that there is tre-
mendous potential in developing U.S. jobs by expanding markets
overseas.

Senator RmicoF'r. Now, you have stated a long-run objective. But
we are forced today with both short-range and long-range problems.
We have a situation where in 1972, Japan had a $19- billion trade sur-
plus in manufacturing, Germany a $16 billion surplus, and the United
States a $7 billion deficit.

*We are also faced with an impending energy crisis. Predictions are
that in the space of 5 years there will he a net outflow of some $15 bil-
lion to oil-producing countries. In this regard there is an item in to-
day's Wall Street Journal, indicating the contribution of the Arab oil
countries to the speculation on the dollar.

You also state that huge subsidies are being given-by foreign govern-
ments to build up the computer industries.'You also talk about buv-
national program that are in effect in foreign countries. You also testi-
fied to the various trade preferences being g ranted. Here we are faced
with a very complex situation where preferences, subsidies, and buy-
national regulations are used by foreign countries, but when the United
States does the same, somehow it becomes evil.

We have a problem of proper balance. These hearings certainly are
preliminary to the trade bill that the President will be sending up to
the Congress the next month or so. We will have to be concerned with
this legislation, and we are trying to find some of the answers.

flow do you begin taking care of the short-term situation in em-
ployment, trade, and in money that this committee is going to have to
face within the next 6 months?

Mr. JONES. Senator Ribicoff, I have a great dread of sounding like a
broken record at this committee hearing. I again tell you it is a very
,difficult assignment.

I would like to take the thire pieces again that you talked about,
•star.ing with the energy crisis, a very real problem that could result in
billions of dollars of negative balance of trade if we don't find a
solution.

I have great interest in ah oil company. I believe that if you could
find some way to use a carrot to the oil 'industry to push them in the
direction of finding ways to get gas out of shale,'to finding ways to use
nuclear blasts to get oil out of tar sand, find ways of getting oil out of
coal, I think that the technological research that is being done by some
oil companies has great possibility of helping to solve that issue. I'
believe that development in Alaska is essential, and I understand the
dilemma that Congress faces with the ecology issues and all the rest,
but, I believe that is essential and I believe that further some kind of-
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bonus system to urge oil companies to increase their activities in the
U.S. area, to find oil, is a step that ought to be taken.

When you talk about the subsidies that the foreign companies are
giving companies in my industry overseas, I look at that as a non-
tariff trade barrier, and I believe that ultimately that path is dead
wrong. It leads to helping keep going a mediocre operation too often.
A government tends to keep a very weak computer company in busi-
ness only in its national market andthe result is higher prices, less per-
formance for that customer in that country, than be would get if there
was open competition. So I believe that those subsidies should be elimi-
nated, and that if pressure can be put on overseas governments to
eliminate all nontariff trade barriers, I think that would help.

Now, how do we combat a "buy-national"? Well, the U.S. Govern-
ment, to a much less degree, has a "buy-national" practice, also, and I
think the way we combat the "buy-national" is by being better than
the national; and when you look at Japan the IBM Japan Co.-and,
incidentally, we are the only multinational corporation that has 8,000
IBMers that speak perfect Japanese.

I think those Japanese IBMers win in the government area by
being better. NHK, which is the public broadcasting company has a
complete IBM setup from stein to stern. The Japanese newspapers
have brought a Federal system setup from Gaithersburg, right down
here in Maryland, from our Federal Systems Division for setting type
in the Japanese newspaper in Konshu.

Why did they buy us? Because they had to.
If you look at the airlines businesall around the world, Air France,

Alitalia, KALM, every single one of them has an airline reservation
system. They are not all IBM. They are all United States and the
reason is the United States is better at it than their national companies
and, therefore, they are going to buy the best. No matter how much
"buy-national" you put in, if the choice is to do it or do it badly
I think you will win.

Senator RIBICOFF. I have many more questions but my time has run7
out and after my colleagues have questioned you, I will have some
more questions for you.

Senator Fannin.
Senator FANNIN. Thank you, Mr. Chairman.
Mr. Jones, I commend you highly for an excellent coverage of this

subject referred to by you as the crossroads in the evolution of Amer-
ican foreign economic policy and I think we say its relationship to
multinational corporations that is going to be very valuable in analyz-
ing the problems involved.

And the last subject you are talking about, developing our resources
so computers could come up with an answer to our environmentalists,
many of them I consider extremists, that say that we can't develop our
petroleum resources without damaging the environment, then we might
be able to take care of this shortage of fuel in this country. We do have
the resources, according to the Geological Survey, resources that per-
haps could last anywhere from 80 to 100 years. That is beyond the
point but I am glad that you did cover that.

Mr. Jones., your four-point summary is quite interesting and com-
prehensive. In general, could you elaborate on your proposal for
legislation that Tooks toward elimination of trade barriers?
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I say that because we have had statements made that in your indus.
try in Japan, there are barriers to the importation of computers and,
of course, with an imbalance of trade of Japan of $4 billion, could
you start with answering the question, do you have a barrier of getting
your computer equipment in Japan?

Mr. JONES. Senator Fannin. I am going to answer that Japanese
question. I would like to take the opportunity of speaking for 30 sec-
onds on the environment. -

Senator FANNN. Thank you.
Mr. JoNErs. IBM is very interested in ecology. Tom Watson, Jr., has

put in a rule in the IBM Co. that the minimum standard of IBM for
water or air pollution in any plant in the United States is the most
stringent rule that any of the 50 States have. So that the tougher the
rule, whichever State has the toughest rule, that is the rule we abide
by in all 50 States.

Secondly, both in the United 'States and abroad we are working in
joint ventures with various people to try to hit the ecology problem.

For example, in Germany we are working with the German Govern-
ment. We have put up $2 million in Germany to try to do work in Ger-
many in th manufacturing area to find ways and means of keeping the
air clean in German manufacturing areas. So we are very interested.

Shifting to Japan.
Senator FANNliN. Let me congratulate you for the position your com-

pany has taken, especially on a worldwide basis. Then on Japan, if you
would like to comment.

Mr. JoNF~s. I apologize for talking that way but I feel very strongly
about it and the problem is I may not sound very humble when I talk
that way, but we don't have solutions. But we sure as the devil like
to work on the problem.

In Japan there are definitely very difficult nontariff trade barriers.
We meet them in several ways. The first way we meet them is we manu-
facture in Japan. If we did not manufacture in Japan we would not
have a Japanese market to do business with unless we wanted to license
the Japanese company and kind of follow the tail of the dog working
with the Japanese company. So the first way we do it is by
manufacturing.

Even in manufacturing we have to get permission from the Japanese
Government to manufacture a particular product. We are not free
to manufacture anything. We have to go and get permission to tell
them what it is we are going to manufacture.

Their duties have changed over the years but basically their duty
structure is such that it is designed to help the Japanese computer man-
ufacturer where he is strong and to help the international company
where he is weak.

In the early days of the computer game we had very little difficulty
getting large-scale computers into Japan but we had an impossible
time getting or small computer into Japan. Their whole teamwork is
between the Government and the industry. It is a very close knit
team. They work at it very, very carefully day and night.

I believe that the way that international trade should work is by
giving the same benefits to the other country that they are willing to
give us, and I don't know enough about the rules of legislation to tell



259

you whether that can be done or cannot be done. You certainly do
know.

Senator FANNIN. You would recommend that we have legislation
that would bring about a quid pro quo, as I understand?

Mr. JONES. That is correct. And the only exception I make to that
is the developing countries, and there are various levels of developing
countries.

Senator FANNIN. Mr. Jones, I understand that the Japanese had
approximately $1.1 billion trade with Russia last year and about $1
billion with East Germany. Do you have any idea as to what amount
was represented by computers?

Mr. JONEs. Senator, I can tell you that the Japanese have sold a
few Japanese computers in the Eastern bloc. They have one Japanese
computer that I know of in Hawaii, and they are very diligently
working in Australia and New Zealand and have made some sales
in those 'two countries. As far as Western Europe and the major mar-
ket in the United States, to my knowledge they have not penetrated
those markets at all.

As far as Russia is concerned, I am sure the Japanese have as much
difficulty selling computers to Russia as we do. We are very hopeful
that that is a good big computer market but it has not developed to
any size at this moment.

Senator FANNIN. I just know the figures that were given to us by
the Russians, and I was wondering what your thoughts were in that
regard.

Mr. Jones, in view of the increasing concern in Europe over the
domination of certain industries by American multinationals, and of
the concern in other parts of the world, don't you feel it is time for the
major governments to get together and establish guidelines within
which multinational firms could operate?

Mr. JONES. Senator Fannin, the answer to your question depends on
the definition of "guidelines." By "guidelines," if you mean guidelines,
the answer is "Yes." If you mean rules, I think a multinational com-
pany knows by now that they have to operate as a citizen in the coun-
try-in the host country-and that they have to obey the laws of that
country, and I don't believe that we need another set of rules to regulate
them. I think their good business judgment give guidelines that will do.
that.

Senator FANNIN. Why I asked that question, I am afraid there might
be a move on behalf of some of the countries of the world to establish
what we call a cobweb of rules and regulations that could strangle
the operations of multinational corporations. That is what my con-
cern is.

Mr. JONES. I didn't mean to interrupt. That is a very real concern.
If they said rules of standards, where the standards had to be European
standards designed against the U.S. high technology industry,
it would be a nontariff barrier, and we should fight it with everything
we have got.

Senator FANNr. Well, in your submission to the Finance Committee
which has been published in our compendium, you state that "in IBM's
major markets abroad some degree of local manufacturing is an un-
written requirement for doing business." What you are saying is that
the trade or local content requirements imposed by other governments
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make it impossible for IBM to export to these markets. Is that correct?
Mr. JoNEs. That is correct.
Senator FANNIN. If that be the case, then aren't the problems associ-

ated with shifting plants abroad often related to protective trade poli-
cies of other countries? I think you have explained that earlier because
of protective trade policies it has been necessary for you to go into
those countries. You mentioned Japan and the relationship and that is
why I am talking about the overall problem. And then can you describe
the kind of protective policies that you have experienced in some of our
major markets such as England, Germany, and France, other than
Japan?

In other words, what has been your experience in some of the other
countries that might compare or be different than what you have ex-
perienced in Japan?

Mr. JONES. Senator, I think I understand your question.
Looking first to Germany and France, the first barrier you have is

the cost of transportation. The second barrier you have is the cost of
duty. The third barrier you have is the paperwork involved in getting
the product across the border, and that is a very sizabl-e problem. It in-
volves all kinds of special government requirements, translations, and
the like. That is a problem.The next problem has to do with government regulations that have
to do with the electronic industry as a whole. The difference in current.
But much more important than the difference in technical requirements
is how the current is used. The difference in noise level laws.

In Germany, in particular, there is a very firm rule about the number
of decibels your equipment can emit in order to meet the legal require-
ment of Germany, and all types of things such as that. Those are the
types of things.

Senator FANNIN. Thank you.
Mr. JONES. It is not impossible in any country to get in.
Senator FANNIN. My time is up. Thank you very niuch.
Senator RIBICOFF. Senator Mondale.
Senator MONDALE. Thank you, Mr. Chairman.
May I say that I am very privileged to have an IBM plant in Minne-

sota and we are very proud of it and I am very pleased that we are one
of the major computer States in the country. I think we have the high-
est ratio of employees in the computer industry and electronics indus-
try of perhaps any State in the Union.

Could you tell us what the trend of jobs in IBM has been in the last
10 years. 'Has there been an overall upward trend in employment in
IBM and what has been the ratio of United States to foreign jobs over
the past 10 years? -

If you don't have those figures with you, perhaps you could submit
them to us for the record. Perhaps you could tell us in any event
whether there has been a trend toward a greater ratio of jobs, or the
reverse?

Mr. JONES. Senator Mondale, first let me say that we are delighted
thatwe made the decision to move to Minnesota. I was at the dedication
with Governor Freeman. I saw many go through that glass door. I don't
think I will ever forget that.

Senator MONDALE. He is still talking about the glass door.
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Mr. JoN'Es. Some of the publicity we get in Minnesota is very, very
good. Once in awhile we get some negative publicity as you may have
read.

Getting to jobs, the trend in the IBM Co. as a whole from the
year 1962, which is 10 years ago, through 1969, was dramatically up.
We were building new plants, we were hiring salesmen by the carload,
we were getting into programing. There just weren't enough people to
develop the computer industry that went on.

At the end of 1969. there was a slowing down of American industry
and one of the first things that American industry did when that slow-
down occurred was to look at that data, processing expense and see if
there were ways to cut. So in 1970 and 1971 we were faced with two
phenomena. The first phenomenon was that our rentals, instead of
going up, as was traditional, did not go up; they stayed level, and as a
result of that phenomenon, if we were to continue to combat inflation
and keep our profits level, it was necessary to find ways and means
within our own company to cut back. The Iway we did it was to take
indirects from headquarters and from elsewhere and convert them to
directs-directs in the marketplace, directs in the plants, directs every-
where we could.

Senator MONDALE. I understand. Maybe I didn't make myself clear.
Has the trend in IBM employment been in the direction of a greater

ratio of foreign employees or greater ratio in overall employment of
domestic employees?

Mr. JoxEs. Te answer to that question, Senator Mondale, is that the
trend has been exactly parallel. If you look at the IBM U.S. Co. and
IBM{ World Trade Co. it is approximately parallel.

I would like the permission of the committee to submit the exact
figures over -the period of time to show you what that trend was.

Senator RImcoFF. If you could please, we would like your antici-
ated ratios of domestic and foreign for the next 5 or 10 years, if you
ave it. If you don't have it, we will understand.
Mr. JoN -Es. Thank you very much.
[Mr. Jones subsequently supplied the following table:]

IBM DOMESTIC AND WORLD TRADE EMPLOYMENT SINCE 1962

IBM world
Dec. 31 year IBM domestic trade IBM total

1962 ----------------------------------------------- 81,493 45,975 127, 468
1963 ............................................................. 87,173 50,439 137, 612
1964 -------------------------------------------------------- -- 96, 532 53, 302 149, 834
1965 ----------------------------------------------- 111,087 61,358 172,4451966 ............. 129, 023 69,163 198,186196 . ... .. ... .. .. ... .. ... . ........................... *44 -- 6-7,-6 0--2--1967 ------------------------------------------------------ 144,206 77,660 221,866
1968 ------------------------------------------------------------ 154, 874 87,100 241,974

4 1969 ----------------------------------------------- 159, 967 98 695 258,662
1970 ............................................................. 156,859 112,432 269,291
1971 ------------------------------------------------------------ 149,022 116,471 265,493
1972 ....... :- .........................o........................... 146, b95 115,257 262,152

Senator MONDALE. My second inquiry relates to foreign versus do-
mestic taxes.

According to one of our charts from the staff here, IBM accrues
approximately 50 percent of its profits from foreign sources. What
ratio of your taxes are foreign as related to domestic Would 50-50 be
approximately it, or could you tell us?
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Mr. JONES. Senator, the ratio for the past 10 years is 60 percent of
our total tax bill in the last 10 years has gone to the U.S. Government
and 40 percent of our total tax bill has gone overseas.

Now, I would like to hasten to add, if you will permit me, that the
examination of the percentage of taxes that goes overseas can be mis-
leading. For example, we send from the U.S. computer experts all
over the world to solve particular problems and we bill the foreign
subsidiaries for that man's time and that comes back to the parent
company and goes into U.S. taxes.

Likewise, we collect from all our subsidiaries royalties on all of the
machines that are used overseas, whether they are manufactured over-
seas or whether they are manufactured in this country, and those
royalties act as an expense to the foreign subsidiary and, therefore,
reduces foreign tax and they act as income to the IBM World Trade
Corp., so they add to the U.S. tax.

Senator MONDALE. The argument is made, as you know, that if you
have a plant location decision to make, and it may be say Connecticut
versus Paris, and you look at the cost, one of the costs, of course, would
be the tax implications of your decision. If you locate in France, you
declare the taxes paid as credit against U.S.itaxes, which as I unaer-
stand it is worth more to you than a deduction.

*Whereas if you locate in Connecticut, those State and local taxes
are available to you as a deduction and not as a credit.

-Secondly, *with the income that you earn in France you only have
to pay Federal income taxes in the year that it is repatriated to the
United States, not on an annual basis-a judgment left to the discre-
tion of the company.-

Therefore in addition to the tariff barriers and the rest we are talk-
ing about here, we have a tax structure which encourages placement
of plants under those circumstances in foreign areas with foreign em-
ployment rather than in the United States.

Would you respond to that?
Mr. JON ES. I would be happy to.
First, I would like to tell you that we do not locate any manufac-

turing facility overseas as opposed to Minnesota or Connecticut, but
our policy is to try to manufacture overseas most of the finished prod-
ucts that we are going to sell overseas. We do not manufacture over-
seas for the U.S. market-with one exception. The one exception is
input devices which we manufacture in Canada, and some of those
are shipped to the United States. The major reason for that is that
Canada is a long way from our European factories and for us to supply
the Canadian market, the most logical place to supply it ;from is the
United States. Therefore, to keep a balance of payments in Canada
within line-and last year it was approximately $40 million in favor
of the United States we shipped the Canadian computers from the
United States instead of from Japan or Europe.

Secondly, we pick the locations for our overseas manufacturing
plants based on three criteria. First, on the size of the market-so that
you will find our plants with one or two exceptions in the Germanys,
the Frances, United Kingdoms and-Japan.

Secondly, for balance of trade reasons. If -we don't have some bal-
ance of trade in Germany, our German market is going to go. That
is our opinion and I so testified.



263

And third, for cost of manufacturing. And in a high technology
business, the cost of labor, the idea of moving to where labor is the
cheapest is really ridiculous for us and we do not do that. We move to
where labor is the best and where those other criteria are met.

I would like to address the next piece of your question which dealt
with the foreign tax credit. In France we pay a higher tax to France
than we do in the United States. So that ihe tax rate that we are
talking about has no bearing on the fuct that we manufacture in
France or that we have a big force there. And in the case of Con-
necticut, the tax rate, I believe, is either 6 or 7 percent. Now, if we
had a plant in Connecticut and they raised the tax to 52 percent, I sus-
pect that we would find it very difficult to keep our plant profitable
in Connecticut. I believe that the foreign tax that we paid in Franco
is a tax that everybody who manufactures, whether they are French,
German or American pay in France, and to ask any company to pay
a 50 percent tax in France and then a 50 percent tax on, the residue in
the United States, or, in other words, a 75 to 80 percent tax overall.
would end for all practical purposes our business overseas. It would
just not be profitable to do, and if we do not manufacture overseas,
as I tried to explain in my testimony, it is our opinion that our share
of the overseas market which brought $800 million plus back to the
United States in the year 1972, would be at least one-tenth of that,
and certainly it would not be much moe.

Lastly, you talk about whether or not there is any logic to tax
deferrals. The fact that if we had a company working In Connecticut
we are taxed on the whole earnings whether we declare them as divi-
dends or not, whereas if we have a company operating in France, we
only pay a tax when those earnings come back to the United States.

I would first like again to stress the point that we pay a 50-percent,
plus or minus I percent, tax in France on our earnings in total to
the French Government. That is that tax that we talked about before.

Second, I would like to point out that the contribution that our busi-
ness makes in France is not just taxes, the contribution is those
dividends that we were talking about a minute ago. Half of the
dividends that IBM company pays are made possible by the fact that
54 percent of our profit comes from the IBM World Trade Cor-
poration. Those dividends are taxed as they are distributed, to
our stockholders and those stockholders are approximately 94 percent
Americans.

Secondly, that French business brings back a big piece of that $840
million that I was talking about, and in my opinion that is a golden
egg which will continue as long as the U.S. administration and the
Congress makes the rules in such a way that we are competitive over-

4b seas and are not handicapped overseas.
The tax deferral idea, although it sounds attractive, is a penalty,

it is not a bonus.
My whole testimony today is aimed at trying to convince this com-

mittee that the job of solving this problem is huge, but that it is
going to be solved more by carrots than it is by sticks. I am referring
to what Harry Levinson calls the jackass management method where
you put a carrot on one side and a stick on the other and in the
middle you see a jackass, and I am saying let's get that jackass moving
with the carrot, not with sticks.
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Senator MONDALih. Thank you.
Senator RIBIcoFF. You yourself Mr. Jones, demonstrate that some

of the best brains go to the big multinationals. As a witness you ex-
emplifv that.

Senator PACKWOOD. Would you clarify something for me in do-
mestic tax policy. When you repatriate overseas profits are they
counted as part of the normal income for that year against which you
can offset expenses?

Mr. JoNEs. Senator, when we bring back income from overseas it
goes into World Trade first, but then it is consolidated into the books
of the parent company so that the total income is taxed, and that is
what that $562 million U.S. tax bill represents in 197-2.

Senator PACKWOOD. Run that by me again. I thought you said it
wasn't taxed by the United States as long as it is taxed by the foreign
country. I

Mr. Jo--Es. The World Trade Corporation is a wholly owned
subsidiary.

Senator PACKWOOD. I understand that.
Mr. JoNEs. What we do is- have income coming into World Trade

from various sources. First we have income coming in from royalties.
Secondly, in some countries we do not have a subsidiary, we operate
on a branch office basis. To that country we bill directly. For example,
in Argentina, because of the tax structure, we do not have a subsidiary.

Senator PACKWOOD. Let Mec give you an example. If you make $260
million profit in France in any given year you pay roughly 50 percent
of it in taxes to the French Government. Ihe other $100 million, is
that taxed in the United States in that year?

Mr. JONES. No, it is not.
Senator PACKWOOD. If you bring it into the United States the next

year' is it then taxed in the United States on $100 million profit or
is that part of the earnings income of IBM against which they can
offset normal business expenses?

Mr. JONTES. No they cannot offset normal business expenses. It comes
in the form of dividends and is taxed as dividends.

Senator PACKWOOD. It comes in as dividends from IBM World
Trade to IBM?

Mr. JoNEs. It comes in as dividends. IBM France is a wholly owned
subsidiary of IBM World Trade and its dividends represent income
to the IBM World Trade Corp.

Senator PACKWOOD. It is taxed as dividends to IBM World Trade
rather than under normal income. It is a dividend tax; is that right?

Mr. JoNEqs. It is a dividend, but it is my understanding that that
dividend represents income to IBM World Trade and it is taxed as
income.

I would like to check that when I get back and write you a personal
letter.

[The response of Mr. Jones follows:]
11M WORLD TRADE CORP.,

New York, N.Y., March 12, 1973.
Bon. ROBFRT PACKWOOD,
U.S. Senate,
New Senate Office Building,
Washington. D.C.

DEAR SENATOR PACKWOOfl: First. may I thank you for the courtesy you ex-
tended to me during my appearance before the International Trade Subcommittee.
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I appreciated the opportunity to testify and considered it a privilege to have
met you. I hope that I was able to be of some assistance to the Committee as
it searches for solutions for a most complex problem.

During our discussions you asked the question related to the foreign tax
credit which, to oversimply, was, "Why should we let you continue to do busi-
ness in France when you pay no U.S. income tax on the profits you make in
France?" You will recall that this question arose when we were testifying that
if French income tax was higher than the United States inconie tax, the whole
foreign tax credit applied.

At your request, I would like to summarize the benefits that we get from doing
business in a country where the local tax is higher than the United States tax:

1. We make a very healthy contribution to the balance of payments problem.
2. Out of the net $305 million that we export from the United States some

goes to France. The profit from those exports is taxed in the United States and
obviously the export income helps our balance of payments as noted .- No. 1.

3. The profits that we remit from France to the United States help us to pay
dividends to U.S. stockholders which are taxed by the IRS.

4. France pays substantial royalties to the IBM Company. These royalties
reduce the amount of foreign tax and increase the amount of U.S. tax.

5. We charge France with fees and service charges for special services rendered
from the United States. These include the loan of American specialists to help
a specific problem; they include special educational programs from the United
States; they include unusual marketing assistance, etc. IBM USA makes a profit
on all these fees and services. This profit is taxed as U.S. income.

6. Never to be forgotten-doing business in France creates jobs in the U.S.
I testified on this subject specifically. I believe although the IBM case may' be
unusual, that this applies to almost all multinational companies.

7. Lastly, we gain technical know-how from France. To be quite sp.cifc---the
best work being done in data communications comes from France. Sonie of the
best components work and electronic switching also comes from France.

If this letter does not answer the question that we discussed, I do hope you will
come back to me again.

Many thanks.
Sincerely,

G. E. JONES,
Office of the Chairman of the Board.

Senator RIBICOFF. May I try to clarify? If you earned $100 million
in France, and you paid $50 million in taxes and you brought the other
$50 million back to the United States, you pay no tax on that amount
because you have a tax credit?

Mr. JoNEs. That is correct.
Senator RIBicoFF. So you don't pay double taxation?
Mr. JoNFs. No, sir.
Senator RmICOFF. So IBM, if I am correct, pays no tax on that $50

million. However, if you then pay out some of that in dividends to
your stockholders, they would be paying their taxes on the dividends.
But IBM does not pay the-United States another tax on the $50 million
you bring home; is that correct?

lMr. JoNES. Senator, you are definitely correct. He asked the question
in a rollover method.

Senator RIBICOFF. I think that is the answer.
Senator PACKWOOD. So it comes home in new taxes paid on it, given

a 50-50 split on $100 million, or $200 million.
Mr. JoNxs. It comes home in no taxes paid on it, by the explanation

of Senator Ribicoff. Any time the country's income tax is higher than
the U.S. tax, we do not pay a U.S. income tax.

Senator RmicOFF. In other words, if you paid $20 million to the
country because their rate was 20 percent, then, of course, with a U.S.
rate in effect of 50 percent, you would pay taxes on $30 million?

Mr. Jo Es. That is correct.
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Senator RimcOFr. If a tax is equivalent or higher, there would be
no tax on it in the United States?

Mr. JoNi.s. That is correct.
Senator PACKWOOD. Let me go through some of the figures in your

statement. You talk about the 1972 gross income being $9.5 billion, and
net earnings of $1.3 billion. By use of the term "net earnings," are you
talking about before taxes or after?

Mr. JONES. I am talking about after taxes.
Senator PACKWOOD. So you have net earnings in 1972 of $1.3 billion

of which $687 million are outside the United States and I assume
$613 million within the United States to get your $1.3 billion?

Mr. JONES. Yes, sir.
Senator PACKWOOD. Then you indicate, in the past. 5 years that IBM

has paid U.S. and foreign taxes of $5.2 billion, and I am averaging that
to be about $1 billion a year over 5 years; is that correct?

Mr. JoNES. I don't understand.
Senator PACKWOOD. It would be $1 billion.
Mr. JONES. Yes, sir.
Senator PAC.iWOOD. All right. Of that $1 billion, you indicate that

60 percent of your total taxes of the $5.2 billion went to the United
States-roughty $3.1 bill was paid in the United States. Are myfigures rig4htS

Mr. JONES. Your figures are right for 10 years, but they are not
right for 5 years. In 10 years, I say that 60 percent went to the U.S.
Government, and the remaining 40 percent to other governments,. -

If you look at the 5-year figure, the 5-year figure is closer to 55 per-
cent to the United States, and 45 l)ercent to the foreign governments.
It cycles because in some years the tax rate, the tax credits are higher,
and in other years the tax'credits are lower, depending on the dividend
structure.

Senator PACKWOOD. Let me change the percentage and I will get
back to this when my round of ouestionin! comes again.

You indicated in your statement that there is a growing tendencY' in
the European Common Market toward a policy of buy European, and
the criteria may be ownership rather than place of manufacture or
corporation. What is that going to do to IBM world trade if they
adopt that standard?

Mr. JONES. That would seriously affect the IBM company because
the ownership of IBM subsidiaries is all United States.

Senator PACKWOOD. I understand that.
Mr. JONES. That would be a serious nontariff trade barrier.
Senator PACKWOOD. It not only blows you out of the water in Europe,

but all of the exports from the United States that go to the IBM sub-
sidiaries in Europe are going to be gone. I

Mr. JONES. That is not tne, Senator, because the Common Market
is referring to government buying, and the government buying is a
substantial piece of the computer market, but it is not the entire piece
of the computer market, except in countries like Russia.

Senator PAcKwooD. So your only problem will be a continuing one
of whatever tariff or nontariff discrimination they have. But you
won't be faced with a buy European policy with private companies.

Mr. ,loNEs. You stated it correctly, sir. It still is a very serious non-
tariff trade barrier if it comes to pass.
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The Treaty of Rome specifically says that the Common Market will
not do that, so in order to do that they have to rewrite the Treaty of
Rome, which I hope you people will not let them do.

Senator PACKWOOD. Give me your general comments in terms of the
antitrust philosophy in the United States as opposed to that in Eimope
or Japan, how it effects your efforts of competition?

Mr. JONES. Senator Packwood, I am very sensitive to the antitrust
situation and I would prefer not to comment on IBM's position either
here or abroad. I would say that in the European arena, particularly
in the Common Market, the Common Market Commissioners don't
quite understand the antitrust laws of the United States and how they
operate quite the same way that you do, and anytime a multinational

0 company in the Unitedf States is accused of anything in the antitrust
area, the Common Market Commissioners' reaction appears to be one,
well, if they are accusing they are guilty, and if they are guilty they
are bad, and if they are bad we ought to get rid of them. I am over-

0 stating the position but in that sense the view of the U.S. antitrust
picture is clouded at best and it is not a plus, it is a minus.

Does that answer your question?
Senator PACKWOOD. I believe so.
I have no other questions right now, Mr. Chairman.
Senator RIBICOFF. Senator Roth?
Senator ROTH. I would like to also thank you for coming and giving

your very helpful testimony. I was concerned at the beginning where
yitu were discussing technological developments at IBM. I can see
w here you might come up with a possible substitute for Senatois in
your computer industry. Maybe that would be an improvement, I don't
know.

I was very much interested that you spoke out in favor of con-
tinuing some kind of adjustment assistance program in your prepared
testimony and you mentioned that several approaches have been
suggested.

I wonder if you could expand as to your own thoughts as to how we
might address this problem legislatively? -

Mr. JONES. Senator, it is very difficult problem to cure, as I am sure
you know. The point that I was trying to express is that in an industry
which is being seriously affected 'by international competition to the
point where it is obvious that that industry has to find some other
solution than continuing to make an obsolete product, the key to the
adjustment assistance in my opinion, is to find some area of training
where after the employee has finished that training there is a need for
talent that he has learned. And the key is not to just tell people we will
help train them, but to get that labor force trained in an area where
-jobs are going to be available, because only if the employee thinks
that there really is a job at the end of the training is he really going to
do the training. That is our experience.

Senator ROTH. Would you consider it feasible for multinational
companies or companies involved in trade to help finance the program
as a price of doing international trade?

Mr. JoNEs. Senator, I don't understand your suggestion in any
depth. It sounds to me again like a penalty to a company that is doing

-business on, a multinational basis and in my personal and business
opinion, the multinational companies are the greatest industrial

91-925-73-18
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strength of this Nation, and to say that you want to penalize them,
I don't mean you personally, anybody who says they should be penal-
ized for those golden eggs, I think is wrong. So my answer is no.

Senator ROTI. I might say I get that general reaction about any
kind of tax or tax increase.

We have heard that multinationals have millions in short liquid
capital which can be transferred among currencies when there are dis-
turbances in the monetary markets. I wonder if your company did have
to move any of its capital from dollars to other currencies in the last
month? Under what circumstances do you move capital? The multi-
national companies have been criticized as being a factor in making
it necessary to devalue. I wonder if you would care to comment?

Mr. JONES. I would like to comment very much. First off, I would like
to tell you that I anticipated this question before I came down, because
it is a very sensitiv-e area and Tom Watson and Frank Cary and I
have been checking this over and over again over the past 12 months,
.and I would first like to assure the committee that we have never con-
verted dollars into foreign currencies. Our business is to convert
foreign currencies into dollars.

Now, second, I would like to say when the dollar devalued we did
not take any action to try to make money on the devaluation in any
way, shape'or form. We do not speculate in currencies.

Now, in the next breath, I have to tell you that when you do busi-
ness in countries like certain countries in Latin America, here a cur-
rency devalues 15, 17, 20 percent a year, year after year after year, if
you want4o do business in that country, and we do, you don't remain
a creditor for a very long period of time.

Senator ROTIL Is there any possibility management could be crit-
icized or even been involved in litigation from the standpoint that if
you didn't protect, your currency holdings overseas, you were not prop-
,erly protecting the assets of the company? I am thinking from the
standpoint of the stockholder.

Mr. JONES. I don't think so. I think that we would be making a huge
mistake if we tried to protect the assets of the stockholders by going
into a business other than our business, and our business is not specu-
lating in foreign currencies.

Senator ROTH. I didn't mean from the standpoint of speculation but
from the standpoint of if there was devaluation and you had substan-
tial assets overseas. Some industry argues currency transfers are a
protective device, not speculation.

Mr. JoNEs. The answer to'your question in my opinion, no; I do not
think that is.

I would very much like to give these little exhibits of our tech-
nology to Senator Roth. if lie didn't get one. Did you get one?

Senator ROTH. Yes; I did.
- Going back to your proposal that perhaps tariffs would have to be
temporarily and* selectively raised help domestic companies ad-
versely by excessive increases of imports. I would like to ask you this
question. Maybe it is out of your expertise. But do you think a tem-
porary tariff increase, for example, womild help, say, the textile in-
dustrv or the shoe industry or the others that have'been badly affected?
Are they going to be any better off in 2, 2, or 4 years or are we delay-
ing a difficult decision?
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Mr. Joxts. Senator, I guess this, I hope this is the first time that I
have ducked a question. I honestly don't know the answer.

Senator RoTH. I want to thank you for your patience. Thank yi.
Senator RIBICOFF. One of the basic problems we have, and I imagine

Mir. Meany will address himself to it when he comes here on Tues ay,
is found in your testimony. The 1969-72 period of advances in manu-
facturing techniques eliminated a substantial number of jobs in U.S.
plants. 'I o maintain IBM's full employmentpractice you shifted more
than 12,000 people to new jobs outside the mnaufacturing area. Then
you describe exactly what you did.

What does IBM do in the following situation where it decides for
sound business reasons to move a plant from one State in the United

a States to another a long distance away. I don't mean New York to
Connecticut or Connecticut to MassAchusetts, but cross country. What
do you do with the employees?

ir. JONES. Senator, we are a most fortunate company and most for-
tunate industry.

What we have done is that we offer those employees jobs in the new
plant and we offer those employees and their family all of the ex-
penses of moving their luggage, their furniture, their this, and their
that. We have their house appraised and we offer them the option of
selling the house themselves or taking the appraisal of three banks or
a real estate agent and two banks, to get an average appraisal, and we
assist them in findinE a home at the other end of the line.

Senator RIBICOFF. Do you do that with the man that sweeps the
floor as wells your top executives?

Mr. JONES. Senator, we do that with everyone, regardless of whether
they are highly skilled or lowly skilled, and I have to repeat to you
that I said before, we are a very fortunate company that can do this.
In all honesty we have moved large numbers of people, but we have
Ever closed a plant, to my knowledge. We have never been in the
position of moving out of one State into another yet.

Senator RmoB-r. Let me give you a specific example that concerns
me, the Royal Typewriter Co. I suppose you might have put it out of
business because of your IBM tvy)ewriters, but be that as it may. After
this company had 'been located in Hartford, Conn. for 60 years,
it was acquired by Litton. The average hourly wage of a typewriter
employee in Hartford, Conn., was $3.60 an hour.

Litton Industries manufactures typewriters in its plant in Hull.
England where its average hourly rate is $1.20 an hour. Litton told
me that 55 percent of the cost of making a typewriter is attributable
directly to labor. Therefore, they decided they couldn't afford to manu-
facture typewriters for the world market hav ing to pay $3.60 an hour.

* They chose to make those same tyewriters in Hull, 'England where
they only pay $1.20 an hour. So the plant is to be closed down and
1,700-peopld will lose their jobs.

I don't want any invidious comparisons with Litton, but if IBM
was faced with a comparable situation, what would IBM do with
those 1,700 people?

Mr. JoNEs. Senator, IBM would take those 1,700 employees, if that
situation bad to be. faced, and we would move them to other plants
-not making typewriters but making some other IBM product.
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I would like to comment on the typewriter because a billion of that
$9 billion revenue comes from the Office Products Division which is.
our typewriter division.

We manufacture typewriters for the United States in Lexington,
Ky., and we manufacture typewriters for the European market in
Amsterdam, Holland, and the typewriter cost is approximately, well,
it is lower in Lexington, Ky., than it is in Holland. It is approximately
10 to 12 percent less here than it is over there.

Senator RuIBcoFF. Why, Mr. Jones?
Mr. JO ES. It's lower over here, sir, for two reasons:
One, the productivity of Kentucky workers is high, and, secondly,

the technological ingenuity of that plant has worked with the com-
pany called Gardner Denver in making very complex tooling equip-
ment that keeps the cost of that typewriter in line with any other
location around the world.

Now, next, our typewriter costs more money to buy, the purchase
price is higher, and the way we try to make sales is to'make the type-
writer functionally better.

For example, today we are announcing a very simple gadget on the
typewriter. When you press a "W", instead of "M"-all you have to-
do after todav is press an error correction, and what th'e error cor-
rection does, is the second ribbon on the typewriter that goes down,
when you press the error correction on the space before where you
are, an~d it just literally picks the ink off by means of a chemical type
and puts the paper back where it was before; a simple little gadget
priced_ at $60. I think that will keep us highly competitive, highly
competitive with the Olympia, Triumph machines that are made in
Germany, which basically sell for $100 less than ours.

Again , technology, in my opinion, is the answer to your question.
Senator RmIcoFF. What is the average hourly wage in Lexington,

Ky., as against Amsterdam, Holland?
Mr. JO.NES. I am going to give you, sir-I would like to submit

that precisely-but approximately the answer to your question is that
if the Lexington, Ky., wages is at $100, the Holland wage will be at
$70.

(Mr. Jones subsequently submitted the following:)

-COMPARABLE WAGE AND BENEFIT MEDIANS FOR EMPLOYEES IN THE 5 MOST POPULOUS JOB CLASSIFICATIONS-
IN LEXINGTON AND AMSTERDAM

Lexington Amsteidam

Wages plus Wages plusJob title Wages benefits -. - Wages bnft

1. Assembler ....................................... $100 $100 $$6
2. Senior assembler -------------------------------- 100 100 6 72
3. Assembler specialist ------------------------------ 100 100 64 71,
4. Senior machine repairman ......................... 100 100 66 72
5. Tool and model-maker ............................ 100 100 63 69

Note.-The figures above represent compensation that an individual would receive for the job title Indicated. However,.
the real purchasing power of an individual in each country would be the number of hours he must work to buy food, shelter,
clothing, etc. The above data does not show the purchasing power of an employee in each country.

Senator RiBoo'. You see this is where we get down to a major
problem that I have discussed with many people like yourself in a
multinational firm.
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'What it comes down to is the social responsibility of a business to
its community and to its members. When I say social responsibility,
I see what your own company is doing from your statements. You
obviously assume that IBM has a social responsibility to both the
community and your employees.

But when Litton Industries decided to, move, with practically no
notice to Hull, England, it was a blow to the Hartford community
and, of course, a blow to the 1,700 employees, many of them between
50 and 55 years of age.

It isn't a situation where a.21- or 22-year-old man can get up and
move to California or Arizona. A 50-year old has his family, his
ties, loss of pension rights, and loss of other seniority benefits.* What should be the social responsibility of industry as a whole?
Do you think that IBM's experience or policy is unique or should this
be a standard that other firms should adhere to?

Mr. Jo NES. Senator, I think that the profit system is the system that
* will develop solutions to the social field that you are referring to, and

I feel that all companies are not able to make the same level of profit
in a low-risk business as companies who are in a high-risk business.
So I would hesitate to suggest that you put penalties involved in the
situation in Litton that you described.

What I would like to say is that where a company through no fault
of its own is forced to move a plant frown one location to another, that
adjustment assistance be brought into the picture to try to help retrain

_ the people in that plant so that they could be productive in some other
type of industry.

Senator RimcoE-. Now, I am sure the answer Mr. Meany would
give on Tuesday to that same question, sitting in your chair, would
be something like this: Adjustment assistance as it is applied today is
for all practical purposes the same as burial insurance.

le would probably add that the concept of adjustment assistance
only makes sense in a full-employment economy. But if you have 5
million people unemployed with a 5-percent unemployment rate,
adjustment assistance as it is on the books today isn't going to work.

How would you answer Mr. Meany if he gave that answer?
Mr. JONES. Senator, I am not an expert in the labor field, but I am

positive, again I sound too positive, which I don't mean to.
I feel the solution is in keeping the productivity of the American

worker up, not. in looking for -labor intensive industry that keeps the
productivity of the American worker down.

And I believe the productivity is the key to a healthy economy, and
that if you use training to get the productivity of that worker up, that
the plant in Hartford can compete with the plant in England.

* In fact, if you look at the GNP growth rate in Britain, and it's the
lowest of any major Western power; it runs 2 percent, something like
that, and so it is very difficult for me to think that the productivity,
that if we get productivity up that we can't outmanufacture England.

Senator RmIcoFF. Your company is today brilliantly managed, ade-
1pately financed and technologically superior to anyone else in its
field. Looking ahead to the future, what happens to the level of Euro-
pean and Japanese technological skill if their Governments continue
their subsidies and their "buy national" programs and grants -for re-
search and development? With these factors added on, would IBM-
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be able to continue to compete with the European community countries
and Japan in world markets?

Mr. JONES. Senator, again I am in a position where I sound as.
though I am bragging. I think the success of a company depends on
its people, and as long as the IBM Co. is able to attract the IBM
Japanese people from the University of Tokyo or Kyo and other top
Japanese universities that we have in the past, I think we will stay
competitive in Japan.

The same in Germany and the same in France. And we are very
fortunate because in the computer industry we are able to attract top
engineers and top research scientists, and that atmosphere is very help-
ful in keeping a world technological leadership.

Senator RBTCOF. With regard to the Soviet Union, you say the
Soviet Union is slow in adopting to computers, and that they are
behind us in the application of computers. I think you made a state-
ment to that effect.

Mr. JONES. You want me to comment?
Senator RiBICOFF. Yes, sir.
Mr. .JoxEs. Senator, the Russians, in my opinion, are very, very

good at making special-purpose computers, a computer for the mili-
tary, a computer for the space program, one-of-a-kind special-purpose
computer.

I believe where the Russian failure is, is in being able to take a tech-
nical development and convert that on a mass production basis to a
plant and to a marketplace.

The whole concept of how to manage technology is in consumer
society. They really don't even think the same way we do.

In computers. f(r example, when Tom Watson and I were in Moscow
and we wanted to talk about the computer industry, we found one
group of people involved in the making of the computer, another
group of people are involved in telling the companies in Russia which
computer they were going to be allowed to have, a third group were
involved in programing development at the Science and Industry
Institute.

There is no central place where the marketplace and the develop-
ment come together where the customer is considered at the develop-
ment level. And so that the whole process of getting technology from
a research position down to where it is used, it is much better here than
anywhere else in the world. That is our secret weapon; it is fabulous.

Senator RIBICOFF. The computer, of course, has a definite role in
military applications of all kinds. How do you determine when you
do or do not sell a computer to a country that potentially could be
a military competitor or a military enemy of the United States? How
is that decision made?

Mr. JoNEs. Senator, sitting behind me is John Gaughan, who works
here in Washington for me. Our policy is to abide by the practices
and desires of the administration; and before we sell any computer
to-Russia, regardless of size, John Gaughan is responsible'for reiew-
ing the proposal-this is before it is even submitted-with the Defense
Department, with State, and with Commerce, and when we make that
proposal in Russia, we tell the customer that it is subject to the li-.
censing approval of the U.S. Government, and before we ship that.
computer from a French plant, a German plant, or U.S. plant, any-,



273

plant, we come down here and we have the interagency committee
of those three groups look at the order, look at the specs of the ma-
chine, and decide whether or not it is strategic or not strategic. "

Senator RIBmCOFF. So, in other words, the worldwide complex of
IBM, before anything would go to Soviet Union, would clear that
through Washington from any country?

Mr. JowEs. From any country in Eastern--Europe.
Senator RmicOFF. No, no, any country in Eastern Europe, any plant

that you have?
Mr. JONES. Absolutely any country.
Senator FANNIN. Well, thank you, Mr. Chairman. This has been

extremely helpful. But over several days of hearings, we have gone
around and around on this tax question regarding multinational cor-
porations. You have elaborated on it today, but I would like to try
to bring this question in proper perspective and give you my under-
standing, and then ask for your comments.

0 My understanding is that through a series of treaties negotiated
with our major trading partners, we have constructed a reciprocal
taxing, system. Under this system, the primary jurisdiction respecting
taxatMon of income is a country of source; is that right?

Mr. JONES. Yes, sir.
Senator FANNIN. Now, to make this system work, we enacted a tax

credit. The broad effect of the foreign tax credit is to limit overall
income taxes, foreign and domestic, to whichever of the two rates is
the higher.

Thus, when the foreign tax rate is lower than the U.S. rate, the
U.S. taxpayer pays full foreign tax on his foreign source income, plus
the difference between the foreign and the U.S. rates in U.S. tax.

When the foreign rate equals or exceeds the U.S. rate, the U.S.
taxpayer pays only foreign tax on his foreign income. Is that correct?

Mr. JoxEs. Yes, sir.

Senator FANNIN. Now, wouldn't we seriouslydamage international
trade if we changed this system?

Mr. JONES. Yes, sir. You would seriously damage international trade
if you changed that system.

I would refer you to the fact that many countries, France is an
example, don't tax foreign earnings coming back to France at all.

Senator FANNIN. They have a very complicated tax system, in-
cluding the value added tax and things of that nature, but we are
talking about the overall tax, and I was specifically talking about
what we have discussed concerning multinational corporations.

One other matter, and I don't know whether you want to get into
the antitrust subject, but I last, year had legislation that would provide
for the same treatment by a foreign corporation that we have for our
own domestic corporations, in applying the antidumping laws. Are
you familiar with the differential there?

Would it be beneficial to your corporation and other corporations,
competitively, if we applied the same antitrust laws in this respect
to the foreign corporations?

Mr. JoNEs. Senator.
Senator FANNIN. In the United States, I understand that we can't

applly our laws to their countries, but we give then a special privilege
as far as antidumping laws are concerned.
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Mr. JoNEs. Senator, I think that the antidumping laws are very,
very important and should be continued and strengthened. As far as
the antitrust question that you asked, I would like to answer that
question as an individual. I do not believe that you should have laws
in one country which only apply to one set of companies. I think laws
in a country should apply equally whether the company is a German
company registered in the United States, or whether it is an American
company registered in the United States, or what.

Senator FANNIN. I felt that way about it and was able to get the
legislation through the Senate. But ws did not get it adopted because
of the lack of support for the legislation. It failed in the House because
of lack of support.

Mr. JoNEs. Often the-minority is right.
Senator FANNiN. Thank you very much.
Senator RIBICOFF. Senator Packwood.
Senator PACKWOOD. Mr. Jones, I am very much impressed by the

operation and potential of multinational corporations. My questions
shouldn't be viewed as evidence of disapproval.

Almost all of the taxes that you pay in the United States are paid
upon profits made in the United States, and relatively none of them
on profits made overseas and remitted here; is that right?

Mr. JoNEs. No, sir. I would like to clarify. We pay income tax on
royalties from overseas. That is a sizable amount of money, more than
$200 million.

Senator PACKWOOD. Taxes or royalties, $200 million?
Mr. JoN.ES. The royalty. I do not mean the tax. If you recall, we

talked about the amount of money that comes back from overseas and
is converted into U.S. dollars.

That is, dividends, fees, royalties, and exports; and that royalty
piece is sizable, and that is taxed in the United States as U.S. income.

Senator PACKWOOD. That is a direct profit here and not a remission
from overseas?

Mr. JONES. It is taxed direct here.
Senator PACKWOOD. But I come back to my question-
Mr. JONES. It is an expense overseas. It reduces the foreign tax and

increases the U.S. tax.
Senator PACKWOOD. The overwhelming bulk of the taxes you pay

here are based upon your domestic profits?
Mr. JONES. That's right.
Senator PAcKWOOD. The reason I find it critical,.if we ever get to the

stage where we can't justify multinational corporations on the basis
of how much they increase our exports, then we are going to have to
find a different basis for justification. Frankly there isn't much to
justify them in the way of taxes they pay here on overseas operations?

Mr. JoNEs. I would like to enlarge on that answer, sir, because the
busines that we have overseas first generates a tremendous amount of
balance-of-payments money.

Second, it generates some tax.
Third, it generates a very sizable sum of money of royalties and fees.
Fourth, it generates the profit which pays our stockholders 54 per-

cent of their dividends, which is taxed by the U.S, Govermnent.
Fifth, it generates jobs, lots and lots of jobs, in the United States,

not only.in manufacturing, in application, development, programing,
engineering, and the like.
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So I really feel that the multinational company that does business
abroad like the IBM's and the Esso and all the rest of that, Cater-
pillar Tractor and duPont, and all the rest, does an awful lot more
than just that tax that Mr. Hartke talks about.

Senator PAcKW6OD. I have no other questions.
Thank you very much.
Senator RimcoFF. Senator Roth.
Senator ROTh. I have just one further question.
It is refreshing to hear you speak about the productivity of Ameri-

can workers compared with foreign. Many people seem to think that
the problem of productivity is primary as a factor, both in our trade
and inflation here at home.

I wonder if you have any comments to make on what can be done
to improve the productivity picture in this country. Is there some-
thing that can be handled in any measure through further legislation,
in your opinion?

Mr. JoNEs. Senator Roth, I must say- as chairman of IBM World
Trade Corporation-the foreign end of our business-that I don't
want you to think that we are not proud of the productivity of our
French workers and our Italian workers, and so forth.

What I am saying is that American ingenuity ought to be able to
keep productivity in the United States going up, and that we should
be competitive.

Now, having said that, I believe that there is a high relationship
between technological advance and productivity, and I believe that
whether you are looking at computers, or airplanes, or service indus-
tries, the'ingenuity and creativity of finding tools to assist the worker
to increase productivity is substantially more important than the dif-
ference in wage rates. I tried to use the typewriter as an example
where, through the use of modern tools and the use of a vendor who
was very ingenious in making those tools, we can keep the typewriter
cost very competitive.

Senator PACKWOOD. Do you think that can apply to what is called
labor intensive industry as well?

Mr. JONEs. If you made labor an intensive computer, it would be
called an abacus, and I think the Chinese would eat us up, and I think
that is what trust is in almost every other industry.

Senator PACKWOOD. Thank you.
Senator RmicoFF. Mr. Jones, we are very grateful for your having

come here. Your testimony has been very valuable, and I hope that in
the future as we get into various facets of the trade bill, we might have
the benefit of your testimony on specific aspects of the trade bill.

Mr, JoNEs. Senator, I appreciate very much your patience with me
and I have thoroughly enjoyed the morning. I would be delighted
to help in any way I can.

Senator RmiCOFF. Mr. Woodcock was unable to appear today due
to illness. We will reproduce his statement at this point in the record.

STATEMENT OF LEONARD WOODCOCK, PRESIDENT, INTERNA-
TIONAL UNION, UNITED AUTOMOBILE, AEROSPACE & AGRICUL-
TURAL IMPLEMENT WORKERS OF AMERICA (UAW)

Mr. WooDcocK. I welcome the opportunity to testify in these hear-
ings and I should like to congratulate the subcommittee for its recog-
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nition of the importance and seriousness of the problems created for
the United States and the world by the phenomenal growth and
spread of multinational corporations (MNC's).

I do not think that the subcommittee's outline for these hearings
overstates the situation in saying that the MNC's "may well be the
most significant economic phenomenon of the 20th century."

I am not here to characterize them as good or evil. The simple facts
are: (1) The MNC's command economic power that is already awe-
some and still increasing. (2) As of now, there are no means in being--
national or international-which the peoples of this country and others
-can bring to bear to assure that the power of the MNC's is used in the
public interest where that interest is in conflict with the corporate goal
of profit maximization.

Here, in the United States, as well as in other countries, it has been
recognized-without any prior necessity to decide whether corpora-
tions are good or evil-that the private power they wield must be
regulated in the public interest. A very substantial part of all the
legislation-Federal, State. and local---enacted throughout oiir history
has been directed toward curbing abuses of corporate power. There are
laws almost without number to prevent corporate power from being
exercised-in ways that are harmful, among others, to workers, con-
-sumers, other businesses, the environment, the national security, the
national economy, and even government itself.

It does not matter whether a majority or a minority of corporations
are likely to or inclined to perpetrate the damage that the laws seek
to prevent. It is not even necessary to prove that harm has actually
been done. Action is called for so long as the existence of great power
creates a potential for, or a threat of, harm if that power should be
permitted to be exercised without restraint. A wise society locks its
barn doors before its horses are stolen.

As Prof. Raymond Vernon has written, in a book appropriately en-
titled "Sovereignty at Bay":

I personally am mistrustful of any large concentration of economic power, on
the grounds that Lord Acton so aptly summarized: Power corrupts. Men with
power have an extraordinary capacity to convince themselves that what they
want to do happens to coincide with what society needs done for its good.
This comfortable Illusion Is shared as much by strong leaders of enterprise as
by strong leaders of government.

In the case of the MNC's, as will be indicated below, the harm is more
than potential. Damage has already been done to the peoples of the
United States and other countries, and more harm is openly threatened
and sometimes done whenever MNC's publicly declare that they will
withhold or relocate their investments unless governments accede to
their demands for concessions or unless their workers in one country
or another surrender to management dictates.

The rise of the MN C's, and the enormous power at their disposal,
calls for new forms of regulatory legislation-national and interna-
-tional-to meet new problems not contemplated by existing legisla-
tion, most of which assumes, implicitly at least, that the activities of
corporations are confined within national boundaries.

In calling for national and international regulation, we, in the labor
movement, are not unconscious of, or trying to run out on our own
Tesponsibilities. A great deal of-effort is being devoted by unions-na-
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tionally and internationally-to protect, workers in their collective-
bargaining relationships with the MNC's. The UAW, together with a
number of other U.S.-Canadian international unions, is active in the
International Metal workers' Federation-an organization that in-
-eludes unions from some 60 countries representing 11 million work-
ers-which has devoted a major part of its efforts in recent years to
:grappling with problems created by the MNC's. Among other things,
lt has organized what are called worldwide corporation council's
in the automotive industry. Such councils bring together representa-
tives of the workers of a single corporation-or, in a few cases, of a
group of related corporatiohs-from all the countries in which it
operates. The purpose is to coordinate the activities of all the national
groups of workers involved in order to frustrate the efforts of the
MNCs to dominate them through divide-and-rule tactics.

We, in the labor movement, cannot help but be conscious, however,
of the fact that collective barz ainin', by itself, is limited in its scope,
that. unions alone cannot mobilize sufficient countervailing power to
,offset that of the MNC's, and that workers face dangers from the
MNC's not only as employees but also in their roles as citizens and
consumers. Their interests in those latter roles require them to join
with others similarly affected in calling upon governments to take the
steps necessary to protect world society in general against abuses,
actmal or potential, by the MNC's.

There is a positive side as well to the reasons that cause us to ask
for governmental and intergovernmental action. The outline of these
hearing s notes the arguments made by the proponents of the MNC's
concerning their alleged beneficial impact on world society. Whether or
not one accepts those arguments-and there are serious reasons to
question them-it is undoubtedly true that MNC's can and do deeply
affect the world as a whole. It is at least conceivable that, under proper
regulation, national and international, thev can he made transmis-
sion belts for high social and economic stanltrds rather than-as they
are too frequently now-instruments for the competitive degradation
of standards by countries seeking their favors.

With the above preliminaries out of the way, I will attempt now to
answer the specific questions posed by the subcommittee and also, as
invited by Senator Ribicoff's letter, to cover certain other matters per-
taining to MNC's.

IMPROVING U.S. COMIPETITTEXESS

The first question on the subcommittee's list is:
What can be done to improve the competitive position of U.q. industry In world

markets and to create additional employment in the United States, and what
contributions can multinational companies make to this end?

I would suggest that at least partial answers can be found in the
following areas which I will discuss in more detail below: (1) Effec-
tive full employment policies. (2) Elimination of tax incentives that
encourage investment in other countries at the expense of the United
States. (3) Establishment of a licensing requirement for foreign in-
ve.stments by U.S. corporations. (4) Imposing a penalty tax on IT.S.
corporations that refuse to compete against foreign-made products.
(5) Amendment of the GATT agreement to provide for international
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fair labor standards. (6) Encouraging use of the dollar overhang to re-
duce the powers of the MNC's. (7) Encouraging technological and
product research and development by American industries.

1. Full employment.-It is well known that high leirels of unem-
ployment and resultant low rates of capacity utilization have depress-
ing effects on productivity. The United States has placed itself at a
severe disadvantage in this regard by failing to carry out the man-
date of the Employment Act. During the period 1959 through 1971,
our unemployment rate has averaged approximately 21/2 times as high
as the weighted average for those of our major trading partners-ex-
cluding Canada whose employment rates are largely made in the
United States-for whom BLS computes comparable figures.

Unemployment,, of course, discourages investment because it limits
markets and thus renders much of existing productive capacity "ex-
cessive." In contrast, investment abroad becomes much more attrac-
tive. Thus failure to maintain full employment deprives our economy
of capital that could be used to modernize our industries and thus
make them more competitive. It goes instead, under the auspices of the
MNC's, to increase the productivity of competing countries.

Our government has been deterred from applying effective full
employment policies by misguided fears of inflation. The fact is that
our major trading competitors, who are far more dependent on com-
petitiveness in international trade than we are, have had more inflation
during the postwar period as a whole--and again recently-than the
United States. Yet our trade balance has deteriorated drastically while
their balances, in general, have been improved.

In any case, with public opinion restraints on oligopolistic price
abuses applied by a price wage review board of the kind the UAWV has
repeatedly proposed and with selective measures to correct supply-
demand imbalances, we can reconcile full employment and price sta-
bility.

2. Eliminate tax incentives for capital exports.-t, is understandable
that U.S. corporations should invest abroad, so long as they are per-
mitted to do so, whenever it serves their profit-maximizing purposes. It
is absolutely incoml)rehensible, however, that our tax system should
provide huge financial incentives which have the effect, in many cases,
of making corporate investment abroad preferable to investment at
home.

Nevertheless, our tax laws do just that. The incentives involved in-
clude deferral of taxes on unrepatriated profits of foreign subsidiaries,
a credit for foreign taxes on profits and various tax preferences for
Western Hemisphere trade corporations, less developed country cor-
porations and investment in U.S. possessions.

Under tax deferral, profits of foreign subsidiaries of U.S. corpora-
tions are not taxed unless and until they are remitted to the U.S. par-
ent corporation as dividends. They escape taxes forever if they are re-
invested abroad. Withholding taxes on dividends levied by many coun-
tries further encourage such reinvestment. Even if the profits are ulti- -

matel]y repatriated, the taxes on them, during the period of deferral,
amount to an interest-free loan from the U.S. Government which gives
the corporation involved considerably more to invest abroad than it
would have available for domestic investment if the same profits were
brought home and thereby made subject to U.S. taxes.
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Elimination of tax deferral on foreign profits, of course, would also
eliminate the excuse that was used to secure enactment of the DISC
legislation that defers taxes on part of the profits of U.S. corporations'
export sales subsidiaries. The argument was that the DISC deferment
would reduce the advantage of foreign over domestic production for
U.S.-based corporations. In other Words a new tax loophole was opened
to offset the harmful effects of an existing loophole, when the obvious
solution was to close the latter. I urge the repeal of both types of
deferrals.

The foreign tax credit permits U.S. parent MNC's to reduce the
amount of .S. profits taxes they otherwise would pay by the amount
of profits taxes paid to foreign governments. This may, at first glance,
appear to be neutrality as between foreign and domestic investment;
but it is quite different from the treatment of profits taxes levied by
the various States of the U.S. Sf te taxes are treated as deductions,
which have the effect of reducing tile amount of profits on which Fed-
eral taxes are payable. This means that every dollar paid in State taxes
saves the corporation 48 cents in Federal taxes. The credit allowed for
foreign taxes saves the corporation a full dollar of U.S. taxes for every
dollar paid in foreign taxes, subject to certain qualifications that have
only minor effect. In fact the savings are dollar-for-dollar even on
profits taxes paid to foreign local governmental units, which means
that such taxes, also, are gi ven more favorable treatment than the State
taxes which are their U.S. equivalent.

Weighing the considerations of neutrality and equity raised by the
tax credit, Prof. Peggy B. Musgrave, in a thoughtful paper prepared
for theJoint Economic Committee, wrote:

However this may be, neutrality in international capital flows and equity are
not the only considerations. From the point of view of national productivity it
may be argued that foreign profits taxes should be deducted rather than credited.
By putting the foreign investment decision to this more demanding test, foreign
Investment would be limited so that returns net of foreign taxes would not fall
below gross returns obtainable on investment made in the U.S. It may be argued
that from the point of view of U.S. self-interest, this is the proper solution.

Ms. Musgrave estimates that the annual loss in U.S. Government
revenues from tax deferral and the tax credit, in combination, may run
as high as $3.3 billion-which is also a measure of the size of the in-
centives these loopholes provide for foreign in preference to domestic
investlKnt.

31s. Musgrave recognizes that:
* * * production by U.S. affiliates abroad, particularly in manufacturing, may
serve to displace U.S. exports and even domestic sales in the United States.

She points out that the effects of competing for foreign markets
via foreign production rather than through exports are quite different
in their:
* * * effects on labor productivity and shares in national income. Foreign invest-
ment nay enhance the private profitability of U.S. capital but it is likely to
reduce the real wage to U.S. labor as well as the Government's tax share in
the profits.

The remaining tax preferences referred to above (that is, for West-
ern Hemisphere trade corporations, et cetera) amount, in effect, to
windfalls for corporations disguised as aids to economic development.
Subsidies in equal amounts, in the forms of government loans, grants,
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and technical assistance would probably be far more effective in serv-
ing the avowed economic development purpose.

)ased upon her very thorough analysis of tax preferences to foreign
investment Ms Musgrave concludes that they should be reviewed and
reevaluate. With respect to the tax credit, although she advances
strong arguments that would justify its complete elimination, she sug-
gests that it be limited to less than 100 percent.

Another point that deserves notice in connection with the tax credit
is that it may in certain cases-particularly in countries where the
major corporations are U.S.-based MNC's-encourage governments
to impose higher profits tax rates than they would in the absence
of the credit t us, in effect, transferring revenues from the U.S. Treas-
ury to their own.

On balance, I am inclined to recommend repeal of all of the tax
preference for foreign investment with the reservation that further
study should be given to the alternatives of complete elimination or
sharp reduction of the present 100-percent credit for foreign profits
taxes.

3. License capital exports.-The administration intends to phase
out, by the end of 1974, at the latest, the controls on foreign direct
investment presently in effect. This inevitably will aggravate the
hemorrhage of dollars to the foreign subsidiaries of U.S.-based
MNC's, th-retf-urther damaging the U.S. balance of payments and
further improving the competitive position of other countries relative
to ours. The existence of the MNC's calls instead for a tightening of
controls and for putting them on a selective basis.

The UAW, for several years. has been advocating the adoption of
legislation that would require licenses to be obtained for foreign in-
vestments proposed b-e- made by U.S. corporations, including rein-
vestment of profits made in foreign operations. The applicant for a
license should be required to show that the proposed investment will
serve the interests of the United States economically and will be free
from harmful political consequences. Licenses should be conditioned

-on a guarantee that the applicant will compensate in full for loss of
wages, fringe benefits, seniority rights, et cetera, any U.S. workers
adversely affected by the investment, whether because of imports or
because of loss of export sales resulting from the investment. The
licensee should be required, further, to conform to a comprehensive
code of good behavior in relation to workers employed in the foreign
operation.

Sweden already has taken the first steps toward imposing such a
code on its MNC's. Their corporations' investments in certain less
-developed countries-LDC's--are eligible for government guarantees-
only if they meet specified standards for workers in the host countries
covering such matters as collective bargaining rights; benefits for
loss of wages during illness, injury, and layoff, pensions; a number of
other health and welfare matters and racially nondiscriminatory em-
plovment policies.

The adoption of such a code of good behavior as a condition for
exporting capital would contribute to the purpose mentioned above
of making the U.S. based MNC's a vehicle for raising standards of
social responsibility throughout the world.
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Foreign exchange controls are widely in effect among the world's
governments on the sound theory that foreign exchange resources are
the property of the whole nation rather than of any corporation which
chooses to use them. There is no reason why the United States should
not have a capital export licensing system as one means of applying
that theory.

4. Penalize refusals to compete.-The United States suffers from
the strange phenomenon of major industries that deliberately refuse
to compete either in the export or the domestic market or both. The
U.S. auto corporations long ago decided they would not compete for
export sales with products made in their U.S. plants. They chose to
serve foreign consumers from plants located overseas. More recently,
rather than take on Japanese car and truck producers in competition
for both foreign and domestic sales, the U.S. based auto MNC's have
chosen to join the Japanese manufacturers, investing in Japanese firms
to produce cars and trucks for both the United States and the world
markets.

The evidence that U.S. car producers refuse to compete with im-
ports in their domestic market is indisputable. Even though the UAW
had pointed out in January 1949, more than 24 years ago, that there
would be growing TUnited 'States demand for small cars and repeat-
edly urged the corporations to produce them, the industry did nothing
whatsoever about the matter until the vacuum left at the low-priced
end of the market was substantially filled by imports. Tn 1959 the
big three producers introduced the so-called compacts. These were
not directly competitive in price, size. and economy of operation
with truly small cars such as the Volkswagen, imports of which con-
tinued to increase. Nevertheless, the compacts showed that competi-
tion was the answer. The tide of imports receded sharply after the
compacts were introduced. But the industry soon began to make them
larger, more complex and more expensive, thus opening the way for a
renewed and sharp increase in the volume of imports consisting mainly
of small cars to which the U.S. industry offered no competitive prod-
ucts. It was not until late 1970 that General Motors and Ford in-
troduced such products-the Vega and Pinto, respectively. Chrysler
still refused to compete, preferring to counter imports with its'own
imports-the Colt. from Japan, and, until recently, the Cricket from
England. GM and Ford may have waited too long, however. By the
time their small cars entere-d the market the implorters were deeply
entrenched with widespread networks of dealer and service organiza-
tions.

All through this period, the auto ndustry's rates of return on invest-
ment persistently ran far higher than the average profit rate for all
U.S. manufacturing industry while imports contimed to flood into
the country. Where an industry obtains superprofits while simul-
taneously its domestic market is penetrated deeply by imports, the
conclusion is inescapable. That industry clearly is deliberatelh refusing
to engage in price competition with imports. I include under price
competition the manufacture of low-price, low-profit products which
the auto industry studiously avoided until recently.

Similar refusal to compete is evident in the steel industry. On the
one hand, United States Steel, the price leader in the industry, as
Gardiner Means has shown, raised its profit target from 8 percent on
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investment when operating at 80 percent of capacity to 16 percent
and increased its prices accordingly. On the other hand, while claim-
ing that the higher profits-were necessary to finance investment, the
U.S. steel industry lagged far behind its foreign -competitors tech-
nologically, enabling them to obtain substantial cost advantages which
were reflected in rising steel imports into the United States.

Aside from the obvious em loyment consequences, abdication of
both the export market and a large share of the domestic market by
the auto and steel industries dealt multibillion dollar blows to the
U.S. balance of payments. Similar tales could be told about other
U.S. industries.

In order to deal with such refusals to compete, I proposed to the
Joint Economic Committee on September 20, 1971, the enactment of
a Competition Promotion Tax which would severely penalize corpora-
tions that consistently earned excessive profits while simultaneously
tolerating persistent and sizable import invasions of the U.S. market
for their products. I will not repeat the details of the tax here, for
they are rather technical. I strongly recommend, however, that the
members of the subcommittee examine my testimony on the subject.

5. International fair labor standards.-The extent to which dispari-
ties in wages affect international competitiveness is a matter for con-
jecture. The indications are that the same MNCs that use lower
wages paid in other countries, accompanied by threats of job losses
for their U.S. workers, as a weapon in collective bargaining, respond
to surveys on the subject with denials that low wages motivate them
to invest abroad.

The Ford Motor Co., in its negotiations with the UAW, has made
much of the threat of low-wage competition to the U.S. auto jobs
while conveniently ignoring the fact that some of that competition
comes from its own overseas plants. One of its own spokesmen, how-
ever, has argued directly to the contrary.

Robert Stevenson, former president of Ford International, pointed
out in an interview with a British magazine in 1970 that:

If you add up all the elements of a car, from tyres to engine, glass, seats, etc.
(without counting raw material), the total number of working hours embodied
in a car is between 65 and 70.

He went on to, say that because the labor element in total, costs is
so small: Hourly wages don't make the difference anymore between
manufacturers in different countries.

Differences in wage rates are often offset by equal or greater differ-
ences in productivity. But where wide disparities in wage rates exist
side by side with approiinately equal productivity, or where the wage
rate differences are far greater than the differences in productivity
it is obvious that the low-wage employer has an unfair competitive
advantage obtained by denying his workers a fair share of the wealth
they produce. This has long been recognized as a problem that should
be corrected. Accordingly, the Havana Charter for a4 International
Trade Organization which was signed by representatives of some 50
nations in 1948, but not ratified by enough of the latter to make it
effective, included an article headed "Fair Labour Standards" which
provided in part:

The Members recognize that measures relating to employment must take fully
into account the rights of workers under inter-Governmental declarations, con-
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ventions and agreements. They recognize that all countries have a common inter-
est in the achievement and maintenance of fair labour standards related to
productivity, and thus in the improvement of wages and working conditions as
productivity may permit. The Members recognize that unfair labour conditions,
particularly in production for export, create difficulties in international trade,
and accordingly, each Member shall take whatever action may be appropriate
and feasible to eliminate such conditions within its territory.

Means were provided in the charter for settlement of disputes relat-
ingto labor standards.

The U.S. Government has raised the issue of fair labor standards in
GATT negotiations from time to time but, apparently, has never given
it the emphasis it deserves. The Roth report, issued in 1969, spoke out
strongly on the matter and concluded:

The United States should * * * seek, through the GATT and the ILO and

possibly other international organizations, to develop international agreement
upon a workable definition of fair labor standards and upon realistic means for
their enforcement.

More recently, the report of the Williams Commission, a majority of
whose members were bankers and industrialists, said: -

The Commission therefore recommends that the United States actively support
a multilateral effort to gain international acceptance of a code of fair labor stand-
ards which woulf Include a workable definition of the concept and realistic means
for enforcing the code.

It is long past time for Congress to do whatever lies within its power
to press the administration to take the labor standards problem seri-
ously and to raise it in GATT an as urgent matter.

6. The dollar overhang and the MNC's.-In the current situation,
-with reform of the international monetary system a crucial issue, the
U.S. has a unique opportunity to take national action to combat a
major threat created by the MNC's-the trend toward international
oligopoly that threatens not only workers but the world's consumers as
well. Richard J. Barber has written:

A good guess is that by 1980 three hundred large corporations will control 75
percent of all the world's manufacturing assets.

Others have made similar projections.
While international oligopoly grows apace, moves toward monetary

reform are seriously impeded by the "dollar overhang"-the problem
of how to dispose of the variously estimated 60 to 80 billion U.S. dol-
lars in the hands of foreign governments, central banks, and private
organizations and individuals around the world. Those dollars emi-
grated largely as a result of foreign investment by U.S. MNC's. They
obviously cannot be redeemed out of the Nation's limited gold holdings-
and it is almost certain that their holders will demand something more
tangible than SDR's for their dollars.

Two problems could be alleviated simultaneously if the U.S. Gov-
ernment would -mcourage foreign owners of dollars to use them to
acquire the assets of the subsidiaries of U.S.-based MNC's operating
within their respective national boundaries. Those subsidiaries would
then become independent national competitors of their present parent
MNC's, thus reversing-at least temporarily-the trend toward world
oligopoly. At the same time, a substantial part of the dollar overhang
would be removed as an obstacle to reform of the international mone-
tary system. While the administration is unlikely to advance such a
proposal, it might be compelled to accept it under pressure from other

91-925--73-19
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governments, some of which are deeply disturbed by the power exerted
within their boundaries by U.S.-based MNC's. Congressional expres-
sion of support for the idea could stimulate other governments to act.

Use of the dollar overhang to buy out foreign. subsidiaries of the
U.S.-based MNC's would leave the latter no choice in overseas markets
except to compete for sales with products made in their U.S. plants.
In order to do so, they would have to lower their prices in the
domestic market lest they be penalized for dumping in other countries.
The result would be both increased competitiveness for U.S. products
on the world market and increased employment opportunities for
U.S. workers in producing both for the export mar ket and to meet
the greater demand in the domestic market that would be created by
lower prices.

An alternative that has been proposed-investment of foreign-held
dollars in U.S. enterprises, old or new-would contribute to solution
of the monetary problem but, through the strengthening of existing
non-U.S.-based MNC's and the creation of new ones, it might aggra-
vate the oligopoly problem.

Given effective full employment and economic growth policies in
the United States, the employment effects within the United States
would probably be the same with either method of eliminating the
overhang. The'dollars returned to the United States would be able to
find investmdht outlets that would increase employment opportunities.

7. Encouraging research and development.-Improved research and
development by U.S. industries, in some cases at least, could enable
them to compete more effectively both with imported products and
on the world market. In connection with the latter there is evidence
that more R. & D. is needed to adapt existing products or to develop
new products to meet the tastes and needs of potential foreign pur-
chasers, One way to stimulate the needed R. & D. would be to apply
the approach used for another purpose under the British Industrial
Training Act, which appears to have been highly successful. An
R. & D. tax should be imposed on all firms, with provision made for
rebates of the tax to those with R.. & D. programs that meet specified
standards. Small firms should be permittedto pool their R. & D.
activities in order to obtain the rebates. There are many industries--
some severely affected by imports-in which the typical firm is so
small as to make impossible any significant R. & D. (The tax ap-
proach suggested above would avoid the windfall effects of so-called
tax incentives-such as the investment tax credit-which needlessly
erode government revenues by giving handouts to corporations for
doing what they would have done anyway.)

FOREIGN ACTIONS AFFECTING U.S. INVESTMENTS

The subcommittee's outline for this hearing asked:
To what extent do foreign trade barriers and the actions of foreign govern-

ments encourage the shift of American productive facilities and technology to
other countries, and how should these problems be treated?

The excuse frequently offered by the MNC's for investing abroad
rather than at home is that, because of tariff or nontariff barriers or
local content requirements imposed on certain products by some coun-
tries, they would be unable to gain or retain access to the markets in-
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volved unless they established production facilities inside the political
boundaries of those countries (or regions, such as the European Com-
munities).

That undoubtedly is true in certain cases. But the claim leaves three
important questions unanswered: (1) What proportion of the total
exports of U.S. investment capital-ui actual fact-is attributable to
trade barriers imposed by other countries? (2) Whatever that pro-
portion might be, would the capital involved better serve the interests
of the United States, and indeed of the world as well, if invested at
home rather than abroad? (3) To what extent do foreign govern-
ments-often acting under pressure from the MNC's-attract the capi-
tal of U.S. corporations by offering special concessions, subsidies, re-
strictions on labor, or other enticements that, while increasing the
profitability of the capital thus attracted, distort the international
allocation of resources in such a way as to diminish rather than add
to the welfare of the world's peoples?

1. Effect of trade barriers.-'the answer to the first question requires
searching investigation into the cold, hard facts and figures of specific
cases. Obviously, we cannot accept the self-serving statements of the
MNC's as the basis for national policy. We were put on notice on that
score nearly 200 years ago by Adam Smith, the father of modern eco-
nomics, when writing in the "Wealth of Nations" about the attempts
of business interests to influence public policy, he warned:

The proposal of any new law or regulation of commerce which comes from this
order, ought always to be listened towith great precaution, and ought never to be
adopted till after having been long and carefully examined, not only with the
most scrupulous, but with the most suspicious attention. It comes from an order
of men, whose inte-rest is never exactly the same with that of the public, who
have generally an interest to deceive and even to oppress the public, and who
accordingly have, upon many occasions, both deceived and oppressed it.

Yet, so far as I know, all the "data" we have at present consists of
the MNC's own responses to survey questions asking them why they
chose to invest in other countries rather than in the United States
Moreover, the surveys were made in most, if not all, cases by orga-
nizations created to serve the interests of, or otherwise biased in favor
of the MNC's.

ls Musgrave writes that spokesmen for the MNC's:
* * have asserted that selling of exports abroad is frequently merely a prel-

ude to foreign investment. That is to say, manufacturing operations are shifted
abroad once the foreign market is explored and established via exports. Pro-
duction abroad may be chosen in order to take advantage of lower labor and
transportation costs, to escape tariffs, to benefit from lower taxes or for other
reasons.

In other words, trade barriers did not exclude the exports involved
prior to the shifting of the manufacturing operations, and were not
the cause of the shifts.

What -is required is investigation, conducted under subpena
power, of the actual facts concerning the relative costs--includin
social costs-involved in serving the markets concerned from U.S.
production facilities on the one hand and foreign facilities on the
other. The investigation should, of course, take full account of trade
barriers wherever they are claimed to be a factor. It would also take
into account, however, whether, despite those barriers, the markets
might not, nevertheless, be served from U.S. facilities if the corpora-
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tiong involved were willing to invest comparable amounts in modern-
izing their U.S. plants or to accept lower profits than those obtain-
able from foreign operations. In cases where a reduction of profits
would result, the amount of the reduction and its costs, if any, to
thd United States as a whole should be balanced against the benefits
to. be gained by substituting U.S.-produced exports for foreign pro-
duction.1I urge this subcommittee to undertake such an investigation of
at least a few of the major MNC's that claim their foreign invest-
ments are attributable to trade barriers. I am sure it would be most
revealing.

The UAW's proposal to license capital exports-discussed else-
where in this statement-implicitly would require that such an in-
vestigation be made in every case where a license were sought, for
one of the proposed conditions for issuing a license is that the in-
vestment involved be shown to be in the interests of the United
States.

Where trade barriers are found to play an important part in
inducing investment outflows from the United States, the adminis-
tration, of course, should attempt to negotiate their elimination or
reduction. We would support sound legislation to give the adminis.
tration all the authority it needs in order to conduct effective trade
negotiations.

2. Effect on U.S. imterests.-Even where it can be demonstrated
that, in the given case, trade barriers would, in fact, prevent service
of the market involved by exports from U.S. facilities that, in itself,
is not necessarily sufficient justification for making a foreign
investment, or for permitting it to be made. As noted, we in the
United States, together with all other industrialized countries, have
a vast network of regulatory laws governing the operations of cor-
porations because we are aware that the interests of private indus-
try do not automatically coincide with the public interest and, in
fact, are often in conflict with it. On the domestic front, we have long
since abandoned the notion that all will be for the best in the best
of all possible worlds if only we will place our faith in and trust our
fate to the unbridled pursuit of profits. It is long past time now that
we safeguard the public welfare against unrestrained pursuit of
profit in the international economy.

The conflict between public and private interests as it relates to
fEreign private investment is well stated in-Ms. Musgrave's paper.
She. wrote:

Any meaningful assessment of the effects of foreign investment on the U.S. trade
balance must allow for alternative uses of the capital and other resources.
Fox instance, investment at. home rather than abroad. may result In modernized
or lower cost operations or the development of new products for export. The
capital might even be encouraged through Government policies Into such
socially needed purposes as urban reconstruction, environmental Improvement
and, so on. Or, as an alternative, to foreign inveitmdnt (to the extent needed
to keep foreign markets In U..S. hands) an effective system of export subsidies
might be devised.
,.,The question of alternative domestic uses of the capital invested

abroad applies, of course, not only in relation to the balance of pay-
ments effects mentioned by Ms. Musgrave, but also to all other con-
siderations relating to foreign private investment.
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Thus, even where trade barriers block ,U.S. exports, we would often
be better off, as a nation, to forgo the sales involved and to invest the
capital in question at home.. I I

3. Foreign concessions and subsidies.-Economists and others all: too
oftentake it for granted that the MNC's contribute constructivelypto
maximization of welfare on a global basis by promoting a rational
international division of labor. The underlying assumption is that
corporate comparative advantage is identical with comparative ad-
vantage in the traditional meaning of the phrase. That assumption,
however, does not withStand even a cursory look at the practical con-
siderations.that determine the manner, in which MNC's allootte their
investments among tht worldsnations. "

4 Spokesmen for the MNC's are often heard to say fthat a major fhitbr
affecting their decisions is "investment climate:" We, in the .United
States to our sorrow, are all too familiar with the' practical meaning
of that lhraso'as.it is tsed by corporations in their lobbying activities
in State capitols and city halls. The investment climate is deemed: best
in States 'and cities where business taxes are lightest (and public sorv-
.ice, consequently, m6ft.substandard) ; where labor laws are mostre-
strictive, unions weakest, and wages lowest; where toleration of en-
vironmental pollution is greatest; and, in general; Whre legislatures
and city couicilg are most easily intimidated to do the bidding of the
corpo itions.' , - .'Y - . . .... " . i

-On the 'international scene, similarly, "investment climate," backed
up by threats to withhold or relocate investments, is used to blackmail
natiohs-into'mtitually damaging competition, enabling the MNC's to
extort concessions, subsidies, and special privileges that largely nnllify
whatever public benefits might 6thei-wise flow from their investments.
A kind of Gresham's law operates uiider which bad social standards
drive out good standards.

The 'depredations of MNC's are greatest among the less developed
countries, whose urgent needs for investment place them in weak bar-
gaining positions in relation to MNC's. (Exceptions are possihNe only

for countries such as those in the Organization of Petroleum Export-
ing Countries which control a scarce resource and are able to maintain
a rare degree of solidarity.) But even advanced industrial countries
of Western Europe debase themselves in competition for new plants
proposed to be built by U.S.-based MNC's.

Among the concessions sought and all too often obtained are tax
holidays or other forms of tax abatement, exceptions to foreign ex-
change regulations, costly infrastructure investment by the host coun-
try, and various other types of subsidies, tariff protection, monopoly
privileges, restrictions on the export markets which local MNC

'. branches or subsidiaries are permitted to serve, restrictive labor legis-
lation, and other measures to assure "cheap labor."

The MNC view of the world is typified by the statement of Mr.
Henry Ford ii, who said:

In South Korea, Taiwan and Indonesia we see promising markets and we
see an attractive supply of cheap labor.

Allocation of investment on that basis bears only coincidental re-
semblance to the results of the economists' cherished theory of "com-
parative advantage"-the premises and assumptions of which, in any
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case, are now invalid because they do not correspond to the facts of
today's world.

International regulation of MNC's must include effective means to
end the "investment climate" game-to prevent them from enticing
nations to put the welfare of their peoples on the auction block in com-
petitive bidding against other countries for private foreign investment.

FUTURE COMPETITIVE POSITION

The subcommittee's outline for the hearings asked:
What will be the competitive position of our basic manufacturing industries

10 or 20 years from now if our present tax, trade, and antitrust laws continue to
be essentially unchanged?

I have made clear earlier in this statement my belief that our present
tax laws, as they apply to foreign investment, do serious damage notonly to our competitive position but also to other national objectives.

in commenting on present trade laws I should emphasize that we
in the UAW are not doctrinaire free traders nor do we favor competi-
tion'merely for-oompetition's sake. We believe that all economic poli-
cies and activities must serve human ends and that none must treat hu-
man beings and their welfare and security as expendable pawns in
the service of someone's concept of a "larger national purpose." We
favor trade liberalization if accompanied by sound policies to assist
those who are dislocated and to control oligopolistic abuses that de-
prive consumers of the potential benefits of international trade.

We feel that U.S. workers have much to gain if tariff and nontariff
barriers maintained by other countries against the goods they produce
can be eliminated or reduced in trade negotiations. But negotiations
to that end will require that we also remove or reduce barriers to
imports from the other countries--which- will mean jeo ardy to the
jobs of some workers. The vast majority of consumers whose incomes
will remain secure and who will share in the gains from trade liberali-
zation owe it to those who will face dislocation to provide them with
adjustment assistance no less generous than that available to the work-
ers displaced by the creation of Amtrak-the details of which are
summarized later in this statement.

Aside from the moral issue involved, we believe that the political
realities dictate the enactment of Amtrak-type adjustment assistance.
It seems to us most unlikely that workers generally will give the whole-
hearted support to trade liberalization that is essential for its effectua-
tion if they are asked to bear the risks and sacrifices that increased im-
ports might impose upon them in a national atmosphere of persistently
and inexcusably high unemployment.

If their legitimate fears prevent the United States from negotiating
for trade liberalization, it seems clear that the Nation's international
competitive position will suffer. The growing economic strength of
the European communities and its wide-ranging network of prefer-
ential trade agreements with nonmember countries, plus the likely
development of exclusionary blocks in other parts of the world, com-
bined with our own increasing need for certain types of imports, will
almost inevitably undermine our competitive position and aggravate
our balance of trade problems.

Insofar as antitrust legislation is concerned, I am aware, of course,
of the claims made by spokesmen for industry that present legisla-
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tion hampers them in international competition. I have yet to see
plausible support for those claims. It seems to me that the U.S. objec-
tive should be to eliminate restrictive trade practices throughout the
world, including those that continue under our present laws.

Instead of retreating from our present antitrust laws, weak as they
are already, I would urge that we support the moves being made in
UNCTAD and elsewhere toward international agreements to elimi-
nate restrictive business practices throughout the world.

POLICIES TO EASE DISLOCATIONS

The subcommittee's outline asks: "What policies should the United
States adopt to ease the effects of economic dislocations while seeking
improvements in our competitive position in world trade?"

Our primary goal must be to avoid dislocation. Some of the sugges-
tions advanced above are directed toward that end. We recognize,
however, that the changes that occur in dynamic national and inter-
national economies will inevitably cause decreases in employment in
some industries and will have a disproportionately severe impact upon
some communities. The problem is to avoid or minimize human hard-
ships and economic waste that would otherwise result from such
changes.

That problem, of course, is most easily solved in a full employment
economy. Unfortunately, however, the national commitment to "maxi-
mum employment, production and purchasing power" exprued in
the Employment Act has been honored more in the breach than in
the observance. As previously noted, our record on the employment
front is an unmitigated disgrace by comparison with other industrial-
ized countries. The obvious first step to ease the effects of economic
dislocations, therefore, is to carry out in practice the commitment
made in the Employment Act.

Even under full employment however, workers will need help to
tide them over during the transition to new jobs. Under full employ-
ment conditions, the transition period for most workers will tend to
be short. But even in Europe, where much lower unemployment levels
prevail, the need has been recognized for transitional assistance (which
incidentally, is set at 100 percent of the affected workers' lost wages,
under certain conditions, by the Rome Treaty that created the Com-
mon Market).

ADJUSTMENT ASSISTANCE

Transitional aid or "adjustment assistance" clearly represents a
special national obligation where dislocation results from national
policies-in the present context policies relating to trade and foreign
investment. Since national policies are designed presumably to achieve
benefits for the whole nation, no individual should be required to
bear a disproportionate share oLthe costs of gaining those benefits.

This means that no adjustment-assistance program can be considered
adequate or equitable unless it provides that the workers be made
whole--compensated in full-for all losses of wages, fringe benefits,
seniority rights, et cetera, resulting from the national policy involved.
They should be required to bear no more of the costs of obtaining gains
for the whole nation than their fair share of the taxes levied on all
citizens to, finance such a program of adjustment assistance benefits.
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Only under those circumstances will it be possible to say truthfully
that the burdens as well as the benefits are equitably distributed.

We have approximated such assistance recently in an anal'gous
situation in which workers were dislocated as a result- of national
policy. When Congress decided that the national interest required
the consolidation of railroad passenger service under a Government-
created corporation-now know as Amtrak--Congress foresaW that
some railroad workers would be-dislocated and provision was made to
protect them. The detailed protections were ultimately worked out by
the Labor Department in consultation with the railroads and t.l;e
unions involved. They provide that, if a railroad worker is laid off or
ddwngraded as a result of the creation of-Anmtrak, he is assured of the
full wages and fringe benefits applicable to his former job, plus any

subsequent increases in wage rates or iinpr6Vements in fringgIe
fits. Maintenance of his wage rates hnff fringe benefits ioitlnues' for q
period of time equal to the Ienhtli of his pewmus rairoad emploniient
nI to a maximum of 6 years. 10wer wages and inferior fringe benefits
fron other employment aresupplerented to the same level ad -for the
saie duration. In addition, if the worker is transferred to a railroad
.ob at another location, he will receive full reimbursement for all fam-
ily moving expenses, including compensation for loss incurred" in' the
sale of his home or any penalty paid for cancellation of his lease. Pro-
vision is also made for retraining and for lump sum severance Day to
those workers who prefer the latter to income maintenance he'ngits.

There is absolutely no reason in logic or equity why similar provision
should not be made for workers dislocated as a result of the Nation's
international trade and investment policies.

In general, the cost of such adjuistmient assistance-which would tend
to be negligible under full employment conditions-should be financed
out of general revenues.

There is, however, one important exception with respect to the
financing of adjustment assistance. Where an international corpora-
tion causes dislocation of its workers by its foreign investments, the
corporation rather than the taxpayers should bear the primary respon-
sibility for meeting-the costs of adjustment assistance.

Such foreign investments are motivated solely by the interests of
the corporation involved. They would not be made if the corporation
did not expect to profit from them and there is no law that requires
any corporation to make any such investment. National policy and the
national interest play no roles, except as rationalizations, in corporate
decisions to invest abroad. In fact, there are strong reasons to believe
that such investmantnore often than not, runs directly contrary to the
national interest.

It is a fundamental principle of economics that no action can be con-
sidered economically sound unless the benefits involved exceed the
costs. The difficulty with many business decisions is that calculations
of cost-benefit relationship are distorted because the firm involved is
able to shift part of the costs to others-to its workers or the public.
Thus, a decision that is profitable for the corporation may be gro-
tesqudy unsound economically when all costs-including social costs-
are taken into account.

This is certainly true of decisions concerning foreign investment
where the firm is able to shift to its workers and the taxpayers the cost



291

of disclocations resulting from the investment. The solution in the
jargon of economists, is to "internalize the externalities"-to compel
the corporation to bear all costs flowing from its actions and thus to
assure that it will take the full cost into account before making an
investment decision.

There is much more to be said on adjustment assistance for workers
than what is set forth above. UAW Vice President Douglas Fraser
presented detailed testimony on the subject to the Subcommittee on
Foreign Economic Policy of the Committee on Foreign Affairs of the
House of Representatives on May 17, 1972. I hope the members of this
subcommittee will examine his statement.

The Fraser statement also discusses the important subject of assist-
ance to communities affected by dislocation.

Under certain circumstances, adjustment assistance should be pro-
vided for firms as well as workers and communities. I will leave it to
spokesmen for business to discuss that aspect of the problem.

TEMPORARY TARIFF QUOTAS

Situations can arise in which a sudden and unanticipated flood of
imports of a product threatens large scale disruption to workers and
communities which would put an unduly heavy burden on adjustment
assistance mechanisms. The phrase commonly used to describe such
situations is "market disruption."

Under such circumstances, the 1AV supports the use of temporary
tariff quotas. Imports at previous volumes, or possibly even somewhat
higher volumes, would continue to be admitted to the United States at
preexisting tariff rates (including zero rates). Imports in excess of
the specified volume would be subject to a higher tariff set at a level
which would tend to exclude additional imports so lonz as domestic
producers did not increase their prices unduly. (The ITAW does not
call for outright import qibtas because they have the effet of freeing
domestic producers from price competition by foreign producers.)
The quota (that is the quantity of imports) above which the extra
tariff applied would be scheduled in advance to be phased upward (or
the extra tariff could be phased downward) to permit orderly adjust-
inent tW an increasing volume of imports. Increases in the quota could
be geared, if deemed necessary, to the attrition rate of the industry's
work force-which would tend to minimize displacement. Under favor-
able conditions-for example, full employment and the growth of new
industries in the affected communities, which would facilitate place-
ment of the industry's workers in equally good or better iobs--the
quota could be increased more rapidly. Ultimately, the tariff applied
to the total volume of imports of the product would be reduced to its
original level. Meanwhile, the affected industry, communities and
workers would be aware that the tariff quota would be removed and
would plan accordingly. Meanwhile. also, the Government could help
them to plan and to carry out their plans.

ALTERNATIVES TO HARTKE-BURKE BILL

The final question asked by th subcommittee's outline is: "Are
there realistic alternatives to the solutions embodied in the Hartke-
'Burke legislation?"
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Propagandists for the MV' .s argue that far-ign invtVwnwilt drie.
not decree but in fact increase employment opliorunities for U$.
workeim Ne Mu . gmve analyzes their atgui wnte in eoisderahbe detail
and I strongly reconutnnd that the onibers of the subcommittee st "dy
hor analheis, will confine myself to quoting two excerpts from tllm

Referring to the assumption of MNC spokesmen that in the absence
of ITS, forf.ign inyt.nient domestic inveIrunt would not have been
correspondingly higher but the in mer ts of foreigners would have
been higher because of the sbenve of competition from U.S. afliates,
the wrote:
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JDALANCUt OP PAYTMENTS XrWW

M&. Nfuarave points out that the Meurn fow of ineomit? C6 the
United %*ates fromn foreign investments exetieds the outflow for now
invetttent mainly because of dhe long and Is -ge iecumulatiozi of past
investment. She notes also that the outflow was limited in'reeent years,
by governmental controls on direct investnwnt. despite which t here was
an. uPOurein outflows in 1010' which sharply reduced the favorable
balance bewe investment and return income flows. (The controls in
question are those tie administration now proposes to phase out.)

Ms. M usgrave adds that because of the heavy_ rnvestmient abroad
of foreign %nrofltAN it is estimated that it takes from 7 to 14 years for
a given unit of foreign Investment to be "retured" for balance-of.
payments purposes She theref ore concludes:

7hus the abort rn counuences of a slowdown In capital Outflow-incindiON
reivested vornicila-would repreent a clear gain to the U.S. baince of paymnats.

This lends further support to our postion that the,. proj~oeo phws
* Ing. out of foreign investment Contreils is Pzactly the opposite of the

policy required from the balanceof-payments, standpoint

* ~MORMIARY MVCMJATION
Afore than 150 years ago Thomas JMfferson, observing the practice

of die buaineesinen of his day, wrote
Mtercants have no country. There were spot they stand on doe* not consttte

so strong -as attachment as that front which they draw their gains.
The validity and current applicability of that generalization has
ben trkigly demonstrated biy the speculate nae in by Amor.

ican MNC's in world monetary iinarkets against thi6wn country's
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currelley. .S.baed INC s, from all indication, played a major role
inaggravating, if not actually preeiitating, the monetary crises of
1971 and 1973-the latter of which sti I lwenstis despite devaluation of
the dollar, ,

President Nixon, in his August 1971 televised address on his new
economic plicy roundly condemned "international monetary specula-
torw whom lie aecused of "wagngan all-out war on the American
dollar." lie tieglpeted to note that executives of U.S. MNC's were
amnii the leIading speculators, nor did he propose that any action be
takol it deter then fn n airil ar action it% the future. Despite the out-
break tof a similar "all-out war" this year, Aith the same cast of char-
acter..the administration has still not.-come forward with any pro-
po'.111S to curb raisin.,

* Shortly a fler the Predent conidenwd thlite* 1 ctilators, I called for
a ('ongri-sioiill investignitw of the natter. Itl therefore deeply
phleied to lenrn that tihe sutbcomnntittea is undertaking such an investi-
gation. I hole the investigation will not'be inhibited, no matter how
great the prestige of tile culprits involved, in bringing dramatically to
jlbhlic attention all tile unsavory anud griedy aspects of their opera-
tions. For only on the basis of iuch public exposurejof the facts are
we *likeiv to obtain enactment of the legislation that is needed to pro.
vest similar abuses in the future.

* FINANCIAL, DISCLOSURE

In a denimracy it is, e ntial that the public tlrve access to the facts
concerning the iius and alSes of go'eat private power. that aplies
not only to monetary speeukation hy MNC's but also to the nature and
effects oftheirolperations at home and abroad. . $

Nevertheless, despite the major impact of the MNC's on the United
States and the world, financial data that would facilitate the fornmula-
tioui of sound policies relating to such corporations are largely shrouded
in mystery. Figures relating to the operations of foreign subsidiairies
of M'NC' gemerilly are published only if required by tho host coun-
tries--which are often hesitant to do so for fear of offending. the
MINC's. What is published, rarely goes beyond the minimum required.
The methods of accounting underlying the published data seem, in at
east some cases, to vary widely from country to country among the

separate nat ional subsidiaries ot the same MNC. Combined with prob-
lenis relating to transfer prices (the prices charged each other by
subsidiaries of the same 1lNC for components or products passing froA q
one to the other, which are often martipulated to evde fdreigih ex-
change cont rols or to minimize tax liabilities) lack of intelligibl] finan-
cial data Miakes it well-nigh impossible for governments and others
to evaluate the economic and social consequences of tile MNC's
operations.
I- I therefore trge thal the SEC be directed by Congress to require all
IT.S..based M NC's. as well as foreign MNC's operating in the United
States, to publish financial data, calculated in accordatuce with uniform
accounting methods and with detailed breakdowns of costs, for each
national subsidiary. The published data, of course, should'include the
formula for determining, and the amount and nature 9f each of the
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corporationwido costs (for example, research costs) allocated to each
subsidiary. Detailed information should be provided, also, on methods
of calculating transfer prices. The tai collection agencies and the cus-
toms authorities of all nations have a deep interest and an imperative
need for information needed o evaluate transfer prices.

I MN'S AND 5 DEVETLOrED cou.NTitr

Mention was made earlier in this statement of the depredations of
the MNC's in less developed countries. I will not go into detail on
the many ways in which M NC's take advantage of the desperate needs
of the LI)C's for capital and jobs to engage in ruthless exploitation
of their workers and their natural resources. Under guise of aiding
development, the MNC's insist upon such excessive rates of profit that
dividend remittances (to say nothing of other charges by tIe MNC's

' for licenses, etc.) sometimes convert the LDC's into capital exporters.
'rihe proper solution to this problem, in my opinion, is direct govern.

ment grants and soft loans from the industrialized countries to the
LDC's, preferably through multilateral agencies. The United States
has failed miserably to meet its obligations in this regard.

I am aware that development aid, despite its urgency, is politically
in digrepute. One reason is the neglect of urgent domestic problems
in the United States resulting from distorted national priorities.

.While I urge that Congress appropriate development aid funds
with a generosity commensurate with our country s wealth, I have
no illusions that the amount of governmental aid will be materially
increased in the near future.

Yet it is imperative for the sake not only of the impoverished peoples
of the LDC'sbut also for political stability in the world that the flow

. of capital to the poor nations be increased by means that will lessen
their dependence upon the MNC's whicli forces them into socially
destructive forms of international competition.

I should therefore like to lend my support to a proposed method
of providing nonexploitative development aid which presents fewer
political di lculties than appropriations for that purpose. I refer to
the so-called "link"-the proposal that the International Monetary
Fund allocate a proportion of newly created special drawing rights
(SDR's) to the LDC's for development of their economics. Under
tlie present method of allocation of SDR's the wealthy nations, in
effect, issue themselves additional claims on the resources of the' poor
nations. That is a situation that certainly should be reversed.
lntenwtonal regulation of MNC'e

Former Under-Secretary of State George Ball has written:
"... multi-ational corporations and nation states are on a collision
course."

r That. is undoubtedly true. The power of the MNC's and their
abiliy"to pit nation against nation in competition for their favors
as well as the many devices (e.g., transfer price manipulation) avail.
able to them to evade national laws and regulations, makes it necessary
for governments to act in concert to bring them under the rule qf
new forms of international law.

As Professor Raymond Vernon has written:
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- * * the multinational enterprise as a unit, though capable of wielding sub-
.tantial economic power, is not accountable'to any public authority that matched
It in geographical reach and that represents the aggregate interests of all the
countries the enterprise affects.

- ... Several of the suggestions advanced above to deal with particular
problems created by the vast and still growing power of the MNC's
would require intergovernmental action (e.g., adding a fair labor
standards provisions to the GATT agreement arld allocation of SDR's
for development aid). But much more is needed than a piecemealap roach .'.

lthbugh the lh6ur is already late, we must consider ourselves for-

tunate that a few modest steps are already being taken toward com-
prehensive international regulation of MNC's. * .

Partly on the initiative of the labor movement and partly because
of the concern of certain governments, particularly LDC governments
the issue of the MNC's is already on the agenda of intergovernmental
organizations. The United Nations Economic and Social Council
(ECOSOC) adopted a resolution on the subject in July 1972. The
resolution took note of. the statement in, the UN's World Economio
Survey, 1971, that;

while these corporations are frequently effective agents for the transfer of
technology as well as capital to developing countries, their role Is sometimes
viewed with awe, since their size and power may surpass the host country's
entire economy. The international community has yet to formulate a 'positive
policy and establish effective machinery fol' dealing with the Issues raised by
the activities of these corporations,

The main operative paragraph of the resolution called for creation
of a study group on MNCs charged, among other things, ". . . to
submit recommendations for appropriate international action . . ."

Earlier, the third session of the United Nations Conference on,,
Trade and Development (UNCTAD), in a resolution on restrictive
business practices, decide to set up an ad hoc group of experts on
that subjeotm-which, based upon context of the resolution, will un-
doubtedly pay particular attention to the role bf the MNCs.

In 'addition, in the fall of 1972, a meeting of government manage-
ment and labor experts convened by the ILO unahimous Iyrecoi-
mended that that organization undertake a study that would include
the "elements" of "principles and guidelines" for MNC's in the field
of social policy. $ 0

Ultimately, these early efforts must culminate in a new codle of en-
forceable international law that will have to be almost as wide-:ranging
and as detailed- as the national legislation than Iin advanced countries
attempts-although with something less than full success--to ehan-
nel private corporate power into eervice of the public interest. The
day that will happen undoubtedly still lies in the distant future but
we must 'do what wo'can to hasten its arrival. To quote President
Vernon once Again:

The basic asymmetry between multinational enterprises and national govern-
ments may betolerable up.to a p6nt, but beyond that point there is a need to
reestablish balance. When tb'is occurs, the response is bound t5 have some of the
elements of the world 'corporation concept: accountability to some body, charged
,with weighing the activities of the multinational enterprise against a set of
.social yardsticks that are multiqational in scope.

If this does not happen, some of the apocalyptic projections of the future of
,multinational enterprise will grow more plausible.
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I therefore urge this subcommittee and the Congtess to leave noth-
ing undone that lies within their power to do to\assure that the full
weight and influence of the U.S. Government aregbrought to bear in
support of efforts to bring the operations of the MNC's under effective
international regulation. . %

Senator RmicoxT. The committee will stand adjourned until Tues.
day at 10 o'clock when our first witness will be Mr. George Meany.

(Whereupon at 12:10 p.m., the committee was adjourned until 10
a.m., Tuesday, ifarch 6, 1978.)

* .
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OP TIE COMMxI''EE ON FINANCE.,
Wasdngton, D.61.

The subcommittee met, lursuant to recess, at 0:33 a.n., in room, 2221,
s Dirksen Senate Office Building. Senator Abraham ihbicolf (chair.
man of the subcommittee),presiding, K

Present: Senators Ibicoff, MondtdaleBentsen, Fannin, and Itan-
son.

Also present: Setators Long, Hartke, and Bennett.
Senator RinicoFF. The committee will be in order.
Our first witness today is Mr. Andrew Biemiller, director of legis-

lati6n,' AFI-CIO, accompanied by Nat Goldflnger, director of re-
searcl, and flay Denison, legislative representative.

It is good, having you.
I thought your article in-the New York Times business.section last

week was very informative.

STATEMENT OF ANDREW BIEMILLER, DIRECTOR OF LEGISLATION,
AFL-CIO, ACCOMPANIED BY NAT GOLDPINGER, DIRECTOR OF
RESEARCH, AFL-CIO, AND RAY DENISON, LEGISLATIVE REP.
RESENTATIVE

Mr. GoLDFINOEn. Thank you.
The CinAIMAN. Mr Biemiller, I read your statement. I am going to

have to go to a. budget meeting at 10 o'clock. I would like to ask a
question.

Mr. Biemiller, it looks to me as though your statement highlights
•a thing that I have been predicting to my colleagues for some time, for
years: organized labor was willing to support the foreign aid program
and willing to support liberal trale policies. Yet it is clear there comes
a time when you can see a policy that is exporting vast numbers, of
good jobs, and every prospect -of exporting a great deal more, giving
someconcern to organized labor.

Do your people begin to feel as though maybe you have' been had
by your librality ii lis foreign aid and trade field?

Mir. BIBmLLER. Well, I think you are quite cognizant of the Iaet,
Senat6r, that up until' about 1968 we were all out for a liberal trade
policy; not for free trade but for a liberal policy. About that time
we began to notice the problem of.the loss of jobs. Since then we have
studierr it intensively and the real complete turnaround-that is, of
the labor movement as a whole--cam'e about 4 years ago when it be-
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came quite evident that we were in deep trouble with the loss of trade
from the liberal trade policy and from the development of very stiff
competition abroad.

But we emphasize as We do hi this statement that a'lot of that stiff
competition abroad is from American multinational cbimpanies wlil"

'is 'one of the paradoxes of this situation.
The CUAM ,iA. Well, you know, Mr. Biemiller, I had, some meetings

and some of the members of this committee have been meeting with
some people who represent the various governments, the German Gov-
ernment and others, and one thing they point out to us, we talk about
the fact that we have done so n)uch to help these foreign countries and
when our Nation finds itself hopelessly in a deficit position with these
countries-$60-billion-plus of our dollars kinking hiround out of con-
trol-they say in effect to me in a subtle way, well, look, do you not
.understand tiat it is this way because American business interests
wanted it this way. Do you not understand that some of your American
corporations have made billions of dollars, of profitS out of this? $

Now, are you aware of that, that in this aid-and-trade program ;
some of our' terman and British friends feel that from their point of
view this aid-hnd-trade program .may very well have been more to
make some American corporations' successful and wealthy than to-
than, to aid them? So that some of them feel that perhaps the aid
thAt their economics got out of it might have been secondary to the
deoire'of this country to held promote the interests of some of our mul-.
tinational corporations.

Mr. GOLDFIi M. Unfortunately, Senator, there is a lot of truth to
that, and in fact the multinational companies and the international
banks cashed yn on the recent devaluation as they also did back in
December 197

The CnA.xi. Here is one of the problems that occurs to me. We
have had all these good news announcements out of the' Commerce
Department for, years, for a 5-year period when they were telling us
we-had a favorable balance of trade, by leaving out the freight and
insurance on the minus side and by adding the giveaways on the plus
side.In other, words, they would take, a billion dollars of gifts to
India for which we expected to get nothing back, to help meet a flamine
over there, and they-put tjinat lown 'as though they made a billion
dollars.

They would load up the plus sid6 with illusory things such as give-
aways and soft.ples and then subtract from the minus side the freight
and by doing that they would miAke the balance look about $5 billion

'more favorable than it was.-
Are you familiar with the fac't-according to your staff estimate up

lere-if you put youo trhde on a hasis that takes those two things
into account, put it oin'a CIF basis as 90 percent of the countries
do and proceed to take out the giveaways, we are running a $141/2-
billion deficit in trade rather than a $0- or $7-billion deficit as we are
repolrting right now Y ? I

SMr. GOLni."Om Yes, sir.; and ofi.that basis, Senator, I remember'
we went into tlhi V.itlh you, sir, the last time-we appeared before this
committee. We have been running trade deficits on that basis for a- long time now, not merely in the past 2y~ars. _•.

Th, C . mTL.x. Well, I am sort of tired of voting for these things
like the DISC which tends to make the rich richer and make those
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whicri pursue the principle of "them as has gits," -to try to correct the
situation, whore after you got to voting for it, every time you look at
next year's you are in worse condition than you were time before.

It seems to me if you want to correct this position, there is one simple
way you could do it. You can say every time somebody buys something
here we will give them receipt for it and, just put the receipt on the
dollar volume. If he buys a thousand dollars worth of goods here, that
receipt can be used to bring in a thousand dollars worth of imports into
this market. That way we would be gaining a balance in our trade.

Now, if you want to make it more complicated you could let a person
with his receipt in-a country that has deficit trading with us in turn
trade that receipt over td a country who has surplus trading.with us,
such as Japan. If you did business along that line you could control

our deficit. And that type of approach-had more appeal to me than
the kind of thing we had last time.

I guess you know that ')y the time Mr. Connally announced-and
lie was sincere-he got through fighting this problem, you look at it
a year later and you are in wors6 shape than you were before.

I want to know what are your thoughts about some prerogative or
affirmative way to assure us that we do moVe toward a balance rather
titan a great big deficit w are suffering now.

Mr. GOLDFINIDER. As you know, Senator we are supporting the
Burke-Hartke bill. We feel the Burke-Hartke provides a framework
for doing what you and we are interestedin.

The (JIAUiMAN. Well I think you recognize that you could also do
it theway I am talking alout, could you not?
/ Mr. GOLDriNOLR. Well, we would be interested in pursuing that but
we think the multinational corporations and the export of technology
from the United States by America companies are important factors
in this whole problem.-

The CHAIRMAN. You see, though, that what I am talking about would
achieve the same result as..far as the balance of trade, would it nott

Mr. GOLDFINOER. We will take a look at it.
The CHAmbIrAN. Here is the way I am thinking about it. If you take

$141A billion deficit, that is $141/2 billion of good and services. We are
buying more than we are selling: And if you just gave that much of
it to American labor, that wou[d translate into a million and a half
good jobs averaging $10,000 a job.

Nowi would that not be about enough jobs to just about move us
frqm sfack employment into full employment in this country?

Mr. GOLDFINGEU. Pretty clos6, sir. t
The.CHAmr~~AX, In oth~r words, you always have to have a certain.'

percente out of work. About how many jobs do you think we need
to move rom the slack employment situation we have now as to what
you regard as full employment?

Mr. GOLDFiNoEn. Oh, I would say about a-million and a half, 2"rail-.
lion jobs at this point. As you say, there always afe some people who
are moving from ond Job to another who are temporarily unemployed,
due to seasonal reasons and other similar factors.

The ChAinmAN. So if you look'at the policies which were startQd back
in the days when we had the other guy's interests more at heart than
our .o.vn and simply turn that thing 'arotind and head it back in the
other direction, just by achieving a balance of trade ig it not fftir tq



say you celld move to what would. be almost full employment in
this country t

Mr. GOLD NE. Yes.
The CIIA111MAN. Thanks very much. As-I said, I will have to leave id

I wanted to ask my questions' before' you started your presentation. I
see now you have a good full attendance here and I want to thank you
for tiespassing'o:i our chairman and thank you, Chairman Ribicoir.

Senator RiywJcoFr. At any time. Our chairman is so knowledgeable
I want the advantages of 'his questions and comments no matter at _
what point in the proceedings we can get-them. V

Without objection, I would like to put into the record a provoca-
tive report by the Maritime Trades Union of the AFL-CIO entitled
"U.S. Multinationals the Dimming of America".*

Mr. Biemiller. you may proceed.
Mr. Bm1r-fraH. Mr. Chairman, the AFL.-CIO welcomes the oppor-

tinity to appear before this subcommittee to explore problems related
to the operations of multinational corporations. We believe that the un-
regulated activities of T.S. based multinational flrms are a major fac-
tor in the worsening position of the U.S. economy in an ever-changing
world,

We are convinced that American-based multinational firms export
American Jobs. export American technology, and export American cap-
ital. We do not claim that all of America's trade woes are the fault of
the multinational firms, but, within' the confines of this committee's
study, we wish to call attention to the need for legislation to curb the
devastating impact these activities have on the American society and
theAmerican economy.

This devastation includes: -

The shutdown of American production and its reestablishmeht .
abroad where foreign markets are served and exports to the United
States are manufactured. .. V

The location abroad of facilites for coi'porate 'expansion and the
'production of new products and-Improved products.

The export of technology by direct transplant, by licensing, by
, patent agreement and liy otier methods, thereby eroding the base in

which America's industrial society is built, much of it paid for by
.American taxpayers-.

The export of capital to build an industrial base abroad at the ex-.
pense of U.S. industry, the profits of which are often used to specu-.
late in the world's monetary marketi against the U.S. dollar.

- These massive ope.ations by American multinationalpcorporations in
Taiwan, MeT*ico, Haiti, Hong Kong, Singapore, Brazil, Europe, Japin
and virtually the entire globe are taking'a heavy toll among American
families and American communities from coast to coast.

The. shutdown-- of manufacturing operations here depresses the
American economy by the loss of domestic jobs, the loss'of payrolls,
the loss of domestic corporation revenues, the loss of local purchasing
power, the loss of local taxes and, the "ripple out" effect, on the local
service economy. Mird hit Communities face bmpty factories, slackened
business on Main Street, unemployed workers and heavy revenue
losses. Meanwhile, the multinational corporation, freed of its Ameri-

*Be PO448.
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can responsibility, issues rosy reports of expanding sales and rising
profits and "creation of American jobs."

It is im )ortlnt that Americans understand this major phenomenon
of tile multinational firm and its impact on America's standard of liv-
ing, on America's trade balance, its balance of payments, and its in-
dustrial future. I At

Today, thousands of giant firms are supranational entities, each
making decisions in its own interests with major consequences in shap-
ing the America of the seventies and the America of the future. These
corporations make private decisions for private pul'poses, but they
are as far zaehing as major decisions of a political state.

Multinational firms come in all shapes and sizes. They produce,
sl, license, and finance operations of magnitudes greater than entire
budgets of sovereign nations. They jump national'boundaries. They
overwhelm international systems of trade and finance. 'They stagger
currencies, they shake governments, and they wipe out whole major
industries.

Tn the United States. imultinational firms include Ameriea's largest
en)ployers, Ia ru'est defense Vontractors, largest4governmnent contractors,
largest nianufactitrers, ha rgest financial institutions. Multinationals
are America's major exporters and importers of products, technology,
money and jobs. (Appendix G shows examples of some firms'holdigs.)* - ""-

Abroad;' multinational exports from their foreign operations are
larger than all of UT.S. exports. The recent Tariff Commission report
disclosed that some of th multinational firms' majorityt owned afili-
ates" abroad exported in 1070 to countries, other than the Tnitd
States an estimated $3 billion. compared with exports to the Ulited
States of $10 billion and local sales within the foreign country of
$118 billion. This total'of $43 billion in exports is virtually idenUtcal
to the 1970 total of ifll exports from the United Statst

But that is not all. The multinational firms' $43 billion worth of ex-
ports from their foreign operations in 1970 does not include output
from plants partially owned or output from licensees in countries like
Tapan. Therefore, it is clear that T.S. based multinationals ard so
massive in operations abroad that they create, more exnorts outside
the United States than the United States as a whole is able to export.

These foreign exports-to the United States and to other markets-
clearly, illustrate why efforts to expand exports from the United States
meet increasing corlpetitiqn, not only from foreigii firms but also
from the U.S. multinationals abroad.

The exports 'of foreign manufacturing subsidiaries. of American
companies are more than twice tfs great as the total volume of manu-
factured export fror0 the United States.

Let us examine this phenomenon in more detail. Let us look at U.S.
jobs, U.S. technology and U.S.'industry in the sovdhties, as they create
ro'the multinational firms. Virthilly ev' U.S. idusty is affectedbut we will confine our examination to One single industry--arospace,

Americans haive been told that this particular industry isisecuirely nilIs.
because it is strong in exports, high in technology and vital to
America's national security. -.

*Sed p. 348.
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But events in the aerospace industry explain ikow job and technology
exports affect all skill levels--and w hy sports on trade statistics or
foreip, n direct investment alone fail t; cover the whole story of the
new intetrhange in the world of the 1970's.

"j The aerospace industry, where the United States lhas )ld techno-
0logical supremacy. is stefdily. being exported abroad. At this moment,

for example, an entire missile launching complex-rocket and all-
which has the potential fo:Jnterontinontal missile capabilityvAl Ibeing
(eXported to Japan. And here is a picture of that rocket. You can see it
is no little plaything that is being exported.

The AFlrCIO has learned that the Thor-Delia launch rocket
and its entire missile launch system is now in the process of being
sold to the-Jtpanese by the McTonnell Dou-las Corp.. miltinatinnol
firm. Japanese engineers are currently at Vandenberg Air Force Base
in California being trained in the development and use of the system.
A prototype rocket is being built in nearby , Santa Monica. It' is ex-
neeted tl)nt upon completion, the Astem will he set up on an island
west of Japan. The Thor-Delta rocket and launch systein is considered
by space experts to be America's most effective and reliable -launching
uilt. The system is presently used to launch satellites, the most recent
beinix the Vdarth Resources 'T'echnology System.

The Thor-Delta system is capable of carrying several 'hundred
pound objects into space orbit. or, with little modification, can carry
a nuclear warhead in the 1,500 to 5,000-mile range, clearly a poten-
tiallwtIfensive weapon.

The export of the Thor-Delta system to the Japanese means that
tile capabihty of satellite and intercontinental missile launching sys-
tem wiTI no longer be the exclusive property of the United States and
the Russians.

For several years the Japanese attempted to develop a system of
their own and ifter its failure made a contract with the multinational
McDonnell Douglas Corp.'to buy plans and production capability for
a modified Thor-Delta rocket system. The basic system was developed
at taxpayer expense and cost millions of dollars in research and de-
velopment funds before it became.operational. It has been used to
launch satellites for Canada, France, and a multinational weather
watcher for seven north European nations. Such launching work has
provided the United Sttes with millions of dollars in funds, helping
to offset tile UT.S. balanco-of-payments deficit.

This one-time sal6, which, of course, benefits the U.S. balance of
payments this one time, will adversely affect U.S.. balance of payments
for years to come. I

Workers involved at the Vandenberg base are understandably upset
over the transfer because of its many implications for U.S. defense
and aerospace capability. They fear that the system is being sold for
the exclusive profit of McDonnell Douglas while the Nation loses a
basic resource. They point out that the education of highly trained
Americans, millions of dollars in U.S. funds, and expensive trial-and-
error testing brought about a basic technological system which ii now "
being sold out at i fraction of its worth.
. In addition, they fear that putting another nation into direct 6om-
petition 'in the satlite-launching business will mean an end td de-
velopment of further U.S. technology in this area. The sale of- Amer-
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ica's most sophisticated technolog$y, they feel, will catia highly trained
jobless personnel to disperse and be diflicult to assemble again, even if
further development is considered. In addition to those who work at-
tile launch facility, additional hundreds of workers have been em'r
played in the manufacture of the Delta rocket in California aeroSl)wa(
factories. Involved in the project at the present time are an estimated
1200 to 2,000 skilled aerospace workers.

Initiative for tile JapanMcl)onnell J)otiglas deal was developed at
a 197.1 meeting in. Tokyo between U.S. Cabinet ofliceiis and
their )ap ,eso coulterparts. That meeting, in effect, ratilledi the lie-
gotiations that had been underway for the missile s-stem sale.

Estimates at that time were that the bilaterfl understandisig could
mean up to $100 million in *profits to 1.S. concerns over A to .1 years.
Of added incentive to tile U.91. coApanies was the anrmeht by Yapan
at that time to move ahead on permitting forign IlvPhtenent bv U.M.
multinational firms in its automotive imndstn,. lioth moves wofdid,
profit stockholders of the corporations involved at.the expense of U7.S
aerospace and automobile workers. I

Senator Rintoorr. Id not want to interrupt but I would like to get
this clear while you are still on this point.

It is your contention that this missile'is not being sent there as part
of America's defense posture but as a program to allow the Japanese.
to go into the rolcet.-launching business and manufaeture their ownI
Is this your contention I

Mr. 1firira ,. Or satellite launching.
Senator Rmiconv. Or satellite launching of their own. In other

words, they could their be duplicating systems suelt as this and then
selling them around the world.

Mr. BMIILLMR. This is our contention.
The 1973 Tariff Commission report on multinational firms dis-

closed that such firms (which wotid include McDonnell Douglas, even
though the Commission did not include aerospace) "dominate the
development of new domestic technology. They are also the principal
institutions through which technology in its varitius forms is exported
and imported.".

Throughout the aer'apace industry there are many other jllustra-'
tions of the export of technology, in what has been this Y*ation' in:
dustry with the largest export of manufactured goods, The long-ringe
implications for LT.. jobs, U.S. technology leadership, U.S. defense,
and balance of payments should be ominously clear. There are many
other ilhistrations. For example:

Since 1971, hardware for tie afeguard antimissile systemhas
been assembled in Hong KQng. .Under i subcontra~t for Western
Electric, Lockheed Eleetronics Corp. of Commerce, Calif., js awisem-
Wing eomponenits of the missile system's memory tore racks in a
Hong Kong factory.' The Lockheed plnnt-only a few mileft from
Red China-employs 700 workers at $2 per, da. The export of work
cut several hundred workers from the company's Comimerce facility
at a time when there was heavy uneimploymnt in the California
aerospace ind stry.

Senator Rmio'i. Do you mind if I interrupt from, time to time,
because I think it is important to make some of these ploints.as you
go along.
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pro lews ate no longer restricted to "a few 'lubor intensive industries' like
textiles and stoel."

Question. The main opposition to 'llarko-Burke" appears to be based'on the
contention, that foreign governt)ents would not stand Idly by while their products
were made subject to wide-ranging import quotas.

(I) Do you feel the threat of retaliatet ion" is real?
M*) Don't you think our multinational corporations with plants in Europe

would be the first to feed the brunt of retaliallon?
(3) Are there any alternatives to "Hartke-Burke" as far as import quotas are

concerned ? .

Answer. The objection to an. proposall for changing U.S. trade'and tariff
laws is the threat of "retaliation." The statement to the subcommittee shows that
other countires have increasingly added barriers without "retaliation" by the
United States. Surely they would not want to start a trade war, since the U.S.
has helj'ed them. for so long. Appendix I of the statement to thJ' pubcommittee
ahow" regulptions of some other nations regarding trade, production, exports and
•technology-without "retaliation" from the United States. The rpulttnational
corporatigns In Kurope say that they are the largest exporters from some of those
countries. It is unlikely that the countries of Europe would act to harm their
own trade benefits by starting a trade war with the U.S. There have been no
proposals for constructive alternatives to Burke-Hartke's import quotas offered
in the past two! years, since the bill was first Introduced. Only emotional, fac-
tually undocumented" propaganda and vague theories about quotas- have been
offered .against. quota proposals of any kind. None of the people ,who claim
expertise; whether government or business, has suggested workable alternatives.

Question. Do you thin* American companies have been saps to sell the Jap-
anese their teehnqlogy for a royalty payment?

If the .apanese ever let American companies invest freely in that market, what
do you think oill happen to our trade position?

Answer. American companies may have misjudged the overall Impact of their
short-term profit gain from licensing. though It Is understandable that they would
follow what appears to be a short-term business advantage. But free invesment
In the Japanese market would merelyiincrese the trade deficit with Japan, as
it has with some other countries because foreign barriers to trade are part-
and-parcel of foreign countries' national cultures and economic and social policy.

Question. When people tell us ice are becoming a "service" economy, what does
that mran-laundromats, cheesebnorger stands. etO.,--oan you describe what are
the main "service" jobs they are talking about?

Haw would you compare the average pay in, say, an, automobile plant with
a "service.' lob?

Answer. It Is not clear what those who are talking about a "se"Ice" economy
mean. The first jobs to be exported in mass from the U.S. after World War II
were seamen's Jobs. which are service Jobs. Those who talk about a service econ-
omy make no distinction between tie technical term "services" and the non-pro-
duction Job. which Is a service Job. As the statement to the subcommittee shows.
all kinds of Jobs have been exported, Including service jobs. Some service jobs
would include the hospital service Jobs. data processing jobs. etc. They also in-
clude engineering Jobs. Many have been And are being exported. These are often
minimum wage Jobs--providing about $1.60 an hour. The average pay In auto
plants Is $5 an hour. but this probably Includes some non-production and iunlhte-
nonce (and therefore "service") Johs.

Question. Afany corporate witnesses hare stated that they don't invest abroad
bui chatice but by necessity. They say foreign oovnrnnents pitt obstacles to the
import of American products and the have to invest within a market in order to
sell in that market.

Do you think there is any validity at all to their contention?
What do yool think would happen to V.P. exports if theta were prevented

from investing abroad or if we taxed away thcr Investments?
Answer. The .ludzinent of an International manager, according to Harvard

econbumist Raymond Vernon, author of many studies on multinational firms, is
not always accurate or rational. Vernon stated In 10)6 in the Quarterly Journal
of Economics. that "a threat to the status quo is a powerful galvanizing force
'for internationnl Investment." In fact. the states that "threat in general is a
more reliable stimulus to action than opportunity Is likely to be." Thus the busi-
nessmen are undoubtedly stating what they believe to be the case. Obviously they
are not omniscient. However. the question leads to the purpose of law and legisla-
tive efforts: to have the U.S. government have policies, just as other governments
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do. Otherwise, the businessman will continue to face thb difficult problem of

adapting to what he believes to be a threat to his business caued by a foreign
government's actions. The U.S. government has a responsibility here an# needs
new policies. That's the basis for Burke-Hartke. If the U.S. firms were prevented
from investing abroad, U.S. exports might increase unless the firms licensed pro-
duction abroad. However, there are no proposals to prevent all foreign invest-
ments/or to tax away foreign investments in the Burke-Hartke bill. Regulation
is not prohibition. Taxation is not destruction.

Question. Would you advocate the extension of meaningful adjustment assist-
ance programs to cover person i injured-in one way or another-by multinational
businessT Why?

Answer. Adjustment assistance is not an, alternative to actions to provide a
comprehensive policy to improve the U.S. condition in the world economy, be-
cause the scope 'f the problem is too vast to depend on what, at best, is a small
part of an overall program.

Question. It has been observed that in countries-suoh as Japan-which have
restricted inflows of direct investment, U.S. firms have tended to increase their
economic penetration via Jiceising and other non-direct arrangements. How do
you evaluate the effects on U.S. labor of such operations, in comparison with the
effects of direct investment ventures?

Answer. Econoinic pentration via licensing occurs in most countries of the
world, because other countries have regulations which encourage the inflow of
technology. There are no clear data available to the public on licensing by U.S.
firms in Japan..There are no data available to give a realistic comparison of the
two. But firms do not usually use alternative methods, but rather conduct both
licensing and foreign direct investment-even in Japan, where many U.S. firms
have had direct investment for a long time. -

Question: Do you think that the causes of declining U.S. competitiveness in
world trade and of rising foreign production by U.S. firms.are the same? If so-
or if not--what, in your judgment, are the primary causes of both phenomena?

Answer. The deterioration of the position in the United States in the world
economy stems from the changes which have taken place since World War 11,
accelerating in the 1960s and early 1970s without government action. These
include the rise of managed economies, the internationalization of technology,
the rise of U.S. investment abroad, the spread of U.S.-based multinational cor-
porations. While the rise of foreign production by U.S. firms is part of this
problem, it is not the sole cause of the problem, nor is the reverse the case, as
the AFL-CIO statement to the subcommittee indicated.

Question. On page 3 f your testimony you mention that $10 billion of products
manufactured'by U.S. companies abroad in 1970 were exported to the United
States. Another $88 billion were exported to other countries by the multinational
firms. This means that of the $48 billion manufactured by multinationals abroad,
approximately 280o returns to the U.S. td compete with local products.

However, a 1970 Commerce Department study quoted by Peter Flanigan indi.
cates that about 70% of the products manufactured abroad by multinational
corporations remains abroad to compete in foreign markets with an additional
23% exported to third countries and only 7% returning to compete in U.S.
markets. Would you please explain this discrepancy in figures?

Answer. The Tariff Commission estimated the trade figures, but they do not
indicate that 23% of production returns to the U.S. The figures show that 23%
of the exports of multinationals from abroad return to the U.S. to compete with
local products, because the figures cited are only trade figures, not production
figures. The Tariff Commission estimated that $118 billion was produced within
the foreign markets. However, neither the Tariff Commission nor tlhe Commerce
Department has provided accurate data on multinationals as the statement to
the subcommittee indicated.

Question. Mr. Filbert Jones testified on behalf of IBM World Trade Oorpora-
tion. He made the statement that U.S. workers are much more productive than
foreign workers and provided the following example: IBM typewriters are man-
ufactured in Lexington, Kentucky, for the U.S. market and in Amsterdam for the
foreign market. Wages are approximately ' less. in Amsterdam than they are
in Kentucky. However, the finished typewriter from Kentucky costs less than
the finished typewriter from Amsterdam due to this productivity factor. Several
other witnesses also expressed their belief that U.S. workers are so much more
prodwtive than foreign workers that there is a competitive advantage to employ-
ing U.S. workers. Would you please comment as to whether or not you believe
I.. workers to be more productive than foreign workers.
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Answer. As Professor Peggy'Musgrave explained in her paper before the Joint
Economic Committee, "It should be recognized that the economic and political
effects of maintaining a share of foreign markets via-toreign production are
very different from doing so via domestic production aun?'port, Ti principal
difference lies in the effects on labor productivity alid shares - , national inconie."

• Business Week, September 9, 1972, states "Despite all the rh bric the Ameri-
can worker today produces $100 worth of goods while his Gernin countertar '
is producing $74 worth and a Japanese Is producing $50. Nor did laggilg pro-
ductivity cause the inflation that began in the mid-1960s and still continues.
Rather it was the inflation that caused the lag in productivity-by generating a
boom and recessioni business cycle. Productivity always'slows down in the late
stages of a boom, and it drops preciptiously when the economy goes into a
Slump . ."

Thus the American worker is productive;. he should not be blamed for'* rO-
ductivity lags caused, by other economic factors.

Seilto~irw RicoICI-. Mr. jBemiIler,' is my memory correct. 'tlt,this is
the firt time hat th, 'has been publicly disclosd ,thi facts flift yolarenfow'presenting to us?: , ,, ,,.:., " ,:

• Mr. BgNLLR. In the public press generally. Some.of this mteriai'
las appeared in the2 OM iikits Union. publication. ,' " .11 ,

Sel'aor ImcO t Bt ina gerrl-I do, not ,fecalr re lii ul1'o'f

these fas..,,,
Mr. iiLxtrR.' Afd" the F-104,- which we ,are coming to is-to be

found in a 'report %f the Nitiohal "Bureau of Eo nomic Research, is
it not?

Mr. GoLow' sam.. Yes; that one wh!ich appears later; several p ara-
graphs'down appeared in-a study published by the National Bureau
of Economic Research, edited. by Prof. Raymnond Vernon of Harvard'Univ ersity. . -. . I ;

Senator RIBICOFr. Nhat you .are now presenting, Mr. Biemiller, is
so important from a public policy standpoint that it involves a more
than just the questions of our declining trade balance and the impact
of multinationals. It would seem to ine that our Armed Services Com-
mittee, Which I believe Senator Bentsen is a member of-you are still
a member of the. Armed Services Committee?

Senator BENTS I . I Was.'
Senator Runcoi-y. Well, I would suggest that our staff turn this

testimony over to the chairman of theArmed Services Committee.
It certainly is something that should be brought to his attention. I
feel, too, that Secretary of Defense Ilichardson should also appear
before this committee to answer this testimony. It is very provocative
and revealing.

You may continue.
Senator'MO XDALE. Would the Senator yield?
Senator RIBioFF. I would be pleased to
Senator MONDALE. In addition to the defense implications of this, I

think it is correct to say-I am not sire but I believe it is-in each of
these instances there are tremendous public investments-

Mr. GOLDFINOEr. Precisely.
Senator MONDALE. (continuing). In the development of these fight-

ers and missiles which apparently those companies are profiting from
- by selling technology to, another country, and I am wolidering if there

are any restrictions or any a proval required by our Government
when publicly financed technology is exported abroad for the benefit
of a private company, both from the standpoint of this Nation's de-
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fense but also because there is a great deal of public money. in this
that will otherwise go into private hands.

Senator Rnuwofir. I think Mr. Best of our staff should research
Senator Mondale's query to see what the legislative basis for this is.

Senator FANNIN-. Mr. Chairman, I think that we have to consider
individual cases as far as these reports are concerned. In some in-
stances we have been working with Japan on having them take over
a greater and greater responsibility. IN have been pushing them to
do so. So I think that there is an oxpl ation to some of the items
that have been mentioned by Mr. Biemiller..

I have been vitally concerned over what has been happening as
far as our export of jobs as he has referred to it and I have been
very concerned over the imports that are coming in such as autos.
Rut I think in its overall I think we are bringing out something that
should be investigated on the basis of each individual\transaction. I
do not think that we can make a condemnation until we have the full
facts.

Senator RiBiCOFF. Well, I think that is why there should lbe an ex-
planation, but I think the thrust of Mr. Biemiller's testimony which
Find most provocative outside of the military, that we halve been
under the illusion over the past few years tbat'the high technology
exports are the saving grace of America and that we must continue
-our efforts to build up high technology industry to help our balance
of l)ayments. I

I believe what Mr. Biemiller is pointing out to us is that we have lost
ground ini low technology, we are way behind, and we are about-and
that we are in the process; now in the process, of exporting our high
technology, business and surplus, which would be a total economic dis-
aster for our nation if we lose oir high technology, because in 1971 I
believe our high techno-logv trade balance was in the sum of some. $9
billion, but'what Mr. Biemiller is pointing out in his testimony, Nye are
in the process of disintegrating and giving that away.

So in addition to our overaliloss of $7 billion in manufacturing trade
balance, adverse, we might end up with $16 or $17 billion.

* I believe this is the thrust of your testimony.
M r. BnrI.,IrLLTX, Quite correct.
Senator Rmnrcorr. All our.testimony in the past has been in the low

technology fields, textiles, shoes, where you have mass unemployment.
developing from loss of trade and this is the firsttime I have seen any-
thing, Mr. Biemiller, and I want to commend you for a real public

* service in bringing these factors to the fore.
, Senator BENTSEI. Mr. Chairman, I did serve on the Research and

Development Subcommittee of Armed Services and Mr. Biemiller is
making a very salient and vory important point because we are talking
about substantial sums of taxpayers' money..In the last fiscal year we
expended approximately $8 billion in research and development, and
for the forthcoming year-the administration has requested approxi-
mately $8.6 billion in research and development on military hardware.
Iftht-Asis a trend that We'extrapolate into the futtrtm it will create some
very serious problems for us in this country in high ttqhnology jobs.

M"r. Gor,nnF.%or. There is an additional factor here that this ad-
vaniced military technology has vast potential for civilian technology
spinoffs, and by turning ov er this kind of technology, we are turning
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over not merely defense capabilities but we are turning over the so-
plisticated technology developed by American taxpayers for civilian
use of all kinds that we cannot even imagine at tli point.

Senator BENTSEN. Mr. Goldfinger makes another excellent point
because in the committee report on research and develop ment oi the
development of the STOL aircraft I had written into th report, and I
was questioning the Defense Department figures on it last week, a
requirement that those funds be used to try to develop a commonality
of objectives and seeing that the aircraft that was developed for the
military, could also be used for civilian usage and for an export market.
We know that-you have a consortium of companies in Eur6pe today
that are trying to develop just such an aircraft. /

Senator R1icovF. Well, it becomes very obvious that before we go
into any trade legislation, and perhaps even as pat of these hearings,
the staff should try to arrange with Secretary Richardson to come
before this committee for a detailed explanation of the points raised

'yMr. Biemiller.
Mr. BMILL n. Ironically, Taiwan is doing very well in terms

ith trade With the United States. In 1972, the United States export
$ 30 million in goods to that nation. During the same period, ihe
{.nited States imported a torrent of TV sets, electronic equipment and
other products for a total of $1.3 billion, mostly produced by U.S.
multinational firms. Thus, with the F-SE export and job loss here,
America's very-heavy trade deficit with Taiwan will become worse.

Earlier, the F-04 Starfighter followed the same export route.
When Japan wanted the F-104 Starfighter, then built by Lockheed
in California, it arranged to have it built in Japan. Lockheed not
only shipped over the designs, tools, and equipment, but supplied the
supervision needed to train the Japanese workers. Now, of course,
Japan has the technology as well as the plans.

The same is true in -Italy where the Italian Air Force, which cur-
rently has 165 F-104 airciaft, now plans to manufacture the plane
in Turin.

Technology in the engine for the B-1 bomber also nearly became,
an export but was halted only because it contained military'secrets.
General Electric and SNECMA, France's state-owned aircraft engine
maker arranged to build a "quiet engine" for airlners. Under the
deal, the Frdnch would lend-half of the $500 million needed and GE
would supply much of the technology. The deal was vetoed by the
State and Defense Departments on the ground that GE's technology
sale involved disclosing a U.S. military secret: the core of the F-l0
engine it has developed for the new B-1 bomber. At last reports, the
companies were trying to get around the problem. The production, of
course, and all the technology,- would move to France. U.S. workers
would be squeezed out of the project.

In commercial aircraft, the export of U.S. superiority is also ac-
celerating.

Recently, the Boeing Co. entered into a.n agreement with the Jap-
anese Government to develop a new wide-bodied airbus. Technol-
ogy for the short haul airliner will come from Seattle; the work
will be done in Japan by employees of three manufacturers-
Mitsubishi, Kawasaki, and Fuji.
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Boeing has also entered'int6 ii joint arrangement with Aeritalia of
Italy to build the 7X7 airbus, with part of the production to take place
in Italy. When the agreement was made, Boeing President Malcolmf
Stamper declared: "They have got the money and we have got the
smarts."

At the same time, United Aircraft is helping Mitsubishi produce
gas turbine'aircraft engines. The. technology comes-from East Hart-
ford, Conn., an area with very heavy unempoy ment.

It is no secret in Seattle that 200 Italians are beifig trained there
by Boeing. Eventually, they will go home to tool up an Italian aircraft
plant to produce short takeoff and landing aircraft (STOL) for the
European market. Until now, Boeing planes sold to European air-
lines have always come from Seattle.

America's largest manufacturer of private aircraft, Cessna of
Wichita, Kans., is working with Rheims Aviation-of France. Of the
500 Cessnas expected to be sold in Europe thisyear, three-fourths will
be built in France under a license agreement. This arrangement bene-
fits Cessna stockholders but not Cessna's American workers. Cessna's
transfer of production abroad is not limited to France. It is producing
planes in Argentina, as is Piper, which is building 150 executive and
crop-dusting planes per year in that country.

Other commercial and military exports-with resultant job losses-
-are the production in Japan of the Sikorsky S-61 helicopter and the
Pratt & Whitney JT8D turbofan engine or the C-1 U.S. military
transport.

The implications of this ever-accelerating selloff of American tech-
nology and the export of aerospace jobi is not only obvious to the
workers involved, it has also aroused the concern of specialists in the
field.

Dr. Harvey Taufen of the Hercules Corp. recently reported that
Japan has paid about $90 million per year or4$1-pei capita "to get
all the results of all the successful, proven technology in tle worlI."
As a result, Taufen says, "Japan's shopping has brought it one of the
most incredible bargains in the world."

Supporting the Taufen claim, Nathaniel Brenner,,marketing direc-
tor for Coates & Walter Instrument Corp., stated in Chemical and
Engineering News last year:

Technology is not an aesthetic pursuit like music or poetry, but rather a com-
modity of commercial value, with an investment cost that can be measured, a
dollar value that can be computed and a clear market advantage for those who
have it versus those who do not... -

The product of this investmebit, like the product of the oil well or the factory,
cannot be given away to foreign countries, by multinational corporations or any
other channel, without a clear, measured quid pro quo or the United States will
suffer exactly what a corporation suffers that sells below cost for an extended
period-bankruptcy...

Anyone who is naive enough to believe that the Japanese or British Govern-
ments permit foreigners to license their processes as freely as the U.S. does ours
has simply never tried to negotiate these transactions.
. This isthe sad story of the export of the U.S. aerospace industry.
We have dwelt on this area in detail because it is a shocking account
of th massive destruction being dealt to one of America's most ad-
vanced industries in terms of technology, highly skilled personnel and
national security. Translates the losses !;ing suffered in aerospace into
all he other industries in America in terms of thousands of jobs and

. .1 .1
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loss of technology and you call begin to comprehend the massive
change that's overwhelming this country. No government or business
studies include these facts.

There is also a further devastating effect. The recent devaluation-
gs the one in 1971-resulted from an international monetary crisis,
with arun on the U.S. dollar. There is a direct relationship to the
growth of the U.S. multinational firms abroad and the monetary crisis.
American corporations and multinational banks have huge and' in-
creasing investments in foreign countries and they keep their Ameri-
can dollars there to expand their foreign holdings and often to avoid

aying U.S. taxes on their foreign earned profits. There are now
about $60 billion American dollars in Europe and about $20 billion
American, dollars in Japan. Only a fraction of these billions, moved
with ease beyond the reach of central banks of governments, cal
cause serious monetary problems. By these currency actions, U.S.
corporations and banks put profit 'ahead of patrotism, selling their
country's currency in order to make swift profits for themselves.

It is against tlis background of multinational corporations acting
in their own interests, for their own profits, that American working
people and American businessmen and the American industrial sys-
tem are being asked to perform a mission impossible.

Americans are told to seek jobs and help themselves. But their jobs
are exported to other nations where multinational firms compete by
producing within their nations and exporting from those nations to
any part of the world their management chooses.

Americans are asked to improve productivity at home and kee )
labor costs down and expand exports from-the United States. But
the multinational firms expand their operations in other Pations, often
without regard to productivity or labor costs at hone. The effect
erodes U.S. exports and creates competition against U.S. exports to
foreign countries. The firns also send imports ito 'he United States
from those countries.

Americans are asked to reduce trade barriers for expanded U.S.
trade, but multinational firms use foreign trade barriers as a sword
and a shield against U.S. trade expansion.
* Americans are asked to understand that other nations have the
right to curb U.S. investment in their country to regulate the output
of that investment in their country and to require U.S. firms to export
from the foreign country. But if Americans suggest curbs for trade and
investment they are told they would provoke a trade war. Meanwhile,
other countries issue new regulations and erect new barriers at an
increasing rate." Americans are asked to pay taxes to help develop new technology
for America's economic strength. But multinational' firms are the
largest exporters of that tecifiology to other lands, where foreign
nations regulate inflows of technology and its outflows.

Americans are asked to. give tax brellks to U.S. firms to encourage
them to stay at home and export. But the multinationals can and do
take advantage of the tax breaks at home and abroad and still go
abroad without expanding U.S. exports.

Americans are told to help improve the trade balance to strengthlen
the dollar and not adopt effective capital controls, but the nations of
the world have regulated capital in increasing numbers. The inulti-
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nationals meanwhile,- have more liquid assets available to speculate
against the'dollar than the world reserves available to governments.

The total effect of these conflicting objectives adds up to one well-
known American labor term--"unfair".

EXPORT OF JOBUS

The export of jobs is a fact for millions of Americans. Garment
workers and aerospace workers, steelworkers and machinists, shoe-
'workers and glassworkers, chemical workers and electronics techni-
cians, seafarers and stagehands, serviceworkers and engineers, salesmen
and teachers--all types of American workers have been affected. From
the Mexican border to Singapore, from Haiti to Hong Kong, from
Brazil to Yugoslavia, U.S. based multinationals enjoy the advantage
bf U.S. tariff provisions, trade and tax laws which aid and abet these
transfers. The companies also- use foreign liaws to expand abroad and
then claim U.S. jobs grow from the trIckle-down effect.'

The Tariff Commission reported to this committee:
The multinational firms are neither min.r employers nor a special case which

can be analyzed independently of the national economy. They are the backbone
of the demand side of the labor market, the firms which . .. have the biggest
quantitative punch in terms of the numbers of people they hire...

The Tariff Commission did not try to analyze job exports, but made
some assumptions and provided some estimate& The report shows
that two out of three possible assumptions would lead to the conclu-
sion that between 400,000 and 1.3 million job opportunities were lost
to America because of investment and trade changes in which the

- firms' activities were a factor.
No Government survey of the overall im pact of multinational firms

has ever been attempted. Only foreign direct investments of some
firms have been surveyed in part. These studies do not include all
imports of the firms, licensing arrangements or other factors that
affect the interchange. But they credit U.S. job expansion--from
whatever caue--as the "proof" that benefits accrue to the U.S. econ-

l°ut American job losses are not a theoretical problem. They are a.
fact.
.Government reports show that U.S. firms spent in direct investment

in manufacturing alone more every year between 1960 and 1972-
kstarting with $1.4 billion in 1960 and rising to $6,9 billion in 1972-

* see table I-it was during this period that the United States lost
its gains in trade-with imports, particularly of manufactured goods,
rising much more than export of manufactured goods.

During this period direct investment expanded rapidly in other
countries of the world'in the manufacturing industries in which the'
U.S. trade position worsened-see table II. The multinational firms
contributed to the economic strength of other nations and their exports
to the United States. This has resulted in massive losses of U.S. jobs
and job opportunities in many kinds of manufacturing, as well as serv-
ice and other jobs related to manufacturing.

Even.a Commerce Department study showed a part of this picture.
Findings from the Commerce Department's 'Special Survgy of U.S.

Multinational Companies, 197," published in November 1972, re-
ported on 298 U.S. firms with foreign affiliates. In manufacturing in-

. 91-925-78--21
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dustries from 1966 to 1970, the report showed: 60.7 percent rise in
manufacturing sales of the foreign Siubsidiaries; 52.9 percent! rise in'
manufacturing sales within country of location; 77.5 percent in manu-
facturing sales to other countries, excluding the United States; 129.4
percent rise in manufacturing..sales back to the United States.

In 1970, about one-thi 'd, 33 percent, of their foreign sales came
back to the United States up from 27.6 percent in 1966.

Employment figures in the report showed manufacturing jobs in
these 298 firms U.S. facilities rose 7..6 percent, while they increased
26.5 percent in their foreign subsidiaries, a rise of 450,000 ,jobs at
home and 452,000 abroad. This development topk place when U.S. em-
ployment needs were greater than before-from defense cutbacks, re-
turning GI's, adjustment to soaring imports, and a growing labor force.

Government studies of direct investment do not point out that the
industries in which direct investment has expanded rapidly are often
the industries in which U.S. jobs have declined in actual and absolute
numbers. The Commerce Department surveys merely highlight jobs
within some reportedly U.S. multinationals. They do not record actual
overall job losses in the United States often affected by the multi-
nationals' competition with smaller firms at home and abroad.

Senator RmicoFl. May I interrupt again, Mr. Biemiller. Mr. Fleni-
gan and Mr. Dent appeared before us last week. Do you think that they
had all this material at the timq of their testimony?

Mr. GOLDFINGER. Well, I do not know what they had in front of
them. You know, it was certainly 'available to them, Mr. Chairman.
They certainly should halve available much more detailed information
than we have. We have a small staff that attempts to work on these
problems and they ha.v e the vast resources of the U.S. Government
behind them.

Senator RI~icowF. I believe the substance of their testimony was that
the multinationals created a net increase of jobs in this country and
also contributed positively to our balance of trade. "

Mr. GOLDFNqEFR. Well, Mr. Chairman, maybe they believe that. If
they believe it, they are blind to the facts.-

Senator Rmxco F. Your statement today is so provocative that I do
not think that we should wait until the printed record of the hearings
is complete. I am going to put your statement in the Congressional
Record today, with some introduqtory comments ih the hope that our
colleagmes would read it. I also trust ihat the members in the executive
branch would feel a sense of responsibility to reply because I think
you have really joined an importAnt issue here, Mr. Biemiller. Every-
one on this committee is going, to have to deal with very knotty and
tough problems when the trade bill comes up. Our colleague, Mr.
Hartke, has his bill which the AFL-CIO is supporting, and I would
hope that Ohen you are throug you would comment on the proposed
changes in the Burke-Hartke bill that I read about in the paper the
other day. I believe Senator -1artke went out to Arizona and said he
w was considering changes in some of his provisions.

I am glad you are here because I would like some explanation of it.
I also read in the press that the President of the United States met

with Mr. Meany concerning the trade bill. Everything seemed to be
sweetness and light. Of course, you have the right to claim executive -
privilege regarding that conversation between the President and Mr.
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Meany. Without a doubt there are many different factors that we will
have to study the tiade bill finally comes over, and these hearings
are an opportunity for us to get a better understanding of some of
these problems, Mr. Biemiller.

Senator FANNIN. Mr. Chairman, I do feel that in fairness to every-
one involved, that we have had testimony :from others that would dis-
pute the testimony we have had today from Mr. Biemiller. I think we
have to look for facts. I am very anxious to do so. I knoN that some
of the information that is given is something we ha-ve kiiown about
for years and we have. known about developments over the months.
There is not a lot stated by Mr. Biemiller that was a total surprise to
me but I do feel that some of the figures that-have been given are cerY
tainly in controversy with the figures that were given to us previously
by responsible witnesses.

So I think that sometimes figures are twisted around to coincide
with the desire of a person to make his position and I will have some
questions, but I think it is very unfair to condemn everyone else and
say these witnesses are all correct.

Senator RiBicoFF. I am not condemning anyone. I am going to ask
Mr. Best to send a copy of Mr. Biemiller's testimony to both Mr. Dent
and Mr. Flanigan to give them an opportunity to refute the facts and
the statistics presented. Their responses will go into the record im-
mediately subsequent to Mr. Biemiller's testimony.

Senator FANNIN. I commend you, Mr. Chairman, for doing that.
Mr. BIMILLER. l 'Mr. Chairman, we certainly hope this committee

will continue its )resent study and the ihore exhaustive you can make
the study, the happier we will be. We are convinced we are right.

Senator Rmicor . It is important to go into this de-ply. It is of grave
importance. For instance, you can pick up the morning paper and find
that as the currencies float, the Europeafi countries that have previously
been the recipient of American dollars now want to take advantage of
the American dollar in its weakness. They are telling the United States
to support the weak American dollar when they hold about $80 billion,
as you have pointed out, $60 billion in Europe and $20 billion in
Japan. There are a total of $268 billion in assets that all the multi-
national banks and corporations own. Th;s is an increasingly serious
problem, especially as the world seems to be entering into a period of
where economic power is more crucial than geopolitical power. The
United States is not very well equipped to.undertake this kind of coin-

4- petition particularly as the dollar keeps declining relatively to other
currencies.

This is one roson Why we have undertaken this inquiry with great
seriousness and without reaching any conclusions beforehand. We are
trying to get the facts and that is whiy your contribution is a valuable
one.

?*fr. BIEMILLER. In major industries at home,.in which the multi-
nationals are key factors, U.S. Labor Department figures show sub-
stantial job losses between 1966 and 1972. These industries inchide
transportation equipment, electrical equipment, nonelectrical machin-
ery. In transport equipment, the loss was 170,900; nonelectric machin-
ery, 45,800; and electrical equipment. 75,700. That. is a net loss of job
opportunities in three of the key industries in which foreign direct
investment is reported. Only in Ahemical and allied products did jobs
in the United States increase by 40,000. (See tables'III and IV).
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No matter )i~w small the breakdown, or how large the overall figures,
Anterican.jobq have been lo#.

As tlb, largest employers d4\d producers in this Nation, the claim
of the inultiii tionafs that it would have been worse if they had not
gone abroad makes one wonder hlow much worse it could have been.
These firms have taken credit for and are still receivirlg benefits from
all the growth and market size of the. U.S. economy, from Govern-
ment spending and contracting, from the efforts of the Government' to
spur the U.S. economy.

Since 1963, the AFL-CIO has emphasized its concern for the multi-
national problem. We seek regulation, not destruction. We seek fair
trade, not less trade. We seek recognition of new reality, not old
slogans for new problems.

We seek understanding of the 1970's, not cliches from 1929. We seek
U.S. Government policy in the interestsof the people of the United
States, not the private foreign policy of the m~iltinationals. -

THE HARTKE-Bt1ME BILL

J The Foreign Trade and Investment Act of 1973 is a positive policy
that puts the U.S. interest first. The Hartke-Burke bill revamps U.S.
foreign trade, tax and investment laws to overcome growing problems
of the export of American jobs, trade imbalances and an ificireasingly
distorted U.S. economy. It is a bilito assure a healthy, growing indus-
trialized America-providing jobs for its millions of citizens in modern
industry in a changing world. It assures American taxpayers, con-
sumers, workers, and businessmen a fair set of laws for their country so
that America can cooperate with other nations for the mutual benefit
of all.

The world is still a world of nation-states. International action, in
,the future, will 'require policies of national governments. And, at
present, there is the need for U.S. Government policies to deal with
'the realities of the world economy, which are drastically different from
th or e4ven the 1950's. The Foreign Trade and Investment Act
of 1973 b an effort to provide a framework for dealing, specifically,
with the causes of America's deteriorating position in international
economic relationships.

The Hartke-Burke bill would provide Government regulation and
restraint of the export of American technology and capital-regula-
tion not elimination. It would remove the tax subsidies and other in-
centives that encourage U.S. companies to establi-foreign subsidiary
operations.

It would also set up a "sliding-door" limitation on most imports ex-
cept on those goods that are not produced here or that are in short
supply-a "sliding-door" limitation, not a high wall to block out
imports. Quotas would be related to tle level of American produc-
tion. In fact, imports would be guaranteed a share of the American
market and would be permitted to increase as American production
increases. But imports would not be permitted to flood American
markets and quickly wipe out American industries.

President George Meany has sumarized the AFL-CIO position in
these wards:

We of the AFL-CIO seek a strong and growing American economy that Is.an
integral part of the world economy, we are not solationlets q'4 hove no '4-'
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tention of becoming isolationists. We are convinced that the practical alternative
to senspless isolationism is the adoption of r.eajistjc government policies' to
meet America's needs in the world economy of the 1970's.

We know that a depressed American economy would not merely depress the
condition of American workers ad American business. It would also depress
the economies of the rest of the world.

A prosperous America is essential for the prosperity of the nations with whom*
we have'continalng economic relationships. One of the things that Is needed for
a prosperous America is'updated,'modernized policies to deal with the realities
of international trade and investment.

Senator RJBicofi'. Thank you, Mr. Biemiller. You have offered very
valuable testimony. A real national debate will have to take place on
the entire problem of our balance of payments and international tra'le
deficits.

I have recommended in my most recent report to the Finalnee Coin-
mittee, "A Strategy for International Trade Negotiations." thnt as
we enter into the forthcoming GATT negotiations in Septeliber that
the American negotiating team should include representatives of
labor, industry, agriculture, and the Congress.

May I have your reaction to that? Would labor look forward to
being part of that negotiating team? '

Mr. BIr.,LLER. We have participated in the past and would cer-
tainly participate in future negotiations.

Senator RiBicoiiF. But in the past your role was mostly in an advisory
ca pacity. You were -not part of the delegation itself; is that not true?

,fr. WIEWftLER. That is true, but we met with the delegation and to
that extent did participate in the discussions. I have twice been there
myself, for example, on GATT negotiations.

lSenator RIBicoFF. You make much of the Hatke-Burke bill which
has been under widespread attack, as you know. I read recently that
Senator Ifartke suggested substitution of safeguards for import quotas,
and continuation of the foreign tax credit instead of removing it.
Before asking you, do I misstate what Senator Hartke said-I would
not want to misstate the preo account of what you said.

Senator IIARTKE. First, le-ifi-commend the chairman for saying
Ihe wants to put this statement in the record. I think it is an excellent
statement of some of the facts and figures that are necessary..

In regard to the statement I made concerning any modification of
the bill itself, I said that I was not interested in confrontation. I was
trying to find an area of understanding.

lie multinationals, generally spe king, find their greatest deal of
difficulty not with the quota section of the .)ill. The multinationals.
I think, would be quite content if the tax sections 'were removed. They
would be happy.

Now, in order to try to come to Some understanding and review, I
indicated I was willing to have some typg.Qf discussion, especially on
the question of retaining the foreign tax credit.

Biff I do not feel that we ca'n continue to do two things. Onei we
cannot continue to neglect the balance-of-trace deficit and the balance-
of-payments deficit. Second, I do not believe we can continue to subsi-
dize,'to the extent of over $4 billion, the multinational corporations to
the detriment of our domestic corporations.

I say very simply, forgetting the-not forgetting but if you were
to adopt the original tartke-Burks bill, you could have a corporate
tax reduction of something in the neighborhood of 10 percent.
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enator RinicoFF. As I itad the press accounts of President Nixon's
meeting with Mr. Meany, I inferred from those accounts tht, the
AF'-CIO was not wedded to the Hartke-Bui'ko bill as the only
answer to our trade 1iroblems. There seemed to be a willingness on O
part, of Mr. Meany to discuss this entire problem with the President
to se If they could not arrive at an agreement on what a trak|e bill
;should contain.

I gather that you approve of that approach. too,'Senator Hartke?
Senator IIAnTAH. I approve of the approach that we should take

action. To come forward and say this bill should be ado)ted with
every "t" crossed and every "i" dltted in its present form is certainly
unrealistic. I am willing to look at measures b)ut I do not believe that
Von can just, as I t think the administration wants us to do, abdicate
the authority of Conrn-ess'to deal with these factors entirely.

Senator micovr. Vell, I do not know for eert4ain if that is'the
administration approach. I have talked to Mr. Flanigan and Mr.
Shultz on various occasions and my own understanding is that tly
are seeking a definitive policy, but tiey have not made up their minds
as to 'ust exa('tlV hIoN; they want to proceed. It was my sulggesfion at
these hearings that, they go a little slower until thev'madei up their
minds and after real consultotion with the Cogrip,', on what the
trade bill should contain. This is better than bringing upl) a trade bill
which is su1)ject to attack from almost, every element of the American
economy. I am curious to hear from Mr. Biemiller and Mr. Goldfinger
both of' whom are part of the braintrust of tie AFL,-CIO, and who
are deeply involved in this prolilem, their thinking on where we
should be going with a compreheusive trade bill. I know that they are
going to play a role just like all of us on this committee.

Senator IARTKPE. I think you have correctly analyzed all except
one item on which I do disagree with you. I do not believe it is the
intention of the administration to perniit the Congress really to deal
with this matter if they can find a way to have us abdicate. I think
they want a Gulf of Tonkin resolution l)assed giving the President
coiml)lete powers. What they want is the power to deal with this mat-
ter across the board effectively.

Now, that is just a difference of understanding which hopefully
we can decide at some later date.

Senator RIJICOFF. Would you care to coinujent, Mr. Biemiller or
Mr. Goldfinger?

MNr. GoLDF'JNoER. Well, we are suW)orting the Ifartke-Burke bill
as indicated clearly in Mr. Biemiller's statement. lbut, the bill as Sena-
tor Hartke indicated, is not earved in stone forever. We are willing to

._ communicate with the President of the United States and we |iy._
comnmunicated with the President of the United States and repre-
sentatives of the President, and we hope this communication con-
tinues, and part of the communication involves our communicating
our grave concerns over this problem and the need for a comprelhen-
siVe measure to deal with the problem.

We think at this point that the Hartke-Burke bill presents a frame-
work-and we' stand on that. It presents a framework for dealing
with the problem, for dealing with the problem of the flood of im-
ports into the country, for dealing with the problem of the export
of American technology, the export of American capital, the opera-
tialwis-f the multinationals abroad, and the various'tax incentives
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and other incentives that exist that encourage American companies
to operate abroad and expand their operations abroad.

I would add, sir, that what, is involved here is not simply our trade
balance. What is involved here is the nature of the American economy.
Wo have, been in the process of eroding the industrial base of this
VC(eononie systent and it is our conviction that the American economy
and American society cannot prosper if this economy becomes in the
next few years an economy that is doriniated by halbtiurger stands,
hotels, .international banks, and inporters. Ve ned varied a nl diverse
industrial production as part ofti te American economy, and we be-
lieve that this is one of the aspects of this serious problem.

Another aspect of this very serious problem has been indicated once
again un fortimmtely, within' t'he past, few days and the past several
Meks. rhe billions of Anuerican dollars that are floating around in
Firope, and elsewhere largely. not entirely lbut largely, as a result of
the operations of the multinational companies and international banks,
play havoc with the role of the American dollar and we have become
vulnerable. We have Iecome vulnerable to the operations of specula-
tons. WVe have been %'ulnenlle to the operations of the multinationals
and the international banks, regardless of their motives, whether they
ItIT( operating for slwecilat ie l)IIrl)oSt's or rTIely to protect themselves.

I have lere an article front Business Week *of I ebruary 17 with a
hadline-this following the most recent'devalation-'"The inulti-
nationals reap a windfall". And it starts with a quotation from Mr.
Ritehard Tihornpson, European financial director for Johiison's Wax,
a multinational, and 'Mr. Thomnpson says: "We 1do not believe in
grai1bling against the V.S. dollar. Bit with assets in (iermany, Eng-
laud. and .apan. we made a handsome profit.."

Now, I think it is reasonable to assume that Mr. Thompson is telling
the truth, that Johnson's Wax operations did not gamble and speculate
against the Amterican dollar hut they operated protectively in that
Case.

There are others undoubtedly who have been speculating against
the dollar. But reguardl, ss of motives, this is a situation which makes
this economy and this society vulnerable.

Senator ltimticorr. Senator Fannin.
Senator F..,. Mr. Chairman, thank you.
Mr. Biemihler, we both have talked about this subject, that U.S.

corporations and banks put profits ahead of patriotism, selling their
country's eurreuc. in order to make swift prdfits for themselves. I
think that is a serious charge. The Tariff Commission says they con-
clude that destructive predatory motives do not characterize inter-
national financial activities of most multinationals. Furthermore,
the multinationals play a creative role.

Now, you have talked a lot about this and you referred to one
article. Mr. Ooldfinger, lut would you supply this committee with
proof of this most serious charge? What proof do you have that the
multinationals have operated the way you say they have?

Mr. GounTo .r. Sir. i think the*Tariff Commission report from
which you quote. that Tariff Commision report in itself makes the-'
charge'and makes the statements that I 'ust made.

Senator FAN I. T beg your pardon. It certainly does not.
Mr. .GoL aNrR. They say that a small number of multinationals

may-be bpeculating against the dollar whereas most multinationals, and-
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I indicated that in the example of Johnson's Wax, are not speculating
against the dollar. They are operating protectively, to protect their
own private interests, and in protecting their own private interests
abroad, they are operating, whether-you know, regardless of motive.
they are operating against the interests of the American dollar. Those
actions inevitably operate against the American dollar.

Senator FANNIN. We had testimony from one of the large corpora-
tions, very large corporation, IBM, and they dispute that statement
that you have made.

Mr. GoLDFINoER. Well, I have in front of me the Wall Street Jour-
nal story on the Tariff Commission report, sir, and the Wall Street
Journal story says:

In assessing the aims of big companies in currency crises, the report offers two
possible conclusions, eithr that the multinationals repct protectively with moves
to protect the value of their assets, or alternatively, that most -multinationals
"hardly react at all while a small minority capable of generating heavy disruptive
movements of funds do so." The study said the latter group includes companies
tloat may actually speculate in the sense of betting on exchange rate changes

- in hopes of a swift profit.
Senator FANNIN. But they do not quote any specific illustrations

and I refer to the words that Mfr. Biemiller used.
Mr. -Biemiller, you state U.S. corporations and banks put profits

ahead of patriotism. Now, I think that is a very serious charge.
Mr. Go anINopn. Senator- I t
Senatdr FANNIx.; I amlf addressing my question to Mr. Biemiller.
Mr. Birn.irm4 e: May I point out to you, Senator, that first of all,

you do have a general'situation in which obviously multinational cor-
porations want to make profits. That is what they are there for.

* Senator FANNIN. That is absolutely what they are there for.
Mr. BIxmILrLR. All right. Now-
Senator FANNIN. And much of that profit colhes back to the United

States.
Mr. BiEFMILLEIR. And may I point out to you that, for example, an

officer, a distinguished American citizen whom most of you will know,
Mr. Orville Freeman;-of Business International, on the kToday Show"
only last Friday said the following: "Companies who do 'business
worldwide that are seeking to protect the value of the money they
hve"-he is describing multinationais--"in other words, their actions
are primarily protective. Their main business is manufacturing and
selling, not speculating or dealing in money, but they do have a lot of
money. It is rolling around the world and they are trying to protect
themselves. Some of them may be doing a little speculating.

Senator FANNIN. Well, Mr. Biemiller, nobody is disputing some of
them but you make a statement here, U.S. corporations and-banks
put profits ahead of patriotism. You are not saying some of them or 4
one of them. You are saying U.S. corporations and banjks.JThat is
what I object to and I think it is very wrong for youoh make thatstatement.

Mr. GoLDFINo.,$¢nator, well, that is our conviction.
Senator FANNIN.'All right.
Mr. GOLiNGFR. But more than that, Senator. On February 23, the

AFL-CIO Executive Council got to the point that you raise because
we say regardless of motive, these things are operating against the
best interests of the United States.
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Senator FANNIN. That is not what Mr. Biemiller said.
We will go on to another question.
Mr. GoLDFNINGai. No; but I want to say the AFL-CIO Executive

Council on February 23 said: "America needs a prompt full-dress
public congressional investigation" of these operations.

SenatorFANNIN. Well, that is what we are-we are agreeable with
that.

Mr. GOLDFINOER. Let us get into the facts hre'
Senator FANNiN. All right.
Mr. Biemiller, you state that U.S. corporations and bank ) pro-

fits-'you have another one here, too. You say the multinationals have
caused the loss of thousands of jobs in certain industries. The Tariff
Commission study that you referred to or Mr. Goldfinger referred to,
listed three hypothetical assumptions showing the loss of jobs run-
ning from 1.3 million to 400,000, to a net gain of 500,000.

N ow, why should we advocate legislation that would place our
° nfiiltinationals in &-position of not being able to compete on the basis

, of such flimsy evidence? There is nothing-
Mr. GOLD1iNovR. Evidence in part is the Tariff Commission report.
Senator FANIN. I grant tlat..
Mr. GOLi)FINGFR. The Tariff Commission report comes ulpvitl three

different hyyotheseb.
Senator ] ANNIN. I gave them.
Mr. GOLDFINOER. And they leave out, sir, some key parts of the

problems and those key parts were indicatedoclearly in Mr. Biemiller's
statement and that is the export of technology. There is the additional
loss of jobs, not simply through the operations of direct foreign sub-
sidiaries, but there is the additional loss of jobs through license and
patent agreements which are not through direct subsidiaries, and the
Tariff Commission report did not go into that.

S senator FANiN. For several years, we have known that we- have
been falling behind in many areas of manufacturing. I think that
the Paris are show late in 1971 illustrated that from the standpoint
of our air traffic industry. When we were criticized severely that we
did not have an SST there. The other countries, the British and the
French did have. The Russians had. We had many comments about
the new designs of the foreign countries in this field of aircraft. And
they stole the show. You no doubt remember that. The Americans
were laughed at from the standppint of their new development. 'So
this is not anything new. But technology is not the possession of any
one nation as shown by the jet engine.

Of course, you know who developed the jet engine and what is
happening now with the engines, automotive' engines. But one thing
I think we forget about it is that we have been out negotiated, out

.traded by 'the Japanese and others, certainly by. the Japanese; under
GATT and will you work as an 'organization, as organizations, to
try to correct that great inequity? I think that is the heart of our
problem and we are letting t rese goods come in, for instance, auto-
motives; at 3-percent tariff and we are closed down in other markets
in the world and this ii true in many other industries. I have hot
seen your work in that regard.

N A, you talk about goiihg as fai as th' ihrke-Hartke-ofcourse,
t~idre hfr chaiges that Senatr Hartke is talking about but cetaiiily
we do not want to just upset the whole trading program of the worlal
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and I think that would. Do you not think we should start with trying
to do something about GATT?

Mr. Brrimtu . We most certainly do not think that Hartke-Burke
would disrupt the whole trading situation in the world. We think
it would establish a system of fair trade Which is what we are after.
We have said repeatedly-I answered the chairman before, that we
are.certainly perfectly willing to participate in discussions of GATT.

- We have done it and if you could get usiil a position where our impact
would be even greater, we would be delighted. I

I might tell you right now that even the incomplete deal that was
made on textiles would never have been started if it had not been
for American labor's people being at Geneva in 1961 because the
American delegation there did not want any part of that kind of
thing. I just cite that as an example of the'fact that we have been
working in this area for years and we certainly intend to, and as has
been correctly interpreted by the chairman, the discussions that have
taken place so far -with the administration, with the President, with
Secretary Shultz, with Secretary Rogers, have been of the nature
that you would expect.

There has been nothing concrete dev eloped as yet. The administra-
tion is soliciting views. There have. been general discussions but there
has been nothing concrete. But we have certainly indicated that we
aro perfectly willing at any time to sit down and discuss legislative
problems. iu ls v

We are not naive. We .know that no bill ever comes out of the
Congress exactly th& vay in which it. is introduced. and certainly
I know that the chairman is aware of the fact, for example, just to
take another field for a moment that in the field of welfare we were
perfectly willing to sit down and discuss, try to work out a reasonable
solution. We are always willing to do that.

Senator FANI Iu. Well, we go back to some of these problems and wetalk about the aircraft industry. We did dominate the world just a few
years ago. I remember studying it. We had 74 percent of all the air-
craft production worldwide.

Now, that is changing. It is sure to change. We know that because
we cannot expect to hold that. We have the technology. We have the
facilities. The other countries have come forward, and'you mentioned
about Japan. I watched them take some of the industry from my own
State, so I have been vitally concerned about it. But we do not correct
that without becoming competitive. And so, do you not agree, that our
greatest problem today is our productiqn per dollar of costs?'

Mr. BrMILLzR. I do not agree with that statement for liminute.
-Senator FANNIN. In other words, you feel that we do not need to

be competitive on the world market?
Mr. Bm~mLmu No. You are inferring this is the great problem.
Senator FANNIN. That is--I maintain-
Mr. Bnr mIL . And we do not agree it is the great-that Ameri-

can productivity is the great problem. We can show you examples of,
multinationals operating abroad-at higher labor costs than they do
in this country. In unit'labor costs I am talking about now. Not just
wag rates.

Senator FANNIN. Well, I heard the multinationals' representatives
talk about this. We are talking about, for instance, IBM. In a highly
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technical field that may be true but let us talk about the people that are
out of work here in the United States today. They are not in those
fields. We are talking about trying to do something for this country,
to be competitive, so that we can have jobs, but what you-whatever
product you take, bicycles, motors, baseball gloves, nine out of 10
made outside this country. Now, we cannot employ the people we are
talking about today unless we can get those jobs back. Is that not Out.,
big problem as far as unemployment is concerned in the United States?

Mr. GOLDFINGER. This is part of the problem, sir, but a lot of that
problem is the result of American foreign subsidiaries producing those
goods there and shipping them back, and also American companies
that have license and patent agreements with foreign companies and
that have exported American technology frequently developed by the
American taxpayer.

Senator FANNiN. There i not very much technology in making a
baseball glove and-

Mr. Gouw 'Ixoru. Well, there is in electronics and aircraft and other
fields.

Senator FANNIN. If we just take the figures that have been given to
us, now, these have come from theh U.S. Department of Commerce,
Bureau of Economic Analysis, Internationalflt' stnent Division, and
OECD Trade Statistics and Trade Relations Council' United States,
and these are figures we go by. In these figures the multinationals have
about 25 percent of all of our exports from thiscountry and they send
back into this Nation less than half of what they export from this
Nation, according to those figures. What would you say to that?

Mr. GOLDFI.NGER. Well, we are not saying that every' sale of the for-
eign subsidiaries is in direct compete tion with American products
but--

Senator FANNIN. I am talking about the exports from this country
* .o those countries .

Mr.G OLDFINGEIR. Butt some of those exports are the exports of tech-
nology, the export of machinery and equipment. They are one-time
exports of equipment and machiinery that then produce goods that
kill us in fpreig- markets and at home.

Senator1FAX- ,N. I will say this, Mr. Goldfinger. I would certainly
agree with both you gentlemen. I wish w6 had some way we coulal
retaiir our technology but you and I or all of us realize this just is not
possible beca'ii' all the technology is not in the possession of any one
nation. I

I appreciate very much your being here this morning. Certainly you
have given us somne valuable information. I do not accept all'of it
because I feel that we have contradictory information. Certainly I
will delve into it to see what we can glean out of it and I do appreciate
the effort you have put forth.

Senator RiBicov F. Thank you very much.
Senator Mondale.
Senator MONDALE.. Thank you, Mr. Chairman. AMay I say I join the

chairman -in expressing my apprecintion for the powerful statement
you have made on behalf of ti AFL-CIO. Your statement dealt to
a considerable degree with the job implications. I would like to go
into two other areas, one, the speculation against the dollar, and two,
the whole question of the eroding of the'revenue base that this country
must have to support its needed services.

N
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We have tried in this committee to got specific information as to the
role of U.S. multinationals in the recurrent currency speculations
which have resulted now in a historic two-step 20 percent.

Approximiately 20 percent, devaluation of the American dollar
within a period of less than 2 years. Mr. Flanigan was asked what was
the role of the multinationals in his testimony and that I think basically
what he said is "we have not looked into it. We nave got someminor
studies but we do not know." The multinationals say our role was not
much but I have not seen the figures.

In your opinion, have the multinationals played an important, sub-
stantial role in these runs on the U.S. dollar or'have they not?

Mr. GOLDFIUOGE. I would say, Senator Mondale, that they have
played a major role, and I want to emphasize that we do not know to
what extent that role was a speculative role against tim American.
dollar or merely a protective role in defense of their own private self-
interest. But regardless of motive, in Pi her case it operated against the
interests of the United States and of The American economy and of
the American dollar. And I can-if you wish, I would iPead you a few,
more sentences from this article in " Business Week" which' certainly
is not a trade union publication.

Here is their report, part of their report, on what happened during
that February? 13 devaluation. They say:

Almost in spite of themselves, many U.S. multinationals have found the last few
weeks of currency speculation very profitable indeed. Upon the devaluation of
the dollar, the value of both the large foreign exchange holdings and the exten-
sive overseas operations held by multinationals jumped anywhere from five per-
cent to 20 percent. Sellers of dollars for marks last week alone made an estim-
mated $330 million.

Now, the report goes on to state: "A Frankfurt banker estimates
that corporate treasurers alone were responsible for 'about 50 per-
cent' of the $6 billion in dollars that flowed into Germany."

I think it is fair-
Senator MONDALE. I think it would be well, Mr. Chairman, to place

that article in the record.
Senator RImICOFF. Without objection, so ordered.
(The article referred to follows:)

(From Business Week, Feb. 17, 19731

TimE MULTINATIONALS REAP A WINDFALL

"We don't believe in gambling against the U.S. dollar. But wtlth assets in Ocr-
many, England, and Japan, we made a h ndsome proflt."-Richard Thompson,
European financial director for Johnson's Wax.

Almost In spite of themselves, many U.S. multinationals have found the last
few weeks of currency speculation very profitable Indeed. Upon the devaluation
of the dollar, the value of both the large foreign exchange holdings and the ex-
tensive overseas operations held by multinationals Jumped anywhere from 5% to
20%. Sellers of dollars for ninrks last week alone made an estimated $330-
million.

Many multinationals are quick to downplay their gains. "We do not play any
Gnomes of Zurich games," says a spokesman for International Telephone & Tele-
graph Corp. Some even say the real gainers In the currency crisis were speculat-
ors from the oil-rich Arab states or Europeans who pulled their funds out of the
U.S. stock market. But It Is probably the giant multinational banks and corpora.
fLons that applied the most potent pressure on the German central bank and
forced the decision on devaluation. A Frankfurt banker estimates that corporate
treasurers alone were responsible for "about 50%" of the $0-billion in dollars
that flowed Into Germany.
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This latest evidence of the monetary power of multinationals come at a time
of intensifying political pressure on all international corporate activity. Not only
are hoat countries more sensitive to foreign ownership, but the U.S. Congress
has beconie Increasingly concerned about the effects of multinationals on jobs
and the U.S. balance of payments. Senator Abraham A. Ribicoft (D-Conn.) made
public a study by the U.S. Tariff Commission that warned of the speculative
danger of the growing size of corporate short-term liquid assets. By the end of
1971, the study says, $268-billion worth of such assets were held by private com.
panies around the world-the lion's share by U.S. multinational companies and
banks. Says Ribicoff: "Movement of only a small portion of the $268-billion could
produce a massive monetary crisis." Last week, It took only $8-billion to close
foreign exchange markets.

Blaming tho sy8ter ,-As might be expected, multinational executives blame the
system. Says Theodore Frothtngbam 111, manager of Chemical Bank's Paris of-
fice: "As long as you have billions of dollars without a fixed investment home,
that money is going to move and attach itself wherever it can find a profit."

Certainly four years of sporadic monetary crises have helped multinational
companies hone.their skills in money manipulation. Says the European treasurer
for a major U.S. oil company, "A year ago we took a position on the dollar so as
to try to be in a reasonably balanced position and not be affected by currency
upheavals." And that meant investments in marks. Toronto-based Massey-Fergu-
son, Ltd., is relying more and more on the protection of internal hedging tactics
such as shortening Intercompany credit terms for subsidiaries in weak currency
countries. Since mid-1971, French electronics giant Thomson-Brandt has tried to
write orders in French francs whenever possible and has converted any dollar
revenues to francs.

Two weeks ago, with the announcement of the mammoth $6.4-billion U.S. trade
deficit, many multinationals approached the thin line between protection and out.
right speculation. U.S. companies that had been borrowing heavily in German
marks became concerned that they might have to repay in revalued currency. So
some balanced their exchange risks by purchasing dollars on the open market and
selling them to German banks.

As for the international banks, many tried to stay away from outright specula-
tion, Says W. Walter Phelps, Jr., senior vice-president of international operations
for Pittsburgh's Mellon National Bank & Trust Co.: "I don't want to sound pious.
but we don't think it's right for a major U.S. bank to speculate against the dol-
lar." Mellon did, however, help its corporate customers protect themselves.

-Indeed, it was difficult to find any multinational operation that was not more
than protected. "We were modestly long in our position on foreign currencies,"
says Paul L. Smith, executive vice-president of Los Angeles' Security Pacifi Na-
tional Bank, "And we would be surprised if any major bank would have been
short." Even companies such as ITT that deny any speculation anticipate major
gains from the revaluation of assets of their German manufacturing operations.

In the end, that left only only a few big losers, mainly the central banks that
were stuck with large dollar holdings. The loss for the German central bank alone
was put at $2.6-billion.

Senator MONDALE. Now, let us turn to the role of other companies
that may not be United States, but-and I have in mind oil dorpora-
tions-w;hich seem to me engaging in an international crap game where
we put up all the stakes and pay all the losses. I do not see how they
can lose. They can take millions or billions--they have either--specu-
late against the dollar--even if the dollar is undervalued-break the
value of the dollar, and, because of the devaluation, make millions on
that transaction, and then pick up billions .on the other end in the
increased cost of oil that we must import from their countries.

Mr. GoiT)FtNOEn. I-
Senator MoNDALP,. Ts that not correct?
Mr. GOLDVTINGE. I believe you are right, Senator, and furthermore,

tY.S. tax law provides depletion allowances to their foreign operations.
Senator MONDALE. I want to get into taxes in a second but it seems to

me we are in a no-win proposition where even after a 20-percent de-
valuation of the American dollar which will increase the cost of living
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to our people and to your members and their families, there is nothing
to guarantee we will not have the same thing next week. As a matter of
fact, we had a mass of speculation after the 20-percent devaluation.
What is the end of it unless we have some alternative way of protecting
our national interest?

Mr. GorDFi.;OER. Well, Senator, we do not believe that devaluation
in itself is an answer to this problem whatsoever. We think devalua-
tion is an 'action, and by and large, it is a panic reaction. It is not a
policy. What this country ndeds for the defense of the national inter-
ests and the interests of the American people, what we need is a com-
prehensive Government policy and we do not have a comprehensive
Government policy at this point.

Senator MONDALE. It seems to me that there is a good deal of respon-
sible" comment which has concluded that the American multinational
has for protection or whatever they call it--business management-
perhaps changed U.S.-held dollars into foreign currencies for the pur-
pose of protecting their position. Whatever fheir other motives might
be. that I think is pretty well established and it may involve hundreds
of millions of dollars. We do not know. But I thinlthe multinationals

,would -be doing this committee a great service if they would tell us
precisely in each instance how much they converted 'into other cur-
rencies "and how much money, if any, they made. Then we would not
have to speculate about the extent or the involvement of multi-
nationals.

Mr. Gomai aron. Right. We agree with you, Senator.
Senator MONDALE. In other words, they could end the specuhtion.

The facts are there and we could find out one way or another what was
involved. But I think in a sense the multinationals have taken the posi-
tion that we will not tell you and if you criticize us, you are being un-
fair. And I think in fairness to this committee we should be told so we
know what is going on. The country should be told because we have
gone through an enormous revolution just in the last 2 years in the
value of the American dollar, in the destruction of international
money markets, and I think if these hearings result in anything about
multinationals, we must find out what their role is--not to impugn
them or put them down or attack them but simply to find out what is
going on. Would you agree with that?

Mr. GoLDFINoER. Oh, absolutely, sir.
Senator MONDALE. Now, the second point I wish to make is in the

area of taxes. According to an excellent committee print here, in the
last 2 years the multinationals have earned something like $11 billion
taxable income from foreign sources and in 1970 paid $640 million in
U.S. taxes on sue-income while they paid approximately $5.6 billion
in foreign taxes. I 1\

Mr.' GOm)FINOF. Correct.
Senator MONDALE. In manufacturing, foreign income has gone up$1.7 billion in 2 Years. U.S. paid taxes have dropped $2,1 million while

foreign paid taxes have gone up a billion dollars. In mining , accWrding
to this print, U.S.-owned mining companies overseas have paid no
U.S. Federal taxes-that is, income taxes I assume--in either 1968 or
1970.

We are in a situation here where we are told that we cannot afford
programs for housing. We have to cut back money for educating our
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children. We have to cut our environment funds in half. The farmers
and people of rural America are being told there will be no social pro-
grams of any kind, not for electricity or telephones or environment or
sewer or water or housing or for basic commodity pro,,rams. The poor
are being told-we cannot afford the poverty program. rile health pro-
fessionals are being told we can no longer afford medical facihties
grants. We have to cut back on a great deal of health research. And in
the meantime, we see a phenomenon by whieh the American capacity
to generate revenue for esse tial fundamental research is being eroded.

Now, as one who is very interested in those social programs I know
we are either going to eliminate them or somebody is gollg to have to
pay for them. I happen to believe in international trade but I think
somehow we are seeing a phenomenan here where the capacity of the
United States to pay for essential services is being dramatically eroded.
Would you comment on that?

Mr. lhEBrMAER. We are saying that tomorrow before the Ways and
Means Committee of the Hlouse in testimony that President Meany
will be delivering on tax policies. We agree substantially with what
you are saying. Tiffs is a very serious question. You are quite right, that
either they are going to be eroded or we have to find a broader tax base
to handle t, his.

Senator MONDALR. Now, if an American business exports a commod-
ity produced in the United States-if it sets up a DISC corporation-
it can deduct half its taxes. If it sells in Europe, it has to pay a 15-
percent border tax. So even wi~'re we are producing U.Sr-goods, the
tax take is being dramatically reduced in the United States while we
are paying a 15-percent social cost tax to help the Common Market
countries pay for their social costs. Where is this going to end?

Mr. GOLDFINOPJ. Well, we think that you are 11ointing up some very
serious aspects of this whole problem and as you said, it is a no-win
situation, Senator Mondale, I mean, that is the way we feel about it.

Senator MONDALE. Thank you, Mr. Chairman.
Senator RuucoFF. Senator flartke.
Senator HAiTKE. Thank you.
heree is no need for me to say I appreQiate your support of the

Hartke-Burke bill and appreciate the fact that you put Hartke first
when you came to the Senate side. It is known as the Burke-Hartke
bill.

Let me say I think there is one fact which is missed-whether in-
tentionally or otherwise I do not know-it is the fact that the trade
war is on. No question about that. It has-been on for quite some time.
The problem is that they have declared war on us. The question that
faces us is whether we are going to defend ourselves or just capitulate
and surrender?

The fact of the matter is that theiy have already invaded our mar-
kets, they have captured our jobs, and stolen our technology. They
are going into every field, there is not any question about it.

Just for the benefit of the chairman I would like to read a portion of
Mr. Biemiller's testimony.

This is on 1?age 1H in your supplement 'Export of jobs by multi-
nationals-some examples." AndI want you to know that what you
have done is very small compared to the possible number of exam-
ples. You did not give a single one from Indiana. We have got plenty
out there.
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"More than 1,000 steelworkers' jobs were exported from Meriden-
Wallingford, Conn."

I think you know where Connecticut is, Mr. Chairman.
Senator RmiBQOYF. May I say'to my distinguished colleague, I am

very much aware of where all the 169 towns in the State of Connecti-
cut are and I do not think I need an education.

Senator HARTJ. I do not want to educate you but I just want to
emphasize publicly, the extent of the problem. ... . -
"More than 1,000 steelworkers' jobs were exported from'Meriden-

Wallingford, Conn., area to Taiwan." .
Senator R1pnicor. By the way, that is- Meriden. Not Meridian.

Meridian is in Mississippi.
Senator Hnmm. Meriden.
Senator Rnmoorr. ieriden.
Senator HARTxE. Y" apologize for that. My first daughter was born

in New London. I just want you to know that.
Senator RmicorF. New London that is the correct pronunciation.
Senator HArmn. My point is that "The stainless steel flatware for-

merly made in Connecticut is.now imported by Insilco."
Is that the proper pronunciation ?
Senator RmicoFr. That is the abbreviation of International Silver

Co.
Senator HAnRTB. "This is just one example of the export of jobs of

steelworkers by multinational firms which have sent thousands of jobs
in ballbearings, roller chain and other steel products out of the Un'itedStates.") L-  I

Senator RIB1OFFr. I think one of the things that should be com-
mented on is that for years International SiVer Co. was trying to get
a tariff for the importation of stainless, steel because they wanted
to manufacture that stainless steel in Meriden, Conn. When they
found that the tariff could not be raised high enough in order to sur-
vive, they then started to manufacture it abroad. And I think that is
the case in many instances that Mr. Goldfinger and Mr. Biemiller
are talking about.,

I think the added shock of their testimony is that we can no longer
feel smug over our lead in high technology 'goods. As they point out,,/
what happened in low technology items is now happening in high
technology items. If the trend continues we will end up with ourligh
technology items being manufactured abroad an-I exported back into
the United States. I think that is the significance of their testimony
today.

Senator HARTicv,. I think that is a correct assessnient. What in sub-
stance.you are saying is the trade crisis currently exists and the United
States is at a distinct disadvantage. We are not able at this time to 4
really react. Some people say that adopting the Hartke-Burke bill
will cause retaliation.

I do think unless something is done we are going to have a world-
wide depression.

A depression may not be a faroff as some people think. I happen to
be a product of that depression and I am not interested in going
through the second one in my lifetime. -

Recently I spoke with a group of Canadian businessmen. They wer3
concerned" with the Hartke-Burke bill. Even though they wiere'not in
basic agreement with the bill they wanted me to know they felt some
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of these measures might be beneficial to them. To attempt to under-
stand their exact position, I asked them what their position would
be if'I offered a bill to provide for the complete elimination of all
tariff barriers, of all trade restrictions, and all investment restric-
tions. To provide in essence for an absolute common market arrange-
ment between the United States and Canada. I told them that if they
support such a measure, I would introduce it in the Senate. They re-
fused to support such measure.

So you see, when many international businessmen talk about the
Hartle-Burke bill as being a protectionist measure it becomes quite
evident immediately that their view depends oh what will be most

* beneficial to them and such view is subject to considerable fluctuation.
It appears that the multinational corporations do not understand

what the future holds in store for them. For instance in Mexico there
is a requirement of 60-percent ownership. That is not 100 percent but
it is significantly more than it is here in the United States, where there
is no requirement for any type of local ownership participation.

My point is that once you build a plant in Mexico you cannot move
it back in the United States of America. It is made of concrete and
steel. It is going to stay there. Whether the jobs move is another thing
but the job is probably going to stay where the plant investment is and
this is part of our problem.

I want to say, Mr. Goldfinger, you mentioned a moment ago about
no change in the social condition. What'is happening here, and I do
think you mentioned that, in this pattern, that we are going to become
a service economy. You did not say that, but I know that you meant
that.

Mr. GoLDFiNOFn. Yes, sir.
Senator HA1TKE. The fact of it is as I said about the people at

Studebaker, when they stopped making automobiles under the UAW
rate, most of them became unemployed. Nonetheless being industrious
they went out and secured another j'ob at about one-half the pay. They
lost their pension rights, as you well know, which is another issue.
Taxation, as Senator Mondale stated, pension rights, sanlirdization
of wages, all these items are important but I do think we must, start
untying the hands of the American businessman and of the American
worker and the Amercian Government in this international trade con-
frontation in which we are presently engaged. But I do not think the
trade crisis can be solved by the administration's approach, which I
feel is similar to the Gulf ot Tonkin resolution in its complete abdica-
tion of congressional responsibility.

Here we are involved in this trade war. The United States is on the
losing side yet we are constantly exhorted to do nothing, not to raise
tariffs, lower tariffs, put on controls, take off controls, to control invest-
ment, not control investment.

It is my opinion that the Congress must act not just to be an adviser
but act in a specific legislative way to aid in resolving our trade crisis.

As you indicated before, the Iaitke-Burke bill has been called a
protectionist measure. But I would like to point out that the bill does
not provide for an absolute quota system, contrary to the propaganda
that is being put but.

Mr. Chairman, I do not have any further questions. I have worked
with these witnesses in the past. I am not saying that I agree with

91-925---73-----22
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everything they say, but I do think they have raised some issues for
serious consideration by this subcommittee.

Senator RmIcorF. Thank you very much, Mr. Biemiller. I just want
you to know that your statement, with some introductory comments,
will be put in the Congressional Record this afternoon by me. I think
it is a very valuable contribution to the entire discussion that is now
going on.

Mr. BIE31ILLER. I am assuming that the appendix will also be-
Senator RIBIcOFF. Yes.
Senator HAH'PEi. Mr. Chairmatf, I would like to add one othor

thing. Your staff had produced an excellent table called the "Federal
Income Ta,. Receipts and Corporation Income Tax Receipts as a
Percent of Total Income Tax Receipts for Fiscal Years 1951 through
1972," which demonstrates that the corporate income taxes as a
'ercentage of the total today is some 16.4 percent less than it was at
its high point in that period and now represents a total contribution
of 25.3 percent, and incidentally, that is 10 percent less, the total con-
tribution of the corporations to the tax load of America, than it was
a decade a go.

I wouldlike the table to be submitted for the record.
(The table referred to by Senator Hartke and Mr. Biemiller's

prepared statement, follow..A report of the Maritime Trades Union of
the AFL-CIO, entitled "U.S Multinationals, the Dimming of Amer-
ica," referred to previously by Senator Ribicoff, appears at Appen-
dix B, p. 443. Hearings continues on p. 367).

FEDERAL INCOME TAX RECEIPTS AND CORPORATION INCOME TAX RECEIPTS AS A PERCENT OFTOTAL INCOME
TAX RECEIPTS FOR FISCAL YEARS 1951-72

Corporation
Federal income tax receipts (millions)t Income taxes

as percent
Individual Corporation Total of total

Fiscal years:
1951 .................................. 21,643 14,106 35,749 39
1952 ................................... 27,913 21, 225 49 138 43:
193 1 ......................... 08. 3,10 21,238 41.4
1955 ............................. . 29,542 21,101 50643 41.7
1955 ............................. 28:747 17,861 46,608 38.3
195 ......................... 2,188 20,880 53,068

35, 620 21,167 56,787 87.31958 .................................. .34,724 20,074 798 3:1959 ............................... 36.719 17,309 54,028
1961 ............................... 41,33 2,954 262 ,29
1960 ....................... 41,75 21 ,44 62,.29
1962..... ...... ......... 45 57 20,523 66,094 1H
1963 ............................ 47,588 21 579 69,167 31.2
1964 .......................... . 48,697 23,493 72,190 32.5
1965 ............................ 48,792 25,461 74 253 34.3
1966 .................... ...... 303. .. J446 3 3 85, 19 35.2
1967............................. 61526 33,171 95,497 35.198......................61,26 2,1 7,9 29.41969............................ 87,249 36, 1239 29.6
1979 .................................. .2 2 14 a 92

7 :............041 3,829 123,2412*
1972 ................................... 94,737 2,166 121903 25.

I Gross collections less refunds.
Source: U.S. Budget Documents, Feb. 22,1973.

Senator RaiICOFF. Without objection, thank you very much.
Mr. BI MILLPR. Thank you.
Mr. GOLDFINWO&R. Thank you, sir.
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STATEMENT OF \ANDREW J. BIEMILLER, DIRECTOR, DEPARTMENT OF LEGISLATION

AMERICA FEbERATION OF LABOR AND CONGRESS.OF INDUSTRIAL ORGANIZATIONS

The AFL-CIO welcomes the opportunity to appear before this subcommittee to
explqre problems related to the operations of multinational corporations. We
believe, that the unregulated activities of U.S.-based multinational firms are a
major factor in the worsening position of the United States economy in an ever-
changing world.

We are convinced that American-based multinational firms export Alkerican
jobs, export American technology and export American capital. We do not
claim that all of America's trade woes are the fault of the multinational firms,
but within the confines of this committees' study, we wish to call attention to the
need for legislation to curb the devastating impact these activities haye on
the American society and the Atnerican economy.

This devastation Includes:
The shutdown of American production and its reestablishment abroad where

foreign markets are served and exports to the U.S. are manufactured.
The location abroad of facilities for corporate expansion and the production

of new products and improved products.
The export of technology by direct transplant, by licensing, by patent agree.

ment and by other methods, thereby eroding the base on which America's in-
(hutrial society Is built, much of It paid, for by American taxpayers.

The export of capital to build an industrial base abroad at the expense of,
U.S. industry, the profits of which are often used to speculate in the world's
monetary markets against the U.S. dollar.

These massive operations b.V American multinational corporations in Taiwan,.
Mexico, Haiti, Hong Kong, Singapore, Brazil, Europe, Japan and virtually the
entire globe are taking a heavy toll among Amelican families and American
communities from coast to coast.

The shutdown of manufacturing operations here depresses the American
economy by the loss of domestic jobs, the loss of payrolls, the loss of domestic
corporation revenues, the loss of local purchasing power, the loss of local taxes
and tile "ripple out" effect on the local service economy. Hard hit communities
face empty factories, slackened business on Main street, unemployed workers
and heavy revenue losses. Meanwhile, the multinational corporation, freed of its
American responsibility, issues rosy reports of expanding sales and rising profits
and "creation of American jobs."

It is important thalt Americans understand this major phenomenon of the multi-
nationa firm and its impact on America's standard of living, on America's trade
balance, its balance of payments and its industrial future.

Today, thousands of giant firms are supranational entities, each making decia
sons in Its own interest with major consequences in shaping the America of the
Seventies and the America of the future. These corporations make private deci-
sions for private purposes, but they are as far-reaching as major decisions of a
political state.

multinational firms come in all shapes and sizes. They produce, sell, license and
finance operations of magnitudes greater than entire budgets of sovereign nations.
They Jump national boundaries. They overwhelm international systems of trade
and finance. They stagger currencies, they shake governments and they wipe
out whole major Industries.

In the U.S., multinational firms include America' largest employers, largest
defense contractors, largest government contractors, largest manufacturers,

,largest financial institutions. Multinationals are America's major exporters and
importers of products, technology, money and jobs. (Appendix 3G shows examples
of some firms' holdings.)

Abroad, multinational exports from their foreign operations are larger than
all of U.S. exports. The recent Tariff Commission report disclosed that some of
the multinational firms' "majority owned affiliates" abroad exported in 1970 to
countries other than the United States an estimated $83 billion, compared (with
exports to the United States of $10 billion and local sales within the foreign
country of $118 billion. This total of $43 billion in exports is virtually Identical
to tile 1970 total of all exports from the United States.

But that isn't all. The multinational firms' $48 billion worth of exports from
-their foreign operations in' 1970 does not include output from plants partially
.owned or output, from licensees in countries like Japan. Therefore, It is clear
that U.S.-based multinationals are so massive In operations abroad that they
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create more exports outside the l'.S. thtan the United Stttes as a whole is able to
export.

These foreign exports-to the U.S. and to other markets-clearly Illustrate
why efforts to expand exports from the U.S. meet increasing competition, not only
from foreign firms but also from the U.S. multinationals abroad.

'Tihe exports of foreign manufacturing subsidiaries of American companies is
more t~han twice as great as the total volume of manufactured exports from the
U.S. 0

Let us examine this plrenomenon in more detail. Let's look at U.S. Jobs, U.S.
technology and U.S. industry In the Seventies, as they relate to the multinational
firms. Virtually every U.S. industry is affected but we will confine our exanmna-
tion to one single industry-aerospace. Americans have been told that this par-
ticular industry is securely ours because it is strong In exports, high in tech-
nology and vital to America's national security.

But events in the aerospace industry explain how Job and technology exports
affect all skill levels-and whY reports on trade statistics or foreign direct in-
vestment alone fail to cover the whole story of the new interchange In the world
of the 1970's.

The aerospace Industry, where U.S. has held technological supremacy, is
steadily being exported abroad. At this moment, for example, an entire missile.
launching complex-rocket and all-which has the potential for Intercontinental
missile capability, is being exported to Japan.

The AFL-CIO has learned that the Thor-Delta launch rocket and its entire
misslc launch system Is now in the process of being sold to the Japanese by the
McDonnell-Douglas Corporation, a multinn.tional firm. Japanese engineers are
currently at Vandenbejrg Air Force Base in California being trained in the de.
velopment and use of the system. A prototype rocket Is being built in nearby
Santa Monica. It Is expected that upon conmletion, the system will be set up on an
island west of Japan. The Thor-Delta rocket and launch system is considered
by space experts to be America's most effective and reliable, launching unit. The
system Is presently used to launch satellites, the most rccbnt being the l ferlm
Resources Technology System.

imel( Thor-Delta system Is capable of carrying several hundred pound objects
Into space orbit or, with little modification, can cmtiry a nuclear warhiean fin the
1,500-5,000 mile range, clearly a potentially offensive weapon,

The export of the Thor-Dolta system to the Japanese means that the capab~iltty
of satellite and intercontinental missile launching system will no longer be the
exclusive property of the U.S. and the Russians.
' For several years the Japanese attempted to develop a system of their own

and after its failure made a contract with the multinational McDonnell-Douglas
Corporation to buy' plans and production capability for a modified Thor-Delta
rocket system. The basic system was developed at taxpayer expense and cost mil-
lions of dollars in research and development funds before- it became operational.
It has been used to launch satellites for Canada, France and a multi-nation
weather watcher for seven North European nations. Such launching work has
provided the U.S. with millions of dollars in funds, helping to offset the 'U.S.'
balance of payments deficit.

This one-time sale, which, of course, benefits the U.S. balance of payments this
one time, will adversely affect U.S..balance of payments for years to cqme.

Workers involved at the Vandenberg base are understandably upset over the
transfer because of its many Implications for U.S. defense and aerospace capAbil-
ity. They fear that the system is being sold for the exclusive profit of McDonnell.
DouglaA while the nation loses a basic resource. They point out that the eduei-
tion .)f highly trained Americans, millioils of dollars in U.S. funds and expensive
trial andlerror testing brought about a basic technological system which Is now
being sold out at'a fraction of ifs worth. %

In addition, they fear that putting another nation into direct competition in
the satellite launching business will mean an end to development of further
U.S. technology in this area. The sale of America's most sophisticated tech-
nology, they feel, will caus6 hikhly trained Jbbless personnel to disperse and be
difficult to assemble again, even if further development is considered. In addi-
tion to those who work at the launch facility, additional hundreds of workers
have been employed in the manufacture of the Delta rocket in California aero-
space factories, Involved in the project at the present time are an estimated 1,200
to 2,000 skilled aerospace workers.
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Initiative for the Japan-McDonnell-Douglas deal was developed at a 1971
meeting in Tokyo between U.S. cabinet officers and their Japanese counterparts.
That meeting in effect ratified the'negotiations that had been under way for the
missile system sie.

Estimate at that time were that the bilateral understanding could mean up
to $100 million in profits to U.St concerns over four to five years. Of added in-

- . centive to the U.S. companies was the agreement by Japan at that time to move
ahead on permitting foreign Investment by U.S. multinational firms in its auto-
motive industry. Both moves would profit stockholders of the corporations in-
volvei at the expense of U.S. aerospace and automobile workers.

The 1973 Tariff Commission report on multinational firms disclosed that
such firms (which would include McDonnell-Douglas, even though the Com-
nris.ion did nbt liwlude aerospace) "dominate the development of new domes:-
tic technology. They are also the principal instItutions though which tech-
nology In its various forms is exported and imported."

Throughout the aerospace industry there are many other illustrations of the
export of technology, in what has been this nation's 'industry With the largest
the export of manufactured goods. The long range implications for U.S. Jobs,
U.S. technology leadership, U.S. defense, and balance of payments should bq
ominously clear. There many other illustrations. For example:

Since 1971, hardware for the Safcguard anti-mot81le sy8ten has been assem-
bled in Hong Kong. Under a subcontract for Western Electric, Lockheed Elec-
tronics Corporation of Commerce, California, is assembling components of the
missile system's memory core racks in a Hong Kong factory. The Lockheed
plant---only a few mile from Red China--employs 700 workers at $2 per day.
The export of work cut several hundred workers from the company's Com-
inerce facility at a time when there was heavy unemployment in the Califor-
nia aerospace industry.

In military aircraft, too, American industrial leadership is being rapidly sold
off and exported abroad. McDonnell-Douglas has licensed Mltsubishi of Japan
to build 91 F-4 fighter planes, the famous Phantom fighter. After building
two prototypes in St. Louis, the company made a contract with the Japanese
to furnish the blueprints, the technology and, where necessary, technicians
to build the other 91 F-4 in Japan, The result is a heavy loss of employment
among highly trained U.S. aircraft technicians, the loss of paychecks to St.
Louis, the loss of an export industry and the transfer of a total military
production facility to another nation, The potential for balance of trade was
considerable.

Also in military aircraft, the Northrop Corporation is reported in the press'as about to license the production of the American F-SE fighter plane in
Taiwan. Currently all nationalist' Chinese military aircraft are bought in
the United States. One U.S. official, commenting on the deal, regarded it solely
in military terms: "Whether we manufacture the planes here and sell them
to Taiwan, or let it manufacture them shouldn't make all that much differ.
ence." In economic terms, the .impact is far greater. Not only will Talwan
manufacture the planes for its own use and thus cost Americans their Jobs, but
Taiwan is expected to export its manufacture of F-SF] aircraft to other na-
tions, thus cutting further into U.S. exports and balance of payment receipts
amozlg oth*Or nations buying U.S.-made aircraft.

Ironically, Taiwan is doing very well in terms of its trade with t64 United
States. Iri 1972, the United States exported $080 million in good to that na.
don. During the same period, the U.S. imported a torrent of TV sets, elec-
tronic equipment and other products for a total of $1.3 billion, mostly produced
by U.S. multinational firms. Thus with the. F-SE export and job loss here,
America's very heavy trade deficit with Taiwan will become worse.

Earlier, the F-104 Starfighter followed the same export route. When Japan
wanteql the F-104 Starfighter, then built by Lockheed In California, it arranged
to have it built in Japan. Lockheed not only shipped over the designs, tools
and equipment, but supplied the supervision needed to train the Japanese
workers. Now, of course, Japan has the technology as well as the plane. The
same is true in Italy where -the Italian Air Force, which currently has 165
F-104 aircraft now plans to manufacture the plane in Turin.

Technology in the engine for the D-i bomber also nearly became an export
but was halted only. because it contained military secrets. General Electric and
SNECMIA, France's state-owned aircraft engine maker, arranged to build a
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"quiet engine"; for airliners. Under the deal, the French would lend half of
the $500 million needed and GE would supply mnuch of the technology.

The deal was vetoed by the State and Defense Departments on the ground
that GE's technology safe involved lisclosiug a U.S. military secret: the core of
the F-101 efigine It has developed for the new B-1 bomber. At last reports, the
companies were tryifig to get-around the problem. The production, of course,
and all the technology, would move to France. U.S. workers would be squeezed
out of the project.

In commercial aircraft, the export of U.S. superiority is also accelerating.
Recently, the Boeing Company entered into an agreement with the Jallanese

government to develop a new wide-bodied air bim. Technology for the short haul
airliner will come from Seattle; the work will be done in Japan by employees
of three manufacturers-BMitsubish, Kawasaki and Fuji.

Boeing has also entered into a joint arrdngement with Aeritalia~of Italy to
build the 7X7 airbus, with part of the production to take place in Italy. When
the agreement was made, Boeing Pr-sient Malcolm Stamper declared: "They've
got the money and we've got the smarts.-

At the same time, United Aircraft Is helping Mitsubishi produce gas tturbine
earoraft engines. The technology comes from East Hartford, Conn., an area with
very heavy unemployment.

It is no secret in Seatle that 200 Italians are being trained there by Boeing.
Eventually they will go home to tool up an Italian aircraft plant to produce short
$ake-off and landing aircraft (STOL) for the European market. Until now, Boeing
planes sold to European airlines have always come from Seattle.

America's largest manufacturer of private aircraft, Cessna of Wichita, Kansas,
Is working with RheimsjAviation of France. Of the 500 Cessnas expected to be
sold in Europe this year, three-fourths will be built in France under a license
agreement, This arrangement benefits Cessli stockholders but not Cessna's
American workers. Cessna's transfer of 'production abroad is not limited to
France. It is producing planes in Argentina. as is Piper, which is building 150
executive and Crop-dusting planes per year in that countlfy.

Other commercial and military exports-with resultant job losses-are the
production in Japan of the Sikorsky S-6i helicopter and the Pratt & Whitney
JT8D turbofan engine for the C-1 U.S. military transport.

The implications of this ever-accelerating sell-off of American technology and
the export of aerospace jobs is not only obvious to the workers involved, It has
also aroused the concern of specialists in the field.

Dr. Harvey Taufen of the Hercules Corporation recently reported that Japan
has paid about $90 million per year or $1 per capita "to get all the results of
all the successful, proven technology in the world." As a result, Taufen says,
"Japan's shopping has brought it- one of the most incredible bargains in the
world."

Supporting the Taufen claim/Nathaniel Brenner. marketing director for Coates
and Welter Instrument Corporation, stated in Chemical and Engineering News
last year:

technologyy is not an aesthetic pursuit like mustic or poetry, but rather a
commodity of commercial value, with an investment cost that can be measured,
a dollar value that can be computed and a clear market advantage for those
who have it versus those who don't. * * *

"The product of this investment, like the product of the oil well or the fac-
tory, cannot be given away to foreign countries, by multinational corporations
or any other channel without a clear, measured quid 'pro quo or the United
States will suffer exactly what a corporation suffers that sells below cost for
an extended period-bankruptcy. * * *

"Anyone who is naive enough to believe that the Japanese or British govern-
ments permit foreigners to license their processes as freely as the U.S. does
ours has simply never tried to negotiate these transactions."

This is the sad story of the export of the U.S. aerospace industry. We have
- dwelt on this area in detail because it is a shocking account of the massive

destruction being dealt to one of America's most advanced industries in terms
of technology, highly skilled personnel and national security. Translate the
losses being suffered in aerospace into all the other industries in America in
terms of thousands of jobs and loss of technology and you can begin to com.
prehend the massive change that is overwhelming this country. No government
or business studies include these facts.

There is also a further devastating effect. The recent !ifxAltution-as the
one in 1971-resulted from an international monetary crisis, witlV-a run on
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the U.S. dollar. There is a direct relationship to the growth, of the U.S. multi-
national firms abroad and the monetary crisis. American corporations and
multinational bankA have huge and increasing investments in foreign countries,
and they keep their.American dollars there to expand their foreign holdings
and often to avoid paying\U.S. taxes on their foreign earned profits. There are
now about $60 billion. American dollars in Europe and about $20 billion Amer-
ican dollars in Japan. Only a fraction of these billions, moved with ease beyond
the reach of central banks of governments, can cause serious monetary prob-
lems. By these currency actions, U.S. corporations and banks put profits ahead
of patriotism, selling their country's currency in order to make swift profits for
themselves.

It is against this background of multinational corporations acting in their
own interests, for their own profits, that American working people and Amer-
ican businessmenland the Amprican industrial system is being asked to perform
a misslbn impossible:

Americans are told to. seek jobs and help themselves. But their jobs are
exported to other nations where multifiational firms ompete by producing within
those nations and exporting from those nations to any part of the world their
management chQoses.

Americans are asked to improve productivity at home and keep labor costs
downand expand exports from the United States. But. the multinational firms
expand their operations in -other nations, often without regard to productivity
or..labor costs at home. The effect erodes U.S. exports and creates competition
against U.S. exports to foreign countries. The firms also send imports into the
United States from thooe countries.

Americans are asked to reduce trade barriers for expanded U.S. trade, but
multinational firms use foreign trade barriers as a sword and a shield against
U.S. trade expansion.

Americans are asked to understand that other nations have the right to curb
U.S. investment in their country, to regulate the output of that investment
in their country and to require U.S. firms to export from the foreign country.
But if Americans suggest curbs for trade and investment they are told they

-- -would provoke a trade war. Meanwhile, other countries issue new regulations
and erect new barriers at an increasing rate.

Americans are asked to pay taxes to help develop new technology for America's .
eeonomie strength. But multinational firms are the largest exporters of that tech-
nology to other lands, where foreign nations regulate inflows of technology and
its outflow.

Americans are asked to give tax breaks to U.S. firms to encourage them to
stay at home and export. But the multinationals can and do take advantage of
the tax breaks at hpme and abroad and still go abroad without expanding U.S.
exports.

Americans are told to help improve the trade balance to strengthen the dollar
and Rot adopt effective capital controls, but the nations of the world have
regulated capital in increasing numbers. The multinationals meanwhile have
more liquid assets available to speculate against the dollar than the world
reserves available to governments.

The total effect of these conflicting objectives adds up to on-e_ well-known
American labor term-"unfair."

EXPORT OF JOBS

The export of jobs is a fact for millions of Americans. Garment workers and
aerospace workers, steelworkers and machinists, shoe workers and glass workers,
chemical workers and electronics technicians, seafarers and stagehands, service
workers and engineers, salesmen and teachers-all types of American workers
have been affected. From the Mexican border to Singapore, from Haiti to Hong
Kong, from Brazil 'to Yugoslavia, U.S.-based multinationals enjoy the advan-
tage of U.S. tariff provisions, trade and tax laws which aid and abet these trans-
fers. The companies also 'use foreign laws to expand abroad, and theiiclaim U.S.
jobs grow from the trickle-down effect.

The Tariff Commission reported to this Committee, "the multinational firms
are neither minor employers nor a special case which can be analyzed Inde-
pendently of the national economy. They are the backbone of the demand side
of the labor market, the firms whie0 * * * have the biggest quantiative punch
in terms of the numbers of people they hire * * *."
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The Tariff Commission did not try to analyze job exports, but made some as-
sumptions and provided some estimates. The report shows that two out of three
possible assumptions would lead to the conclusion that between 400,000 and 1.3
million job opportunities were lost to American because of investment and trade
changes in which the firms' activities were a factor.

No government survey of the overall impact of multinational firms has ever
beeL attenipted. Only foreign direct investments of some firms have been sur-
veyed in part. These studies do not include all imports of the firms, licensing
arrangements or other factors that affect the interchange. But they credit U.S.
job expanson-froin whatever cause-as the "proof" that benefits accrue to the
U.S. economy.

But American job losses are not a theoretical problem. They are a fact.
Government reports show that U.S. firms spent in direct investment in manu-

facturing alone more every year between 19060 and 1972-starting with $1.4
billion In 1960 and rising to $6.9 billion in 1972. (See Table I) It was during this
period that the United States lost its gains in trade--with imports, particularly
of manufactured goods, rising much more than exports of manufactured goods.

During this period, direct investment expanded rapidly in other countries of
the world In the manufacturing industries in which the U.S. trade position
worsened. (See Table 1I) The multinational firms contributed to the-economic
strength of other nations and the exports to the U.S. This has resulted in mas-
sive losses of U.S. Jobs and Job opportunities in many kinds of manufacturing,
as well as service and other jobs related to manufacturing.

Even a Commerce Department study showed a part of this picture.
Findings from the Commerce Department's "Special Survey of U.S. Multi-

national Cotnpanies, 1970," published in November 1972, reported on 298 U.S.
firms with foreign affiliates. In manufacturing industries from 1966 to 1970, the
report showed:

60.7% rise in manufacturing sales of the foreign subsidiaries.
52.9% rise in manufacturing sales within country of location.
77.5% rise in manufacturing sales to other countries, excluding the U.S.
129.4% rise in manufacturing sales back to U.S.
fn 1970. about one.third (33%) of their foreign sajes came back to the U.S.-

up from 27.6% In 1966.
Employment figures in the report showed manufacturing jobs in these 298 firms'

U.S. facilities rose 7.6%, while they increased 26.5% in their foreign subsidl-
aries-a rise of 450,000 jobs at home and 452,000 abroad. This development took
place when U.S. employment needs were greater than before--from defense cut-
backs, returning Gr's, adjustment to soaring imports and a growing labor force.

Government studies of direct investment do not point out that the industries
in which direct investment has expanded rapidly are often the industries iII
which U.S. Jobs have declined in actual and absolute numbers. The Commerce
Department surveys merely highlight jobs within some reporting U.S. multi-
nationals. They do not record actual overall job losses in the U.S.--often affected
by the multinationals' competition with smaller firms at home and abroad or
acquisitions of smaller firms at tiome and abroad.

In major industries at home, in which the multinationals are key factors, U.S.
Labor Department figures show'siibstantial job losses between 1960 and 1972.
These industries include transportation equipment, electrical equipment, non-
electrical machinery. In transport equipment, the loss was 170,900; non-electric
machinery 45,800, and electrical equipment. 75,700. That is a net loss of job oppor-
tunities in three of the key industries in which foreign direct investment is
reported. Only In chemical and allied products did jobs in the U.S. increase by
40.000. (See Tables III and IV)

No matter how small the breakdown, orhow large the overall figures, Ameri-
can jobs have been lost. I
" As the largest employers and producers in this -nation, the claim of the multi-

nationals that it would have been worse if they had not gone abroad makes one
wonder how much worse it could have been. These firms have taken credit for
and are still receiving benefits from all the growth and market size of the U.S.
economy, from government spending and contracting, from the efforts of the
government to spur the U.S. economy.

Since 1963. the AFL-CIO has emphasized its concern for the nultinational
problem. We seek regulation, not destruction. We seek fair trade, not less trade.
We seek recognition of new reality, not old slogans for new problems.

We seek understanding of the 1970's, not cliches from 1929. We seek U.S.
government policy in the interests of the people of the United States, not theprivate foreign policy of the multinationals.
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TILE IIARTKE-BURE BILL

The Foreign Trade and Investment Act of 1973 is a positive policy that puts
the United States interest first. The Iiartke-Burke bill, revamps U.S. foreign
trade, tax and investment laws to overcome growing problems of the export of
American Jobs, trade imbalances and an increasingly distorted U.S. economy.
It is a bill to assure a healthy, growing industrialized America-providing
Jobs for its millions of citizens in modern industry in a changjig world. It assures
American taxpayers,. consumers, workers and )usitiessuen a fair set of laws
for their country so that America can cooperate with other nations-Thf-the-_
mutual benefit of all.

The world is still a world of nation-states. International action, in the future,
will require policies of national governments. And, at present, there Is the need
for. U.S. government policies to deal with the realities of the world economy,
which are drastically different front the 1930's or even the 1950's. The Foreign
Trade and Investment Act of 1973 is aih effort to provide a framework for

* dealing, specifically, with the causes of America's deteriorating position in in-
ternotionil economic relationships.

The Hartke-Burke bill wouhl provide government regulation and restraint of
the export of American technology and capital-regulation not elimination.
It would remove the tat subsidies and other incentives that encourage U.S.
companies to establish foreign subsidiary operations.

It would also set up a "sliding-door" limitation on most imports, except on
those goods that are not produced here or that are in short supply-a "sliding-
door'limlitation, not a high wall to block out imports. Quotas would be related
to the level of American production.i In fact, imports would be guaranteed a
share of the American market and would be permitted to increase as American
production increases. But imports would not lie permitted to-41ood American
markets and quickly wipe out American Industries.

President George Meany has summarized the AFL-CIO position In these
words:

"We of the AFL-CIO seek it strong aad growing American economy that is an
integral part of the world economy. We are not Isolationists and have no intention
of becoming isolationists. We are convinced that the practical alternative to
senseless isolationism is the adoption of realistic government policies to meet
America's needs in, the world eoonomay of the 1970's.

"We know that a depressed American economy would not merely depress tihe
condition of American workers and American business. It would also depress
the economies of the rest of the world.

"A prosperous America is essential for the prosperity of the nations with
whom we have continuing economic relationships. One of the things that is
needed for a prosperous America is updated, modernized policies todeal wtih
the realities of international trade and investment."

APPENDIX

AFL-CIO STATEMENT ON MULTINATIONALS
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G. Some Examples of Multinational Firms -
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Their Income Taxes" Advertisement

K. "Controls on Capital Flows, the Recent Escalation-Economio Outlook Or-
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Table I.-Plant Outlays-U.S. Foreign Affiliates
Table tI.-Selected Leading Non-Agricultural Commodities In U.S. Foreign Trade
Table I1.-Employment Changes in Four Key Manufacturing Industries
Table IV.-Employment Changes in Selected Industries
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APPFNDXx A

American labor has cooperated and will cooperate to improve U.S. productivity.
But labor costs and productivity alone do not explain the changes in America's
position in international trade and payments. No amount of effort to improve
productivity can be meaningful if U.S. firms merely transfer gains at home to,
foreign countries.

Frequently there are attempts to explain all of the deterioration in the U.S.
trade balance simply in terms of differences in hourly, wage rates or overall
labor costs between the U.S. and other countries. But' hbuyers do not purchase
hourly wage rates-they buy products at a price. The price is importantly af-
fected by profit margins, taxes, and such costs as raw materials and energy
(electricity or coal. etc.) per unit, as well as the cost of labor per unit.

Foreign trade economic competition does not center oil prices alone. Product
d ,sign, for example, is of great importance in the export and import of many
items. Other nonprice factors in world trade Include patent and licensing arrange-
nents-and the servicing of foreign purchased equipment and government policies

of every nation.
The labor cost per unit, therefore, is one of several different economic factors.

Moreover, fihe unit labor cost Is the result of productivity (output per manhour)
and the hontrly compensation of employees, so that the combination of high wages
and high prhdluetivity can result in low unit labor costs. Indeed, America's tradi-
tional prowess In world trade was largely based on high wages, combined with
high productivity-on technology, efficiency of operations, manpower skills, large
volume of output and a highly educated population-as well as on the avail-
ability of raw materials and sources of energy. However, much of America's tech-
nology and know-how has been exported:

As Professor Peggy Musgrave of Northeastern University explained in a paper
prepared for the Joint Economic Committee last year, "It should be recognized
that the economic and political effects of maintaining a share of foreign mar-
kets via foreign production are very different from doing so via domestic pro-
duction and export. The principal difference lies in the effects 6n labor pro-
ductivity and shares of national income. Foreign investment may enhance the
private profitability of U.S. capital, but it is likely to reduce the real wage to
U.S. labor as well as the Government's tax share in profits."

New factors, like the internationalization 'of technology, the multinational
corporations, managed national economies with subsidies for exports and bar-
riers to imports, have changed the trade relationships of labor rates and unit
costs in recent years. /

Illustrative of this Is the fact that the pace of productivity advance In the
American economy in 1947-1971 shot up rapidly to a yearly rate of 3.2% per
year in 1947-1971 as against 2.2% per year in the previous 28 years. But at
the same time, the transfer of American technology and know-how contributed
substantially to the sharp advance of proluctivity In other countries, particu-
larly since the rise in those countries started from a much lower level.

There has been a sharp change in the 1960s and 1970s, as the transfers ac-
celerated. In many industries and products, the American lead in productivity-
which enabled highwage U.S. Industries to successfully compete from the U.S.
and within the U.S. with foreign Imports and with exports to foreign countries-
has been reduced or eliminated.

Where U.S. firms have transferred American technology and know-how and
capital-and therefore productivity-to their foreign subsidiary plants, effi-
ciency has been improved abroad, not In the United States. The investors in
the firms benefit, but the U.S. economy and the U.S. society does not benefit in
full measure, Multinational corporations have substantial portions of their as-
sets in facilities spread through numerous countries. They can manipulate their
production and sales, internationally, with U.S. technology. They can mani-
pulate the location of their operations, depending on labor costs, taxes and
foreign exchange rate. They can Juggle exports, imports, prices, dividends and
currencies-from one country to another, within the corporate structure.

With plants and other facilities spread through numerous countries, multi-
national firms can and do Juggle the production of components and assembly
operations to achieve maximum use of low-wage labor, using modern-U.S. t6h-
nology and operating at or close to U.S. productivity levels. This makes the de-
tails of costs and productivity difficult to trace.-

Fortune,magazine reported in September-1968: "When it (the multinational
company) operates in many different markets with varying labor conditions,
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market demands, money market rates, tax laws, etc., the corporation finds multi-
plying opportunities to buy clieap and sell dear if it can closely coordinate all
parts of its operation. Carrying multinationalism to its logical extreme, a cor-
poration will concentrate Its production in the area where costs are lowest and
build up its sales where the market is most lucrative. Thus, some U.S. electronics
manufacturers are using plants in the Far East to make components for equip-
ment sold in the U.S. market and the apparel industry is, for tire first time,
hinting at farming out some of its productIon." By 1972, as electronics, ap-
parel, shoes, calculators and advanced equipment poured into the U.S. from some
of the lowest wage countries of the world, America's trade deficit was worsen-
ing from the swift Interchange of multinationals--buying cheap abroad and
selling dear at home.

Fortune in 1968 also pointed out that multinational firms transfer goods and
money from one country to another for 'the corporation's tax or income ad-
vantages-not necessarily in a way related to labor or other costs of producing
goods or to the needs of any nation: "The multinational firm can also adjust
prices on these intra-company sales according to a deliberate plan. For example,
if it country is in foreign exchange difficulties, it may earnmrk scarce exchange
for imports lint not allow dividends to be remitted abroad. A multinational com-
pany could simply 'take out' its dividends by raising prices on intra-corporate
sales prolxrtionately. Transfer prices are also a useful device for keeping down
the overall corporate tax liability. Subsidiaries can be instructed to set high
prices on In tra-corporate shipments to high-tax countries, low prices on those
to low-tax countries."

By 1973, the Tariff Commission verified the existence of such arrangements in
long-range planning in such international systems arrangements for tle more
sophisticated firms. The details of labor cost and productivity factor is hidden
within overall corporate accounting systems, inot revealed to the public or to
government experts. J ''

The few studies that have been made,, however, tend to show that the U.S.
productivity and labor cost advantage has been transferred through operations
of multinational finns.

The Tariff Commission's 1973 report on direct investments of some multi-
national firms In seven countries in relation to overall U.S. productivity showed
that the U.S. work force generally is not laggard in productivity or unit labor
costs the report says:

"All firm data for the United States show unit labor costs to be generally
lower" titan in five of the seven countries where the Commission studied some
foreign direct investment. "This is a direct consequence of the U.S. worker's
productivity edge, which is not quite offset by higher wages than those paid
In Canada and Europe."

The Organization for Economic Cooperation and Developmefit's publication,
Eeonomio Outlook for December 1972, shows American unit labor costs have
risen less ralidly than in many competing Vations In the last few years. But
those nations have continued to improve their trade surplus with the U.S. and
continue to attract American investments and expand existing American Invest-
ments in their countries by the most advanced of all American industries.

The Tariff Commission report indicates that hard-working foreigners on as-
sembly and production lines abroad do not explain all the differences in labor
cost factors. Foreign subsidiaries of U.S. multinaJla.."tomj4-to eQple-nore
nonproduction personnel titan most foreign firms: U.S.-ompanies are famous
for being top-heavy with management and scientific technological manpower."

These general statements tell only a tiny lbrt of the story. When a'flrm licenses
production abroad, no data-are reported on the productivity impact, because there

. have been1bo reports required in detail that could reveal these figures. What some
companies have done is to, transfer parts of production to low wage countries
where the cost advantage is both in low wages and high productivity.. The result
of this shows up in the Commission report on the experience of Mexico and
Brazil, where U.S. firms have increaIng Investment-behind the closed economies
of those two low'-Nvage countries.

Nor have the transfers of production to other countries improved the well-
being of the people of those countries sufficient to create enough markets for
American exports-even as income rises in foreign countries. There is some
indication of this in the Tariff Commission study: "In setting wage rates, the
companies almost invariably approximate local standards--sometimes paying
a little more, sometimes a little less-hut they always show greater productivity
than local firms, so that unit labor costs tend t6 be much lower than for all
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flrmi-in the host country. Theaerlenllvfle higher prodtelivity of the foreign
worker II the NM('-owndt plant :ahbroatt should justify a higher wage than tile
national average for his trade or industry ."

This ai(d other statements it ihe( report suggest some reasons that foreign
ieomne levels of ordinary working .eole have not advanced rapidly enough to
iie(t file ned5 of world market for the growth of (oinsumier's purchasing power
to hmy the products that technology and lprodhctivity ('lll turn out.
Thus tie Anerican worker i.s told to improve productivity so that his wages

can Itnprove. but the American firm abroad does not-for a variety of reasons-
cv'en pi:ty tie lowest wage workers i lie world as nueh as their gains in pro-
duetlvity. Thus no allulnt of attention to lroductivity and unit labor costs
will solve Anterica's problem as long as multinational firms and the world's
governneis operate difTerently with different rules. The advantage is to the
lins' nunnagers and stockholders in the short run-but to no one's advantage
In the long run.

TRADE EFFECTS

Therefore, whlh, ,very dollar nlvested broad and every transfer of technology
have not had adverse iiacts on the I'.S., mulch of this change lils resulted in
the deterioration of the ('.K. trade balance.

In her paper for the ,Jolnt Economh, ('onntilttee of the Congress, Professor
Peggy B. Musgrave also explained that:
"It Is possible that l)rodution by U.S. affilites abroad. particularly In mann-

facturing. may serve to disphlee U.S. exports aind even domestic Hales in the
United States. This dis)incenient effect Is the niore likely since those corpora-
tions accounting for the hulk of manlifactiring investment abroad are also
si-ijor exporters. Moreover. sales of inanufacluring subsidiaries abroad are now
two to three times tie level of 1'.4. exports of manufactured products."

What tinilly lSHow.4 u1p as 1'.S. exports' and imports is, to an increasing degree,
the result of intn.corporaie decisions. niade hy the private managers of U.S.-
bi.ited international companies for the private advantage of tile firm.

A multintlonal corporation can produce eonponents in widely separated
philuts in Korea, TaIwan and the U.S., assemlde the product In a plant on tile

,Me\iean side of the border and sell the goods In the 1.S.-perhaps with a U.S.-
brand name. Or the goods produced In foreign subsidiary plants are sold ii for-
vign mrkets, In onlletition with I.S.-naade products.
The effect on trade from the opertioti of multinationals Uns been only par-

tlally explored. ]But, evt'n time Tariff Commission supports.4hese views. The
report Rtates thatt thure i "prima facle evidence of an erosion of U.S. markets
by foreign sales of INWC affiliates abroad."

ThI. very miniinal report of tie Tariff Cotanlssion is based on theory and
estlmaites. We think the ease is clear fromi other Commerce Department data on
direct itivestment awd trade. As Ibis statenient indicated earlier U.S. firms In-
vested In foreign factories and (elullutnent five tines niore in 1971 than hi 19060.
Tha. " expanded abroad ever year. bitt in 19(10 It was $1.4 billion and In 1971
$46.8, 1ilion. Most of these outlays were in hei('ticals. niachlery and transportn-
tion equipment (autos. aircraft. ete.). Their sales i')road by t.8. companies'
f-re4qn affiliates4 inereased very rapldly- --more rapidly than c-ales from the United
Stt., -' U.S.-lost its share of export markets (not Included exports to the
LV.S.) during this period. The decline w-iq gfeat In (henil('als-29.0% to 19.9%,
in electric machinery from 28.2% to 21q, in non-ehectric machinery from 32.7%
to 25.6%, and in transport equipment frot 33.2% to 2I.5%. In other manufactures
It went down from 17.60% to 12.2%.

TT.S.-based multinationals accounted for 10% of France's exports In 1970--
which have been ImprovIng-and provided $3.6 billion to the Freneh balance of
trade, according to former Ambassador Arthur K. Watson in Onmoinere, in
Prance, J972. Studies by the Council of Americas in thl 190s say that U.S.-based
multinationals account for 40% of Latin America's exports. Many of these Latin
American imports into the U.S. as well as those from Japan, Korea, Canada.
Taiwan, Gertmany, France. and other countries now bear American brandnames--often produced by 11.8. fi ,,ma' naisidia rlc or 'Icense 'a broad.

In some of the nations where U.S. direct Investment and licensing have ex-
panded rapidly, exports shot forward in the 1960s more rapidly than U.8. exports.
In manufntured goods, Germqny's. exports rose over 200e,. French exports rose
1410,%. Tielvlum nod T,IIxembouirg over 200%, the Netherlandq over 200% and
Italy 4510%. Sinilar Japa nose manufactured exports rose almost 500%. During
this period r.S. exports rose 12.3'e.
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Elsewhere, the report seems to g,4 much farther:
"An immense amount of world triae is generat(l, outside the United States,

by the MNCs. As an indicator of how Important these flows are, available data
show that majority-owned afllliates exports to countries other than the United
States were an estimated $33 billion. compared with exports to the United States
of $10 billion and lo(al sales of $118 billion" (page 207).

Since that estimate--43 billion worth of non-U.S. trade in 1970-does not In-
clude oitput fromn plants that were only partially ownea or output froni 11-
censees in countries like Japan, It is clear that U.S.-based multinationals create
more exports from their foreign operations--leudlng exports back to the United
States-than the United Slates exports. Therefore, efforts to expand exports from
the U.S. meet increasing cotlmpt lion not only front foreign lirins, but also from
U.S. firms abroad.

In many industries, these wo'ld-wide shipments of multinational are almost
totally within a single corporate i,,li's world-widte network. For example, the 'Tariff
Commission report included some estimates that virtually all of the U.S. trade
of farm equipment and transpiortationl equipment was from one part of the U.S.
inultinatiotinals' corporate network to another part. This is not competitle trade
in the sense that most Americans think about competition.

API,ENDIX B---Low THAin BARRIERS AT IIOM-E--IIiol BARRIERS ABROAD

The U.S. is now confronted by complex governmental economic arrangements in
other countries to spur exports (direct and indirect subsidies, etc.) and to bar
or hold down imports (direct or indirect barriers). Examples include Japanese
quotas, licenses in European countries to import specific products, and laws In
many nations which require foreign subsidiaries to produce a certain amount o'f
goods for export, as In Mexico, Brazil and Spain.

Many U.S. firms with foreign operations emphasize the need to reduce U.S.
trade barriers, but seldom tell the U.S. public about their use of these and other
foreign barriers as a sword and a iield against the U.S. economy from abroad.
Details and facts are labeled "foreign policy confidential" or "business confiden-
tial." Most Americans therefore cannot get the facts, while the firms cry "trade
war" or "retaliation" whenever U.S. trade restrictions are lsed.

In 1970, for example, there were full page advertisements by -U.S. firms which
raised the threat of a trade war if the proposed trade legislation was passed.
Many of the companies which signed the ad were even then operating behind
complex barriers to trade erected by tintiond throughout the world. In Japan,
for example: Caterpillar Mitsubishi was producing in 1970 behind a multiplicity
of administrative controls on imports . . .and a. licensing system covering all
Imports. It produced lin Japan for the Jupanese market. New Caterpillar plans
to send a small tractor, made by Caterpillar MiLsubishl, to the U.S.

IBM was one of the vew firms with 100% ownership in its Japanese subsidiary
in 1970. Computer exports from the U.S. met barriers to trade--requiring import
certificates for quotas from MITT, according to Forbes magazine in May of 1971.

Chrysler-Mitsublshi was producing the Dodge Colt In Japan for the West Coast
market of the U.S. In 1970, yet most U.S. cars still cannot easily surmount the
maze-of barriers Into Japan. The list could go on Indefinitely, but In 1973, the
isue is still not solved. As comnlmny after company met barriers to trade from
the U.S. to Japan, it merely found a Japanese partner, a Jqpanese licensee or
some other Japanese surce to produce in Japaiibehind tile barriers. an-while It claimed publicly that U..labor costs were too high, facing tile transfer.

The route to Japan is often virtually closed even In 1073. Quotas still exist for
many products, Including integrated circuits anl leather. But the route to the
U.S. Is still wide open.

In Europe, a lousiness nagnzine Vision reported In April 1971 that "The major
reason for manufacturing in Iurope Is that European governments prefer to
place orders with a local U.S. subsidiary rather than going in for straight im-
ports." Country after country tas non-tariff barriers to trade within the Common
Market. Yet, U.S. companies which adjustedto the Eropean government prefer-
ences screamed "trade war" when Congress tried to act in the U.S. Interest In
1970.

Recent reports show that the situation has grown worse in many areas. In the
sb-called non industrial cotintrIes, like Spain, BrazU and Mexico, the law requires
production in th ise countries for local sales and requires exports from those
countries by fore gn investors who produce there. In December, 1972, the Ne.w
York Times repo ted that anto manufacturers were required to have "only U0%
of their produce on with Spanish mnde components 'provided that the original
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Investment Is more than $158 million of -fixed assets and two-thrdfs of the,
production Is exported."

The Mexican government announced in October 1972 that foreign- investors
.. wimll still be required to fit their investments into the Mexican government's

n tlo al policy. For example, President Echeverria on October 23, 1972 fasued an
announcement on automobiles making it the "obligation of automobile manufac.
turers to employ a minimum 60% of Mexican-made components in car prodtc-
tion." 0 N

The Brazilian go-'rment recently decreel that foreigners who wish to Invest
mu;t bring into Brazil their fully-operatig plants that have been producing
efficiently In a developed e-'untry before the Brazilian government will permit in-
vestment. Then the production must be exported from Brazil except for the
amount the Brazilian government allows to be sold in the Brazilian market under-
quota.

The list could be longer, but inuch of the Information needed Is available only-
to companies and governments-not to labor huons. But the facts are clear: T..S.
firms, producing In other countries, for reasons that seem pressing in their-
own Interest, expand In those countries behind foreign trade barriers avd follow
thowe countries' rules requiring exl)rts to-the U.S. Thus they operate as both.
a sword and a shield against expansion of U.S. trade.

APPENDIx a-U.S. INVESTMENT ABROAD Is REGULATED nY FOREIGN COUNTRIEs

Trade rules and regulations are only part of the story of America's changing
economic circumstances as foreign countries regulate Investment In their coun.
t ries . Foreign nations are sovereign states. They have the right to pass new laws.
U.S.-lsied firms must meet those regulations abroad.

When Mexico announced a 17-point program for foreign investors, the New
Vork.Time8 headlined Its story on November 24.-1972, "tU.S. investors Accept
Mexico's Policy." The story began, "The Mexican Government is making it clear
that it will want greater Government partlci(ittion with foreigners who -want
to Invest here. But after a month of major policy statements to that effect, key
American business spokesmen say they still believe Mexico remains an attrac-
tive investment possibility., A description of the program is attached in Appen-
dix i. There were no full-page ads in U.S. newspapers about the problem, c&r-
tainiv no ads suggesting "retaliation" against Mexico.

Likewise, when Canada decided to screen foreign investments last year, no.
outcry greeted the move.

Australia recently announced new curbs on foreign In vestors. RThv1ness Week
headlined its story, "Australia: the plcnic is over for foreign business. Australia,
with $12 billion foreign investment, one third from the U.S., has decided to make
sure It owns itN own future." Busine8s Weckreported that "U.S. multinational
companies with tnteresta, In Australia profess to he unworried-although they
are watching the new government carefully. The conc, rn, over local participation
is~reasonabte-a-nd -wolconie- t,- ay spokesman for American Metal Clhina.
Ine: AMAX has a 25% share of the vast Mt. Newman Iron ore fields in Western
Australia, where development is expected to cost $600 million. American Smelting
told an Australian Senate select committee last year that Australian participation,.
In Its holding company had grown from 5% to 39% in the past 20 years. "And
the company has no U.S. directors," a spokesman adds. (Business Week, Janu.
ary 20,1973).

Time magazine reported on November 13, 1972, "Country after country is:
Imposing or contemplating restrictions on American investment that it was once
pleased to get."

Every country in the world, it seems, has a- right to have a sovereign govern-
ment, to change Its regulations on investment from abroad or to abroad, but any
suggestion that the U.S. change it rules is greeted by howls of dismay by the U.S.
multinationals. Multinationals have not emphasized these problems for the U.S.
because they oppose new U.S. legislation. But for the US. not to act, In the face
of this sweeping change, is to make the American economy a helpless giant,
pummeled by adverse changes.

Companies abroad have to conform to local rules, of course, Among the more
enjoyable rules are investment incentives through taxes. Some nations have tax
free holdidays to attract investors, other have special programs for areas witb
high unemployment,
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The U.S. has various investment incentives, too, just as it has regulations. But
every proposed restrictive change it. U.S. law is opposed by the same companies
that have been able to adapt to the massive changes now occurring around the
world. Each company has a different problem-and each company represents its
individual view to the Congress. But the U.S. economy at home is not treated as
an entity in their statements, except as an extension of their multinational cor-
porate interest.

The American workingman believes-as with other nations-that we have the
right to own our own future. /

APPENDIX D-TP.cNoLOY RFaULATIONS

U.S. policies have encouraged the export of American technology, investment
and jobs, while foreign countries bave tried to encourage the entry of-technology,
as well as the promotion of production and full employment withinthcir borders.
International as well as domestic economic relationships today are strongly
influenced by political and governmental decisions.

Perhaps the best description of the mission impossible for technology change is
in a statement by a West Coast businessman, Mr. Nathaniel Brenner. in Chemnicdl
and Engineering News: "For many years our advanced products enabled us to
compete in international markets despite high prices ,and high wage rates).

"What has happened in the 1960's and continues is that Atmerican corporations,
via licensing agreements, foreign plant construction, and other multinational
arrangements, have given away for a very small portion of real cost and value,
this advanced technology and with it, the jobs it created. When a multhiational
corporation licenses a product abroad, It gives away the technology created by
Americans educated at public expense, and the American jobs which produce
that product, for the 5 or 10% profit represented by the license fee or return on
invested capital. Resulto-the American worker loses a job, the U.S. loses an
export product and becomes an importer of that product, but the corporation still
nets 5 or 10%. Result-unemployment plus balance of payments problems. Natu-
rally, the foreign producer can sell for less-he hasn't had to invest in the edu-
cation, the R&D, or the wages which support the 'American system'."

High technology is not solely the property of sophisticated, capital-intensive
industries. It is also critical to labor-intensive industries which one does not
usually consider as utilizing advanced technology. For example, the American
textile industry is among the leaders in applicants for new patents. The garment
Industry now includes laser beams to cut garments. The glass industry has new
methods of drawing glass. And agricultural production is constantly improved by
scientific development. U.S. rice production, for example, has mechanical and
chemical technology for planting, washing and processing rice that depends on
scientific advances. Chicken farming became an Important issue In the 1960's
when America's technological know-how made it possible to freeze and ship
poultry in mass-produced quantities.

There is no measure of this change. The recent Tariff Commission report on
multinational firms merely shows that returns to the U.S. are 10'times greater
than the payments from the U.S. in royalties at* fees. This soon shows up In
exports to-us. Th1e Japanese export surplus with the United States can be ac-
counted for in part by the fact that American firms, unable to invest In Japan,
export their technology and license their American brand production to lhe
Japanese for sale in the U. . market, thus more and more products are made in
Japan with a U.S. label.

APPENDIX E--TAX BREAKS THAT PROVIDE No ADVANTAGE TO TE U.S.

The multinational firms and many analysts have objected to the tax proposals
of the Foreign Trade and Investment Act of 1973. In our view, a healthy United
States economy, not the short-run advantages of multinational firms wherever
they may be, is the goal of legislative proposals. The Hartke Burke bill would
not repeal the many foreign advantages available. It merely seeks to rid the
U.S. law of gimmicks.

The elimination of tax subsidies for corporations investing overseas and profit-
Ing from the variety of gimmicks Is a major goal of the bill. The tax deferral

* gimmick, which permits U.S. corporations to pay no U.S. income taxes on the
profits of their foreign subsidiaries until such profits are brought home-which
may be never-and the foreign tax credit scheme, which permits corporations
to credit taxes paid to foreign governments, dollar for dollar, against their U.S.
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liability, should be ended. These loopholes cost over $3 billion in annual tax rev-
enues. And more Important these provisions are contributing to the export of
American jobs, hb6 erosion of the nation's industrial base and the blighting of
American communities. This is the policy of the AFL-CIO-tax justice for
America.

A third gimmick, the Domestic International Sales Corporation (DISO) per-
mfts corporations to create export subsidiaries in order to defer taxes-perhaps
indefinitely-on export income. Its revenue cost to the U.S. Is currently some
$200 million per year and the loss is expected to rise continually. By 1980, DISC
is estimated to cost $600 million in revenues foregone. Yet no evidence has
ever been presented in support of the contention that this program would have
any beneficial impact on the nation's disastrous position in world trade In fact,
to demonstrate how futile that change was, the report of the Nftional Industrial
-Conference Board in August 1972 shows that only six executives of 105 respond-
Ing indicated that they expected any change in their corporate strategy because
.of DISC-or devaluation or other government actions. The article Is attached as
Appendix J. 'The Commerce Department's Survey of Current Busilnss asked
U.S. firms with foreign affiliates to estimate the effects on their spending abroad
beausp of economic policy measures started in August 1971. 305 out of 325 U. S.
companies responded that there were "no identifiable direct effects on their
affiliates' capital expenditures." The remaining 20 companies reported a mixture
of effects, in some cases lowering and in other cases raising plained expendi-
tures. In ,amn, it appears that other factors, such as anticipated demand, profit-
ability, and availability of financing have played the more identifiable role in
investment decisions." (September 1972; p. 18)

While thq U.S. exports and foreign investment decisions get no realistic ad-
vantage, the firms get a tax break. The attached newspaper ad says "Now
American exporters can help the government by not paying all their income
taxes." Most Americans would like to he so helpful.

APPENDIx F-CAPITAL CONTROLS

Most Americans are unaware that most countries of the world have far more
extensive controls on capital flows than the United States. U.S. multinational
firm-, and banks complain about United States controls, but accept and adjust to
the rising number of controls in other countries. As other nations extend controls
already available under their laws or put new.controls into Offect to try to main-
tain their national economic health, the United States dollar suffers from a dou-
fh, effect: IJTS. capital controls are weak or out of date. and the Administration
haq relayed those that are in existence. Recently, the Administration announced
It would phase out capital controls on foreign investment on Interest equaliza-
tion. Meanwhile, other nations act to Influence {the flows of money that might
flo,d their economies or rush from their countries. --IRo-inany changes have occurred in 1973 that no complete list Is available.
The attached list (see Appendix K) includes only controls adopted in 1971 and
1972 by the world's industrial countries. members of the Organization for Eco-
nomic Cooperation and Development. These examples show how commonplace,
control are whenever foreign nations seek to protect their economies. The Feb-
ruary 25 Newo York Times reports that Japan has exchange controls despite her
strong reserves, despite her trade surplus and her Industrial strength.

DEVALUATION OF THE AMERICAN4 DOLLAR

The major trouble, by far, is that American corporations and banks now, have.
ige and increasing Investments in foreign countries. They keep their American
dollars there to expand their foreign holdings and, frequently, can avoid paying
U.S. taxes on their foreign-earned profits.

In the summer of 1971, for example, some of these U.S.-based multinatltn'als-
as well as foreign companies and speculators who hold dollars-became v(orried
about America's growing import-export deficits and the value of their Anierican
dollars. They began dumping dollars and buying German marks and other cur-
rencies. In cold fact, U.S. corporations and banks put profits ahead of patriotism,
selling their country's currency in order to make swift profits for themselves.

Similar developments occurred in early February 1978, with the dumping of
billions of dollars to buy marks and Japanese yen.

The operations of these multinational corporations, International banks and
big speculators have become so powerful that tiey can move billions, with ease,
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beyond the reach of the central banks of governments. Frequently, a telephone
call is sufficient to transfer huge sums of money from one country to 'nother.

The Wall Street Journal of February 13, 1973 (copy attached), reported on the
930-page study by the U.S. Ta iff Commission. The newspaper reported: .

"Multinational corporations control such vast quantities of money that they
can precipitate international monetary crises by moving only small portions of
their funds from country to country, a government study concludes.

"Tihe big companies and banks can outgun even the world's central banks in
international currency dealings, the massive study by the U.S. Tariff Commission '1
contends ... .

"In assessing the aims of big companies in currency crises, the report offers /
two possible conclusions: either that the multinationals 'react protectively' with
moves to protect the value of their assets or, alternatively, that, those multina-
tionals 'hardly react at all, while a -small minority, capable of generating heavy,
disruptive movements of funds, do so.' The study said the latter group includes
companies that may actually 'speculate' in the sense of betting on exchange-rate
changes, in hopes of a swift profit." N

Regardless of motive, these actions taken for time private advantage of corpo-
rations and banks have undermined the world position of the American dollar.

These actions are not regulated by the U.S. government. And the multi-
national firms and international banks go their own way, juggling production
and prices and currencies across national frontiers.

So in 1971 and once again in 1973 the speculators-both U.S. and foreign-
gambled and won. They made thelr- big profits, forced the U.S. to ball them out.
The U.S. currency suffered another blow and the rest of America will pay the
price.

The recent devaluation adds somewhat to inflation at home but will have little,
If any, beneflciel effect on America's deteriorating position in the world economy.
The only way to cure the basic problem is for the U.S. government to adopt and
vigorously pursue a new policy on international trade and investment.

Both devaluations were actions taken in crisis. They are not a policy. What is
urgently needed is a comprehensive policy of capital controls to meet America's
needs in the world, of the Seventies.

(From the Wall Street Journal)

CURRENCY CRISES CAN BE EASILY TRIGGERED BY MULTINATIONAL, FIRMS, U.S.
STUDY STATES

WASHNQGTON.-Multinational corporations control sucli va~t quantities of
money that they can precipitate international monetary crises by moving only
small portions of their funds from country to country, a government study
concludes.

The big companies ahd banks can outgun even the world's central banks in
tternational currency dealings, the massive study by the U.S. Tariff Commission
contends. And though the study absolves most multinational concerns of "destruc-
tive, predatory motives," in their currency dealings, It says that much of the
speculative money surge during currency crises, such as the current turmoil in
exch nge markets, stems from the multinationals.

THE "LION'S SHARE"

The 930-page study of the economic impact of multinational concerns on trade,
investment and employment was made by the Tariff Commission.at the request
of the International Trade subcommittee of the Senate Finance Committee. It's
'certain to add fuel to the growing debate in Congress on the effects of the multi-
nationals, which have been under attack by organized labor as "exporters" of
U.S. Jobs and technology.

The study estimates that some $268 billion of short-term liquid assets were
#I held at the end of 1971 by "private institutions on the international finance

scene," and that the "lion's sharo" of this money was controlled by U.S.-based
multinational companies and banks.

The $268 billion, the study reports, "was more than twice thetotal of all inter-
national reserves held by all central banks and international monetary institu-
tions in the world at the same date." It'addg: "These are the reserves with

91-925 --73-23
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which the central banks fight to defend'their exchange rates. The resources of
the private sector butclass them."

Due to the immensity of the multinationals' assets, "it is clear that only a
small fraction needs to move in order for a genuine crisis to develop," the
Tariff Commission concludes. This money "can focus with telling effect on a
crisis-prone situation-some weak currency which repels funds and some strong
one which attracts them." That's what has happened in the past two weeks s
speculators dumped dollars and bought German marks and Japanese yen in
hopes of profiting on future changes in their exchange values.

Since only a "small proportion" of the multinationals' money Is needed "to
produce monetary explosions," the study says, "it appears appropriate to con-
clude that destructive, predatory motivations don't characterize the sophisticated
international financial activities of most multinational corporations, even though
much of the funds which flow internationally during the crisis doubtlessly is of
multinational corporation origin."

TWO POSSIBILITIES .

In assessing the aims of big companies in currency crises, the report offers two
possible conclusions: either that the multinationals "react protectively" with
moves to protect the value of their assets or, alternatively, that most multi-

-nationals "hardly react at all, while a small minority, capahIl of generating
heavy, disruptive movements of funds, do so." The stildy said the latter group
includes companies that may actually "speculate" in the sense of betting on
exchange-rate changes in hopes of a swift profit.

The study found that U.S. concerns invest abroad primarily to reach new
markets, rather than to' find lower-cost production. The search for low-wage
labor is a "secondary" consideration except in a relatively few industries, in-
cluding consumer electronics, footwear, toys and apparel, it says.

The study doesn't resolve the question of whether multinationals have caused
major job losses in the U.S., as American unions contend. It presents three
alternative explanations-two of which will please unions and one which coin-
pantes will like.

The commission estimates that the presence of American-owned plants abroad
represents a net loss of 1.3 million jobs in America If it's assimtmed foreigners
would otherwise import'the plants' entire output from the U.S. If foreigners tin-

f ported only half of such output, and produced the rest themselves, the job loss
would be calculated at 400,000. A third set of.quite different assumptions pro-
duces an estimate that the multinationals have produced a net gain of roughly
500,000 jobs in the U.S.

The study concludes that the multinational corporations "played no role" In
the sharp deterioration of the U.S. balance-of-payments position during tile
late 1960s.

APPENDIX G-SOME EXAMPLES OF MULTINATIONAL FIRMS

NTEXTRON, INC.

Textron, Inc., the 72nd largest industrial corporation inI the United States,
had sales in 1971 of some $1,604 million. With assets of $973 million, Textron
employed some 62,000 people worldwide in 1971.

Data obtained from Moody's 1972 InduRtrial Manual reveals that from 1965
to September 1971 Textron bought or acquired controlling interest in some 32
companies. Textron breaks its industrial products into four basic groups:

(Dollar amounts in thousands

Percent of totalGroup 1971 sales sales

Aerospace ................................................................ $556 559 35
Consumer .........................-................. . ................... 499'356 31
Industrial................................................ " 3110 19
Metal products .............................."......'.. ...... .......-:-.: 236,702 is

Total ................................................................ 1,603,713 100.
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Partial list of companies and products by group:

Aerospace
Bell Aerospace-rocket engines, missiles and spacecraft systems, vertical lift

aircraft, aircraft landing systems, etc.
Bell Helicopter-Military and commercial helicopters.
Dalmo Victor-Electromagnetic defense systems.

Oonsunter
Gorham-Sterling, china, crystal, etc.
Eaton Paper-Stationery, etc.
Homelite-Power tools, etc.
Polaris-Snowmobiles, parts, etc.
Sheaffer Pen-Writing instruments.
Maico-Hearing aids.
Shuron/Continental-Eyeglasses, optical equipment.
Speidel-Watchbands, jewelry.
Talon-Zippers, buttons, etc.

Industrial
Burkart/Randall-Apto parts, natural and synthetic cushion material; plas-

tics, etc.
Campbell, Wyant, and Cannon-Automotive engines and die cast parts.
Fafnir-Bearings. -'
Fanner-Abrasives and grinding wheels.
MB Elect ronics-Measureinent instruments, digital control systems. -
Spencer Kellogg-Chemicals and oilseed products.
Sprague-Gas meters, containers and fittings.
Walker/Pa rkersburg-Race way systems, pre-engineered metal buildings.

Metal Products
Bostitch-Staplers, staples, etc.
Bridgeport Machines--jilling machines.
Pittron-Heavy duty rolling mills, castings, etc.
Jones and Lamson-Lathes, grinders, etc.
According to Moody's I.M., Textron operates plants in-threfollowrng'countries'

Number Number
"° Country: of plants Country-Continued of plants

Hong Kong ----------------- 1 Mexico -------------------- 1
Italy ---------------------- 1 Netherlands ---------------- 2
Luxembourg ---------------- 1 N. Ireland ------------------ 1
Australia ------------------- 4 Puerto Aico ---------------- 1
Belgium -------------------- 1 Spain ---------------------- 1
Canada ------------------- 12, Switzerland ----------------- 1

-, England -------------------- 4
Germany ------------------- 7 Foreign plants (1971) .--- 88

"MADE IN THE WORLD-BY PEOPLE"

"That's the stamp we'd like to put on our products. And the one we'd like
to see on everybody else's. Because at Textron we believe We should think in
terms of one, worldwide economy." •

-Wall Street Journal 12/4/72
Nice talk from a company so dependent on United States' taxpayers money

that it consistently ranks in the top 15 defense contractors.
Textrop, Inc.'s position in the IPenthgon's list of the 50 top defense tIontractors:

Year and rank-Contract volume: Millions
1967, 11
1968,13 ---- --------------------------------------------- $501
1969,16 -------------------------------------------------- 428
1970,13 -------------------------------------------------- 481

"The Pentagon's listing of top defense ".contractors for fiscal 190 reflect the
declining fortunes of many aerospace companies.

Not all aerospace companies were losers, however. Textron, Inc., whose Boll
Aerospace Corp. subsidiary manufactures the widely used UH-1 helicopter...
awards rose from $428 million to $431 million."

-Business Week 11/14/70
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"Textron's biggest oney earners continue to be consumer products like watch-
bands (Speidel), snowmobiles (Polaris) and chain saws (Homelite). But against
all odds, Textron's aerospace division showed no decline at all, as growth
chiefly in Minuteman strategic systems offset- lower helicopter sales (Bell).

Textron has turned its attention overseas. 'We're not going to Europe to
try to do something big to get out fromunder the Justice Department. We're
not out to acquire big companies or basic industries or to be the biggest em-
ployer in a major city. We're starting small with $10-mtllion to $20-million
companies ... we need to become a multinational company, a planetary corpora-
tion in this decade.' Textron President, G. W. Miller."

-Forbes 12/15/70
"Miller thinks of Textron as a small company, despite the $67 million it earned

in profits last year on $1.6 billion in sales and $976 million in assets.
Miller says, 'I don't think there would be an objection to Textron's strength-

ening itself through acquisitions to participate in the American or world
economy.'

'We're a producing company,' he says, 'and we're looking at a trend where
the U.S. is less and less a producing country. It's a .crvice country. So in a sense
we have some skills that are not really going to be required in the major growth
pattern in the I.S.'

'We're a long way from being a broadly based transnational company,' he
-saysi 'but our ambitions lie that way.'

So far, Textron's foreign commitment is small . . . But that commitment is
protoing. For instance, Textron paved the way for the. entry of its Bostitch
-subsidiary into the Eastern European market.

But Miller has no intention of simply extending Textron's domestic business
overseas. Ile expects to acquire new lines, based in Europe, that, will operate
on a worldwide scale."

ITT *
-Forbes 9/15/71

"... our policy -of diversified activities carried on In various important econo-
mies around the world: helped make us hesitant to the cyclical pressures of any
given area."

• . . banks and other fiduciaries as a group are the largest holders of ITT
common stock and at the end of 1970 held more than 45% of . . . outstanding
common stock. The 30 largest banks in the nation held 23 million shares. 392,000
employees

.. . in every instance . .. management has brought competitive conditions
and strengths to' the industries we have entered."

DIVISIONS AND SUBSIDIARIES

1. Telecommunications:
ITT World Communications, Inc.
"Our leading Spanish company"
"One of our French companies."
"Our principal Italian company."
"Our Belgian company."
"ITT's European laboratories".
"Our Puerto Rico telephone operating subsidiary".

2. Industrial Products:
Automotive Consumer Products:
Railroad Radio
Aviation TV
Communication Phonographs
Electronics Tape Recorders
Lighting Refrigerators
Building Home Freezers
Chemical Household Appliances
Refining

ITT Intermetall-Germany.
ITT Thompson Industries--Mississippi.
ITT Nesbitt-Industrial heating and air conditioning-U.S.

*From annual report 1970.
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Industrial Products Group-Europe.
Alfred Teves Gmbh-Germany-auto disc brakes.

Stenberg-Flygt AD-industrial pumps.
Naples---"components factory"
Nuremberg components factory.
"Semi-conductor division"-England.
"Leading German company"-color TV picturetubes.

EUROSET TV: Austria, France & Germany.
ITT Consumer Products-Europe

Graetz radios-Germany.
Graetz radios-England.
Manufacture of consumer radios-Zambia.

3. Consumer and Business Services:
ITT-Avis (itself and international).
ITT--Canteen Corp.
"Several new gourmet restaurants to its existing group."
ITT Globe-Europe: plumbing fixtures.' -
ITT Blaciburn-(U.S. ?) underground electrical power connector.
Grinnell Corp.-sprinkler systems and pipe fittings.

41 ITT-Continental Baking.
Morton Frozen Foods Division.
Hostess snack cakes.
"A number of European food and snack companies entered ITT System in

1970."
Gwaltney, Inc. of Virginia-Smithfield Ham.
ITT Levitt:

Levitt Multihousing Corporation.
"Building systems subsidiary"-Battle Creek.
"Mobile modular housing-West Coast.,
1- ITT Levitt Develdpment Corp.-recreational properties.
ITT Sheraton Hotels.
ITT Service Industries Corporation. APCOA.

ITT publishing Activities.
Howard W. Sams & Co. Inc.
Bobbs-Merrell Company Inc.

ITT Educational Services, Inc.
Pegler-French business'school complex-direct education.
ITT Data Services. Sweden, U.K.,Brazil (2)
Diversified financial services companies 20 operating units:

ITT Aetna, parking facilities, taxicabs in D.C., motels.
ITT Thorp.
Industrial Credit Company.
ITT Hamilton Life.

TMidwestern Life.
T Life of New York.

Abbey Life of Canada.
Monitor Group-Canada (fire & casualty ins.).
ITT Hamilton Mgmt. Corp.-mutual funds.
"Financial services"-Great Br., Ger., Italy, Netherlands.
The Hartford:

* Special Accounts Insurance Department.
Group insurance to 11 labor unions.

4. Natural resources Group:
ITT Rayonier Ih.:-chemical cellulose, wood pulp

£ Pennsylvania Glass Sand Corp.-silica & clay products
Southern Wood Piedmont Co.-fire & weather resistent lumber

5: Defense-Space:
Federal Electric Corporation.
ITT Arctic Services, Inc. DEW line BMENS.
White Alice communication System.
"ITT's French Laboratory Co."-Ground surveillance radar.
ITT Gilfillean, Inc.
Itt subs, in Fr. & Ger."--TACAN.
ITT Electron Tabe Dn.
ITT Avionics ECM. -
ITT Defense Communications Division.
ITT Space Communications-satellite 6o"m. (stations in Greece, Colum-

bia, Spain, Guam).
"Our principal German company.'
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APPINDIX H-EXPORT OF JOBS BY M.[ULTINATIONALS-SOMIE EXAIPXlY5

More than 1,000 steelworkers' jobs were exported from D!erden-Wallingford,
Connecticut, area to Taiwan by Insilco (International Silver) by 1971. The stain-
less steel flatware formerly made, in Connecticut now is imported by Instlco.
This is just one example Of the export of jobs of steelworkers by multinational
firms which have sent thousands of jobs in ball bearings, roller chain and other
steel products out of th6 U.S. °

600 machinists' jobs in Elmira. New York, were exported from the United
States when the Remington Rand typewriter plant, which once employed over
6,000, closed in 1972. High costs and imports were some of the many factors
blamed by local managers for the shutdown. Some production was moved to
Canada. But this year the local union reported that some of the machinery was
sent to Brazil, where Sperry Rand, the multinational owner of Remington Rand,
also has an Interest. Typewriters made under license to Remington Rand specific.
cations in Japan have been imported. The Elmira machinists joined an estimated
30,000 other typewriter employees In Mlssourl. Cohnecticut and other states
whose Jobs were exported in the five years before 1972.

180 ladies garment workers' jobs in San Francisco were exported by American
Hospital Supply, a giant conglomerate, to Juarez, Mexico, in 1072 where the
paper garments they made could be shipped to the U.S. market from an area
Just south of the U.S. border. Along that strip another 50,000 Jobs in toys, elec-
tronics, apparel, replace the Jobs of American workers from Indiana to Los
Angeles, from Pennsylvania to Wisconsin. as the giants of American Industry
Joined small employers to export assembly jobs from the nation's cities and
towns to Mexico, where goods for the U.S. markets are produced.

2.000 machinists in the GE plant of Utica, New York, had their jqs exported
to Singapore between 1966 and 1972, when GE made its last radio in the U.S.

2.000 auto workers' Jobs were lost in Los Angeles when Chrysler shut down.
From ,Jatan Chrysler Mitsubishi began to send the compact Colt to the West Coast
of the United States in 1971.

1,600 workers' Jobs in Philadelphia Ford-Philco were affected in 1972 by the
latest of a long history of jobs exports and relocations that has peralsted in that
city since 1963. when Ford-Philco began to make its world-wide shifts in elec-
tronics.,Ford-Philco is one of the rajor exporters from Taiwan to the United
States, now that Taiwan has becomO the largest supplier of black and white TV
sets to this country. "The jump In imports from Taiwan is attributable partly
to the Japanese, but the bulk comes from a continued transfer of output from
U.S. to Taiwan by Admiral, Motorola, Philco Ford, RCA and Zenith." (Consumer
Electronics, Television Digest, February 5, 1973.) Henry Ford reportedly told
the Mayor of Philadelphia that he did not expect to build any U.S. plants in the
foreseeable future. 700 glass workers lost their jobs in a Libby-Owens Ford sheet
glass plant in Shreveport, Louisiana. Pittsburgh Plate imports sheet glass from
abroad. I

The service jobs of America's ships have been exported until the U.S. home
fleet carries only about five percent of the foreign trade volume, and U.S. employ-
ment in shipping and shipyard work Is low.

19.000 shoe workers in Massachusetts alone lost their Jobs In the 1900s as.
American shoe manufacturers faced foreign competition and foll wed the policy
of "If you can't lick them, join them." Large conglomerate multinationals like
Interco and Genesco produce shoes in ]France, Canada, Belgium. England. Italy
and South America. A Milwaukee shoe firm announced five years ago that it
would make shoes in Ireland, exclusively for the U.S. market.

'o action has been taken to protect these workers. Tle U.S. government has
studied and restudied the. problem gor yoars6ri end, -while each day, each .week,
each month tens of thousands more jobs are exported-despite the denials of the
corporations Involved. -

* To these men and women, there Is no question about whether U.S. Jobs have
been exported. They know they have. They have lost their jobs,

And for the schoolteachers whose jobs are affected by lost bond issues, for
taxpayers who have lost the tax base of their community, for firemen-and police-
men and other local-and state government employees, the problem i growing.
This is not a problem of a few Americans. This is a problem for America itself
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APPEXDIX I-SOME'EXAMPLES OF REGULATIONS OF FOREIGN INVESTMENT ABROAD

A SUMMARY OF RECENT REGULATIONS OF THE GOVERNMENT OF BRAZIL CONCERNING
INCENTIVES TO ATTRACT EXPORT ORIENTED INDUSTRIES DECREE LAWS OP OCTO-
BER 81, 1972 , I I

I. Decree Law 1,244 and Decree Law 71,77-Inmports of export oriented factories.
1. All of the production of the import factory must be explored, except in the

following cases:
(a) when an annual quota of domestic sales is established at the time tile

application for importing the factory is approved;(b when an Act of the President of the Republic luthorlzes domestic
sales because of local or foreign marliet special conditions.

2. The factory to be imported must be in operation in the country of origin
and its production in Brazil must provide an effective increase in Brazil's
exports.

3. The goods produced by the imported factories and sold in the domestic
market are considered imports and are therefore subject to import duties and all,
other local taxes. The Customs Policy Council will establish the basis for, the
calculation of these duties and taxes.

'4. Export oriented factories imported under Decree-Law 1,236 are exempt
from import duties and Industrial Products taxes.

5. The Foreign Trade Department of Banco do Brasil (CACEX) will appraise
the value of the imported factory, taking into consideraton the book value in the
country of origin. Tile equipment of the imported factory must be in condition
to operate at least for five years.

6. The imported factory will benefit from all Government of Brazil incentives
for exports of manufactured products, except those granted by Decree-Law 1,189
of September 24, 1971.
II. Decree 71,278-Special export programs.

1. To receive the benefits specified in Decree-Law 1.219, the Special Export Pro-
gram must result in higher export earnings to Brazil, increase Industrial pro-
ductivity, assure economies of scalb which may lower prices in tile domestic
market and fit .n ,with the export priority areas established by Brazilian eco-
nomic J)olicy.

2. The applicant must submit a list of imports which will benefit from the in-
centives granted by Decree-Law 1,219.

3. If the applicant wishes to obtain the import incentives prior to exports, under
the Special Export Program, he will have to request advance incentives'at the
time the program is submitted for approval.

4* Initial investments in machinery and equipment under the Special Export
Program may be imported duty free anti are not included in the value limitation
set forth in Article 3 of Decree Law 1,219.

[From the New York Times, Jan. 2, 10731

SPAIN HAILS A DECISION BY FORD To CONSTRUCT $290-MILLION PLANT

MADRID, Jan. 1-A firm offer by the Ford Motor Company to build a $290-
million plant in Spain brightened Spain's new year weekend.

The Ministry of Industry confirmed here late Friday that Ford of Euyope,
Inc., formally presented a petition on Dec. 23 to manufacture automobiles in
this country.

According to the Spanish Government. tile Ford factory will be designed to
produce 240,000 cars a year.- Based. on the total production figure for the entire
Spanish automobile industry for the current year of 630,000 ilnits, this would
mean 'that Ford wild have more than one-third of the total output of new cars,
and would be a close runner-up to the Spanish giant, Sociedad Espanola de
Automoviles de Turlsmo, S.A., which built 340,000 automobiles in 1972.
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RULING REQUIRES EXPORTS

The decree of last Dec. 7, under the terms of which Ford submitted its peti.
tion, requires that foreign car manufacturers setting up operations in. Spain
must export at least two-thirds of their production. This ruling would oblige
Ford to sell at least 180,000 of its Spanish-built cars outside Spain every year-
80,000 more than the total number of all brands that were exported In 1972.

There was no official indication, either from Ford or from the Spanish Gov-
ernment, of the possible effects of such a massive export program on Ford's pro-
duction elsewhere In Europe, notably Britain and Germany.

But apart from tiny effect abroad, the requirement is bound to make life
tough for the smaller automobile manufacturing companies in Spain, such as
British Leyland's subsidiary, Authli, which has been continually operating at
a loss in the highly competitive domestic motor car market.

The statement released by the Ministry of Industry said that 7,640 persons
would be directly employed by the plant once it reaches full production, and
that during its first year it would provide Jobs for 6,400 Spaniards. The factory
-will take five years to reach its full production capacity.

The ministry's statement confirmed earlier unofficial reports that the Ford
factory would be bbilt on Spain's eastern coast. According to the Spanish news
agency, Europa Press, which Is closely linked to several cabinet ministers, the
qlte chosen by Ford is near Valencia.

The official, confirmation of the Ford bid came after more than a month of
speculation that began with the visit of Henry Ford 2d to Madrid in November,
when he called on the Minister of Industry, Jose Maria Lopez de Letona.

The statement said Ford's annual exports from Spain would total about $216-
million. That is more than one-fifth of the total of all Spanish industrial exports.
combined in 1971, the last year for which such a figure is available.

AUXILIARY BUSINESS SEEN

The statement also said that the Ford factory would bring about $117-million
worth of business to auxiliary Spanish industries.

The news that the Ford factory would be located on the East Coast was a dis-
appointment to the people of hundreds of towns and villages in other parts of the
country-including the elegant old sherry-producing town of Sanlucar de Bar-
rameda-which had bombarded the Government, Ford offices and the United
States Embassy with letters and telegrams offering such advantages as free land
for Ford to build the factory in their respective towns.

The December decree that opened the doors-t-o Ford is expected to entice other
big automobile manufacturers into Spain, where wages are low and most strikes
illegal. Last Dec. 20, the Minister of Industry said on his return from a trip

to Paris that Peugeot had expressed interest in such a possibility. ""

[From the New York Times, Nov.'24, 19721

U.S. INVESTORS AcciPT MExIco's, POLICY

(By Richard Severo)

MEXIco.CITY, Nov. 23.-The Mexican Government is making it clear that it will
want greater Government participation with foreigners who want to invest here.
But after a month of major policy statements.to that effect, key American busi-
ness spokesmen say they still believe Mexico re mins an attractive investment
possibility.

Indeed, a review of the situation strongly suggests thatNMexican businessmen
are more concerned about new government policies than areoreigners. As for the
Auierticonsome have questions about technical details, but\they tend to be un-
surprised-anost relieved-at recent government statemen clarifying Mexican
policy.

As one of them put it: "If you look at a lot of countries only a few of them can
cut the mustard and Mexico's one of them. Mexico Is still one of the few ball games
arouftd."
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DEVELOPMENTS CITED "

Within the last month the Mexican economy has seen the following develop-
ments:

President Luis Eclieverria Alvarez signed a decree on Oct. 23 that requires 60
per cent Mexican ownership of auto part manufacturers, sets limits on component
production and sets restrictions on the number of Models that can be produced
for each line.

On Nov. 3, President Echeverria sent a bill to Congress that would essentially
limit the amount of foreign technology that can be purchased by companies in
Mexico. Mr. Echeverria said that although foreign technology has been useful to
Mexico. he felt the country had to develop as much of its own as possible "for
economic independence."

The bill is certain to pass beforefthe end of the year, and thereafter all con-
tracts for foreign technology will have to be registered with the Governnient

On Nov. 4, t~ke-cjxerinient announced it was ending foreign domlnance of the
* tobacco industry witl-Ilhe creation of Tabamex, a company 52 per cent owned by

the Government. The Government is permitting the remaining 48 per bent to be
held equally by tobacco co~panles and farmers.

The Mexicans call this the "Mei lcanizatioui" of the tobacco Industry and pre-
. .. jIet twilt-provide abptit $24-million. more in yearly earnings for 30,000 tobacco

farmers and their families. Payment for the takeover will largely be to American
and British interests, and negotiations are under way now.

Earlier this year, the Government acquired a majority control of the telephone
company and took over Azufrera I'an-amerleana, a subsidiary of the Pan Ameri-
can Sulphur Company, a United States concern. Government control of the tele-
phone company was achieved by increasing the Government's already substantial
holdings, and Pan American Sulphur was not unhappy With the deal it made to
divest itself of its Mexican holding.

However, with the three latest developments, a drift tQward greater Govern-
ment control was underscored. There was speculation in the press both here and
abroad that it would weaken investor confidence In Mexico. As of yet, this has
not happened.

In recent'interviews on these developments, American businessmen were at the
very least cautiously optimistic while their Mexican counterparts tended to have
forebodings about what the future held for them.

"'You know we are not little boys," said one Mexican. "We know what we are
doing, we know how to handle foreign Investors. We don't need the government
to tell us what to do,"

Said another, "Whenever the Government takes over something, you can-4be
sure that, sooner or later, it will lose money." o s ,

None of the Mexicans or Americans were willing to be quoted by name.-
The Americans were surprisingly sanguine about what was happening, per-

halps because they have been in Mexico for such a long time and feel they under-
stand the country's development.

"I think the Mexicans are saying they've made mistakes in the past," said one
American. "They haven't really had civic responsibility. Too many of them have
been saying, 'I'm out for, me and you go to hell.' That's what Echeverria is out to
change, and I don't blame hin at all."

Another American said:
"Tie private sector is going into an obvious decline. But I think the Mexicans

honor their commitments and welcome foreign Investments, provided you first
reach an agreement with the Government and know clearly where you stand.

AUTO INDUSTRY RAPPY

"Comparatively speaking, I still cbnstder. Mexico a place where you can get
a reasonable return with low risk. You can make more money In Brazil, but that's
a military dictatorship and surely It Is a higher risk situation."

The developments in the automobile industry captured headlines In the lfxcan
press but they. came as no surprise to Americans. In fact, in some wa s, the
developments were welcomed.

A large number of the more than 200 auto-component companies here are already
%owned by Mexican interests and the new requirements of 00 per cent "Mexican-
lzation" were reportedly not 6f concern to the American companies, slijoe they
had already met or come close to that requirement. Auto manufacturers had
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received a draft of the presidential decree last spring. United States producers
reportedly had no objection to restrictions on a number of models, since this
would tend to reduce their pr(du(tion costs.

Moreover, limitations on component production would not appear to be a
threat to the Americans or. for that matter, the Germans. Ford, for example,
produces tooling here that is exported to the United States. Volkswagen makes
parts here that it exports to various places. Chrysler's new $5-million plant near
Mexico City would also lie unaffected, since the air-conditibning components
it produces are totally for export and therefore in compliance with the new
rules.

"Frankly, some of us want government participation," said one American. "We
know that once we have a deal. It is easier to get money, easier to get Import
permits, for capital goods, easier to get uppointnments, easier to get roads, electric-
Ity, Aites i industrial parks--easier to do almost anything."

Fausto Zapata, Under Secretary of the Presidency and a close adviser to Presi-
dent Echeverria, discussing the situation in an interview, said:

"It is unfortunate that Mexican businessinen are accustomed to excessive
profits and tax loopholes. We want to change that."

Mr. Zapata dismissed assertions by some Americans and many ,Mexicans that
President Echeverria was leading the nation toward socialism.

"This is not the case," he Raid. "We are going to an economic structure
characterized by our desire to be the owners of our destiny. We want Mexican
entrepreneurs to do it. We don't want to be a nation of waiters."

Mr. Zapata said the Mexican economy retains "intolerable characteristics" of
inequity. He said that 70 per cent of Mexico's gross national product is in the
hands of 30 per cent of the population.

Mr. Zapata dismissed assertions frequently made by Mexican leftists that -
Americans have meddled in the affairs of Mexico.

"Nothing like Chile has happened here," he said. "Foreign investment has not
hurt us but we realize now we could have a problem In the future. We want to
control the pattern of investment. Americans are no different than any other
investors. They want to make profits. No investor In this country is a boy scout
helping us without wanting anything in return."

In any event, the furor caused by the new economic policies seems to have
boiled down to a single word. Last April, the United Statps Department of
Commerce's Economic Trends report said that "Mexico welcomes .elected foreign
investment." In the latest report the headline was changed to "Mexico accepts
foreign investment selectively."

[From the Journal of Commerce. Feb. 0, 19731

PROCEDURES SPELLED OUT-NIExico To REGULATE FOREIGN INVESTMENT

(By Bruce Cross)

MEXICO CITY-'Mexico's new foreign investment laws contain several important
changes. Businessmen who expand into Mexico-including those who already
have done so-now must work through two new entities created by these laws:
the National Foreign Investment Commission and the National Foreign Invest-
ment Registry.

The laws thc-aselves are relatively brief, but regulations surely will hte added
to them as time goes by.

These changes are familiar and expected because they reflect Mexican think-
ing which has been prevalent for many years.

Ideas contained in these laws aren't really novel, but are written into the
federal law books for the first time. They have grown out of Mexico's Consti-
tution bit by bit, first from popular opinion to court decisions, then from inter-
pretations to regulation, finally to written law.

These new laws, then, surprise no one who has taken time to think about
what is happening in Mexico.

-- FOUR- CI ANGES

Four changes from Mexico's previous regulatory practice in the foreign Invest-
ment field are outstanding:

1-The new laws state specifically that, with one exception, foreign investment
may not represent more than 49 per cent of the capital stock In any Mexican
enterprise. The one exception: if it is in the best interests of Mexico, a higher
percentage of foreign ownership may be permitted.
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2-Government authorization must be obtained to permit foreigners (or Mex-
ican companies which are controlled by foreigners) to acquire more than 25
per cent of the capital stock, or more than 49 Per cent of the fixed assets, ot
any Mexican business enterprise.I -All shares of Mexican companies which are held by non-Mexicans (or by
other Mexican companies which are controlled by foreigners) must be nom-
inative shares, or converted to that form.

4-Control of all foreign Investment In Mexico now is centralized in the Na-
tional Floreign Investment Commission (Comision Nacional para la Inversion
Extranjera), and that foreign investment must be registered in the National
Foreign Investment Registry (Registro Naclonal para la Inversion Extranjera).

Businessmen may well ask what foreign Investment is in the eyes of Mexican
law. The government considers investment to be foreign If it is made by -foreign
individuals, foreign legal "persons," and by foreign legal enterprises which do
not have legal "person."

Investment also is considered foreign if It is made by Mexican companies
whose capital is majority owned by foi'eigners, or by Mexican businesses in >-

which foreigners have the right to control their management.
This covers a lot of ground, certainly all investment methods which non-

Mexicans have used in the past.
An important point to note is the great emphasis placed on power to manage a

Mexican business enterprise. If foreign investors take part In management of a
Mexican company, or have the power to do so, regulation then applies also to
cases involving indirect investment and use or transfer of foreign technology.

Regulation is spelled out in the three major areas of foreign Investment: in the
assets or capital of Mexican businesses, in real estate trusts operating along
Mexico's borders or coasts, and "in other areas referred to in the law."

THREE OTHER RESTRICTIONS

Foreign investment in Mexico sometimes is planned around non-Mexicans who
have obtained permanent immigration status (inmigrados).

In the eyes of these new laws, "inmigrados" may invest with the rights of
Mexican nationals except t when the immigrant is related to a "foreign economic
decision-making'entity."

Three other restrictions also apply to "inmigrados" : they may not invest in activ-
ities which are reserved for Mexican nationals, they may not invest in companies
which prohibit ownership of their shares by non\Mexicans, and they may not own
land along Mexican borders or coasts.

RESERVED FOR MEXICANS

Seven industrial activities remain specifically reserved for Mexico's federal
government: petroleum and hydrocarbons, basic petrochemicals, specified miping
activities, railroads, communication by radio and telegraph, electricity, and any-
thing involving radioactive minerals including generation of atomic energy.

Six other specific business areas are reserved for Mexican nationals and com-
panieq whose shares are reserved for Mexicans :. transportation by air or sea, any
kind of automotive transportation, forestry, radio and television, gas distribution,
holding title to land within 62 miles of the borders or 31 miles of the coasts, plus
business activities specified by the government's executive branch (including
financing, banking, investment companies, insurance and bonding).

Interesting to note. the law does not prohibit minority ownership by foreigners
of activities specified by the Executive Department provided those foreigners
are not acting as a group.

PERCENTAGE LIMITS

Aside from other "no-no's," Mexico permits foreign Investment in many other
business activities-although it continues, to place percentage limits on maxi-
mum ownership which foreigners may hold in them.

These include (1) mining operations (49 per cent maximum in most areas, 34
per cent in "national reserve" areas) ; (2) automobile parts manufacturing (40
per cent maximum) ;, (3) secondary petrochemical operations (40 per cent maxt-,
mum) ; and, (4) a maximum of 49 per cent in a long list of areas specified either,
by laws or by Executive Department regulations: advertising, agriculture, alumi-
num, bottled water, cellulose, cement, cosmetics, essences for flavors and per-
fumes, fertilizers, fishing and fish canning, glass, motion picture production, dis-
tribution and exhibition, perfume manufacturing, publishing, rubber (heavy
manufacturing), soap, soft drinks, and steel.
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Foreign investment to a maximum 49 per cent is permitted in all other cases
for which laws or regulations do not set particular limits, provided foreign In-
vestors do not take part In company administration or help determine company
management policy.

Foreign ownership may be permitted at higher rates in these other cases if the
" National Foreign Investment Commission decides that doing so would benefit

Mexico's economy.
Even In those exceptions, howevei', foreign investors may not take part In com-

pany management in a proportion greater than their share of its capital.

17 POINTS

How will Mexico's government decide what foreign investment, to admit? What
are its criteria for setting the maximum percentage ownershill*htfelt foreig.ners
may hold? Mexico's powers-that-be use a checklist containing these 17 points,
plus its own "discretlonary power."

1-Foreign investment must supplement, not displace, V'exican Investment. A

2-Foreign investment must not displace healthy Mexican enterprises.
3--Will the foreign investment help Mexico's balance of payments? Will it in-

crease Mexico's exports?
4-Will it raise the level of employment? how will It affect wage and salary

levels?
5--WIll It train and use Mexicans in its administrative and technical groups?
6--What will be Its use of nationallyproduced raw materials and component

parts?
7-Will the new foreign investment help bring underdeveloped ai'eas of Mexico

Into the national economic life?
8-Will it have a monopoly position?
9--To what extent will the investment be financed by foreign capital? How

diversified will be its sources of capital?
10-How will the new Investment help regional and subregional Integration in

Latin America?
11-Wlat Is the structure of capital in the branch of this busit i: s which al-

ready exists In Mexico?
12-How will this investment affect the prices and quality of products In the

market?
13-What importance will this new investment have in Mexico's national

economy?
14-Will It help preserve Mexico's social and cultural values?
15-What new technology will this new investment contribute to Mexico? What

research and development will it do?
16--How will the foreign investor identify with Mexico's interests? What is

his relationship to foreign groups which make economic decisions?
17-To what extent will the foreign investment help Mexico reach its national

objectives? How does It comply with Mexico's national development policies?

REGULATE OWNERSHIP

Mexico's new foreign investment laws also regulate the ownership 6f -capital
stock in Mexican companies. In thee cases, shares of capital stock in Mexican
companies must be nominative: companies controlled by foreign persons, Mexican
companies which in turn are controlled by foreigners. and Mexican companies
controlled by foreign economic groups which have no legal standing.

in addition, nominative shares must be issued in. the proportion and way
established by the National Foreign Investment Commission or by other laws
and regulations.

Bearer shares of Mexican companies no longer can be purchased freely by non-
Mexicans. In order to buy bearer shares, foreign purchasers first mist obtain au-
thorization from the National Foreign Investmerit Commission. Then bearer
shares must be converted into nominative shares.

Furthermore, bearer salres of Mexican companies which are held by foreigners
or by Mexican companies controlled by foreigners must be converted to nomina-
tive shares and registered with the National Foreign Investment Registry within
six months (by July, 1972). Conversion Is simple, and may be done by noting
pertinent nominative Information on the shares themselves or on attachments
to them.
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These new foreign investment laws have several big teeth to insure compliance.
Companies in Mexico with foreign ownership will lose all their legal rights if

tbey are not registered: their acts will have no legal effect whatsoever.

- [From the Conference Bodrd Record, August 1972]

APPENDIX J

To DISC OR NOT TO DISC-SOME EARLY RETURNS

(By Michael G. Duerr. CB Interifational Management Research)

Although many U.S. corporations have decided'to form domestic international
sales corporations, not many now expect that the DISC will revolutionize their
strategies for conducting international business, according to a recent poll of
International executives.

a As part of a recent survey, The Conference Board asked its Senior International
Executives' Panel: "Do you anticipate any change in your company's long-range
strategy for competing in world markets as a result of devaluation . . . [or]
other government actions (e.g., trade and investment restrictions, the DISC) ?"

4 Only,31 of the 105 responding executives say that they anticipate any signifi-
cant change for any reason, and only six attribute this change to the use of a
DISC.

Just over one-third of the panel (37) report that their companies have formed
a DISC or else are definitely planning to form one. Seven say that they have not
decided, and nine say that they have decided not to.foim a DISC. Almost half
the panel had nothing to say about the DISC at all.

Among the most enthusiastic proponents of the DISC is the president of 9
chemicals company. He writes: "We formed a DISC effective January 1 and
have been using it either as a direct seller or as commission agent on that portion
of our export sales that qualify. In the case of certain products in ample supply,
we have calculated in the DISC benefits in setting our pricing so as to help
achieve greater volume. We have achieved in the first three months of 1972, and
expect to achieve for the year as a whole, a significant increase in our export
sales vs. 1971. In part, this increase is a result of the DISC legislation ..

The president of an industrial equipment firm notes that the use of a DISC
has encouraged his company to speed up shipping time from U.S. plants to Europe,
while cutting back on European inventory. And several other executives say that
they expect to pldice more emphasis on exports in order to gain full advantage from
a DISC.

Executives who have decided against nsing a DISC typically explain that
their companies are already committed to overseas manufacturing. "We took a
hard look at DISC and decided It would not be to our advantage because our
International Investments are more significant than our exports," writes one.
A pharmaceuticals company executive reports that a study convinced him that
DISC's effect would be "quite negligible." And a foods company president writes:
"We were pleased to see the adoption of DISC, although we have not presently
planned to form one."

The majority of companies which have decided to form DISC's indicate that
they expect to derive some benefits, but that they do not expect to change their
strategies for serving foreign markets as a result of their new export vehicle.
The following comments are typical of the rage of opinion among this group:

"Like most companies, we are taking advantage of the benefits of the DISC.
However, we do not feel that they are of sufficient magnitude to have any real
impact on the competitiveness of U.S. exports.

Assistant controller, machine tools.
$ * 0 0 0 $ 0

The Government's DISC proposal has been under active consideratio,and It is
very possible that our company will establish a DISC in the near future. Our
investigations, however, have indicated that the potential benefits from the DISC
anot likely to have much of an impact on our operation.

Vice president & general manager, metal products.

We are in the process of forming a DISC corporation, but do not presently
feel that it will have a major impact on the -growth ratb of our U.S. exports.

President, household products.
* * *. 0 * * 0
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A few companies express doubt that the DISC will endure as an export
promotion measure. The vice president, international, of one of them feels that
their DISC "will definitely have a favorable effect on U.S. export sales volume,
with favorable effects on plant capacity utilization and profits." But he adds:
"Our policy will be to try to take advantage of this on a short-term basis, as
we do not expect that DISC opportunities will continue unhampered by Con-
gressional restrictive amendments or foreign government action."

Several other panelists suggests that present legislation does not go far
enough in the direction of offering export incentives. Two suggest additional
steps:

We expect to take full advantage of the DISC-type operation, but this ad-
vantage is obscured by the problem of arriving at a practical tax reserve policy.
An export incentive in the form of a concrete reduction in the tax rate, similar
to a Western Hemisphere Trade Corporation, would be preferable.

Pre8ident, inaclhln ry and equipment.

Although we view the DISC legislation as a step in the right direction,
further tax concessions and assistance by the govermnent-rather than hind-
rance--will he required for this country to balance its external accounts and
maintain an internationally competitive position.

Treasurer, pharmaceutioal8.

And another panelist expresses a viewpoint implicit in the comments of many:
We probably will utilize DISC only for a small portion of ou business inas-

much as we are so thoroughly established over the years in our distribution
methods, our financing methods, and our tax situation all over the world. DISC,
does not offer us what it would to the company just contemplating entry into the
foreign field.

Vice president, International, instruments.

The Conference Board's panel is composed of executives whose companies
have been active in international business for some years. It is'possible, there-
fore, as the final quotation suggests, that a survey of companies with less inter-
national experience would have drawn a more enthusiastic response.

[From the Wall Street Journal, Mar. 7, 1972]

Now AMERWiAN ExPonTERs CAN HELP THE GOVERNMENT BY NOT PAYINo ALL THEIR
INCOME TAxES

By setting up &. DISC. A DISC or Domestic International Sales Corporation is
a new type of U:S. company created by, Congress that will make doing business
overseas more profitable to American businessmen.

WHAT. DISC DOES

A DISC serves as the export sales arm of a United States company and op-
erates under greatly simplified Intercompany pricing procedures. By offering sig-
nificant tax benefits to U.S. companies who operate through a DISC, the Admin-
istration has put American goods and services in a more competitive posture in
foreign markets.

WHAT DISO CAN DO FOR YOU

The new law provides an indefinite deferral on 50% of export earnings. In order
to take advantage of this' benefit, a company must file a ISC electionwith the
IRS... in some cases before March 31, 1972. Your attorneys can give you the nee-
essary legal guidance to comply with Internal Revenue Service directives in this
area.

WHAT WE CAN DO FOR YOU

Chemical Bank can help by giving, you the financial, advice needed in setting
up andi operating a DISO, Our international officers have followed the develop-
ment of DISC legislation for some time and are experts on the financial implica-
tions of this new law.
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WHAT WE'VE ALREADY DONE FOR YOU

As 'a matter of fact they've everi writtenla book on it: DIS6-A Sumtary of
Pertinent Facts for the Financial Offeer whIch explains many of the details
in setting up a Domestic International Sales Corporation. Chemical Bank also
has in operation a computer model that can assist you In forecasting various tax
impact alternatives between a DIS and the parent corporation. The computer
service is-available at a nominal cost. The booklet is free. Both are extreme
valuable in evaluating DISC.

In addition, Chemical Bank has a wide range of international banking ex-
perience that our officers can use to help you pIroperly investthe Increased cash
flow that a DISC will produce.

If you would like more information on DISC or on Chemical Bank, or would like
a copy of our DISC brochure,' contact your Chemical Bank representative or
write to: DISC, Box 5161, Chemical Bank, 20 Pine Street, New York, N.Y. 10015.
But do it today. March 31 is only 28 days and 16 hours away from this morning'scoffee. [From Econoziilc Outlook, December 19721

APPENDIX K-ORGANIZATION FOR ECONOMIC COOPERATION AND DEVELOPMENT

CONTROLS ON CAPITAL FLows-TIHE RECENT ESCALATION

The past eighteen months have seen vast movements of capital provoked,
chiefly, by uncertainties regarding exchange rates. Most countries other than
rhe United States have at tln\es experienced large inflows of mobile funds: As
protection against these pressures, there has been widespread resort to controls,
new restrictions and:other devices to mitigate the flows. The following paragraphs
sumarize the measures adopted in the last twelve months and seeks to relate
these to previous aini.§ and practices.

Although firm conclusions are premature, a number of measures designed to
ward off excessive short-term inilows seem to have been fairly effective, except
at tnies of violent speculation. Protection against speculative outtliows seems
more difficult.

An Important question that cannot yet be answered is whether, and to what
extent. widespread controls designed t6 prevent excessive short-term flows distort
the pattern of genuine long-term capital movements.

TIE GENERAL CONTEXT

The recent escalation of measures to restrain capital flows has been super-
imposed on a structure of controls which, ir the caseof a number of countries,
was already fairly extensive. In general, the already-existing controls had been
Introduced and maintained for motives other thani'that of warding off surges of
mobile funds, and it Is necessary to distinguish clearly the different types
of motivation.

Broadly speaking, controls and other measures affecting capital flows may be
Imposed for two main types of reason.

(I) First (as recently), resort may be had to controls or other measures to
protect the domestic economy and/or the external balance against sudden
abnormal surges of funds, consisting largely, but far from exclusively, of flows
of bqtnking funds or transactions in short-dated assets. Recently it has been, pre-
dominantly, the countries at the receivingg end" that-have extended such con-'
trols, Le. against inflows from other countries and primarily from 'the United
States. But previously-existing controls included measures to restrain outflows.

(I) Second, resort may be had, on what is intended to be an enduring basis,
to measures designed to restrain international flows of capital into or out of a
country, whether for direct balance of payments or other reasons. Time most
usual case would appear to be restrictions on outflows, but some countries have
sought to stimulate inflows, particularly on direct investment, for example by
tax privileges.

The object of this note is to consider only control measures falling under
the first category, i.e. those imposed to ward off sudden large flows of funds.
tBut the same measure may be imposed for a variety of motives, and the
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effects will be the same whatever the type of motivation. Hence thq recent escila.
tion of controls, imposed as a result of monetary instability, has to be considered.
against the background of the apparatus of controls which already existed and
which had been imposed primarily for other reasons.

SUMMARY OF RECENT MEASURES AGAINST MOBILE FLOWS

During the last eighteen months there have been three major waves of defen-
sive action by OECD countries against surges of mobile capital and their un-
desired domestic liquidity effects:

the first started after the temporary closing of some major European ex-
change markets on 5th May, 1971, and was marked by the floating of tba
Deutsche Mark and the Dutch Guilder, and the revaluation of the Swiss
Franc and the Austrian Schilling;

the second was sparked off by the U.S. measures of 15th August 1971;
the third followed the Sterling crisis of end-June, 1972.

Before the third wave started, there had already been some gradual rebuilding
of the barriers that had been dismantled immediately after. or in some cases
even before, the Washington Agreement of 18th December, 1971.

In the May to mid-August 1971 period, action other than through exchange
rates was largely concentrated on measures to influence the banks' cternat
position: restriction of interest payment on foreign deposits (Germany), tight-
ening, or the introduction, of reserve requ4rlients on the banks' net or gross
foreign liabilities (Belgium, France. Germany), and direct regulation of the
banks' net external position (France). In the Netherlands and Italy, restrictions
against inflows via the banks' external accounts were already In force at that
time.

Two countries took measures to affect- other-including long-term-forms cf
capital improvements:

Belgium-Luxemburg adapted the two-tier exchange system of 1955 to
work as a brake on inflows rather than outflows only;

Japan stop,)ed a major loophole in its otherwiqe rather tight system by
prohibiting the sale to non.residents of unlistedl domestic bonds (the bulk
of the Japanese bond market). In addition, it took important measures to
liberalise long-term capital exports.

In the mid-August to December 1971 period, most countries bad-as an im.
mediate reaction to the U.S. August programme--recourse to defensive measures
through their exchange rates, suspending the upper intervention limit or both
limits. Some countries supported this through action on the banks' external posi-
tion of the kind described above (France, Italy, Spain, Switzerland, the United
Kingdom, Japan). France, Italy and Japan found it necessary, in addition, to
impose closer control on transfers into non-resident checking accounts denomi-
hated in their respective domestic currencies.

Capital movements were also affected by the following measures:
France introduced a two-tier exchange system, with only commercial

transactions being allowed access to the officially supported exchange mar-
ket; this was supplemented by action to mitigate shifts in "leads and lags";

the United Kingdom, with its sophisticated money markets, found it nec-
essary to supplement its actions on the banks' external position through

'introducing barriers against inflows into other sectors of the money market
(deposits with local authorities, and building societies, Treasury hills and
notes of the short- and medium-term range) and later also against inflows
into long-term markets;

Japan tried to lithit inflows under "leads and lags" through restrictions.*
on advance settlements for xports;

the Netherlands, to put a brake on inflows into its bond market, introduced
a closed-circuit system for non-resident transactions in domestic guilder
bonds ("O"-guilder market) ;

Switzerland reinforced its traditional mechanisms for re-exporting in-
flowing funds by obligating foreign borrowers to convert into foreign cur-
rency the proceeds of issues of SF bnds or notes and of medium and long-
term bank loans; and raised the maximum amount for individual SF issues
by foreigners.

1The present Note makes not attempt to summarlse the whole range of short-live6
measures taken for the two-week period preceding the Washington Agreement. I
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During the January to mnid-Junc 1972 period, four countries again acted re-
strictively on inflows via their banks' accounts, partly re-introducing measures
they had abolished shortly before or after the Washington Agreement (Belgium-
Luxembourg, the Netherlands, Germany, Japan) ; and Japan re-introduced its
control over advance export settlements, abolished in December, 1971. The most
important, and rather 'new 'measure affecting vou-mo netary capital operatio;?i
other than trade credits was the introduction by Germany of cash deposit re-
qnirenento on companies' foreign liabilities (including intra-coneern liabilities).
The initial reserve ratio was fixed at 40 per cent which, inter alia, meant a con-
siderable increase in the cost of borrowing abroad. Five countries took measures
to encourage exports of non-monetary capital (France, the Netherlands. Switzey--
land and Japan). The United Kingdom liberalised inward and outward direct
investment, vis-a-vis E EC countries in anticipation of EEC entry.

Since the floating of Sterling on 23rd June, 1972, two countries have taken
fairly drastic and far-reaching measures against inflows:

Switzerland introduced a full-scale ban on foreign acquisition of prac-
tically all kinds of capital assets (including real estate) and imposed a
penalty rate of 8 per cent per annum on any Increase In foreign-owned bank
deposits. It also put restrictions on borrowing abroad by non-bank enter-

" prises. The banks were asked to balance their foreign currency position on a
daily basis (a measure withdrawn recently) ; and reserve requirements on
banks' foreign liblities were put on a mandatory basis.

Germany tightened both the cash deposit requirements on non-bank lia-
bilities (ralstngn the ratio from 40 to 50 per cent, the legal maximum, -and
extending the coverage) and reserve requirements on banks' foreign lia-
bilities. More Important, a ban was imposed on foreign purchases of domes-
tic DM bonds as the coupon tax barrier (introduced in 1965) provel no
longer effective; this was supplemented subsequently by an agreement that
the banks would not reduce their holdings of foreign DM bonds below the
end-June 1972 level.

TABLE 14.-CONTROLS AND OTHER MEASURES AGAINST CAPITAL INFLOWS -

ADOPTED IN 1971 AND 1972

Type of measure Countries adopting

(i) Floating rate for capital transactions: : .............................. Belgium,' France, Netherlands.,
(i) Measuresiaffecting banks' external positions:

Restriction of interest payment on nonresident deposits .......... France, Germany, Netherlands, Switzerland,
United Kingdom.

Penalty rate on nonresident deposits (increase) ................. Switzerland.
Direct regulation of banks' net external position (or foreign cur. Belgium, France, Italy, Netherlands, Swit-

rency position). zerland United Kingdom.
Reserve requirements on banks' foreign liabilities .............. Belgium, trance, Germany, Spain, Switzer

land. 0
Supervision of transfers into nonresident accounts With domestic Australia, Austria France, Ireland, Italy,

banks denominated in domestic currency. Japan, United kingdom.
(iii) Measures affecting short-term borrowing abroad by nonbanks:

(a) Financial credits:
Reserve requirements on foreign liabilities of nonbanks.- Germany.
Control on borrowing abroad by nonbanks .............. Switzerland, United Kingdom. t
Control on intraconcern borrowing abroad by nonbanks .... Netherlands.

(b) Trade credits (including measures affecting "leads and lags"):
Control on domestic foreign currency credits to domestic France.
_ importers and exporters.
Control over timing of export and import settlements .... France, Japan.
Restrictions on trade credits in general ................. Netherlands.

(iv) Measures applying to long-term capital transactions:
Restriction on acquisition (or net acquisition) by nonresidents of Austria, Germany, Japan, Netherlands

domestic bonds. , United Kingdom.
Restriction on acquisition (or net acquisition) by nonresidents of Japan, Switzerland.

domestic shares.
Restriction on acquisition (or net acquisition) by nonresidents of Austria, Switzerland.

real estate. -
Restriction on long-term borrowing abroad by residents-......... Switzerland.
Reserve requirements on foreign long-term liabilities of ilonbanks. Germany.

' Introduced in*1955, but modified in 1971, to curb capital inflows.
' For nonresident transactions In domestic bonds. See also under (iv).

Other recent actions include the following:
The Austrian authorities have reached an agreement with the banks to

limit the net inflow into the Austrian bond market.
91-925-73-24
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The Netherlands has extended existing controls to trade credit trans.
actions, "and to intra-concern capital operations (which are frequently,
counted as direct investment transactions. Thus, participations in Dutch
enterprises and the acquisition of Dutch shares are practically the only
remaining outlets for foreign investment in the Netherlands, though not in
guilder-deomi'nated assets: for some time the "authorities have satisfied

-substantiol demands for guilder assets by'allowing non-resident firms to
use the Euro-guilder issue market (on the understanding that the paper
would not be offered 'to Dutch residents). To a lesser extent, the same
technique has been used by France and more recently by Belgium-
Luxembourg.

Japan has continued its policy of tight controls over advance export
settlements and over the banks' external position, including transfers to non-
resident yen accounts, and has pursued an expansionary capital export
policy. More recently, the authorities have prohibited the net acquisition of
all types of domestic bonds and shares by non-residents. ,

Table 14 attempts to categorize the different measures adopted under the fol-
lowing heads:

(i) Floating rate for capital transactions; 2
(ii) measures affecting banking flows;
(iii) Measures affecting short-term borrowing abroad by non-banks, including

action to restrain movements of leads and lags:
(iv) Measures applying to transaictions in long-term assets.'
Although it would be premature to draw any firm conclusions from recent ex-

perience, some tentative comments can be made, regarding each of these types of
measures.

A floating rate for capital transaction probably leads to widespread evasion
only. when the spread between the "commercial" rate and the "financial" rate is
excessive (foi instance, 5 per cent for more than a brief period). In practice the
spr'eal on the French and Belgian markets has remained fairly narrow-and
evasion therefore has presumably been on small scale only.

Banking flows are perhaps relatively easy to regulate. But imposition of con-
trols on such inflows has frequently led to other routes for short-term borrowing
being developed; hence the imposition of controls on borrowing abroad
by nQn-banks, and, in some cases, On transactions in long-term assets. One
might Judge that the apparatus of controls, even when most complete and.
stringent, has been fairly imperfect as a barrier, but that it has nevertheless,
acted as a barrier to some considerable extent. One question for consideration is
whether countries haye found that the effectiveness of such controls has weakined
after the initial shock of their introduction.

SYNOPSIS OF ACTION ON CAPITAL FLOWS

[May to mid-August 19711

Month, major events Belgium-Luxembourg France Germany Italy

May 5.-Exchange mar- May ll.-2-tier ex- May 18.-Reservere- May 10.-DM floating;
kets closed in Ger- change system modi- quirements on for- money market in-
many, Austria, Bel- fled to curb capital eign liabilities of vestments by for-
glum, Netherlands, inflows, banks tightened. eignert restricted'in-

witzerland. terest payment onforeign deposits pro-
hibited.

June ................... June 13,-100 percent ...................... June I.-Reserve re-
serve requirements quirements on banks'
on increase in net foreign liabilities
foreign liabilities of tightened sharply,bankT

July to mid-August ............................ Aug. 5.-Ceiling on ......................banks' net external
liabilities; reserve
requirementstightened.

'There has, of course, been temporary recourse to floating rates for all transactions.
' Practically all such measures affect capital movements falling within the scope of the

liberalisation commitment to which Member countries have subscribed under the OECD
Code of Liberalisation of Capital Movements and have thus been examined by the Organi-
sation's Invisibles Committee and approved by the OECD Council.
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The worst gap may lie in the difficulty of controlling the timing of payments
for current-account transactions=- a gap to which a dual-market mechanism is
aiso subject, It may be true to say that both the dual-m&ket mechanism and
t he controls are likely to become relatively ineffective wheli~h country's currency
comes under heavy speculative pressure in the markets.

Restrictions on "short-term" transactions would generally lie regarded as less
harmful than restrictions on.portfolio investment and, still more, on direct in-
vestment. But controls over "short-term" transactions are likely, under extreme
pressures. to piove inadequate, and to require to lie extended, to some extent
at least, to, cover "long-term" transactions. And, in any case, the distinction be-
tween short-tern-and long-term' transactions is becoming less meaningful-e.g
direct, investment is often financed at Short-term through the Euro-markets. A
determining factor.here would seem to be whether extreme pressures requiring
severe controls would last long enough for the inevitable distortions on genuine
long-term capital movements to matter.

* More generally, it would seem that controls which involve licensing of in-
dividual cases by the authorities may tend to be more arbitrary than measures

- which do not necessitafe this. Many of the recent measures (Including of course
Ihe dual-market system) appear not to Involve individual licensing by the

4 authorlties-though in some cases they may involve unofficial rationing by
.anks, and official vetting of direct investment projects and of foreign borrow-
ing by domestic companies.

Though the recent growth of controls over capital movements has been moti-
vated by a desire to head off inflows, the structure of controls already existing
before the escalation was, in some cases, built up partly as a protection against
speculative outflows. This was of course chiefly true of countries which had, in
the past, been most exposed to these dangers; the -United Kingdom being a
leading example. Some Plements in the French system of controls were also
originally put ix place to guard -figainst speculative outflows and could be used
again for that purpose. The dual exchange rate system was operated by Belgium
in the summer of 1969 when it was rumoured that the Belgian fran would

--follow-the devaluation of the French franc and when speculation on a German
revaluation was'strong.

Recent British experience indicates the 'relative ineffectiveness of such pro-
tective devices for restraining outflows. There-imay be two special.reasons for
this. First, recent speculation has, for the most part, consisted.rather of specula-

" tion against the dollar than of speculation li favour of any other currency in
particular, so that the pressure for inward flows has tended to be diffused rather
than concentrated on one particular curre~cy. Speculation against sterling, pn
the other hand, was clearly concentrated on that one currency. Second, countries
are in a sense more.vulner4le in face of capital outflows than of inflows, be-
cause their reserves are finite, and generally small in relation to potentift out-
flows. The standard of effectiveness required is ,therefore much higher. It may
be added that the United Kingdom outflow waealso difficult to control insofar
as some -overseas Sterling countries represented loopholes in the system and
insofar as there. was a sizeable stock. of Sterling liabilities to aion-residents.
Use of the dual-exchange rate by Belgium was notfully successful in restrain-
Ing capital outflows, because these continued for a time in the shape of changes
in tile terms of payment on current transactions.

SYNOPSIS OF ACTION ON CAPITAL FLOWS

(May to mid-August 19711

Netherlands Switzerland United Kingdom Japan Australia

May 10.-Guilder May 9.-SF revalued ...................... May 17.-Foreign pur-
oating. bY 7.07 percent. chases Of doliesticbonds restrictively

controlled:
July 8.-Removal of July I [E.-mportant

official exchange Iberalisation of
cover of medium; capital exports
term borrowing (direct investment,
abroad by public portfolio capital,
corporations and real estate).
local governments.

Note: lEI = Promotion of capital exports.

A _-_
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TABLE I.-PLANT AND EQUIPMENT OUTLAYS BY U.S. CORPORATION FOREIGN AFFILIATES 196Qf73

[Billions of dollars

Mining and
Year Total smelting Petroleum-Manufacturing Other

1960 ................................. $3.8 $0.4 $1. 5 $1. 4 $0.5
1961 ................................. 4.1 .3 1.5 1.8 .5
1962 ................... ............ 4.6 .4 1.6 2.0 .5
1963 ................................. 5.1 .4 1.9 2.3 .5
1%4 ....... 1 ........................ 6.2 .5 2.1 3.0 .6
1965 ................................. 7.4 '.6 2.3 3.9 .
1966 .............. .................. 8.6 .8 2.5 4.6 .7
1967 ................................. 9.3 .9 3.0 4.5 .8
1968: ............................... 9.4 1.0 3.3 4.2 .8
1969 ................................. 10.8 1.1 3.6 5.0 1.0.
1970 ................................. 13.0 1.4 3.8 6.5 1.4
1971 ................................. 14.8 1.7 4.7 6.8 1.3
19721 ................................ 15.4 1.7 5,2 6.9 1.6
1973' ................................ 16.3 1.7 5.9 6.9 1.8

I Commerce Department Estimates.
Source: Survey of C urrent Business, September 1966, May 1967, September 1969, and SeJtember 1972, U.S. Department

of Commerce and releases from Office of Business Economics.

TABLE II.-SELECTED LEADING NONAGRICULTURAL COMMODITIES IN U.S. FOREIGN TRADE, 1965 AND 1971, AND,
PERCENTAGE CHANGE

IMillions of dollars)

Imports Exports

Percent Percent
Commodity 1965 1971 change 1965 1971 change.

Ores and metal scrap ............................ $971 $1,044 7.5 $435 $486 11.7
Coal ..... .................................................... 477 902 89.1
Petroleum and products ......................... 2,092 3,323 58.8 418 479 14.6.
Chemicals ... .............................. -768 1,612, 109.9 2,403 3,837 59.7
Nonelectrical machinery' ........................ 1,160 3,503 202.0 5,275 8,779 66.4
Electrical machinery and products

2 . . . . . . . . . . . . . . . .  640 2,557 299.5 1, 660 3,068 84.8
Autos, trucks, buses and parts .................... 939 8,015 753.6 1,928 4,406 128.5
Motorcycles .................................... 134 497 270.9 ..............................
Aircraft and parts ............................... 140 298 112.9 1,130 3,389 199.91
Rubber products ................................ 847 a 263 459.6 166 205 23.5
Paper products ................................. 870 1,157 33.0 389 686 76.3
Glass and glassware....,........................ 93 197 111.8 128 185 44.5
Steel......... ................. .... 1,140 2,615 129.4 607 760 25.2
Nonferrous base metals .......................... 1, 198 1,432 19.5 539 597 10.8.
Leather ................................... 66 85 28.8 ..... .................
Wood manufactures other thfin Furniture ........... 270. 491 81.9 ..............................
Textiles ........................................ 800 1, 392 74.0 528 632 19.7
Clothing ....................................... 541 1,521 181.1 112 178 58.9.
Footware ...................................... 160 758 373.8 ..............................
Furniture ................................. 60 261 335.0 41 55 34.1
Travel goods, handbags and smalleathergoods.. 50 119 138.0 .... ........
Scientific instruments ............................ 43 78 81.4 288 469 62.8
Photographic equipment and supplies ............. 100 245 145.0 233 508 118.0

I Includes engines, tractors, computers, factory and office machinery.
I Includes power machinery, generators, control instruments, radios and TV.
$Source: U.S. Department of Commerce Bureau of the Census, U.S.Imports of Merthandise of Consumption, FT-125,

p. 6; General Imports, FT-150-71, p. 9. U.. Department of Commerce, Bureau. of the Census, Overseas Business Report,,
April 1972, p. 4-13,

TABLE Ill.-CHANGE IN EMPLOYMENT (ALL EMPLOYEES) IN MANUFACTURING INDUSTRIES
WITH HIGH DIRECT INVESTMENTS'

1966-72 change 1966-72
in number percent

of employees change

-45,800 - -2.4
-75,700 -4.0

-170,900 -8.9
+40,800 +4.2

1 Commerce department survey of current business and studies emphasize direct investment between 1966 and 1970..
Employment changes are for 2 digit SIC Clas~zfications, Bureau of Labor Statistics.

Nonelectric machinery ........................................................
Electrical equipment ..........................................................
Transport equipment ........................................................
Chemical and allied products ..........................................
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TABLE IV.-EMPLOYMENT CHANGES IN SELECTED ELECTRONIC, ELECTRICAL AND OTHER "TECHNOLOGICALLY
ADVANCED" INDUSTRIES, SEPTEMBER 1969 to SEPTEMBER 1972

Chane (September 1969 to

September September C ptember 1972)" Id~srypsecors 1969, 1972,

sectors' number number Number Percen

Electronic components and accessories:
Production employees.. .. q .............
Nonproduction employees ......................

Commurdcation equipment:
Production employees ...........................
Nonpreduction employees ........................

Metalworking machinery:
Production employees ...........................
Nonproduction employees .........................

Aircraft engines and engine parts:
Production employees ..........................
flonprpduction employees .......................

Office.and gmputing machines:
Production employees ...........................
Nonproduction employees ........................

Spclal industry machinery:
4 Production employees ...........................

Nonproduction employees ........................
-- Miscellaneous macH nery (not elsewhere specified):

Production employees ...........................
Nonpoioduction employees.......................

Radio and TV receiving equipment:
Production employees ...........................
Nonproduction employees.......................

Electrical industrial apparatus:
Production employees ...........................
Nonproduction employees ........................

General industrial machinery:
Production employees ............... ...........
Nonproduction employeeT'.......................

Electric test and distribution equipment:
Production employees .......................
Nonproduction employees ....................

Mechanical measuring and control devices:
Production employees ...........................
Nonproduction employees ........................

Engineering and scientific instruments:
Production employees ............. ...........
Nonproduction employees ......................

Enginesand turbines:
Production employees ...........................
Nonproduction employees .......................

Electric lighting and wiring equipment:
Production employees ...........................
Nonproductibn employees ........................

Watches, clocks, and watchcases:
Production employees ...........................
Nonproduction employees ........................

Optical and opthalmic goods:
Production employees .........................
Nonproduction employees ......................

Miscellaneous electrical products:
Production employees .....................
Nonproduction employees ........................

Household appliances:
Production employees .........................
Nonproduction employees ......................

281 900 237, 200
121:300 108,700

262,400 218,800
269,000 214,100

254,100 211,900
86,800 78,300

114,700 74,100
90,200 64,600

143,800 112,000
134,000 135,100

137,200 116,700
70,300 61,500

178,300 164,300
50,300 46,300

121,000 107,200
40,300 36,bOO

161,900 149,300
69,000 64,300

193 300 180,800
98:800 87,200

145 000 134 600
68:100 61:100

72,600 65,900
42,500 38,600

38,200 32,600
39,500 32,500

78,000 73,000
36,900 38,500

162,000 158,600
47,400 46,000

29,100 25,800
6,300 5,600

38, 300 40,100
15,700 15,900

96,100 99,300
28,500 27,300

154,900 162,600
39,300 40,100

I Ranked in order of total number of production jobs lost.
Source: Employment and Earnings United States 1909-71, bull. No. 1312 and Employment and Earnings, vol. 19, No. 6,

December 1972, Bureau of Labor Statistics, U.S. Department of Labor.

Senator RBCOFF. Our next witness is Mr. Perry Wilson, chairman
of the board of 1Unioh Carbide Corp.

STATEMENT OF F. P RRY WILSON, CHAIRMAN OF THE BOAiRD OF
/UNION CARBIDE CORP.

Thank you very mp'ch for being with us here today, Mr. Wilson.
I do appreciate your,'suggestion that your entire statement go into the
record as if read and you may summarize the highlights.

-44,700
-12,600

-43 600
-54:900

-43,200
-8,500

-40 600
-25600

-31 800
+1, 100

-20 500
-8:800

-14,000
-4,000

-13,900
-3,800

-12 600
-4700

-12 500
-11:600

10 400
-7:000

-6700
-3:.900

- 5,600
-7,000

-5,100
+1,600

-3,400
-1,400

-3,300
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Mr. WILsON. Thank you, Mr. Chairman.
Senator RIBICOFF. You may proceed, sir.
Mr. WiLsoN. Mr. Chairman , members of the committee, mv name

is F. Perry Wilson. I am chairman of the board of the Union Carbide
Corp. As yo{i have just mentioned we have a formal statement which I
would appreciate having included in the record and if it is agreeable
with the chairman, I would like to summarize the highlights of my
oral testimony.

I might aad, Mr. Chairman, Union Carbide submitted a 93-page
report to the committee in October of 1972 on this same subject. This
report has been included in the proceedings of this committee, and
since we consider it to be an integral part of our comments to the coin-
mittee, I will be referring to this detailed report in my statement
today.

Union Cayrbide is major manufacturer of chemicals, plastics, in-
dustrial gases, carbon products, metals, and consumer products. We
have production facilities in 44 States. and our multinational with
manufacturing investments in 30 foreign countries. Total sales ex-
ceeded $3.3 billion last. year, about two-thirds in the domestic-market
and one-third in foreign markets. Our exports from the United 'States
in 1972 exceeded $250 million.

Some of my experience with Union Carbide has been 'n the inter-
national area: I, therefore, am particularly pleased to have, the oppor-
tunity to appear before the committee to discuss Union Carbide's in-
ternational business. We hope that this interchange will contribute-to
a better understanding of multinational corporations and their opera-
tions.

In view of the testimony of other witnesses there is no need-for me
to again go into the detail of the problems which the United States
faces in inte-national trade. The existence of almost a $7 billion trade
deficit is, by itself, dramatic evidence that our Nation has entered into
a new era in-international economic relations.

Recently. much of the attention given to the adverse change in U.S.
trade patterns has focused on the multinational corporation as a major
factor and influence with respect to world production and trade. In
this connection we believe it will be helpful to provide the members
of the subcommittee with a picture. of how at least one multinational
corporation operates, of the benefits which it brings from its over-
seas activities to the U.S. economy. and to offer some, suggestions for
U.S. international trade policy in" the years ahead. Our experience as
a multinational corporation in' the chemo iical industry is admittedly not
characteristic of every frirn, in every industry, but we are pretty sure
it is shared by most of the chemical 'industry and by many other *mAjor
American international companies.

Let me state directly at thea outset that Union Carbide would prefer
to serve foreign markets with exports from the United States whenever
and wherever that is possible rather than build plants overseas. The rea-
sons *for this, I think are pretty obvious. In. addition to all the commer-
cial risks involved in any major investment decision, a foreign invest-
ment in manufacturing brings a broad range of new and unfamiliar

-probl~ms and risks: problems in currency fluctuation and convertibil-
ity: exchange controls;'Government regulatorv policies; the potential
for expropriation or nationalization; a lack of trained personnel to-
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gather With new concepts of employee and labor relations; different
legal, tax, and'-accounting systems and ,practices; to say nothing of the
language barrier and communication difficulties which we have.

The question might then be asked, why, then, do we make invest-
ments abroad? The reason can be outlinecl by briefly tracing how our
business in foreign countries begins and e.xpands. Foreign demand
for most of our products normally manifests itself in the beginning
by unsolicited orders for exports from this country. As such demand
grows the first step has usually been to appoint' independent sales
agents in the countries involved. With further expansion of demand,
we then send our own marketing representatives to better promote
exports from our U.S. production facilities.

The crucial decision point comes when the market in that foreign
country-or area-becomes large enough, often through our own mar-
ketingr efforts, to support local production. If local competitive facili-
ties should be installed, it would become increasingly difficult and
eventually uneconomic to continue selling abroad because of transpor-
tation costs, import duties and other costs not borne by the local com-
petitor, and often because of restrictions or barriers imposed by some.
foreign governments. -an

Senator RmicoFr. I notice in your testimony you say "many'oand
now you say "some."

Mr. WILSoN. I meant to say many. There are many.
Senator RiBICOFF. I think that this is one of the significant problems

that faces this country, whether it is few or many. That is a point my
colleague, Senator Fannin, keeps mentioning time and time again.

Mr. WILsoN. Right.
At this point, we, as any American exporter, would have two basic

alternatives: to give up and withdraw from the foreign market in
which he has invested a good deal of time and money, or to install a.
manufacturing operation within the market. And there is one thing
which our experience made very clear to us: If we do not respond at
this point to the local market conditions by buildiifg a plant, some
other international competitor certainly will-hence, in any case. we
would lose the export position anyway whether or not we' make the
foreign manufacturing investment.

Nothing in our experience would lead us to believe that if an Ameri-
can-owned foreign production facility installed under these condi-
tions were to be' wiped out," or "closed down" for any reason its local
sales volume would automatically be replaced by an equivalent volui&
of exports from the United States.

As public interest in the multinational corporation, increased, we
decided to undertake a thorough and detailed study of Union Carbide's
international investments with the aim of determining their impact
on our domestic business, our exports, our employment, and on the
U.S. balance of trade and balance of payments. The results of this
study were published in October of 1972 in a 93-page report, and as
I mentioned before, copies of this report have been given to the com-
mittee.

Senator Rmcorr. By the way, your report is part of our committee
print of a compendium of submission on the "multinational corpora-
tions". It has been included in our report, sir.

Mr. WILSON. Thank you.

-I-~
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Senator RIBICOFF. If you would like a copy of it, I am sure the staff
will be more than happy to give you a copy.

Mr. WImsoN. Very good, sir. Thank you.
This detailed study clearly demonstrates that:.
1. Union Carbide's exports from the United States have increased,

not decreased, as our investment in foreign facilities has increased. In
fact, as indicated by our first chart-No. 1-whi6h I have here, and it
is right over here and I hope you can see it, Mr. Chairman. .

Senator RtmicoFF. I follow you.
Mr. WILsON. There has been a direct positive correlation between the

trends of affiliated overseas production and our export volume from
the United States.

Our exports from the United S-tates in 1970 at $253 million were
seven times greater than they .ere in 1951, compared to a fivefold
increase in production of affilircd foreign companies. In 1951, Union
Carbide exporteTconly 5 percent of its domestic production. By 1970
this had increased to 11 percent.

2. Rather than export jobs, we have found thatour foreign invest-
ments result in the creation of domestic jobs and'an increase in product
exports from our U.S. plants because of what we call the "pull" effect.
The establishment of a new plant withi- a foreign market obviously
reduces U.S. exports of the products manufactured by the new plant,
but in time. our study shows, this loss of exports is far more than made
up and offset by increases in exports of intermediate, allied, and more
tehnoloorically; sophisticated Products manufactured in this country.
Tile presence on the scene in the foreign market of an expanded local
organization, required because of the local manufacturing facility, pro-
vides a broad, more effective and more aggressive overall marketing
effort that can be achieved just with an export market organization or
a sales agent.

As explained and calculated in detail in our study, this "pull" effect
is tangible and measurable. Without it, export volume of $253 million
in 1970 would have been $90 million of exports "pulled" by our foreign
investments means 1.950 additional jobs in our domestic plants. There
i, no doubt that Union Carbide's foreign investment has created do-
meztic iobs-it has not exported them.

As specific examples of the presence or absence of "pull" effect we
have two additional charts that I would like to show you.

The next chart, chart No. 2, presents the export history of a major
Union Carbide product group to Australia from 1951 through 1970,
and this product group, Mr, Chairman, *as chemicals and plastics.
As you can see, from 1951 to 1956-when export sales of these products
to Aiistralia were handled by a local independent agent-the stiles re-
mained fairly stable. At a levol of somewhat under half a million dol-
lars a year. In 1957, we brought on stream on Australian manufactur-
ing facility for these products, and the initial result was a slight drop
in our exports to Australia. However, the effet of a strong local orga-
•nizational presence, and the marketing "pull" of a local production
facility began to show up dramatically in 1960. Our export of this
product groupto Australia today is five times as large as it would have
been had we not invested in a plant there.

Now, the next chart we have is j ust exactly the opposite of this and
,it demonstrates what can happen when the decision is made not to
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protect an export developed market by building a local manufactur-
ing facility, and that particular product grotip is largely acrylonitrile.
For a variety of reasons, Union Carbide decided not to build a plant
for the production of this particular product group in Europe. A, for-
eign competitor did build such a plant in 1966 and our export sales
plummeted from a high of $9.5 million in 1965 to zero in 1969.

These charts do not represent unique situations, or special circum-
stances. All over the world, Union Carbide exports to foreign markets.
where we have affiliated manufacturing facilities tend to be at a higher
level and to show equivalent or greater rates of growth than exports
to areas where Union Carbide has no manufacturing investment.

These multinational aspects of Union Carbide's operations ilso pro-
duce other benefits for the U.S. economy. As shown by the next chart-
No. 4-our net positive contribution t; the U.S. balance of payments
was $236 million in 1970 and totaled almost $1.2 billion during the

* 8-year period shown on the chart.. This is t1he red area, the sum total
of It.

Withinfthe net total figures, the dividends and other income received
from foreign affiliated corporations exceeded dollar investment sent
from the United States by $20 million in 1970 and by $246 million
over the last 20 years. The overseas affiliates of all U.S. multinational
corporations will again make the largest single positive contribution
to the U.S. balance of payments-an estimated $5 billion net in 1972.
Without it, the 1972 balance-of-payments deficit might have been,$19-
billion instead of $14 billion,

From this record of benefits to the U.S. economy from foreign in-
vestment, it would seem evident that attempting to solve U.S. inter-
national trade problems by taking it "out of the hides" of multina-
tional corporations would almost surely be self-defeating and possibly
counterproductive.

Among the proposals before Congreqs at this time are some which,
would either repa.1 the foreign tax credit or require payment of U.S.
income tax on earnings retained abroad by controlled foreign corpora-
tions, or both. The combined impact of these proposals would boost
the overall tax burden on Union Carbide's share of the earnings of its
overseas affiliates to as much as 79 percent of pretax income. Certainly,
this would represent a confiscatory tax rate. It would put most of our
foreign manufacturing affiliates in a noncompetitive position, which
would certainly tend to force the liquidation of our foreign operations.

The problem facing Union Carbide and our foreign affiliates in
remaining competitive internationally even with no adverse change
in tax treatment is apparent from the next chart-No. 5--which lists
the world's 10 largest chemical companies.

All of these companies are strongly competitive and have foreign
operations that make them multinational corporations. They are our
competitors. They are well entrenched in their own markets and are
becoming increasingly competitive in third country markets. Only 3
of the 10, as you will notice, are U.S. companies. Some of the. countries
involved, where these companies are located-exempt from home coun-
try taxes all foreiani source income realized by their nationals. The
others follow the U.S. practice. of allowing a credit-for foreign income
taxes paid on income remitted from abroad to the extent of the home-
country tax on such foreign income. Today there is no country which
taxes the undistributed earnings of a foreign operating sulbsidiary.
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Higher tax es on the foreign source income of -the three American
multinational chemical com panies listed in this chart would only tend
to benefit the seven foreign chemical competitor.

It is implied that t.S. corporations go overseas.to escape or evade
taxes. Our experience-this is our company-would indicate this is not
true. During the 5-year period from 1966 to 1970, Union Carbide's
share of tax payments made by its foreign affiliates to foreign govern-
ments averaged 52.5 percent of our share of their total pretax income.
Obviously, we are not investing overseas to evade tax payments.

Now, Mr. Chairman, I would like to make some brief observations
concerning the future with respect to international ,trade.

Competitively we fdrsee a great deal of what we have experienced
in the past; namely, continuous change. The chemical industry within
the United States has been operating under extreme competitive
pressures. For example, my company's overall domestic selling price
index stands at 79 percent in 1972, of the 1957-59 base period, and our
profits in absolute terms are still below those realized in 1966. In spite
of the fact that we have spent since 1966 $1.6 billion in the U.S.
economy to expand and modernize our facilities. In addition to the
continuation of strong domestic competition, we certainly anticipate
increased competition from abroad.

WNhile exports have been increasing at about 7' percent a year,
chemical imports into the United States have been increasing at the
rapid rate of 15 percent over the last 5 years. The American share of
the world's chemical exports has declined from 29 percent 10 years
ago to approximately 20 percent in 1972.

Senator RiBicoFF.'The one figure I notice absent. unless it is in your
larger statement, is what you import into the United States from
Union Carbide phintsabroad.

Mr. WmsoN. I am not too sure it is spelled out in just those terms
in our statement but, Senator, we import less than 1 percent from our
Foreign affiliates back into the United States.

Senator RiticorF. That would amount to what in dollars?
Mr. WmILsoN. Well. that would amount to about $6 million.
Senator RBICOFF. $6 million.
Mr. WmsoN. I am sorry. That is a high figure. It would amount to

about $5 million.
Senator Rrmicorr. $5 million. And you export about $260 million?
MNr. WImsoN. Over $260 million in 1972.
If T.S. wage increases continue to exceed gains in productivity,

then there is no end in sight to inflation and to our loss in competitive
capability in international markets Of cofirse, this is turn means less
exports and fewer domestic jobs. We need a new policy and hope the-
Congress will act this year on new trade legislation, which in our
opinion. should include such factors as:

1. First, what has come to be called a safeguard mechanism. Such a
mechanism should provide for a period of temporary, additional pro-
tection for those import-sensitive industries which are threatened with
a sudden, disruptive influx of imports. It should be flexible enough to
deal with a wide variety of problems and yet capable of providing
prompt enough action to be meaningful.

2. Existing adjustment assistance legislation should be modified so
that the criteria for eligibility are less stringent and are more respon-
sive to the need. The -programs under adjustment assistance should be



1*1 373

extended and improved upon, in our opinion, particularly in the re-
training and relocation area. The emphasis should be on getting those
that have been dislocated back to work as fast as possible. _

3. We believe it would be useful if the major trading nations of the
world would develop together common principles for both a safeguard
mechanism and an adjustment assistance program. Accordingly, we
feel the Congress should provide the authority to negotiate such an in-
ternational agreement.

4. 'The Congress should also provide-the authority for multilateral
negotiations aimed at eliminating nontariff barriers.

We believe that, on balance, the elimination of nontariff barriers will
do much to relieve many of the tensions presently found in interna-
tional trading practices and hence, help to increase exports of some.
However, for all practical purposes, in the case of our own company,
in the case of Union Carbide, we would not expect a major boost to our
exports from such negotiations.

5. The U.S. Government should organize and staff itself to deal with
the new realities of internatiional-trade. The economic policy apparatus
of the executive branch s should be centralized so that business,, and the

public, Will know where to go for guidance, assistance, and the answers.
The structure should also provide for close consultation with Congress
and with industry and labor in future trade negotiations.

On the international scene we see the following major needs:
1. The General Agreement 'on Tariffs and Trade (GATT) was

,concluded more than 25 years ago. We believe it is appropriate, at a
minimum to call for a-reexamination of the basic structure and prin-
ciples of the GATT to see if it fully corresponds to our needs and
those of the world in the 1970's. Since the advent of 'the European
Economic Community the current voting structure of the GATT is
potentially contrary to the long-term interests of the United States.

One proposal of interest is the" steering, committee approach pro-
posed by the Rey report to theDffice qf conomic Cooperation and
Development (OECD).

2. Another. factor is to avoid "pollution havens." An international
controls should be developed as soon as possible.

The'domestic policies of the Government are equally as' important
to ius in maintaining the international competitive posture of thi'
United States. In this regard we welcome fetitures "which stimulate
and encourage the productivity of the United States. The investment
tax credit and the ADR system of depreciation are, to us, vital elements
iL a program to make American production more competitive., The
DISC provisions for the stimulation f exports are already begnning
to have a favorable effect on Union Carbide's exports from the United
States. We believe that the DISC concept should notonly be continued
but possibly should be expanded.

Obviously, the attitudes, policies, and programs of the U.S, Gov-
ernment will have a pronounced effect on the ability of American
manufacturers-whether they are multinational or not-to remain
competitive and to maintain a reasonable share of the world's markets.

We hope your review and the legislative considerations of the Con-
gress will not be undertaken in a'spirit of retreat or despair, and I am
sure that they will not. They should be taken with the aim of creating
and executing an integrated, innovative policy designed to make U.S.
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industry fully competitive with those of the other nations of the
industrialized world.

If we were to build a wall around America, we would in essence be
saving there is nothing new in the future, that the Nation is pleased
with the status quo. Yet, the future holds so many unknown possibili-
ties-the proof of this is the accomplishments realized in the past.
The birth of completely new industries and new job opportunities since
the turn of the century in America is more than ample testimony to
this fact. We have no'reason to believe the decades ahead of us will
be any different. We in industry seek your help, understanding, and
cooperation in creating an atmosphere in which such opportunities
can flourish.

Now, before I conclude. Mr. Chairman, I would like to respond to
certain statements made in previous testimony. ,

Perhaps as a result of the recent report of the Tariff Commission,
multinational companies are being characterized as speculators and
in some quarter blamed for staggering currencies and creating finan-
cial crises.

Now, we cannot imagine how this can be the case if the situation of
Union Carbide is any criterion, and I do not know that it is, but our
affiliated companies fiave in the total the equivalent of only $61 million
in cash.

Now, of this, about 146 million is spread among a large number of
companies in many different countries around the world. This $46
million is the minimum necessary for maintaining our day-to-day ,
operationsand hence, is frozen in for all practical purposes and is not
available for transfer.

Now, the remaining $15 million is in Eurodollars held for possible
future requirements, and these have never been switched, to my knowl-
edge, into other currencies. Obviously, Union Carbide has in no signifi-
cant way contributed to any run on the U.S. dollar.

Mr. Chairman. I think you very much.
Senator RIBiCOFF. Thank you very much, Mr. Wilson, for your very

measured and constructive approach. I particularly apprec iate your
coming here with some suggested programs that we are going to have
to adopt. This is constructive testimony and the committee is most
appreciative. This is exactly what we are'looking for.

Mr. WILSOx. Thank you.
Senator RricorF'. Now, in your statement you suggest that once the

market in the foreign country becomes large enough, it becomes in-
creasingly difficult to export to that market because of transportation
costs and import barriers imposed by foreign governments. I would
like to ask you a few questions on that particular statement.

Are you not saying that foreign irade barriers make it uneconomi-
cal to export to the foreign area and, therefore, you must invest in that
market?

Mr. WmsoN. That is pa. of the problem, Mr. Chairman; yes.
Senator RimcoFp. Now. is tlt not a tacit recognition that our trai!e

negotiations have failed to )rovide meaningful access to foreign ihar-
kets in the past? To put it another way: our trade negotiations have
failed to prdvide American business with reasonable'access to foreign
markets?
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Mr. WILSON. Yes. I think, Mr. Chairman, that in the past our trade
negotiations have been such that we may have given up too much too
fast, and it was-I guess it can be looked upon as a noble gesture on •
the part of the United States but most of our coinpetitiors in foreign
countries now have' grown up" and they. are pretty formidable com-
petitors themselves and they need no further concessions.

Senator RuncoFr. Well, I can just see that by your list on the chart
DuPont is first and then second, third, fourth, and fifth are European,
and then you come sixth, and then the next three are European, and
Monsanto comes last. So certainly, outside of DuPont, the other Amer-
ican companies are-trailing.

Now, could you indicate to us what major barriers'you find in-West-
. en Europe and in Japan that prevent the easy movement to these

countries of American-produce d chemicals or products you manu-
facture?

Mr. WILSON. Well, Senator, as I mentioned, we have: not found any
very major barriers in our patricular case. .Are you talking about the
nontariff barriers now?

* Senator: RIBICOFF. Yes.
• fr. WiLsox. We have not found any that are very major insofar as
our products are concerned. We kinow, however, that there are barriers
that might affect our customers here whom we may sell our products
to who are exporting to Eur6pe.

Senator RIBIcoFr. So, then, the nontariff barriers were not a factor
with you?

Mr. WILSOx. Not a factor. Not a major factor with us and we hav
looked at these very closely. 

.

Senator RimwicoFF. Now, durPont, Union Carbide, and Monsanto,
1 assume, they all have plants abroad.

Mr. WILSON. Yes, sir.
Senator RIBIcoFF. Now, could you tell us what the situation is with

Imperial, Hoechst, Montiedison, BASF, Bayer, AKZO, and Rhone-
Poulenc.

Mr. Wiwsox: Well, Imperial Chemical Industries has facilities
around the world. As you see. they are No. 2. And I do not know
just exactly what percentage of their total productive capacity is out-
side of the United Kingdom. but I say it would be very substantial.
. Senator Rmicori. I amt curious how many of these major foreign
chemical companies have plants in the Unitel States.

Mr. WILsox. Many of them. Imperial Chemical Industries does.
BASF does. Montiedisn, to my knowledge, does~not. Baye-e has an
association here. AKZO owns American ENKA. And I believe also-
Hoechst is associated with Wyandotte Co.

Senator: RIBICOFT. Wyandotte?
Mr. WVilsoN. I am sorry. BASF owns VWyandotte. Hoechst has its

own large investment in the United States.
Senator RimnOFr. You see. the problem is that we go abroad. But

even though these foreigncompanies all have big American markets,
they do not seem to be establishing plants here. I think the key to
all of this. it is not just a question o' the profits that are being earned
but the jobs that are being lost. This, of course, explains wiat you
heard about today from the AFL-CIO about exporting jobs. The
fear is that even in high technology, by exporting our technology
:abroad, we are even losing out in that fi'eld.
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Mr. W¥ILSoN. Well Senator, technology is a two-way street.
Senator Rimucor. I know, but it, keeps on looking one way. We hear

this contention all the time. But I must confess I was rather shocked
at the list of the technology in the aerospace industry being sent
abroad that was given this iiorining. Frankly, I had no idea that there
was such a long list of large ticket items tibout to be manufactured
abroad.

Mr. WmsoN. Senator, I might say that it is the policy of our coin-
pany not to export technology abroad that is primarily an in-house
technology with us and not owned by other companies. We try and
maintain this as long its we-possibly can in the United States. And
at no time (10 we export technology oni a license basis or otherwise
unless it is freely available from other competitors, usually both
outside and inside'the United States.

Now, on the other hand, we have had technology flow in this d4rec-
tioli, and I think it. might be well to mention that probably poly-
ethylene, low density polyethylene, which is probably the worl('s
largest volume plastic ipaterial, is a discovery of ICI, and we worked
under those patents. Ethylene oxide which goes into antifreeze, as you
'may know, and also is one of the princil)al ingredients in making'the
glycol that goes into synthetic textile fibers also is a product that
the technology came from France years ago.

So these technologies have been flowing in both directions and I
think it has been helpful.

Senator RuicoFF. Senator Fannin.

Senator FANNI N. Thank you, Mr. Chairman.
Mr. Wilson, I had the opportunity to visit Bayer in West Ger-

many and they were explaining to us, that they brought out aspirin
in 1890 or something like that, all the dyes an'd chemicals that they
-fostered the original patents oil. and so it is a two-way street, as vou
say. I just want to bring that out, that many of those companies lave
been very prominent in developments of new processes, new technolo-
gies so it is very important that we work back and forth with those
countries.

Of course, our problem is the GATT. You mention it here. We are
not getting a fair break because we are outvoted in most every in-
stance when something comes up. We have used the automotive in-
dustry as an example, where the tariffs have gone down. It was a
mistake and we have not been able to correct it. .here we are down
to 3 percent and they are flooding our markets. So your comments
there about-GATT are very appropriate. I just hope we can do some-
thing about it.

I think we should not jump to conclusions. We are prone to hear
testimony from one group and we juml) to a conclusion and then we
hear contrary testimony from another. We have heard from several
multinational corporations now and, I am stiJll trying to surface an
opinioni on some of the pr6blems that we are involved in.

I am vitally concerned about how we can either hold jobs in this
country or bring jobs back into this country and I think your testi-
mony is very valuable in presenting to us what has happened in your
particular case. Then-we have some of the corporations-some of the
multinationals that we are concerned about, that have gone to the
foreign countries just to export back to tie United States and that
is of great concern to us. ..
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Mr. Wilson, you commented on the tax aspect of foreign investment
and to your knowledge, have the proponents of the elimination of the
tax deferral taken into consideration that if foreignearnings are to
be taxed currently, they will be offset by foreign losses, and have they
considered how much that loss in revenue will be?

Mr. WILsoN. Senator, would you repeat that again, please?
Senator FANNIN. Yes. I am just asking whether or not the propo-

nents of elimination of the tax deferral have really considered the ef-
fects that may accrue, for corporations electing the overall limitation
to use. their excess credit from high-tax countries to offset the U.S. tax
on income from low-tax countries. So have we taken into perspective
the full effects of 'What elimination of the tax deferral would be?

Mr. WiisoN. I do not think we have. We have looked at this and I
think what you are saying is that taking the full effect of all taxes paid
to foreign governments-

Senator FANNIN. Yes.
Mr. WIsoN (continuing). As a whole, which is the way we do it

now-
Senator FANNIN. Yes. What I am concerned about is whether elim-

ination of deferral may reduce rather than increase the taxpayers'
total U.S. tax burden. In other words, your corporation may pay less
tax to the United States if we do not properly handle our tax program.
That is what I am concerned about.

Mr. WyrsON. That is right. I think you are right. The relationships
are complex.

Senator FANNIN. Of course, we have had testimony that this would
not happen and we have had others that I have talked to that werie
very concerned that the end result may not be helpful to us.

Mr. WIISO1N. Detrimental.
Senator FANNIN. In the appendix of the testimony of the preceding

witness we have been told that the foreign tax credit is a gimmick.
The argument is that a company in Arizona, for instance, must pay
a 12-percent - Arizona corporate" income tax in addition to Federal
income tax and only deduct the Arizona tax. Thus, when a foreign
subsidiary gets a credit for foreign taxes paid it is worth twice as
much.

I think this reasoning overlooks two factors, and I would like to see
what you think. Xo. 1, the rates of most foreign countries are equiva-
lent to the U.S. corporate taxn Is that right?

Mr. WILSON. Right.'
Senator FANNIN. And without the credit we would be imposing a

severe penalty on U.S. subsidiaries.
Mr. WILSON. Right.
Senator FANNI.. And No. 2, in addition to foreign income taxes,

the subsidiaries pay sales tax--they pay-sales taxes, and trnover taxes,
transmission, trade, excise, capital, franchise, and prope t taxes which
are not creditable, as I understand.

Mr. WILSON. That is right.
Senator FANNIN,. In addition, these taxes comprise a much higher

"percentage of the total tax burden abroad than comparable taxes do
domestically.

Now, what I am cbncerned about is that it sounds very simple for
us to say, well, here is the amount of tax that is being paid to these
foreign countries, We are not receiving our just share. But in the over-

, • j
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all would you care to elaborate on what could happen if we took that
position aid we just saidwell, fine, then we are going to tax you this
amount because you are paying the foreign countries that amount?

Mr. WILSON. 'Senator Fannin, I think we have to look at it from
this standpoint. Normally-and I think you mentioned the Stiite of
Arizona. You just used that as an exam pie.

Senator FANNIN. That is right. It happens to be my State.
,Mr. " yt,-ot. It we had a manufacturing facility in the State of

Arizona and we were trying to export from that facility to one of
the foreign countries, chances are we would not be able to do so if the
product that is made in that facility is made in the foreign country
because of all of the advantages that they have. So the local or State
tax really.h'as no bearing'in the movement of that product.

But if we imposed a tax on the subsidiary that might be opel'ating
in the foreign country, it would then make that subsidiary non-
competitive with his competitors in that market.

Do yon follow what I mean?
Senator FAx i.-. Yes. I see it.
Mr. WLsoN,. Therefore, to not allow credit, full credit for foreign

taxes paid on earnings in foreign countries, I think would be a detri-
ment.to a company such as ours and many others, possibly all of them.
It would have a tendency to put the tax rate up to a very higl figure
and would cause us to move away from that market location a hd lose
th market, and I do not believe that a market so lost would b picked
up by exports from the United States.

Senator FANNTN. Well, I know, Mr. Wilson, you have co panie
such 'as you have listed there to compete with in the worldwide arket.
It iq very easy to understand that if you were placed in a d different
position taxwise, or if we penalized your corporation, they coi ld very
well mt vou out of business.

Mr. WItqo. They certainly could.
Senior FltANi. That would be the detrimental effect. I am just

wondering, as you increase your operations or as you increase- your
sales in those countries, do you have any percentage that would follow
tht the exports from this country would increased

fr. WiV,,oN. As we increase our sales?
Senator FANNI N. Yes. If you increased a million dollars, would it

be an illerease of-would your exports tend to increase a certain
amount from the, Tnited States?

Mr. Wmsox. Yes. Senator Fannin, that is part of the oral testimony
that I was giving. I believe in mr first, chart we showed that as we
increased our investment in foreifm countries, the exports to those
foreign countries increased. This is what we call the pull effect.

Now, it sometimes lags for as much as 2 years after the increase,
but-

Sen tor F ANNIN. Well, that is being disputed, you know, Mr. Wilson.
M fr. WITSON. Yes, I know.
Senator FA,'NTN. So I just wanted your position on that question.

T have been told that in my State of Arizona, we have electronic manu-
f"eturing concerns that are-able to increase their employment in our
State,)evause they can get component Parts manufactured in other
countries that are then shipped into Arizona, and the overall unit is
constructed, supplying labor and higher skilled labor for American
workers.
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Now, does this-work out in your operations?
Mr. WILSO.. Yes, Senator Fannin. We have only one example of

this in our company and it is very, very small. We assemble electronic
components in Matamoros, Mexico, and this amounts to about $400,000
to $500,0t0) a year. But if we did n(A assemble these in Matamoros,
Mexico, we would lose 15() jobs here ill the United States. We just
could not compete with the; similar products coming in frim the
eastern countries. And so we have maintained 150 on our employment
rolls by moving down for this operation.

Senator FANNIN. In your sta-tement you suggest we should give
'he administration negotiating authority to eliminate nontariff bar-
riers. But then, in the next paragraph you suggest eliminating for,
eign nontariff barriers would not help your exports much, you say
Union Carbide invests abroad because foreign nontariff' barriers
would otherwise cut off your exports.

I am just wondering-these statements seem a little confusing alnd
contradictory and not n line with your answers to my questions.
Would you care to comment?

Mr. WILsoN. Well, Senator Fannin, our thinkling in this case is.
.that in Europe when we have looked tit some of thle nontariff barriers

we have been able to find where they were very detrimnental to the
._asic-)roducts that we export to Europe. However, I did mention a
few minutes ago that this does atffeet and the nontariff barriers de-
finitely affect some customers that we have in this country and they
are very vital and essential to us. So nontariff barriers do in the
ultimate end affect us.

Senator F.NNIN. Well, so far as or exports are concerned, it seems
to be tim most serious barriers we have from the standpoint of the
Japan'se, but if the Congress gave the. President authority to cut
(V.S. chemicalttariffs by -50 percent, and to eliminate the American
selling price on benzano0id chemicals, and used that authority to ne-
gotiate dwn. say, the high tariff. foreign tamviffs- and taxes onl Amer-
ican automobiles, would -'ou approve that bargain ? In other words,
wve are talking about product A being utilizle.d to assist prIoduct B.

Mr. WILSON. This is the reduction o-f-wvell, in the-ih'st package,
* 2inder the Kennedy round, I believe that it was agreed at that timle
that there would be a, 50-percent' reduction onl certain U.S. tariffs,
chemical tariffs in the United -States-and a 50-percent reduction inl
Europe, but the 50-percent reduction in Europe .vas based on the fact
that it would be reduced 20 percent and that the additional 30 percent

. was base(l on the fact that tim American selling price was abolished.
Fri-aikly, I do not know how a nontariff barrier got into these ne-

gotiations. I did not think it was supposed to be in, but it did happen
- "that "I -

Now, at that time I think many people in the chemical industry
in this Country were very much opposed to doing away" with th e
American selling price. Bt I believe today, Senator, that th6 Manu-
facturing Chemists Asosciation, at least, would go along with the fact
rlint the ASP could be done 'awa) with but only on the basis that we
get, something in return and maybe that adidtional 30 percent tariff
reduetio In Europe on our imports going into EurolWwould be
a place to start.

Senator FAXNIN. But that is a return yau want to be in your in-
dustry.

91-925--73-25 ,
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Mr. WmsoN. Yes; we would like for it to be in our industry.
Senator FANNIN. Yes. Certainly. I was just giving a hypothetical,

question and I know the chemical industry, asI understand, did object
to some of the provisions in the Kennedy round because there were
some tradeoffs and do not know how we are going to correct all of
these~problems until we do get it-straightened out.

Thank you very'much.
Mr. WILSOn. Thnk you, sir.
Senator RIBICoF Thank you very much for being with us today,. --Mrf-. Wilson. Your testimony 6as been most helpful.

"-'---. (Mr. %ilson's prepared statement and a letter from Mr. Wilson to
Senator Ribicoff follows):

STATEMENT OF F. PERRY WILSON, CHAIRMAN OF THE. BOARD, UNION CARBIDE
CORP."

Mr. Chairman and members of the Committee, my name is F. Perry Wilson. I
am Chairman of the Board of Union Carbide Corporation. Union Carbide Is a
major manufacturer of chemicals, plastics, industrial gases, carbon products,
metals, and consumer products. The Corporation Is chartered in New York, State
and has production facilities In 44 states. It is a multinational corporation with
affiliated, manufacturing facilities in 30 foreign countries. Total consolidated
sales exceeded $3.2 billion last year, about two-thirds in the domestic market
and one third in foreign markets. Our exports from the United States exceeded
$260 million last year. I have had considerable personal exposure to our interna-
tional operations, having served as the executive president of Union Carbide
Canada, Ltd., and as president of Union Carbide International Company, a
former division which for many years represented the Corporation's overseas
interests. We are glad to have this opportunity to participate in the Subcom-
inittee's hearings on the economic impact of tfe multinational corporation.

In view. of the testimony of other witnesses, there is no need for me to again
go into the detail of the problems which the United States faces in international
trade. The existence of almost a $7.0 billion trade deficit is, by itself, dramatic
evidence that our nation has entered a new era in international economic
relations. I

Recently, nuch of the attention given to the adverse changes in U.S. trade
patterns has focused on the multinational corporation as a major factor and in-
fluence with respect to world production and trade. As you know, legislation
to restrict multinational corporations' activities is presently pendifig before the
Congress.

The impact of multinational corporations has been the subject of extensive
studies by government agencies, by industry and trade associations, by" industrial
companies, and by economists and scholars both here and abroad. In this connec-
tion we believe it may. be helpful to provide the members of the Subpommittee
with a picture of how at least one multinational corporation operates, and of tie
benefits which its overseas activities bring to the U.S. economy, and to offer some
suggestions for U.S. international trade policy In the years ahead. Our experience
as-a multinational corporation in the chemical Industry, is admittedly not char-
acteristic of every firm In every industry, but we are sure it Is shared by most
of the chemical industry and by many other major American International
companies.

Let me emphasize by stating at the outset that'Union Carbide would prefer to
confine its manufacturing efforts to the United States. We would rather build
plants and Manufacture our products in the United States.lustead of In a foreign
country. We would prefer to serve foreign markets with exports from the United
States, whenever and wherever that is possible. There are several reasons for this.
In addition to all.the commercial risks involved In any major investment decision.
a foreign investment in manufacturing facilities brings a broad range of new
and unfamiliar problems and risks: such as, currently fluctifation and convertibil-
ity; exchange controls; government regulatory policies; the potential for ex-
propriation or nationalization; a lack of trained personnel together with new
concepts of employee and labor relations; different legal, tax, and accounting .
systems and practices; to say nothing of language anb communication difficulties.
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WHY OVERSEAS INVESTMENTS ARE MADE

Why, then, do we make investments abroad? The reasons can be outlined
by briefly tracing how our business in foreign countries begins and expands.
Foreign demand for most of our products normally manifests itself in the be-
ginning by unsolicited orders for export from here. As such demand grows the
first step has usually been to appoint independent sales agents in the countries
involved. With further expansion of demand, we then send ouir own marketing
representatives to better promote exports from our U.S. production facilities.

The crucial decision point comes wheh the market in that foreign country (or
aera) becomes large enough, often through our own marketing efforts, to support
local productiqn. If local competitive facilities should be installed, it would be-
come increasingly 'difficult and uneconomic to continue selling abroad because of
transtation costs, import duties and other costs not borne by the local competitor,
and often because of restrictions or barriers imposed by many foreign govern-
ments. At this point, we, as any American exporter, would have two basic alterna-
tives: to give up the foreign market in which we have invested a good deal of time
and money to develop, or to install a manufacturing operation within the market.
And one of the things that our experience makes clear: if we do not respond at
this point to the local market conditions by building a plant, some other interna-
tlonal competitor certainly will-hence, we would lose the export position whether
or not we make the foreign manufacturing investment.
-Because of this kind of economic competitive pressure which results from

the normal industrial growth and development in foreign countries, companies
like Union Carbide have found it necessary to invest in foreign manufacturing
facilities. Nothing in our experience leads us to believe that if an American-owned
foreign production facility Installed under these conditions were to be terminated,
its local sales volume would automatically be replaced by an equivalent volume of
exports from the U.S.

U1ON CARBIDE'S STUDY OF FOREIGN INVESTMENT.

As public Interest in the multinational corporation increased, we decided to
undertake a thorough and detailed study of Union Carbide's international invest-
ments with the aim of determining their impact on our domestic business, our
exports, our employment, and on the U.S. balance of trade and balance of pay-
ments. The results of this study were published in October of 1972 in a 93 page
report. Copies of this report have been supplied tb the Committee.

The, Carbide study covered the period from 1)51 through 1970 and involved
a detailed examination and analysis of our exports, product-by-product and
country-by country, and their realtionship to our investment in manufacturing
facilities in those countries.

This detailed study clearly demonstrates that:
1. Union Carbide's exports from the United States have increased, not de-

creased, as our investment it foreign facilities has increased. In fact there has
been a direct positive correlation between the trends of affiliated overseas produc-
tion and qur export volume from the United States (Chart No. 1, attached, depicts
this relationship).

Our exports from the United States in 1970 at $253 million were seven times
greater than they were in 1951. compared to a five-fold increase in production of
affiliated foreign companies. In 1951, Union Carbide exported only 5% of its

# domestic production. By 170 this increased to 11%.
2. Rather than ',export" Jobs, we have found that our foreign investments. re-.

suit in the creation of domestic Jobs and an increase in product exports from
our U.S. plants becauseof what we call the "pull" effect. The establishment of
a new plant within a foreign Muarket obviously reduces U.S. exports of the prod-
ucts manufactured by the new plant, but in time, our study shows, this loss
of exports is far more than offset by increase in export of intermediate, allied,
or more technologically -sophisticated products. The presence on the scene in the
foreign market of an expanded local organization, required because of the
local manufacturing facility, provides a broad, more effective and more aggres-
sive overall marketing effort than can be achieved just. with an export market
organization, or a sales agent.

This "pull" effect is tangible and measurable. Let me offer two specific ex-
amples ot W*hat It means to Union Carbide:

(a) Our international marketing managers .were asked to make a detailed
analysis product-by-broduct, country-by-country, year-by-y~ar, of what their
probable export- experience would have been if the Corporation had not
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made any additional foreign inv-estmnat after 1951, taking into considera-
ion all changing external factors as they took place, such as tariffs, quotas,

currency effects, as well as competitive plant Installations. These detailed
estimiates produced a total "theoretical" export figure (if $163"mnllion for
1lTO), assuming foreign Investment level the same as 1951. This is $90 mil-
lion less thaln the actual exports of $253 million Ini 1970. Over the 20-year
period from 1951 through 1970, we estiimale our total exports Would llavli
been $500 million less if we had not made these foreign invOstmnents.

(h) We then estimated whit this adt(lional $90 million worth of exports
vomld have meant. to our 1970 employment levels. With export volume at

about 11% of domestic sal, there is n1 (loubt that at least one out. of ten,or 5,300, of our employees rely on exports tor their jobs. 'he $90 million

figure we have mentioned represented 30%, of our 1970 exports. A 36%
reduction of our export-related employees would have meant roughly a re-
ducti6n of 1,950 eildloyees. Therefore. wo are satistled that our foreign
investments, rather than -exporting jols." havye ('reaed at least 1,950 addi-
tional jobs in the United States.

AS special example s of the presence or a'bsence of "pull" effect, we lave ill-
(.lided two (l(litimal charts.

('hart No. 2 (attached) presents the export history of a major 'nion Carldde
pioduct group to Australia from 1951 hn'oigh 1970. Front 1051 through 1956,
export stiles of these products to Australia were handled by a local independent
:igent--alid tile sales reilbiilled stable, at a level of less than half a million (hl-
hi rs a year. Inl 1957. we right on-stream aim Australian maaufacturiig facility
for these products, and tlie initial reSult vas a slinit drop In our exports to
Australia. Howev-er. the effect of a strong local organizational presence, and
it(, marketing "pull" of at'local production facility began to sbow up dranat-
ically in 1960. Our export of this product group to Australia today Is live times
as large as it would he if We had not invested in a plait there.

Chart No. 3 (attached) demonstrates what can happen when the decision is
made not to protect an ex-iort developed market b.y building a local alnflc- -

furing facility. For a variety of reasons. Union ('arbide decided not to build a
dmailt for the production of this particular loduct group in Europe. A foreign

competitor did bllild Such t plant in 196 antI our export sales phlummeted from
a high of $9.5 million in 19(5 to zero in 1969.

These clarts (10 not represents. unique situations or special circumsta-nces. All
over the worlh, exports of Union Carbide to foreign markets in which we have
affiliated manufacturing fa.iliies tend to be at a higher level and to show,
equivalent or greater rates of growth t1:ii exports to arells where Union ('arbhile
has io niaiuf11fa ct tring invest nmealt.

FOREIGN INVESTMENTS PRODUCE OTHER BENEFITS

These multinational aspects of Union Carbide's operations also produce -other
benefits for the U.S. economy. Our net positive contribution to the U.S. balance
of payments was $236 million in 1970 and exceeded $1 billion during the period
1963-1970 (as shown on Chart No. 4 attache(). The dividen(lds and otler in-
come received from foreign affiliated corporations exceeded dollar investment
sent from the U.S. by $20 million in 1970 and by $246 million over the last
20 years.

It should n'ft be overlooked that the net inflow' of income from the overseas
affiliates of all U.S. corporations will again make the largest single positive
contribution to the U.S. balance of payments--an estimated $5 billion in 1972.

We are firmly convinced that the record -achieved by Union Carbide's foreign
investments and multinational activities clearly establishes that they have
benefited the United States. It demonstrates.that 'our interests in foreign -pro-
duction facilities produce significant gains for out employees, our stockholders,
for the United States 'Government, and for the national economy and well-being.

From this record it *'ould seem evident that attempting to solve U.S. Inter-
nationAl trade problems by taking it "out of the hiides" of multinational corpora-
tions would almost surely be self-defeating and counter-productive.

TIIE TAX ASPECTS OF FOREIR; INVESTMENT

Among timeproposals before Congress at this time are some which would
either repeal the foreign tax credit or require aymynent of U.S. income tax on
earnings retained abroad by controlled foreign corporations or both. The coni-



383

luied impact of these iroposals would boost the overall tax burden onl Unibn
Carbide's share of the earnings of Its overseas affiliates to ats much asi 79% of
pire-tax income. Certainly this would represent it confiscatory lax rate. It would
put most of our foreign manufacturing affiliates inl it nio-comlpetiltve ptositiotn.
and the effect would be the more severe because of thme capital-Intensive nature
of most of our business. It would deny our foreign affiliates the funds, they need
to reminfn modern and competitive. It would certainly tend to force tile liquidma-
tion of our foreign opera tions-but it would not heitelit thle U.S. economy, and
it would not create any Jolbs In the United States.

The problem facing Ufflon Carbdef and1( our foreign affiliates fin remaining
comptlitive Internationally even with no adverse change in tax treatment is
reflected !in the listing below of the worldly's tenl largest chemical comnpanie.

1971 SO7CSq
Coitmipanly aind country million1)

(lit Pont. U.S.A------------------------------------------- $3, 848
Intmrial Chlemical Inidustry, Unitedl Kingdom------------- 3,717
Hoechst, West CerialY ---------------------------------------- 3, 487
Montedisot n, v_ - - - -------------- 3, 271)
iIASF', West eray--------------- - -3, 210

uUnion Carbide, U.S.A --- - - --- --- - - - - - - - - - --- _ 3, (03s
linyer, West Gerinany ----------------------------------- ---- _ 2. (i-S)
AKZO. Netherlands--------------------------------------------2. 3)
lloime- '"Iotmlec. Franc( ----------------------------------------- 2. 11/

M1il)jsitito,' U'..A---------------------------------------------- 2. W87

All of these vonipanies are strongly competitive anad have foreign oivra'itioits
lhilt tItoh ke thema mulltiat ional. They ale,( our- (omupel itors. They arie well en.:

I renclied in fw-nmarkets of their otwn count ries, antd they ate hbecoiming imtcmeits-
bigly competitive in it tirdl country ma rl1.1ets. Only three of filie tenl aire U..
('(01101 ilt'es. Soitte orf the countries ilivolvet1-Fr'ance, Italy, and the Nella'rlands-
('eilipt front lionte country ta~xes- all foreign source income realized by their.
itationals. Tho, others follow fte U7.S. practice of allowing at credit for foreign
Wiii(Olt taxes paid onI ncoitte remittedl from abroad to the extent of the hiomec
(oiti'y tax o)it such fore'(ignI iicoifle. 'PTodlit'tere is, no 'ouint ry which 'ta xis, thle
1iiidistt'ibtted eai'nings of at foreign operating subusidiar'y. I1igli('r to xesq on the
foreign sottr(e incoitte of the three U .8. inullhnt itinil chemical 06iptlili('5 listed
above would only tei to beneft tile seven foreignt chemical competitors. The --

stuitkbolderis wiid eimployees of these foreign comtpetitot's antd Iteli. natioinal
economies would lie the gained's, otirs the losesr.

We shiotld nlot leave thiis qulestil o111(f foreign tax creLdit withmtit ir st dliseuissitig
-11 atspecNt (If it. which seeits to )ie widely inisumidcrstoiid. As yout kntow. the lax
i'gijltttiomis of fihe 1United states, tlhrottgi a ,Ipccilic formahi ake. it ('911-
liletel3 imnpossib~le for foreign lax cre'dits to , reduce, itt anyv wayv fte U.S. axN

lialilily whch eists, (l inicoite generated wvithilt tile finited] Statesq. Stated
~tttle'wiy, f ie( Qife('t lye t.1 r ate' 1.8. ('ot'Jt(i l oils intiy oil their' ileiiriiit elfrimei

(I lniestA IcalIly w~ouhld lhe exa('tly th iiue if thevy hind no foreign operaltiots.
Olir e'xperien'es witfl tO es )bi4oaul aliso cleatrly ilt'iotstrts thi'sit 1.S'. c~oora-

lioils (10 itot- go overseas to e'5(Jll) Or e vade tilxes. miuring the tivV' YearI pierioId -

f'ioiti 1966~ to 19)70. Unioni Carbide's share of tatx pamtents made by its foreign
affiliates to foreign govei'iijteitts averag-ed 5'2.501 oif its share (of total pie-tax
ilitomne. Obviously, we- a~re not investing overseas to evad~e tax\ paiymen'ts.

T'ECH'tN OOY 'liA NsFit

Th'le ehentical industry is at high technology induitsiy. At. Untioii (Carbide, (itir
It'ibnology, pa tents, and1( know-hlowA lire among our most15. iinijoitanit tissets. 'We
,iti(e concem'ied. ther'efore, with proposals flhnt w~ouhld imoe eu ri's tt'lt'liliits oil
tie( intrteional exchange oif technology. fit 19)70, we received fees-Il excess (if
,70 m1illionl. imainly fr'om nt afiliatedl foreign c'omphilt(5 a 1 8, 3ii'lt o h
c'onltiniuing tts(' (if oli t('ciology, se'rvi'es, anid know.-how. Th11ese fees aire ant

;il( itti i'('lsltt a sigiiiit. contrihut mot to thle U7.s. blnice (tf payments. A
i'edutlomtin this revenue wotlih reduce our capability to invest In new reseach
and1( development--and I should note flint research Is v costly today. Because
j if lithe grenat imnlor'tti('ie of oMi' technology to us, we do itot make It avilallble to
fn'c.Ignl competitors its long as it is piroprietary and -not available fromt other
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The International Competitive Seene

Before offering some specific suggestions with respect to U.S. policy and
the general framework for trade and investment, let me make a few observations
about the climate of change and competition wi~lch we face today and foresee
for the future.

Competitively we foresee a great deal of what we have experienced in the
past-namely, continuous change. The chemical industry within the U.S. has been
operating under extreme competitive pressures. For example, my company's
overall selling price index stands at 79% of the 1957-59 base period, and our
profits in absolute terms are still below those realized in 1966 in spite of the
fact that since 1966 we have invested $1.0 billion in the U.S. economy to expand
and modernize our facilities.

In addition to a .ontinuation of strong domestic competition, we anticipate
increasing competition from abroad. Although the U.S. chemical industry has
consistently made a favorable contribution to this country's balance of trade
and balance of payments, there has been some erosion In this contribution in
recent years. While exports have been increasing at about 7% a year, chemical
imports into the U.S. have been increasing at the rapid rate of 15%. The American
share of world chemical exports has declined from 29% ten years ago, to paproxi-
mately 20% last year. / -

While the United States is still a high cost area, in terms of wage rates and
salaries, our evaluation indicates some closing of the differential In labor costs
between ourselves and our foreign competitors. However, If wage increase
continue to exceed gains in productivity, and there is no end in sight to inflation
we will lose competitive capability in international markets. This in turn would
mean less exports and fewer domestic jobs.

The domestic energy crisis, which is of special concern to those of us who use
petroleum as a raw material for the manufacture of chemicals and plastics
as well as a source of energy, and the growing role of the Organization of Petro-
leum Exporting Countries add new dimensions to the problems of international
trade. Similarly, environmental control requirements which may be imposed
on U.S. manufacturers, but not on our foreign competitors will have an impact
on international trade.

Our foreign competitors are vigorous, active, and capable. And they are strongly
Imcked by their governments; in some cases they are owned, at least in part,
ny those governments,

There is, of course, the "managed economy" of Japan, and well-managed it is.
The close interrelationship of industry, finance, labor, and the government in
Japan has been well documented. Japan's complete reliance on trade is also
well known. The upgrading of imported raw materials into more sophisticated
export products has become the lifeblood of that island's economy. Their exports
have been highly subsidized in order to attain and maintain the needed high
volume of production to keep their industrial economy operating in. high gear.

As we turn to the European scene we see an increasing role being played by
the governments In the industrial sector. Mergers and acquisitions which lead
to a stronger, more internationally competitive, company are being encouraged
by 4uropean governments. Further, probably the most disquieting development
Is the tendency towards state ownership in, gr control of, industry in Europe.
An official of the EEC estimated last year that ,40% of the Gross National Product
(GNP) of the EEC Was manufactured in state-owned or controlled enterprises,
and this-figure would soon be approximately 50%.

Historically, the countries of Europe have relied a gre4t deal on exports to
increase their GNP. In certain instances exports account for one-fourth to one-
third of the GNP of some European countries. ConSequently, the exports of
these countries have been highly favore&-either in the form ofsubsidization
or by way of special tax treatment accordedto income earned on-exparts.-For
example. France, West Germany, Belgium, the Netherlands, Italy. and the
United Kingdom provide favorable tax treatment to export sares incom . Our
foreign competitors have become revitalized, full-grown contenders.

THE U.S. ATTITUDE AND APPROACH

In the fact of a vigorous spirit of growth and competition abroad, we believe
that the attitudes and policies of the U.S. Government will have a significant
impact on the ability and capability of American manufacturers to meet the
challenge of the 1970's and the 1980's.
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Since we have rapidly moved to a point in time where our foreign com-
petitors are now equals, it accordingly seems fitting that the trade policy and
the overall foreign economic policy of the United States are being subjected to
thorough review. We believe it is time for American foreign economic policy to
bccupy its proper place in international affairs. We obviously can no longer
afford to have foreign economic policy relegated to a position of secondary
importance behind the dominant foreign political policy of this country. -

There is no doubt-that there are some serious problems in this country-
particularly in certain sectors where workers have become dislocated from their
jobs because of imports. In sucll instances, we believe specific solutions should
be devised to solve these specific problems-not broad-brush legislation which
would damn all large international corporations, including those which are mak-
ing positive contributions to the U.S. economy.

All of these problems come finally to focus in the Congress and in its respon-
sibility for the enactment of legislation setting foreign economic policy. Wo
believe these problems cannot be allowed to drift. We need a new policy and
hope the Congress will act this year on new trade legislation. I would like to
offer suggestions for such a trade bill:

1. We believe it should include what has come to be called a sfeguard mech-
anism. Such a mechanism should provide for a period of temporary, additional
protection for those import-sensitive industries that are threatened with a
sudden, disruptive influx of imports. It should be flexible enough to deal with
a wide variety of problems and yet capable of providing prompt enough action
to be meaningful. A commitment to expanded world trade must be pragmatic
enough to provide the adjustments needed until our trading partners adopt
similar trading principles.

2. Existing adjustment assistance legislation should be modified so that the
criteria for eligibility is less stringent and is more responsiveto the need. Tile
programs under-adjustment assistance should be extended and improved upon,
particularly in the retraining and relocation areas. The emphasis should be on
getting those that are dislocated back to work.

In our mind, a time-limited safeguard mechanism in conjunction with a viable
adjustment assistance program is essential to the nation in developing and tie-
gotiating fair international trade policies and practices with its trading part-
ners. In this conneention we believe it would be useful if the major trading
nations of the world would develop common principles for both a safeguard
mechanism and an adjustment assistance program. Accordingly, we feel the
Congress should provide the authority to negotiate such an lnternatiqual agree-
ment.

3. The Congress should also provide the authority to begin multilateral nego-
tiations aimed at eliminating non-tariff barriers.

We believe that, on balance, the elimination of non-tariff barriers contributes
to a reduction in the tensions presently found in international trading practices.
In many instances it appears that elimination of non-tariff barriers would be
helpful in increasing exports of certain U.S. industries. However, in the case of
Union Carbide we would not expect a major boost to our exports to result from
such negotiations.

4. The United States,Government should organize and staff itself to deal with
these new realities of international trade. Certainly, the creation of the Council
for International Economic Policy in the White House is a step in the right direc-
tion, and so is the creation of tie Subcommittee on International Trade by the
Senate Finance Committee. However, there is more that should be done to assure
that foreign economic policy does not take a back seat to our foreign political
policy. The economic policy apparatus of the -Executive branch should be cen--
tralized so that business and the public will know where to go for guidance, as-
sistance, and answers.- The structure should also provide for close consultation
with Congress and with industry and labor in future trade negotiations.

On the international scene we see the following important needs:
1. The General Agreement on Tariffs and Trade (GATT) was concluded more

than 25'years ago. We believe-it-is appropriate, at a minimum, to call for a re-
examination of the basic structure and principles of the GATT to see if it fully
meets our needs and those of the world in the 1970's. The United States can-
not afford to have its international trading ability hampered by adherence to
a set of principles and agreements which may have become shop-worn and out-
dated, and which other nations tend to ignore anyway. GATT is becoming very
European. Over half of its voting members are either members of,-or have some
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allegiance to, the European Economic Community. Thus, its current voting struc-
hire may not provide an equitable voice for the long-term interests of the United
State,. One suggestion for a restructuring of GATT is the Steering Committee
approach proposed by the Rey Report to the Office of Economic Cooperation
tid Development .(O ECD).

2. To prevent "pollution havens," the United Nations International Code of
Standards governing environmental controls should be sulported by tills country.

Although we have touched primarily on those areas affecting International
policy, we recognize full well that the domestic policies of the government are
equally as implorto)nt in maintaining the international competitive 1xisture of
the United State'€. In this regard we welcome features which stimulate and
encourage productivity in the Ulnited States. The investment tax credit and
the AlIZ system of depreciation are, to i us, vital elements in a program to
make American production more competitive. The DISC provisions for stimu-
lating exports are already begilming to have i tivorable effect on) Union Car-
tide's exports from the t'.S. Ve believe that the DISC concept should iwt only
lie continued but should be expanded.

Therte are, of course, llnily other valtiable reconlinleidat10i1s a11( suggestions
dealing with an expansion of U.S. e-xports that we believe should, and will,
he considered by the Committee when it deals with this area. We would lil(
to call particular attention, ill this respect, to the teport of the National
Export EXpansion Councils Industry Advisory Committee oil (hemicals. Tmt
report, published by the Department of Coniierce In Seltemlber, 1i72, contains
at lnUllmler of specli andl(1 useful reollllenait l dea linlg with the problems
of internalional trade ill chemicals and allied products- -all tiied at expanding
U'S. (exports.

Obviously, the attit ude, policies, and programs of the U'iited States Govern-
ment will l4ave :1 pronounced effect on tilt ability of American nanufocturers- -
wvhether they are multinational or miot-to reumiain competitive and to mnainta in
:1 reasollille slhare of t he world's nlimarket s.

We hope your review and the legislative consider lions of the Congress will
not be undertaken in a spirit of retreat or despair. They should be undertaken
with the aini of creating and executing an integrated innovative policy designed
to make U.S. industry fully competitive with those of the other nations of
the imllstrialized world.

If we were to build a wall around Anmerica, we would in esselee be saying
there is nothing new in ihe future, that the nation is l)elased with the status
quo. Yet the future holds so many unknown l pos.Abililiis lie proof of tlts is
the aecoilplisiineits realized in tile past. The birth of completely new industries
and hew\ jol oII 'Iportimi is 51l1t, Ihe til t of the celltmmry ill Ainlerica is more1,0
thaln tmniple testimlolly to this fact. We hav' i i) 'lem oil to) believe the deeales
ahleatl of us wvill toe aIy different. We ill imdstry seek your lielp. understanding
and cilopler titlll ll crealting 1n1 atiiosplere in which sllch opportunities call
flourish.

Thank you. -..
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CHART NO. 1

FOREIGN MANUFACTURE
"PULLS" U.S. EXPORTS...

Million $ total UCC Foreign SAe
_ 11000 ,

Soo CC Foreign Manufacture

ForignMaufacture after' 1950

" , ...1950 .' 60 , 65 70

M'ea

" More than half (57 %)of Union Carbide's U.S.
.", '.,,-1r 'k exports are to 'or through foreign affiliated

' ... -:cOmpanieS ,, , .

U.S. exports to foreign markets where

7 ; Union Garbide has Manufacturing facilitiestend tobe at highe lovel and show same growth

• rate as exports to areas where Union Carbide .. has n( manufacuring Investment

S Pul efct responsible-for more than $ 500•p million inU.S. export sales which otherwise

Would have been lost between '1951, 70
Art seprst ra hr tinCri

91-925 0 - 73 - 26



388

"PULL"~ "FFET: A AE SU
-K '_______________________

-MfMiijqL4

uAut~n

BEST AVAILABLE COPY



389

UCC,'x rXoRTAn
to "CONTiNENALWOP

(Productlrup, B4)
moms ~

'100 
All

10

I:4

BEST AVAILABLE COPY



390

cAr, N.4

UNION CARBIDE's_
BALANCE OF PAYMENTS

CONTRIBUTIONS...

Ma $

Lw 0utfilws

50

,10604 656 67 68 6070

More than a billion dollar favorable
contribution to U.S. balance of payments
between 1963 -70.

S Over last five years positive contribution
l: ia averaged more tn 150 million

surlusperyear



391

UNION CARBIDE CORP.,
Waehinglon, D.C., Marh t97, 1978.

Senator ABXAHAM fIiICOr1,
Ohfrman, Subcommittee on Internattonal Trade, Renate Finance Oommitee,

Senate 0 5o Biuildinv, Wasahnpton, DA.
DJIAS M, CitAIsMAN : During the appearance of Mr. F, 11, Wilson, Chairman of

Union Carbide Corporation, on March 0, 1978 before enator Elbleoff's Hubcom.
mittee on Interuational Trade, Senator Fannin raised a question about Mr.
Wilson's testimony conerning nontariff barrier. 'Tho purpose of this letter is
to expand upon and clurity the response of Mr. Wilson and to avoid any mix.
understandings. Senator Fannin's question was am follows:

"On linge 17 of }your statement you suggest we should give the Administra.
tion negotiating authority to eliminate non.tariff barriers. But then, in the
next paragraph you sugget that eliminating foreign non.0r4f barriers would
not help your exports much, ind on pasa 8 and 4 you say Union Carbide
invests abroad because forel i non.tariff barriers would otherwise Vilt off
your exports.

"I am wondering-thoso statements som a little confusing and contradictory
nid not in line with your answers to my questions. Would you care to comment ?"

The non.tariff barriers (N'1'iJ's) mention d on page 17 of Mr. Wilson's state.
meat refers to the (JA' l' Inventory of O) alleged NTl's employed by nations
of the world to Impede Imports from other countries, It Is our understanding
that these NT'Nis will be the major topic of the OAT! neotliatlons which are
to begin in September of thlis year. In analysing Union Carbido's exports to
adranced nations, we have not uncovered any tajor NTB's (s we define them)
which Impede or hinder our exports from the U.. We In Union Carbide do not
appear to Ie facing the type of NTh's that confront the exports of the U.S.
automobile Industry, or the foreign government procurement ipractils which
hinder exports f t he elect rical equipment manufacturers.

lit attempting to develop it well.balanced alternative to the iiartke.Jlurke bill
we felt that a mew trade hill should Include negotiating authority to eliminate
or reduce nontariff barriers because It In our understanding that many important
American industries are a(versely affected by them, Even in our clse there
would be some Indirect advantage to the extent that reduction of NTD's were to
benefit the exports of our U.S. customers. Further, als Indicated in the testimony,
wo bellevs the ellimination of NTII's would do a great deal to reduce the tensions
which presently exist among th, major trading nations of th world. We do not
feet that these positions are contradictory.

'ruriing to tle U'nion Carbide statenients on pages 8 and 4 where Mr. Wilson
indicated that It Is difficult Ito remain competitive through export if foreign
production facilities are- Inalled 'because oit translortation costs, import
duties, and other costs not lmoi'no liy the local competitor, ind often because of
reetri otion or barriers Imposed by many governments." Upon reflection we can
see whe fr the terms restrictionss or barriers," depending upon how their
meaning 1 Initerpre(ted, might cause some confusion or appear (ontradictory
to our comnmelnts ot N'r'|1 asll distinct from other "restrictions.'

The "restrictions" or "barriers" which we had in mind, in addition to hilh
tariff walls, are major governmental actions or policies designed to protect the
new local foreign producer, such as "closing the border" completely to import.
tion of thie speccific locally manufactured product, limitation of authoriuat.1o"1
or certifications for manufacture', local content rules, etc. Specifically, we think
the creation of trading blocm such ats EEC and EM1A are examples of govern.
mental action which have forced companies like Union Carbide to install manu.
featuring facilities within the blocs in order to remain competitive. In our
own thinking we do not classify such actions in the normal NTD cateiorr since
for the most part they would hardly seem subject to negotiation, but this may
be a matter of definition.

. *N
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Since these governmental restrictive actions are usually designed to protect
local manufacturing through limiting or discouraging imports In some manner,
the question may be raised as to how then our exports from the U.S. can in.
crease in apparent correlation with increase in foreign manufacturing invest.
meot-the so-called "pull" effect described in our detailed study. "Union Car.
bide's International Investment Benefits the U.S. Economy,"

As indicated on page 5 of Mr. Wilson's Statement to the Committee, the
establishment of a new plant within a foreign market (in reaction to compete.
tive pressures or governmental restrictive action) obviously reduces U.S ex.
ports of the specific product manufactures by the new plant, but in time, our
study shows, this loss of exports Is far more than made up and offset by in.
creams In exports of intermediate, allied and more technologcally sophisliti.
cated products manufactured In the U.S. and not produced locally. The presence
on the scone in the foreign market of an expanded local organization, required
because of the local manufacturing facility, provides a broad, more effective
and more aggressive overall marketing effort that an be achieved just with an
export market organisation or a sales aentL It should be understood that ov. 4
ernmental restrictions normally apply in a major way to the specific product
being manufactured locally and hence protected, and not to essential raw ma
trials, intermediates, or "sophisticated" allied products not available in the
foreign country.

We hope the foregoing will blp to clarity our position on this rather com-
plex matter of "restrictions and barriers" which appears to be quite subject
to differences in definition and interpretation.

Mr. Wilson's comments about the American Selling Price (ASP) issue may also
warrant some amplification. The chemical industry generally recognizes that
ASP will be included in negotiations on nontariff barriers, and this inclusion
raises two fundamental questions: What method of custom valuation will re-
place ASP, and what will the United States get from its trading partners in
return for repeal of ASP.

It is our Impression that the U,, chemical industry believes that any replace.
ment for AS P should be based on the principle of equivalent protection. As to
what the U.S, would get in return, we believe it would be appropriate for the
Europeans to start with the 80 percentage point reduction in their import duties
on chemicals, However, since the United States has already reduced its chemical
duties by 50 percent, we feel additional compensation from the Europeans and
our other trading partners would also be in order.

Very truly yours, M 0. DiU, Jr.
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THE MULTINATIONAL CORPORATION AND THE
WORLD ECONOMY

Introduction

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

What is at ismue 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, Two developments in the
past fifteen years have focused public attention on multinational
corporations: first, the massivo influx of U.S. capital into Europe;
and second, the continuing deficit in the U.S. balance of payments.
The Labor Charge

Ti the United States, organize ! labor has charged d that multi-
national ,orporations export, American jobs through the transfer of
previous technology and productive facilities to foreign nations;
erode our tax base and exacerbate our balance of payments problems.

In testimony before the Subcommittee on International Trade of
the Sonato Finance Committee in May, 1971, AFL-CIO President
George Meany stated:"Operations by American companies obviously displawe United
States producedi goods in both Am'ricoan markets and world markets.
These companies export American technology--some of it, developed
through the expenditure of Government funds paid by American
taxpayers. Their biggest export, of course, is United States jobs,

"These multinational firms ean jiggle the production of parts and
finished products from one subsidairy in one country to another. A
multinational corporation (an produce (,omlpoients in widely separa ted
plants in Korea, Taiwan, and the United States, assemble the product
in Mexico and sell the i)roduct in the United States at a U.s, In)rt(
tag and frequently with a U.S. brand name. Or the goods produced
in the multinational plants in a foreign country are sold in foreign
markets, this taking away the markets of U.,S-made goods.

"The multinational firms can juggle their bookkeeping and their
prices and their taxes, Their export and imlort transactions are
within the corporation, determined by the executives of the corpora-
tion-all for the benefit and profit of the corporation. This is not
f6'eijn trade, Surely it is not foreign (,ompetition.

"'he complex operations of multinationals-with the aid of
Madison Avenue advertising-have utterly confused the picture of
the national origin of products. For example, Ford's Pinto has been
heralded as the U.S. answer to injy )ortel small cam. But the engines
are imported from England and Germany, and the standard trans-
missionms are imported from Europe,
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"This plenotnenon is far different, from the d(evlopillent of corpo.
rations here in America during the last 100 years. 'rho multinational
Is not simply an American company moving to a now locality where
the same laws apply ani where it i still within the Jurisdiction of
Congress and the Oovernmont of the United States. Thfl is ia runaway
corporation, going far beyond our bordors, This is a runaway to a
country with different laws, different Institutions, and different labor
and social standards. In most instances, oven the name changes.

"Ironically these are the sano multinational corporations who hdvo
sought to Influence U.S. trade legislation in tle name of 'free trado.'

"lMeanwhile, back inl the UnitoI States, expansion of large national
corporations has been tonpored to a degree by Govornnent rogula-
tions, standards, anti controls. And, in the piat, few decades, lrge
US. corporations have had to meet responsibilities to their employees
throughlabor unions. Moreover, the multinationals' global operations
are beyond the reach of present US. law or tle laws of any single
nation,"
Tho lBlinese De.fense

On the other side, defenders of multinational corporations claim
that rather than export Jobs, multinational corporations help create
jobs in the United States, make ,.m more competitlyo in international
markets and Improve our balance of l)avments position.

Former Secretary of Agriculture, Orvlo 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. It searches
everywhere in the world for now technology talented pe1plo, now
processes, raw materials, ideas and capital. it thinks of 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 to 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 communication and
transportation, which has shrunk the world from the size of a balloon
to the size of a grape. Figures are loss than exact, but the most solid
estimates indicate that 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
level of output by American companies outside the United States is
more than four times U.S. exports, It rests on an investment of $140
billion and carries a not worth of approximately $70 billion. It returned
to tle United States in 1970 through dividends, interest, royalties,
and fees $7,640 million. Its net contribution to our balance of pay-
ments for 1070 at $3,640 million was $1,500 million more than the
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merchandise export surplus, It would have boon double this figure if
records of exports to subsidiaries had boon kept after 1905, when such
exports amounted to $4,420 million.

"Internationalization of production of this magnitude has come
about because it's offoctivo. It works. It involves a major extension
of the economies of scale and management, involving high levels of
calital and advanced organization skills which make possible the
efficient use of science anftechnology, The growth rate of production
by international corporations has boon high, and romarkobly steady
stnce 100, at A level of 10 percent. This compares with a noninter-
nationalized output rise in the western developed countries at a much
more modest rate of 4 percent."

Another defender of international corporations, Dr. N. R. Daniolian,
President of the International Eco/oinic Policy Association, com-
mented:

"The multinational corporations are caught in the contradictions
of our )olicies In defense, aid tnd trade, Their alleged sins are now
being decried among academicians, certain spokesmen of labor and
oven in ministerial conferences in Europe. Those corporations are ac-
('ised of exporting jobs; but they seldom receive credit for the jobs
they create from oxports-as in fact they produce one-fourth of the
total U.S. exports with their shipments to their overseas affiliates.

''The im1pli cation that 'run-away' U.S. companies servo the U.S.
market with cheap, foreign labor mfillly ist Iiacurate in all but a few
eases. To take one examjplo: Of the 1,32 1,000 foreign cars. Implor'ted
duringg 1970, oidy 123,291, or 0.3 1 percentt , wom 1),N- U.S. subsid-
iaries abroad. The rest were Volkswagens, Toyotas, iPiats, and the
like, all produced by foreign-owned companies. In the ease of the 13
million sort tons o? iron ind steel imported during 1070, hardly any
could be attributed to Amnricn-owned subsidiaries abroad.

"If all U.S. inve tments abroad were sudhhlenlv elimitnted, the
United States would be worse oil' by nearly $17 million in its inter-
national receipts, two-thirds in exports and o'n-third in investment in-

,come, not including the $1.5 billion income from royalties and fees,
As sympotletie as I am to labor's viewpoint in the matter of employ-
montt, I sincerely believe that they are whipping the wrong horse In
attacking inte national or multinational corporations, Most of our
imports (.ome from for(ign-owned ellterlprises; and if third country
markets could not be supplied by U.S. subsidiaries abroad, they would
simply be sulpl)id by foreign cOml)etito's.

"iHuropetn opinMon tends to blamo U.S. direct investimentts for the
baancO of payments deficits, Everyone talks about the $30 billion of
American nv,stments in Europe, two-thirds of which are direct and
one-third are in portfolio investments, roighly speaking; but it is
rarely mentioned that European investments in'the United States are
about equal-some $29.5 bdlion-even though more of theirs are in
portfolio investment.
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'Many people, who should know better, blame American companies
for the recent currency crisis. Multinational corporations are In the
businoj4 of manufacturing and selling products, not gambling with
hurge cnsh reserves. They would not be in business long if they specti-
lated with a magnitude of liquid assets which could shake the foundia.
tions of the combined central banks of Europe,"
Concern Abroad

If the economic effects of multinational corporations are a conton-
tious issue at home the political effects are an explosive issue abroad.
From Ottawa to Montevideo and Paris, "statesmen" have raised
questions as to whether the activities of multinational corporations
are actually another from of American "economic imperialism,"
Questionspo national control over means of production go to the very
heart of te political process, a fact which we may not fully appreciate
in this country.

In Europe the concern expressed in the phrase "the American Chal-
lenge" ("1. doff Americain") may well result in a common induAtial
poIicy a med at curtailing the strength of the American multinationals.

Canada has recently adopted stricter controls over the inflow of
equity capital, as 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 foreign investment in their country.
They have preferred to borrow the foreign money needed to acquire
technology without allowing outside pin ticipation in their Inlustry.

Latin America has a growing hostility 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
dominanco which they may not consider in their own national
interests. The very reasons why these corporations are viewed by their
defenders at home as being in the United States interests, are used by
their critics abroad as being against foreign 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
at least as concerned about actions which could jeo)ardize 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 Dutch/Shell, Volksw Igenwerk,
Philips Electric, British Petroleum, Shell Oil, Imperial Chemical
British Steel, Nippon Steel, Hitachi, Siemens, Farbwerke Hoechst and
Daimler Benz are a 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-
accusations-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 study of "multi-
nationals." The Commission study revealed many diverse effects of
the opeo ation,4 of these companies.
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Summary of Tariff Commission Study on Multinational
Corporations

W111 US. Firms Inrest Abroad.-The study found that capital
moved abroad because of the market arowth 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 electronics, footwear,
toy, and apparel, where the search for low-wago labor was a major
factor in decisions to invest. abroad. Foreign tax incentives and sub-
sidies, combined with impediments to trade were also significant
inducements to invest abroad.

Effect on Jobs in the United Statee.-To measure the impact of
foreign investment on domestic employment between 1966 and 1970,
the study, using Commerce Department data made three alternative
assumptions 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 wore no U.S. plants abroad,
foreign countries would not replace the output of those U,S.
plants with local production, but would import the entire output
from tie United States. Under these assumptions, the presence
of U.S. plants abroad represents a not lose of 1,3 million jobs-

(2) A second 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 c ommission deemed
more realistic assumptions than the' other two, namely, that
in the absence of U.S. NINC's, foreigners would not have sub-
stituted their own plants for those of the MNC's but that U.S.
exports could reasonably be expected only to have maintained
the sharri, ot world exports of manufactures that they held in
1960-01 rather than to have taken completely all the markets
served abroad by the I INC's affiliates. Under these assumptions
the net employment effectt in manufacturing shows a gain of
roughly half a million, U.S. jobs.

The study notes that tie 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.

fqeet on World Trade and Oapital Fomation.-Multinationals
exerted a significant influence on world trade and on capital formation
in host countries, In seven countries surveyed-the United Kingdom,
France, West Germany, Belgium-Luxembourg, Canada, Mexico, and
Brazil-U.S.-based multinationals in 1970 accounted for 13 percent
of nl capital spending, and 22 percent of the capital spending in the
industrial "backbone sectors--metals, machinery, and transport
equipment.

E ffect 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
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$3,6. billion more in now import s than In now exports. Again, the
study points out the subfstantial variance in those effects, industry
by industry. Of the 24 industries in which comparisons could be made

.between 100 and 1070, there were sixteen (dustries showimg net
Increases in U.S. exports of $7.3 billion ani eight industries showing
not decreases in U.S. exports of $3.4 billion.

Balance qf Pa/flntq ,Iect.-ultinationals apparently made a
major, posititvo contribution to the current account of the U.S.
balance of payments and% were not a factor in the deterioration of
the basic balhlae of payments deficit during the late 1000's. Tito
study points out that transactions with Canadi and Japan have boon
the chief factors in the deterioration of the U.S. balance of payments
position. Multiniationals were a factor in the adverse history of balance
of payments with Canada, but not with respect to Japan,

Efect on the international Monetary 4S81tem,-The Commission's
study of the role of multinationals in the international monetary
system found that, privato corporations at te end of 1071 controlled
some $208 billion In short-term liquid assets, with tie lion's share
controlled by multinational firms and banks headquartered in the
U.S. Movement of only a small portion of the $208 billion could
produced massive monetary crises, -Tho 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 rate
differentials or rumors of a currency revaluation, for example, could
send billions of dollars or other currencies from one country seeking
to maintain low interest rates for employment reasons to another-
soking to maintain high interest rates to assuage inflationary pressure,

Technology, R&D, and the Multinational Firm.--Multinational
corporations based in the United States dominate the development
of now domestic technology according to the study. Exports of
technology outweigh inports by a factor of more titan ten to one. Tite
study found that while high technology industries have tended in
recent years to put 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 1000 and 1070, according to the study
MNC's in the high technology industries generated some $0.1 billion
in not now exports while the non-MNC's in the same industries
generated about $2.1 billion in net new imports.

Legal aintee.-The study foresees potential conflicts arising from
the extra-torritorial application of antitrust laws and other policies.
It points out that United States antitrust laws are based on a philo-
sophical premise 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 Ameriea's trading partners and competi-
tors. Tie Europan, Canadian, and Jaipaneso approaches, the study
suggests, favor combinition and cartelization of domestic enterprises
in order to compete effectivel3 with the powerful United States.
based nmultinationals.

Dimensions of Multinational Firms

Tt is not, surprising that the Commission study concluded that
te('hnologically-aallvcedl industries showed it large net gaimi illn
elnl)lovinent while the less technologically-adv anced tended to show
no gin or even losses', sitco the overall trale performancee of tile
United StatLON is heavily (leJ1enRlent Onl "high te e logy indlustries"
and theo job impact of foreign investment cleJondls heavily oin thle (,rude
p erformnance of those industries.

It is (liffleult to generalizo about the activities and effects of multi.
national corporations because they encompass quite a diverse and
heterogeneous jroup of companies. These uctivities may range from
making t iFbes in Mexico to exploring for oil off thle coast of
Nigeria; from wholly-owned U.S suibsidiaries to plants, In which thle
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, size, extension, geographic distributionn, manage-
mont philosophies and many other variables.

WhIle these companies aro heterogeneous there is no doubt but that
they are big. (See table 1 on tile following pago.)

If General M1%otors were it nation its "economy" would be the 23rd
hIrgest in the world, with Standard Oil (New Jersey) end Ford not
far behind.

Tile "book value" of U.S. investments abroad has increased from
$31,0 billion in 1900 to $80 billion in 1071. Table A In the Appendix
and the charts below break down U.S. ini estment abroad by industry
and area over the 1000-1071 perio(i. Tihe "book value" measurement
is known to understate the real value of U.S. corporate assets abroad.
The total asset value of U.S. investment abroad, including short term
assets, is estimated at $203 billion with manufacturing accounting
for $78 billion and petroleum at $44 billion,

Europe has surpassed Canada as the main area for U.S. investments
abroad with U.S-owned l)rivato assots there in excess of $80 billion
compared with $43 billio' in Canada and $24 billion in Latin America.
Tio worldwide sales of foreign manufacturing affiliates of U.S.

firms exceed $00 billion, uhnost throe times the value of U.S, exports
of manufactured products. These sales are over half the total exports
of manufactured products from all O.C..D. nations. (See Table 2).

9t.emi O . 1
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TABLE I.-NATIONS AND CORPORATIONS

One wa, to show the size of toda,'m largo multinational corporations is to om.
pare the,, gross annual malkm with tho rogn national products of countrlex, This
table usos 1070 flguroi for all except the centrally 14annod ooonomle (excluding
China) and Gonoral Motors Corp., for which 100b f0guros are used, The amount
are shown In billions of dollars,
I. United States ............ 074. 10
2, Soviet Union ............ 104. 70
3, Japan_ ................. 107. 19
4. West Germany .......... 190, 35
A. Franco .................. 147. F',3
0. Britain ................. 121. 02
7. Italy ................... 193. 10
8. China .................. U, AD

o Canada .... --.... 0...... * N, 38
10. Indli ................... 42, 02
11. Poland .................. 42,32
12. East Germany ........... 37, Cl
13. Australia ................ 30, 10
14. Brasl ................. 34, 00
1, Mexico ................. :13, 18
10. Sweden ................. :12. 4
17. S an ................... 3 2, 20
18. Rethorlande ............ 31. 23i
10. Cueohnslovakis .......... A, 84
20. R)manla8 ................ 28,01
21, Belgium ................ ,25 71)
'22. Argentina ............... 25, 42
23. GENERAL MOTORS... 24, 30
24. Switerland ............. 20. 48
28. Pnkimtan ................ 17. 501
28, South Africa ............ 10, (9
27. STANDARD OIL (N.J.). 10,5.11
28, I)enniark ............... 15 87
29. FORD MOTOR ........ 14, 08
30. Austria ................. 14. 31
31. Yuinslavia .............. 14,02
32, Indonemla ............... 1,.00
33. Bulgaria ................ 11. 82
34. Norway ................. 11.30
35, Hunr ...... 11,3336 , RO-AM

DUTCH/SHELL ...... 10.80
37. Philippines .............. 10. 23
38, Finland ................. 10. 20
39. Iran ................... 10. 18
40, Venouola ............... O,,'8
41. Greece .................. 0..14
42. Turkey ................ 0. 04
43. GEN RAL ELECTRIC. 8.73
44, South Korea ............. 8.21
48. IBM .................. 7, 50
46. Chile-----------...... 7. 30
47. MOBIL OIL------------7. 20
48. CHRYSLER ............ 7. 0
40. UNILEVER ............ 6.88
80, Colombia ............ . 661

EWAl~ ....................
Thi land .................
ITT ......................
TEXACO ............
Portigl ..................
Now Zealand ..............
Peru .
Nlaoria ...................
TA wAn ...................
GULF OIL ...............
U.S. STEEL ..............
Cuba .....................
Israel ....................
VOLKHWAORiNWFRIK....
WKTINOHOUSR ELIC..
STANDARD OIL (Cali.)..Altoria, .............. . .PWIIPS ELECTRIC .....

Iroland ...................
JIltlTIMH PETROIEL'M..

kly,4le .................
1INO-TEMCO.VOUGIlT..
STANDARD OIL (Ind,)...
iioi,,iNO .................
)UPONT ................

IHonA Kong ..............
SH I, O ..............
IMPERIAL CHEMICAL..
BRITISH STEEL .........
North K,.roa..... .....
GENERAL TRLEPHON E.
NIPPON STEEL ..........
Morocco ..................
HITACHI ................
RCA ................
GOODYEAR TIRE .......
SI EM ENS ................
South Vietnam ............
Libya ....................
Saudi Arabia .............
SWIFT ...................
FARDWERKE

HOECHST .............
UNION CARBII)D ........
DAIMLER-BENZ ......
PROCTOR a GAMBLE...
AUGUST THYSSEN.HUTT........
BETHLEHEM STEEL....
BASF ...................

Soure: Leter Brown, "The Interdependence of NoU0ns,"

BEST AVAILABLE COPY

0. As6, At
0.36
0.35
0.22
a. 0R
A. 02
, 806, 80

A. 48
A. 40
4.81
4. 80
4. 30
4.31
4.31
4. 10
4. 18
4. 184, t0
4,104.0(0
3.84
3,77
3, 73
3. 08

31. 023, 80
3. AO
3. 803. 803. AO
3. 44
3. 40
3, 34
3,33
3. 30
:3. 20
3. 20
3. 20
3. 14
3. 148. OS
3,o 0
8. 03
3.02
2.98

2.96
2. 94
2.87
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U.S. Direct investments
Major Industry

(Book Value)

$54,

Other bil.

Petroleum

Manufa ing 11

190 1966

Abroad by

1971
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U.S. Direct

Other Areas

Latin America

Europe

Canada

Investments Abroad
by Area

(Book Value)

1960 1966 1971
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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 millions of dollars]

Average annual growth
Values (percent)

1961 1963 1966 1968 1970' 1961-70 1966-70

Worldwide sales of foreign manufac-
turing affiliates of U.S. firms ...... 25,061 31,809 53,681 59,676 90,431 15.3 13.9

OECD exports of manufactured
goods .............................. (2) (2) 107,751 120,692 176,209 (2) 13.1

U.S. exports of manufactured goods
(FAS) ............................ 15,083 16,990 22,406 27,547 34,971 928 11.8

I Estimated.
2 Not available.

Sources: U.S. Department of Commerce, Bureau of Economic
Analysis, International Investment Division; OECD trade statistics;
and Trade Relations Council of the U.S, average.

0.,
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Comparison of U.S. Exports of Manufactured
Goods and Sales of Foreign Affiliates of U.S.

Firms

$90bil.

Worldwide sales of foreignmnanufacturing
afliats of
U.S.'Arms

, l nuf tured goodsNO35

1961 
1970

1961 1970
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Profits

The 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 effective 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,
earned $500 million abroad in 1970. Seven others made over $100
million Surprisingly, Ford Motor and General Motors did not make
more profits abroad than ITT, 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 of 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.



Table 3.-MULTINATIONAL PROFITS, 1970

Estmated
foreign Net

Net sales Percent income PercentCompany (millions) (millions) total (millions) foreign Where the profits come from

Standard Oil (New Jersey) ..............
Ford Motor ..............................
General Motors ........................
Mobil Oil ................................
International Business Machines ......

International Telephone & Telegraph..
Texaco ..............................
Gulf Oil .................................
Standard Oil of California..........

General Electric .........................
Caterpillar Tractor ......................
Occidental Petroleum ...................
F. W. Woolworth ........................
Eastman Kodak ........... i ............

Union Carbide ..........................
Procter & Gamble ......................
Singer.................................
Dow Chemical ..........................
CPC International ......................

International Harvester ................
Firestone Tire & Rubber ...............
ColgatePalmolve ......................
Honeywell ..............................
National Cash Regiser .................

I

$16,554
14,980
18.752
7.261
7,504

6,365
6.350
5,396
4,188
7.000

8,727
2,128
2.402
2,528
2785

3,026
3,178
2,125
1,911
1.376

2,712
2,335
1,210
1,921
1,421

$8,277
13,900
13,563
3,267
2,933

I2673
2,540
2,428
1,885

1 1.700

1,393
1,118

11,105
'1,001

874

870
795
775
771
692

680
677
670
622
643

50
26
19
45
39

42
40
45
45
24

16
53
46
35
31

29
25
37
40
50

25
29
55
35
45

$1,310
516
609
483

1.018

353
822
550
455

'7.6

329
144
175

77
404

157
238

75
103
61

52
93
40
58
30

52 Worldwide.
124 Germany. Britain. Australia.
1 19 Worldwide.

51 Canada, Middle East.
50 Worldwide.

135
(')321

346
(2)

(2)
25

645
51

(2)
39
(2)

(6),51

Canada, Europe, Latin America.
Worldwide.
Middle East, South America, Canada.
Middle East, Indonesia, South America.
Worldwide.

South America, Canada, Italy.
Export sales, Worldwide.
Middle East. South America, Africa.
Canada. Germany, Britian.
Worldwide.

Do.
Britain, Europe. Latin America.
Europe, Latin America.
Wordwide.

Do.

Canada. Europe. Africa.
Wordwide-

Do.
Europe, British Comnmonwealth.
Worldwide.

w P

I-'
)-'

0
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E. I. du Pont ............................
W. R. Grace ............................
Minnesota Mining & Manufacturing....
First National City Corp ................
Englehard Minerals & Chemical ........

Sperry Rand ............................
Xerox ..................................
American Standard .....................
CoC oa............. ...
st.............. ......

General Foods ..........................
American Smelting & Refining .........
M onsanto ..............................
Warn mert ........................
General Telephone & Electronics .......

H.J. Heinz .............................
Uniroyal ................................
P fzere...................................
Litton Industries .......................
Schumberger ..........................

Otis Eleeator ...........................
Gilleie ..................................
USM ....................................

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

3.618
1.938
1,687
1,704
1.474

1,739
1.719
1,418
1.606
3,076

2282
718

1.972
1.257
3.439

990
1.556

870
2404

579

'601
673
440

261
255

634
633
605
600
589

589
518
511
498
492

479
467
467
453441

412
409
341

301
289
203

111107

329
30

188
139
36

72
188

13
147
29

119
89
67
98

236

(2)139

(
(2)
(2)
38
33
(2)
(2)

(2)
755

31
(2)
7

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.

--

50 24 35 Worldwide.
43 66 50 Do.
46 10 98 British Commonwealth, Europe, Latin

America.
43 21 40 Europe. Canada, Latin America.
42 20 50 Export sales.

udes Canada.2 Nt available'Conlrcts complete&
SDefidt

& Percent based on consolidated sales and equity In unconsolidated sub-
sil~ar.

'Percent based on operating income.
SPercent based on earnings before taxes and extraordinary items.
Note: All oil company figures exclude excise taxes.
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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 cororations 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 liabilities of their parent
corporations to the United States Treasurq. 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 miniiize 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, enly 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 provision by allowing the tax credit to a do.
mestic corlgoration 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 whch it receives dividends, shall be regarded as having paid a
portion of the taxot paid by the other foreign corporation !h any
foreign 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
specifies 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 these
limitations were in effect until the 1954 Code eliminated the overall
limitation.

Table 4 shows that the taxable income on foreign earzrin$s of
U.S.-owned corporations was $11 billion in 1970. Taxes paid to
foreign governments on that income is estimated at $5.7 billion or
51.8 percent. After crediting those foreign taxes with a $4.6 billion
forei-gn tax credit, the U.S. Government received only $640 million
on the $11 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 Mining 2

1968 1970 1968 1970 1968 1970

Taxable income from foreign sources .............. 8,760 3 11,000 6,096 3 7,700 1,262 3 1,085
Foreign taxes paid, accrued, or deemed paid ...... 4,525 3 5,680 3,198 3 4,040 845 3 725
Foreign tax credit claimed ......................... 3,656 4,640 2,603 3,398 642 701
Taxes paid to U.S. Government on foreign source

income ........................................... 550 = 640 325 300 none none

I Includes petroleum refining.
2 Includes crude petroleum.
& Estimated.

Source: Actual data from an unpublished IRS tabulation for 1968
tax year. Estimates provided by Joint Committee on Internal Reve-
nue Taxation.

. al
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Income from Foreign
and. Taxes Paid

11O bil.

K]I

Taxable income,
from foreign
sources

Taxes paid U.S.

Foreign taxes
Pold, accrued,
ordeemed
paid

1970
If the credit is eliminated, 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

bil.

I

1.968
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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, social insurance programs, our defense posture el at.?
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 less 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
foreign 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 a 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.

Are these incentives in the Tax Code in the best United States.
national 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.o.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 $14.5 billion, an amount larger than our total
balance 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
a disaster for the 1.8. 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 55. Imports of
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manufactures from U.S. MNC's rose from $6.1 billion in 1966 to $10.7
billion in 1970, accounting for 85 percent of U.S. imports of manu-
faoturers.

Multinational Corporations Account
for a Greater Proportion of Mufactured
Exports than Imports

reports

exports

Imp.rtls l US

62%

65 7

W% C

!966 1970
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TABLE 5.-MNC.RELATED U.S. TRADE IN MANUFACTURING
COMPARED WITH TOTAL U.S. TRADE, 1966 AND 1970

(Amounts In millions of dollars] \

U.S. exports US. Imports

Total MNC. Total MNC.
related related

All manufacturing:
1966 ................... 21,227 13,692 16,893 6,073
1970 ................... 34,969 21,718 30,795 10,702

Chemicals and allied
products:

1966 ................... 2,677 1,956 957 640
1970 ................... 4,012 2,342 1,256 807

Primary and fabricated
metals:

1966 ................... 1,781 1,142 3,267 372
1970 ................... 3,749 2,237 4,715 513

Machinery and transportequipment:§166 ................... 11,162 7,839 4,828 2,256
1970 ................... 17,5 5o414

All other Industries:
1966 ................. 5,607 2,755 7,841 2,805
1970 ......... : ........ 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 sot

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 eif. 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
Germanyps surplus in manufactured goods reached $16.4 billion in
1972, while that of Japan 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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TABLE 6.-TRADE IN MANUFACTURES
1960-72

(In billions of dollars]

EEC

Exclud.
ing United

United Intra. Ger. King.
states Total EEC many dom Japan

Exports fo.b:
19690......
1966........
1967.........
1968 ..........
1969 ..........
1970 ..........
1971 ........
1972 o. ...

Imports c.lef.:
1966........
1966 ..........
1967 ..........
1968 ......

1969 ..........
1970 ..........
1971 ........1972 '... ....

12.7 23.1 16.1 10.1 8.4
19.5 42.0 24.6 18.0 12.3
21.2 44.9 26.6 19.5 12.1
24.1 51.6 29.9 22.3 13.0

27.1
29.7
30.8
33.4

61.2 33.6 26.2 18.0
71.6 38.6 30.7 16.3
79.5 43.4 35.0 19.0
87.5 46.8 39.6 20.0

7.5 13.6 6.6 4.2
15.8 28.8 11.6 9.0
17.4 29.6 11.7 8.5
22.7 34.9 13.6 10.6

25.3 44.6
28.5 53.4
33.8 57.4
40.5 63.1

17.2
20.7
21.8
23.3

3.6
9.1
9.8

12.2

15.0
18.1

4.0
6.9
7.8
9.1

13.9 9.9
17.4 11.0
20.0 12.7
23.2 14.8

Trade balance:
1960 ........ 5.2 9.5 9.5 59
1966 ........ ,. 3.7 13.2 13.0 9.0
1967 ........ 3.7 15.3 14.9 11.0
1968........ 1.4 16.7 16.3 11.7

1969
1970:....
1971 ..........
1972 '.....

1.8 16.6 16.4 12.3
1.2 18.2 17.9 13.3

-3.0 22.1 21.6 15.0
-7.1 24.4 23.5 16.4

4.4
5.4
4.3
3.9

5.1
5.3812

4.4
5,6
5.5
67

6.7
8.7

17.1
19.0

I Januaryeptember at annual rate.
Source: U.S. Department of Commerce

December 1972, p. 14.
"International Economlo Indloators,"
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In the United States, exports account for between 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.-COM PARATIVE RATIOS OF EXPORTS TO PRODUCTION
OF GOODS

Federal
Reub. United

United Ger. King.
States many France doam Japan Canada

1960 .............. 11.1 31.3 23.4 38.5 24.9 45,1
1966 .............. 11.4 34.7 23.7 40.6 30.1 54.5
1967 .............. 11.7 38.0 23.2 39.1 26.3 60.0

1968 .............. 11.9 39.7 24.4 44.9 27.7 66.0
1969 .............. 12.4 38.6 26.0 48.5 30.1 66.8
1970 .............. 14,2 37.9 29.7 48.5 31.1 (')

' 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, employment
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
era in which manufacturing industries in the United States will not
be able to absorb the 20 znillion now entrants expected in the labor
force by 1980?

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

With the anticipated huge increases in petroleum imports, estimated
to cost $20-25 billion by 1980, how can the United States expect to
balance its international accounts when it is losing competitiveness in
manufactured exports?
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TABLE 8.-EMPLOYMENT IN THE UNITED STATES IN NONAGRICULTURAL ESTABUSHMENTS DURING THE
POSTWAR ERA 1945-72

[In millions of persons]

Finance. GovernmentTotal Percent Whole In-wage and oftotal Transport sale and surance State
*salar employ- Construe- public retail and real andworkers Total meant Mining tion utilities trade estate Services Federal local

1945 ......... 40.4 15.5 38 0.8 1.1 3.9 7.3 1.5 4.2 2.8 3.11950 ......... 45.2 15.2 34 .9 2.3 4.0 9.4 1.9 5.3 1.9 4.11955 ......... 50.7 16.9 33 .8 2.8 4.1 10.5 2.3 6.3 2.2 4-71960 ......... . 54.2 16.8 31 .7 2.9 4.0 11.4 2.7 7.4 2.3 6.1
1965........ 60.8 18.1 30 .o 3.2 4.0 12.7 3.0 9.1 2.4 7.71970 ......... . 70.6 19.4 27 .6 3.4 4.5 14.9 3.7 11.6 2.7 9.81972 ......... . 72.8 18.9 27 .6 3.5 4.5 15.7 3.9 12.3 2.6 10.6

Source: "Economic Reportof the President". January 1973, p. 227.

Cm
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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. balance of payments which cumulatively,
over the period 1950-1972 totals over $88.6 billion. The basic causes
of U.S. payments 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. government 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 forcing governments
to do what they should have done but for questions of national esteem
and political stake resist doing.

Nevertheless, the huige 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.
The Tariff Commission study estimates the amount of short-term
funds that may have been capable of flowing across national bound-
aries, generating international 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]

4 Assets Liabilities

U.S. banks .................................... 13.0 16.0
U.S. nonbanks ....................... . 5.2 2.6
Foreign banks ........... ............ 52.7 46.5
Foreign governments, central banks, and In.

ternational organizations ................... 18.7 (')
Foreign nonban ks ............................. 6.8 11.4
Foreign affiliates of U.S. corporations ........ 110.0 63.0
Foreign branches of U.S. banks ............... 61.4 61.5

Total .................................... 267.8 201.0

Not available.
Source: Tariff Commission, "Implications of Multinational Corporations for

World Trade and Investment and for U.S. Trade and Labor," p. 537.
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Shor4.-term Assets in International
Money Markets, 1971

Foreign aff Ii of
Foreign branchh. i OporstiOfS
of U. banks . A_.___

Total *268 bil.



TABLE 10.-U.. TRADE AND BALANCE-OF-PAYMENTS DERMS
1960--72

Lfn biis fdoarsl

U.S. trade positiao Trade balance
Experts) lamports () CJ QA) lance of paments

Mimss - _ Basic
Tod fomign ad F.o.b. C.fL- F.o.b. quicity4 illaets balance

1960 .............. 19.6 18.0 14.7 16.2 4.9 1.8 -3.7 -3.4
1961 .............. 20.2 18.5 14.5 16.0 5.7 2.5 -2.3 -1.3
1962 .............. 21.0 18.9 16.2 18.0 4.8 .9 -2.9 -2.7

1963 .............. 22.4 19.8 17.0 18.6 5.4 1.2 -2.7 --1.9
1964 .............. 25.7 22.9 18.6 20.6 7.1 2.3 -2.7 -1.5
1965 .............. 26.7 24.1 21.5 23.5 5.2 .6 -2.5 -1.3

1966 .............. 29.3 26.7 25.5 28.1 3.8 -1.4 -2.2 .2 -1.71967 .............. 30.6 28.1 26.8 29.5 3.8 -1.4 -4.7 3.4 -3.3
1968 .............. 33.6 30.1 33.0 36.0 .6 -5.9 -1.6 -1.6 -1.4

1969 .............. 36.4 35.2 35.8 39.4 .6 -- 4.2 --6.1 2.7 -3.01970 .............. 42.0 40.8 39.8 43.8 2.1 -3.0 -3.9 -10.7 -3.1
1971 .............. 42.8 40.8 45.5 50.1 -2.7 -9.3 -22.0 -30.5 -9.3
1972 .............. 48.7 46.7 55.6 61.2 -6.9 -14.5 X-13.1 -10.1 8-10.2

I . mpn o ra asmamed fl be ruh____to 1lORMiregt 'The Uide fo 1966-1972 eKamSOR allocation.
IArage. 1" 93

S:heaarvy6 W~b a 1972.
Source: U.S. fepa1 menta Conamerce *vey of Ckwmt BusinesVr

December 1972 -a - ie Issues.

w JL
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The Tariff Commission study points out:
"This $268 billion, all managed by private persons in a private

market which is virtually uncontrolled by any sort of official
institution, amounts to more than twice the total of all inter.
national reserves held in central banks and International monetary
institutions in the world at the same date. These are reserves
with which central banks fight to defend their exchange rates,
The resources of the primlae sector out a s them." (Emphasis
supplied)

This report was written before the latest dollar crisis. Yet, it speaks
0 with admirable clarity on the current event.

There Is no doubt that the international monetary system rests on
shaky foundations. It would be unfair to attribute the underlying
cause of the all too frequent monetary crisis' either to the "gnomes of
Zurich," or to the greed of International corporate money managers.
As the Tariff Commission study indicates:,"While it is not appropriate to conclude that speculative

behavior characterizes the international financial activities of the
great majority of MNC's, it is appropriate to stress that they have
been a primary creative force In the growth of international money
and capital markets."

The Eurocurrency market, with its large privately held dollar and
other currency holdings has contributed to the growth of trade and
investment particularly in Europe. But the existence of large pools
of dollars all over the world overshadows the ability of central banks
to maintain fixed exchange rates. One of the questions which the
monetary authorities will have to face is that: "given the mobility of
enormous private holdings of convertible currencies, should exchange
rates be forced to change under crisis circumstances, or should they
(i.e., the monetary authorities) adopt objective, internationally-
agreed-upon criteria to facilitate periodic changes In currency values
to reflect changed economic circumstances?"

The underling causes of the recurrent international monetary
crisis are the chronic deficits in the U. S. balance of payments which
have flooded the world with unwanted dollars, and the inadequate
international monetary and trading rules which do not facilitate ad-
justment of nation's deficits and surpluses.

The causes of the persistent U.S. balance of payments deficit are
not simple: they go deep to the heart of the changed economic rela-
tionships in the postwar period which are due, in large measure, to
the political and 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 and com-
petitive economic structures, which they protected from outside
competition in various ways. Foreign investment by U.S. corpo-
rations cannot be fairly blamed as the basic cause of our persistent
balance of payments deficits. Indeed, the income on foreign invest-
ment is growing at a healthy pace, and together with royalty and
fee income, exceed direct investment capital outflows by $4.5 billion,
as the table and chart following indicate.
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Financial Flows Related to
Direct Investment, 1971
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42.2 bil.
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TABLE II.-SUMMARY OF FINANCIAL FLOWS RELATED
DIRECT INVESTORS, 1964, 1970, 1971

TO

(In millions of dollars]

1964 1970 19711

Direct Investment Capital Outflows (total). 2,328 4,400 4,965
Manufacturing ....................... 1,034 1,295 1,468
Other .................................. 1,294 3,105 3,297

Interest dividends, and branch earnings
(net) (otal) ............................. 3,674 6,001 7,286

Manufacturing ........................ 893 1,859 1,941
Other .......................... .. 2,781 4,142 5,345

Royalties and fees (net) (total) ........... 1,013 1,919 2,169
Manufacturing ........................ 479 1,002 1,116
Other .................................. 534 917 1,053

I Preliminary.
Source: U.S. Department of Commerce, Survey of

1972.
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.
lated Program Appropriations Bill, 1973" states that: "We know that
these figures (i.e., the $150 billion) represent only a fraction of total
resource transfers and can estimate that the true 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 Appropriations
Committee report notes that the total transfer of U.S. resources to
foreign nations is $8.7 billion, $9.7 billion and $10.1 billion, respectively,
for fiscal years 1971, 1972, and 1973. (If the Export-Import Bank's
landing 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

Fiscal yea-

1971 1972

Security assistance ..................................
Development and humanitarian assistance ..........

Grand total, foreign assistance ................
Export-Jmport Bank ..................................

Total (including Export-import Bank) ..........

+5,705,380,000
3,017,073,000
8,722,453,000
2,880,800,000

11,603,253,000

+6,236.805.000
3,479,462,000

9,716,267,000
7,331,800,000

17,048,067,000

+15.932.976.000 co t4,191,265,000 o

10,124,241,000
7,331,800,000

17,456,041,000

t w

1973

10 A
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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.' T'o be sure, we benefit from 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) assistance (1970)

(Millions Percent (Millions Percent
of of of of

dollars) GNP I dollars) GNP ICountry

United States ....... 77,827 8.0 3,050
Portugal ..................
United Kingdom.........,.
France ....................

Sweden ............
Netherlands ...............
Australia ..................

Norway ............
West Germany.......
Belgium ...................

Italy ....................
Canada ......... .........
Denmark .................

Switzerland ...............
Austria ....................
Japan .....................

1400
5,767
5,900

1,129
1,096
1,127
2375

6,103
695

2,499
1,906

368

413
'165
1,582

6.3
4.9
4.0

28
447
951

3.6 117
3.5 196
3.4 203

3.4
3.3
2.8

37
599
120

2.7 147
2.4 346
2.3 59

2.0 39
1.2 19

.8 458

I Source: Economic Data Book for Countries of Europe, Statistics and Report
Division, Agency for International Development, September 1971.

1 Source: organization for Economic Cooperation and Development as of June
28, 1971.

8 Indicates estimate.
Staff note: Information not available as to how much foreign assistance rendered

by France, Portugal, United Kingdom, the Netherlands, and Belgium Is prior to
colonies.

Source: Senate Appropriations Committee, "Foreign Assistance and Related
Program Appropriatons Bill, 1973."

0.31
.45
.37
.65-

.37

.63

.59

.33

.32.48

.16

.43

.38

.14

.13

.23
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While foreign investment by U.S. firms is not the underlying cause
of persistent U.S. 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, recognizes 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 20, 1972, the Secretary outlined the U.S. 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, were
pulled when- President kixon, on August 15, 1971, announced to the
Nation 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 to obtain these objectives, the President:
(1) Suspended the convertibility of the dollar into gold,

special drawing rights, or other reserve assets and allowed- the
dollar to "float" in exchange markets;

(2) Imposed a 10 percent import surcharge on all dutiableimots;
3) Excluded foreign capital equipment from the proposed tax

credit for investment;
(4) Proposed the Domestic International Sales Corporation

(DISC) to stimulate U. S. exports;
(5) Asked Congress to reduce foreign aid appropriations by

10 percent.
The Bretton Woods 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 currency, serving as the means for
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 and for reasons of
prestige, the United States felt it could not devalue the dollar outri ht
and sought solutions to its balance of payments problems in other
ways. During the late fifties and all through the sixties, the United
States acted to "correct" its balance of payments through piecemeal
actions: tied aid, military y offset sales, the Interest Equalization Tax,
controls over bank lending and direct investment abroad, tightening
Buy American requirements on Defense purchases, and other .cos-
metcp actions, such as debt p repayments 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 palliatives would improve
our balance of payments deficits which were running at an over $20
billion annual rate. When those extraordinary deficits ballooned still
further in the third quarter, running at over $40 billion annualized
accompanied by a massive run on the dollar, the President was forced
to act oit August 15, 1971.

After a period of turmoil, new currency rates were set at the
heralded "'Smithsonian Areement" in December 1971. All the official
observers billed this realignment as an "historic" occasion and pre-
dicted a swing into the UMited 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 February
1973 another massive run on the dollar was upon us. The f.o.b. trade
deficit shot up to $6.9 billion (balance of paNment basis) while the
c.i.f. trade deficit 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 a significant
improvement in the U.S. competitive position. Imports of foreign
products will become 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 crisis and the deficit in the U.S. balance of payments
could persist. The nations of the world face the alternatives 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.

91.s 0-71 - 29
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TABLE A.-U.S. DIRECT INVESTMENT§ ABROAD, BY AREA AND MAJOR INDUSTRY, 1960-71

[in millions of U.S. dollars)

Value of

Book values Value of total assets net fixed assets

1960 1962 1964 1966 1968 1970 19711 1966 19702 1966 19702

All areas (totao ............... 31,865 37,276 44.480 54.799 64.983 78.178 86.001

Manufacturing ............ 11.051 13,250 16.935 22.078 26.414 32.261 35.475
Petroleum ................ 10,810 12725 14.328 16.222 18.887 21.714 24,258
Other ..................... 10.004 11.301 13,757 16,499 19.682 24.203 26.268

Canada (total) ................ 11.179 12,133 13.855 17.017 19.535 22.790 24.030

Manufacturing .......... 4.827 5,312 6,198 7.692 8.568 10.059 10,537
Pelroleum............... 2.664 2,875 3,196 3,608 4,094 4,807 5,134
Other ..................... 3,688 3.946 4,461 5.717 6.873 7.924 8.359

At Europe (total) ................ 6,691 8.930 12,129 16.233 19.407 24.516 27.621

Manufacturing ........... 3.804 4,883 6.587 8,879 10,797 13,707 15.538
Petroleum ............... 1.763 2,385 3.122 4,003 4.635 5.466 6,202
Other ..................... 1,124 1,662 2,420 3,351 3.975 5,343 5,881

Latin America (total) ......... 8,365 9.524 10.254 11,498 13.101 14.760 15,763

Manufacturin .......... 1.521 1.944 2,507 3,318 4,005 4,621 4,998
Petroleum ................ 3.122 3.642 3.589 3.475 3,680 3.938 4.194
Other .................... 3.722 3.938 4.158 4.705 5,416 6,201 6,571

Other areas (total) ........... 5.630 6.689 8,242 10.051 12.940 16.112 18.587

Manatring ........... 899 1,111 1.329 2,189 3.044 3,874 4.402
Petroleum ................ 3.261 3.823 4.421 5.136 6,478 7.503 8728
Other ..................... 1,470 1,755 2,492 2.726 3,418 4.735 5.457

124,792 203,076 43,937

49.156
27.280
48,356

30,345

12,587
5,369

12.389

49.959

22,894
8,701

18.364

20.081

7.342
4.002
8.737

24.407

6,333
9.208
8,866

78.000 19,502
43,871 15,130
81,205 9,305

42,634 11,689

16,514 4.957
8,3.55 3,707

17.765 3,025

80,367 15,070

37,263 8,874
13,360 4,530
29,744 1,666

23,996 7,621

10.719 2.806
4,323 2.521
8.954 2.294

56,079 9,557

13,504 .2.865
17,833 4,372
24,742 2320

69,012

30.915
22,696
15,401

18,723

6,945
6,531
5,247

22.517

13.913
5,976
2,628

8,643

4,075
2.408
2,160

19,129

5,982
7.781
5,366

P eCm.urrent Busine s- esst figures from data supplied to the U.S. Tariff
Estmated $ sample data. Commissionby U.S. - a ntof Commerce. Bureau of Economic Analysis,Src oak epuInternational InvestmentSource: BooIk vakw from U. Deabe of Conumerce. "Survey of
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DzPAUzTNT or THE TxASUT,
Wuhift$on D.C., Fobruarii 15, 1978.

STATEMENT ON FoREIoN ECONOMc PoucY SY SZCnRTANY O THE TzzAsv
G0oRO P. SeUilrs

The United States, as do other nations, recognises the need to reform and
strengthen the framework for international 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 economic progress and
efficiency. It must provide scope for each nation-while sharing In the mutual
benefits of trade--to respect its own institutions and its own particular needs. It
must incorporate the fundamental truth that prosperity of one nation should not
be sought at the expense of another.

This great task of reform is not for one country alone, nor can it be achieved in
a single step. We can take satisfaction in what has been accomplished on a co-
operative basis since the actions announced on August 15, 1971 clearly signaled
our recognition of the need for decisive change.

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

Monetary negotiations have been started by the "Committee of Twenty" on
the premise that better ways must be found to prevent large pay ment imbalances
which distort national economies, disturb financial market., and threaten the
free flow of trade. The United States has made practical and specific proposals
for International monetary reform.

The groundwork is being laid for comprehensive trade negotiations. Those
negotiations should look beyond industrial tariffs to encompass also other barriers
to the free flow of goods. They should assure fair competitive treatment of the
products of all countries. They should also seek agreed ways of avoiding abrupt
dislocations of workers and businesses.

In September 1972 the President told the financial leaders of the world that
"The tine has come for action across the entire front of international economic
problems. Recurring monetary crises such as we have experienced all too often
In the past decade; unfair currency .aliiments and trading arrangements, which
put the workers of one nation at a disadvantage with workers of another national
great disparities in development that breed resentment; a monetary system that
makes no provision for the realities of the present and the needs of the future--
all these not only injure our economies, they aso create political tensions that
subvert the cause of peace."

At the same meeting, I outlined the principles of a monetary system that would
enable all nations, including the United States, to achieve and maintain overall
balance in their international payments. Those principles would promote prompt
adjustment and would provide equitable treatment for all nations-large and
small rich and poor.

Yet, in recent months we have seen disquieting signs. Our own trade has
continued in serious deficit weakening our external financial position. Other
nations have been slow in eliminating their excessive surpluses, thereby ontrib.
uting to uncertainty and instability. In recent days, currency disturbances
have rocked world exchange markets. Under the pressure of events, some countries
have responded with added restrictions, dangerously moving away from the basic
objectives we seek.

Progress in the work of the Committee of Twenty has been too slow and should
move lith a greater sense of urgency. The time has come to give renewed Impetus
to our efforts in behalf of a stronger international economic order.

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

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

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

c) to assure that American workers and American businessmen are
treated equitably in our trading relationships.
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For these purpoes: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 percent
reduction 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 gol I should like to stress that this technical change has no practical
significance. The market price of gold in recent ye rs has diverged widely from the
official price, and under these conditions gold has not been transferred to any
signiicant degee amonginternational monetary authorities. We remain strongly
of the opinion that orderly arrangements mst be negotiated to facilitate the con-
tinuing reduction of the role of gold in international monetary affairs.

Consultations with our leading trading partners in Europe assure me that the
proposed change In the par value of the dollar is acceptable to them, and will
therefore be eff-ective immediately in exchange rates for the dollar in international
markets. The dollar will decline in value by about 10 percent in terms of those
currencies for which there is an effective par value,-tor example the Deutsche
mark and the French franc.

Japanese authorities have Indicated that the yen will be permitted to float.
Our firm expectation is that the yen will float into a relationship vis-a-vis other
currencies consistent with achieving a balance of payments equilibrium not
dependent upon significant government Intervention.

These changes are Intended to supplement and work in the same direction as
the changes accomplished in the Smithsonian Agreement of December 1971.
They take into account recent developments and are designed to speed improve.
ment In our trade and payments position. In particular, they are designed, to.
gether with appropriate trade liberalization, to correct the major payments
imbalance between Japan and the United States which has persisted in the past
year.

Other countries may also propose change in their par values or central rates to
the International Monetary Fnd. We will support all changes that seem war-
ranted on the basis of current and prospective payments Imbalances, but plan to
vote against any changes that are inappropriate.

We have learned that time must pass before new exchange relationships modify
established patterns of trade and capital flows. However, there-can be no doubt
we have achieved a major improvement In the competitive position of American
workers and American business.

The new exchange rates being 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 retraint-wil in time move
international economic relationships into sustainable equilibrium. We have how-
ever, undertaken no'obligations for the U.S. Government to intervene in Foreign
exchange markets.

Second, the President has decided to send shortly to the Congres proposals for
comprehensive trade legislation. Prior to submitting that legislation, intensive
consultations will be held with Members of Congress, labor, agriculture, and
business to assure that the legislation reflects our needs as fully as possible.

This legislation, among other things, should furnish the tools we need to:. provide for lowering tariff and non-tariff barriers to trade, assuming our
tramg partners an wiling to participate fully with us in that process;

(U) provide for raising tariffs when such action would contribute to arrange-
monts assuring that Am4erian exports have fair access to foreign markets;

(.Il) provide safeguards aga.ens the disruption of particular markets t-nd
produce on from rapid changes in foreign tried; and

(iv) protect our external position from large and persistent deficits.
In preparing this legIslation, the President Is particularly concerned that, how-

ever efficient our workers and businesses, and however exchange rates might be
altered, American producers be treated fairly and that they have equitable access
to foreign markets. Too often, we have been shut out by a web of administrative
barriers and controls. Moreover, the rules governing trading relationships have,
in many instances, b eome obsolete and, like our international monetary rules,
need extensive reform.

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

At the same time we must recoPise that in some areas the United States, too,
can be cited for its barriers to trade. The best way to deal with these barriers on
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both sides is to remove them. We shall bargain hard to that end. I am convinced
the American workers and the American consumer will be the beneficiaries.

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

We must avoid that risk, for it is the road to international recrimination, sola.
tion and autarky.

Third, in coordination with the Secretary of Commerce we shall phase out the
Interest Equalization Tax and the controls of the Office oi Foreign Direct Invest-
ment. Both controls will be terminated at the latest by December 31, 1974.

I am advised that the Federal Reserve Board will consider comparable steps
for their Voluntary Foreign Credit Restraint Program.

The phasing out of these restraints is appropriate in view of the improvement
which will be brought to our underlying payments position by the cumulative
effect of the exchange rate changes, by continued success in curbing inflationary
tendencies and by the attractiveness of the U.S. economy for investors from
abroad. The termination of the restraints on capital flows is appropriate In the
light of our broad objective of reducing governmental controls on private
transactions.

The measures I have announced today-the realignment of currency values
the proposed new trade legislation, and the termination of U.S. controls on capital
-movements-will serve to move our economy and the world economy closer to
conditions of international equilibrium in a context of competitive freedom. They
will accelerate the pace of successful monetary and trade reform.

They are not intended to, and cannot substitute for effective management of
our domestic economy. The discipline ol budgetary and monetary restraint and
effective wageprice stabilization must and will be pursued with full vigor. We
have proved a budget which will avoid a revival of inflationary pressure in the
United States. We again call upon the Congress, because of our international
financial requirement a well as for the sake of economic stability at home, to
assst in keeping Federal expenditures within the limits of the President's budget.
We are continuing a strong system of price and wage controls. Recent inter-
national economic developments reemphasize the need to administer these con-
trols in a way that will further reduce the rate of inflation. We are determined to
do that.

The cooperation of our principal trading and financial partners in developing
a Joint solution to the acute diIflculties of the last few days has been heartening.
We now call upon them to join with us in moving more rapidly to a more efficient
international monetary system and to a more equitable and freer world trading
system so that we can make adjustments in the future without crises and so that
a~l of our people can enjoy the maximum benefits of exchange among us,
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ImoeUCTON

Proud countries are losing the power to shape their own destinies, to guide
their economies, to collect their taxes, to better their lives of their people. They
are increasingly at the mercy of stateless, soulless, anonymous multinational
corporations. A new form of business--the multinational corporation-ls, accord.
Ins to AFL-CIO economist Elizabeth Jager, "quietly revolutionising the world's
economy and moving more rapidly than governments' ability to regulate and
control the effects."

Nor is labor alone among the alarmed.
"Already some of the corporate empires wield more clout than some govern.

ments," said Dow Jones' economic editor.
The multinational is the creature of today's new technology. Without the

instanteous telecommunications and data processing that characterize the age
In which we live, the multinational would not be possible. American.based busi.
nw has taken full advantage of space-aged technology. Contemporary corporate
activities respect no national boundaries. Blueprints in New York can be trans.
mitted via computer to Japan in seconds. A manager in San Francisco can talk
to London in a minute and fly there In a matter of hours.

Basically, It is the American conglomerates which have adopted this tech.
nology, pulled up stakes, and become the multinationals.

The great merer movement of the last decade concentrated vast economic
power In the hands of a small number of corporations. By 1968, the nation's 100
largest corporations controlled 00 percent of the nation's manufacturing assets.
General Motors, for example, had $28 billion in sales last year alone. GM's sales
for one year were thus larger than the annual gross national product of about
180 of the world's countries. Through interlocking directorates, the men who
control GM also control assets equal to the 1960 U.S. Federal budget.

In 1970, The Conference of Transportation Trades' report, Conogomerate.:
Oosoewration, CoUuewo, Control eored the rapacious nature of America's
super industrial giants. The same voracious appetite for expansion and control
that obliterated industry lines in 'the 190's Is obscuring national boundaries
In the 1970's.

The multi-ndustry conglomerates have gone global. They are the multi.
industry multinational goliaths of today, and their activities are having painful
prcuson for tho nation that gave birth to their corporate charter. Harvard

University Professor Raymond Vernon pointed out that the impact of multi.
nationals Is so awesome that, "suddenly, the sovereign states are feeling naked.
Concepts such as national sovereignty and national economic strength appear
curiously drained of meaning."

In fact, the U.S. today is no longer the unchallenged leader of the economic
world. In many respects we are now second-rate. In spite of devaluation, for
example, our currency is still shaky on the world market. Nearly million U.S.
workers are unemployed--and the unemployed, together with those being forced
to work part time because of the scarcity of Jobs, represent 6 percent of the work
force. And no relief Is in sight. For the first time since 188 the U.S. has suf.
fered a balanceof.trade deficit-and the situation Crows steadily worse. In
1971's $2.7 billion deficit had grown to a whopping $6.7 billion annual rate in
the third quarter of 1972.

Yet while the economy of the United States has been declining, expatriate
Americans have forged a business empire that rivals the gross national product
of Japan. The annual production of American companies abroad is reported to
be about $220 billion. That is almost a third of the $666 billion value of shipments
manufactured in the United States during 1970. American.based companies now
have more than $78 billion invested in overseas plants and equipment.

Some 8,400 American corporations have built a stake in around 28,000 bust.
nesses abroad, including more than 8,000 producing affiliates.

THS DIMMING OF AMiUO A

This great exodus of American production to overseas plants has led econ.
omists, labor leaders, and even some farsighted businessmen to wonder whether
we are witnesin the dimming of America. This greatest industrial power in
the world's history is in danger of becoming nothing more than a nation of
hamburger stands,., a country stripped of industrial capacity and meaning-
ful work... a service economy... a nation of citizens busily buying and
selling cheeseburgers and root beer floats.-
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The chairman of White Consolidated Industries, Edward Reddig sad, "When
all manufacturing is done overseas, I'm going to be a cheese salesman." Unfor-
tunately, when all manufacturing Is done overseas, American workers are going
to be unemployed and Mr. Reddig will have no one to buy his cheese.

The AFPL-OIO Maritime Trades Department's concern for the declining eco-
nomic posture of this country and the increased unemployment of the American
worker has been a matter of record for several years The 1970 Executive Board
Resolution adopted on International Trade said, "All of us know the precarious
position of the American dollar in the international money market. We have seen
our gold reserves dwindle, our balance of trade borders on the negative. We are
close to importing more than we export." MTD has been determined to learn
why our mighty nation has gotten Into such a perilous economic situation.

In 1971, a report of a Special Committee to the MTD Executive Board entitled
Fore Import: The r Impact ot the Jobs of Amerioa* Workere found that:
"(glut of products imported into the United States in the last decade has made
a devastating dent in the nation's economy... The economics of imports Is the
economics of millions of U.S. workers who are forced out of their jobs because of
the overwhelming crush of imported goods that are flowing, nearly unrestrained
into the country daily."

The report concluded that "It is obvious that the situation will deteriorate
further unless something is done."

OUTLOOK: Sa-LY Wous
Something has not been done, and the United States continues to suffer from

chronic unemployment and underemployment. There is every indication that
under our present policies, the economic situation in this country will become
steadily worse. A Wall Street Journal article explained that the United States
in the '70's needs 15 million new jobs just to keep pace with the growth in the
work force. Yet even these 15 million new jobs wall not cut into the present
unemployment rate which is bringing misery and hunger to millions of Amen.
cans Instead of creating jobs, America Is exporting Jobs. Indeed, jobs have
become a major American export. Because of the activities of American-based
multinationals, Jobs are being lost In a three-pronged attack on the national
welfare:

Jobs are lost when a plant Is shut down in favor of overseas production.
Jobs are lost when Imports from foreign affiliates take the place of U.S..

made products.
Jobs are lost when a U.S. firm locates in a foreign country and serves

a market from that country which was once served by U.S.-made exports.
A report presented to the MTD Board last year, entitled Foreigu Trade: Impact

of the MultnatonA put the spotlight on the negative job impact of American
multinationals by using General Electric as an example. The report found that
"since 1966, U.S. employment by GE has increased by only 20 percent while for.
eign employment has risen by 107 percent. This does not just represent potential
Jo lost to the U.S. As GE's corporate structure changed and became more for-
eiln-production oriented, facilities in the U.S. were shut down and replaced by
overseas units. Workers were thrown out of work, incomes stopped and, in short,
the whole fabric of famiy life was shattered for thousands of American workers."
GE is an example of why the Industrial Union Department, AFL-CIO, calls the
multinational corporation "a modem-day dinosaur which eats the jobs of Amer-
ican workers." These dinosaurs are roaming the world in search of huge profits,
low wages, and negligible taxes. They are now shunning the laws, taxes, and
needs of this country, just as they have shunned the flag of this nation. We in
the Maritime Trades Department know only too well how the major corporations
of America refuse to even call themselves American. For example, the executive
vice president of Ford Motor Co. has said, "We don't consider ourselves basically
an American company."

The Maritime Trades Department recognise that American industry has
made a major contribution toward maki g America the greatest industrial power
In the history of'manklnd. This report will examine the complex laws, policies,
and activities that have led American-based multinationals to turn their backs
on the country they once were proud to call home.
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Tha Nox-AMIxOAN "CosMoCois"
"The nation-state is no longer an adequate or even a very relevant economic

unit." This, statement did not come from Karl Marx or a member of a home-
S rown revolutionary group. It came from the lips of former Under Secretary of
tate George Ball, who is now a senior partner in Lehman Brothers, one of the

nation's most prestigious financial institutions. Mr. Ball also said, "Conflict will
increase between the world corporation, which is a modem concept evolved to
meet the requirements of the modern age and the nation-state, which Is still
rooted in archaic concepts unsympathetic to the needs of our complex world." Mr.
Ball calls his corporate monoliths that are unencumbered by the "archaic na-
tion-state" concept "cosmocorps."

The public statements uttered by other members of the American.based multi.
national community make It continuously more difficult to determine whether they
are simply non-American or un-American. The multinational has not only de-
dlared war on the Jobs of American workers, but on the traditional concept of
Americanism. P

Dr. Antonle Knopper, president of Merck & Co., defines a multinational corpora-
tion as "an enterprise that sees the world or a goodly portion of it as its market
and acts to make the most of its opportunities on a supra-national basis."

To help us understand the business community's march toward a stateless
world managed from corporate boardrooms, the National Association of Manu-
facturers book, The Role of' the Muitna4(pnal (Jorporatione, has provided the
following definitions:

1. Internaiot#l ftrm. One in which international operations are consolidated
in a home office on the division level and which, as a matter of policy, is willing
to consider all potential strategies for entering foreign markets up to direct
Investment.

2. UltinatlmoW firm. One in which both structurally and policy-wise, foreign
operations are co-equal with domestic .... Decisions remain nationally based for
ownership, and headquarters' management remains uni-national.

8. Trane-ms#nl fir . A multinational firm managed by and owned by persons
of different national origins.
4. uopr-ationa firm. A trans-national firm legally denationalized by per.

mitting it exclusively to register with, be controlled by, and pay taxes to some
international body.

In the above definitions there is a steady progression towards statelessness and
an almost anarchistic contempt for national Identity. American-based business
has turned theory into fact by Its actions and statements.

It is true that for most of our economic history a commanding form of business
has been the international firm. During the period that the International corpora-
tions were the dominant business firms, America enjoyed a healthy trade and
balance-of-payments surplus. American companies produced goods in the United
States and exported these goods to other nations.

American firms were reluctant to take their job-produdng manufacturing
processes overseas. In fact, when the United States government tried, through a
series of tax incentives and other policies, to interest American companies in
overseas investment right after World War II, the government found very few
takers. The U.S. government hoped that American corporations would lend a
hand in the recovery of war-tom Europe. It was thought that a flow of company
investment funds would reduce the level of official loans and grants needed to
launch Europe's economic recovery. But American companies did not rush to
Europe to help in the recovery endeavor. It was not until the European countries
were recovered enough to form a lucrative market that America's corporate giants
stepped in to reap the benefits of those post-war tax incentives.

Multinational expansion did not start until about a decade ago. The growing 4
preoccupation with overseas operations since then has been phenomenal. For
example, annual plant and equipment outlays of direct foreign investment" have
risen from 8.8 billion in 1960 to an estimated $15.8 billion in 1971. While plant
and equipment outlays were increasing fourfold, the book value of total direct
foreign investments was more than doubling. In the decade from 1960 to 1970,
the value of these investments increased from 81.9 billion to $78.1 billion. The
value of the overseas production of U.S. companies now snds at $220 billion
a year.

Somewhere between 1960 and 1970, the multinational firm replaced the inter.
national firm as the dominant form for American-bsed big business.
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THE NON-AMERICAN EXECUTIVE

Along with this changed emphasis came a changed attitude on the part of
American corporations. No longer did the managers of America's corporate
giants consider themselves to be working in partnership with this country for
tihe betterment of the citizens of our land. They were rapidly scrambling to be-
come non-American. This oft-quoted but still powerful statement by Robert
Stevenson, executive vice president for International Operations of the Ford
Motor Co., is all example of the emerging non-American sentiment:
"It Is our goal to lie in every single country there is, Iron Curtain countries,

Russia, China. We at Ford Motor Company look at a world map without any
boundaries, We don't consider ourselves basically an American company. We
are a multinational company. And when we approach a government that doesn't
like the I .. , we always say, 'Who do you like? Britain? Germany? We carry
a lot of flags. We export from every country.'"

Tie vice president of Caterpillar Tractor Corp., W. J. Barnholdt is even more
outspoken l in his conlpany's desires to rid Itself of any allegiance to the United
States. lie said:

"Caterpillar is owned by approximately 48,000 shareholders and our stock
is traded on exchaniges In the United States, France, England, Scotland, West
Germany, Switzerland, and lelgiumn. We have (15,MIA) employees, 22 recent of
whom work abroad. We tire a multinational company, treating foreign operators
as co-equal with domestic, in both structure and policy, willing to allocate
resources wit hout regard to na tional frontiers.
"We will one day become a trans-national company-a multinational business

managed and owned by pople of different nationalities-through current pro-
grams ained at developing more top managers of different national origins and
greater ownership by investors outside the I1.8. 'h'litis while we export from the
U.S., otr views as to transportation, niarkets, and product are worldwide. For
example, there is no U.S.-made Caterpillar tractor. A Caterpillar product-
wherever it Is built-fis Just that-a Caterpillar product-graphic evidence that
people of different national origins and poUtleal interests can achieve common
objectives."

The multinationals are raphlly working to achieve a higher stage of stateless-
nes in their push toWarl'd "'cosllocori." Am(rican corporatioliS are not content
to ibe merely multinational but are seeking to liecome powerful transnational
teCnonic forces.

Tihe policy d(e'ieons of Imultinationals tire based oil corporate Interest without
concern for any national Interests. If it the pursuit of the corporate in' rest a
conflict arises letween company ald count ry, miany multinational managers
believe tie company should come first. To the multinational, then, corporate
intvevts are me- ralt i alid ldisthwet from that of every government. including the
government. of its own origin, as a series of statements by multinational leaders
Indicates.

Samel 'l. ar, a well-known International lawyer who represents multina-
tionals. candidly 1idmi ts that "nultilnailonal firms have detached tlimselves
from the-ir American moor'ngs and have taken off on the high seas. Now they
are stateless. .... "

These mion-Anwle'ians are seeking to create all international nianagelneyit teall
to achieve transuatlonal status, a form ev('n more stateless than today's multi-
nkationals.

Companies are adopting policies to attract able managers and motivate them
Il. to think in world-wide tennis. Typical U.S. multinationals have non-American top

management personnel. For example, the president of IBM World Trade Corp.
is French. The second most powerful inan of Black and Decker-its finale
committee chialrnan--is Londomiased Robert Appleby, an Englishman.

There l evidence of a deliberate trend toward international management. "Tie
basic incentive to ie," said Sperry Rand President J. Frank Forster, "is promo-
tlon ol a world-wide career path." The president of Niagara Falls-based Oarbo-
rundum Co., put it even more bluntly: "Having managers indigenous to the
country where you are located is not multinational management. I am working
on getting multinational management in Niagara Falls."

This trend towards International management will clearly further loosen
any possible ties to the United Stntes. What is being formed is an elite group
of "men without a country." Professionals whose allegiance is to their multi-
national corporation and not to the nation of their birth. Trained and duty-bound
to serve the Interests of "corporations without a country."

91-025-73-30
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Charles Kindleberger, author of American Businc8s Abroad, underscored the
evolving character of multinational management when he said, "This staff of
executives is likely to be committed to the aggrandizement of the corporation,
any of their own incomes and stock options, which will overwhelm any tendency
in the multinational corporation for separate subsidiaries to behave like national
corporations."

The credo of the multinational executive Is becoming "company before
country." The chairman of the U.S.-owned Ronson's British subsidiary bluntly
defines the duty of an executive this way:

"He must set aside any nationalistic attitudes and appreciate that in the
last resort his loyalty must be to the shareholders of the parent company and
he must protect their interests even if it might appear that it is not perhaps
in the national interest of the country in which he is operating. Apparent conflicts
may occur in such matters as the transfer of funds at a period of national crisis,
a transfer of production from one subsidiary to another, or a transfer of export
business."

In other words, a good multinational manager must ignore any feelings of
patriotism or of responsibility to the citizens of his country.

WIY THEY RUN

Unfortunately, this is not an entirely new attitude for American business.
For meeting its responsibilities to American citizens is something our "non-Amer.
can" corporate giants have historically run away from. The multinational is the
modernday relative of the old runaway company that fled the North to the cheap
wage rates of the South. Now we have world-wlde runaway corporations. Global
economic giants that can order governments to comply with corporate needs-
or else.

For example:
If a multinational does not like a U.S. minimum wage of $1.60 an hour. It may

simply close its plant and move across the border to Mexico and pay workers
10 cents an hour.

If a multinational does not like our National Labor Relations Act, It may re-
move its facilities to some land where unions are either non-existent or legally
disapproved.

If a multinational does not like America's Fair Employment Practices Laws,
it may set up shop In South Africa-Rhodesia.

If a multinational does not like America's long overdue concern for the en-
vironment, it may move and pollute some other country's natural resources.

If a multinational does not like U.S. taxes, it may structure its accounts to show
little profits here while recording huge gains in other countries with little or no
corporate taxes.

If a multinational does not like our safety codes, our Social Security, our child
labor laws, or our unemployment compensation; it may move and avoid all social
costs.

American-based multinationals, by moving to another part of the world, shun
the laws of this country, Just as they shun the flag of this nation. A flag they re-
fuse to carry on the high seas. American-flag ships only carried 4.7 percent of our
country's oceanborne foreign trade in 1970. While U.S. multinationals had a run-
away-flag fleet large enough to be the world's fifth biggest maritime power. The
fleets of these non-Americans are more than four million deadweight tons larger
than the American-flag fleet.

Despite this total lack of regard for the welfare of this country, American-based t)
multinationals still can learn from some foreign-based global giants in terms
of sheer audacity. Dr. Max Gloor, director of the Swiss-based Nestle Alinmentana
said:

"We cannot be considered either as pure Swiss, or as purely multinational, i.e.,
belonging to the world at large, if such a thing does exist at all. We are probably
something in between, a breed on otlr own. In one word, we have the particular
Nestle citizenship."

Nestle citizenship . . . GM citizenship . . . Standard Oil citizenship . . . Gen-
eral Electric citizenship-these multinationals have the economic muscle to be "a
breed on their own." They are more powerful than many countries. See Appendix
A, page 87.

Fifty-one of the world's 100 largest economic entities are corporations rather
than nations. General Motors 1970 sales of $18.8 billion made It the 24th largest
economic unit in the world. By 1971 GM1's sales had climbed to $28.8 billion. GM's
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sales are larger than the Gross National Products of either heavily populated
Pakistan or resource-rich South Africa. A.T.&T., Standard Oil of New Jersey,
and Ford Motors all have larger annual sales than the GNP's of long-established
developed countries like Austria or Norway.

And the growth rate of these multinationals often outstrips the growth rate
of nations. GM, for example, has been growing at a far faster rate than the
United States. In fact, during the period 1965 to 1970, GI's economic growth
rate was more than double that of the U.S.-GM's sales increased 90 percent,
while the GNP of the U.S. increased only 43 percent. This disparity in growth
rates appears to be widening. For example, during 1971, the GNP for the U.S.
increased only 7 percent, while GM's sales increased by a whopping 50 percent.

The might of these multinationals is even more awesome when one considers
how much more readily corporate giants tend to act in concert than do nation-
states. As a report to the Conference of Transportation Trades, AFL-CIO,
pointed out: "Conglomerate firms tend to behave interdependently. When taken
together, interlocking directorates, Joint ventures, reciprocity, and the potential
dangers of cross-subsidization give rise to a general 'camaraderie' among cor-
porate giants." The combined economic strength of the world's 20 largest multi-
nationals, for example, is greater than the Gross National Product of France
and 15 other nations among the world's top 20.

The world's 20 largest corporations increased their sales by 15 percent, from
1970 to 1971. 1971 figures are not available for the Gross National Products of
the worlt's 20 largest countries. However, 17 of the 20 largest companies are
American. During the 1970-1971 period, the combined growth rate of the world's
20 largest corporations was 15 percent. America's GNP grew at a rate of only
7 percent.

Thus, the combined sales of the 20 largest multinationals alone, totaling
$173.2 billion in 1970, Blade them the world's fifth largest economic pwer. They
are rapidly becoming the third largest economic power-closing in on West
Gernany-with a ONI' of $184.8 billion amnd Japan with a GNP of $196.7 billion.

Harvard Professor Raymond Vernon lpinted out that:
"Suddenly, it seems, the sovereign states are feeling naked. Concepts such

as national sovereignty and national economic strength appear curiously drained
of meaning . . . France feels oplresse~d by the presence of foreign-owned sub.
sidiaries; yet its response is limited id restrained."

Newsweeki magazine reliorted In its Nov. 20, 1972 issue that, in terms of assets,
the treasuries of multinationals "often outstrip those of the countries in which
they operate." The article added that "their maneuvers defy mere national
regulation, and th(ir interests don't necessarily coincide with those of any
country, not even with their base of operations,"

Nonetheless, inany multinational managers see themselves as time prime agents
for economic development, international prosperity and even world peace.
William I. Spencer, president of the First National City Corp., said, "They
seek profitable opportunity in addressing themselves not to the demands of the
privileged few, but to tile urgent needs of the overwhelming many."

On the other hlan(, others like Gus Tyler, assistant to the president of the
International Ladies Garment Workers Union, sees "the kind of head-on clash
between economic empire and national interest that, historically, has led to
Internal uheaval and foreign wars. Against this rising threat, the claim of the
multinationals that they are the great peace makers for the planet rings Ironi-
cally."

Even International lawyer Samuel Plsar, whose clients include multinational
corporations, sees an emerging battle that will "pit two gigantic forces; the
economic power of the multinationals-ald the political power of nation-states."

GLOBJAL CORPORATE STRATEGY

Dr. Richard Eells, director, Studies of Modern Corporation at Columubia Uni-
versity, also sees an upcoming battle for the multinational corporation. He
believes that "the survival of the multinational corporation in the future will
depend heavily upon the manning of its top posts with people who ... can en-
visage the optimum role for a global corporation in a hazardous environment."
Dr. Eells has developed four strategies which range from the benign to the
terrifying to help the multinational survive.

Strategy No. 1: Good sensible economics is essential now and will continue
to be In the economy that Dr. Eells calls "global" and "emergent."
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Strategy No. 2: "Negotiation." A multinational manager must learn to handle
discussions .between "power entitles in the world arena . .. including not only
bargaining in the business sense, but also embracing all the arts of diplomacy;
offer, counteroffer, the wise use of intelligence."

Strategy No. 3: A "quasi-military strategy" which includes communications.
Tile multinational manager must "make full and statesmanlike use of informa-
tion technology and ideological defenses."

Strategy No. 4: "The strategy of the ultimate sanction." This involves "coer-
cive force ... involving indirect reliance upon military power in the hands of
political leaders together with the corporation's own armed guards in far-flung
field operations."

There is every Indication that today's "corporate princes" are using the stra-
tegy of Dr. Eells. For example:

Singer's world-wide Intelligence network bad warned of the August, 1071
dollar crisis and tie company quietly shifted the company funds out of dollars
Into safer currencies by the time of the devaluation.

According to Newsweek magazine, "There have been suggestions that at
least a few multinationals have smuggled hard cash into the U.S. to avoid
taxes and to make political payoffs."

ITT has already used the strategy of the "ultimate sanction" when it plotted
to undermine Chile's President Salvador Allende Gossens.

Meanwhile, Dow Chemical Co. Board Chairman Carl A. Gerstacker dreams
of l'ecoming a country unto himself:

"I have long dreamed of buying an island owned by no nation, and of estab-
lishing the World Headquarters of the Dow Co. on the truly neutral ground of
such an island, beholden to no nation or society . .. We appear to be moving
strongly in the direction of what might be called nationala' companies, nation-
less companies."

Mr. Gerstaker's hopes for the "Island of Dow," and the actions and arrogance
of other multinationals, has led even B11sness Week to admit:

"Gradually, multinational corporations are losing the close identity that
they once had with the interests of the country where corporate headquarters
are located. What is good for the multinational companies, in the long run,
should be good for the global economy that is slowly emerging, but it could be
painful for any specific country including the one that they call home."

Though tmsiness Weck said "it could be painful," American workers know that
the actions of the multinationals have already caused much "pain." The next
chapter of this report will probe the economic impact the multinationals are
having on the country they used to call home.

FOREIGN OPERATIONS OF U.S. MULTINATIONALS

vhile u.S.-based multinational operations blanket. the world with around
12,000 overseas operations, they are most heavily concentrated In the Indus-
trialized. well-developed, and prosperous nations--,255 in Canada, 923 in the
United Kingdom, 559 li Japan. Direct overseas investment involves tile trans-
fer of capital, technology, management expertise, etc. from this country to some
other country. But more important, these overseas operations represent an
international trade-off iln which the average American citizen gets the worst
of the bargain.

It Is a trade of American jobs for jobs in France, Australia, South Africa,
anyl)lace in the world.

It is a trade of revenue dollars for the U.S. Treasury for unrepatriated
and untaxed dollars which find their way into the Eurodollar market or
the tax havens of the Caribbean. -

It is a trade of exports and a healthy balance-of-trade surplus for im-
ports and a balance-of-trade deficit.

It is a trade of.a balance-of-payments surplus and a sound American
dollar for a balance-of-payments deficit and a dollar that is still shaky
despite devaluation.

It is a trade of the skills and livelihood of American workers for the
stock dividends of a privileged few.

In the past 10 years, major American corporations have focused less on ex-
ports than on buildings plants and producing goods overseas. Between 1960
and 1070, for example, the value of American investment abroad has risen from
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$32 billion to $78 billion, and almost 8,600 American companies now have at
least one plant overseas. According to AFL-CIO Research Director Nat Gold-
finger, "fully 26 percent of all U.S. trade today consists not of transactions
between a U.S. company and foreign nationals but transfers between divisions
of these multinationals--with the type of goods and their prices determined by
the company's internal needs and tax considerations, rather than by the dic-
tates of international competition."

In many cases United States governmental policy has abetted this flight from
American-based production. By failing to negotiate the abolition of foreign tariff
and nontariff barriers, the State Department in many cases left American com-
panies no choice but to invest in foreign facilities in order to enter markets in
Europe and the Far East. An April 24, 1072, Newsweek article reported.

GROWTH OF U.S. DIRECT INVESTMENTS ABROAD, BY AREA AND INDUSTRY, 1950-701

Amount in billion dollars Percent of total
1950 1970 1950 1970'

AN areas, total ................................ 11.8 78.1 100.0 100.0
Cnsd, ......................................... 3.1 22.8 30.52
Latin America .................................. 4.6 14.703).
Euroe....................................... 1.7 s24.5 144 11:1
Middle East end Africa ............................. . 10 5.1 8. 6.5
Other areas ......................................... 9 1 .0 7. 6 14.1

All industries, total ............................ 11.8 78.1 100.0 100.0
Mining and smelting............................. 1.1 9.1 9.3 7.8
Petroleum ....................................... 3.4 21.8 28.8Manufacturing ...................................... 3.8 32.2 32.2Other ...... ...................................... 3.5 17. 29.7 23.0

I Book value at yearend.
I Provisional.
a Excludes Eastern Euro a.
Note: Detail may not add to totals because of rounding.
Source: Survey of Current Business, passim

"(Treasury Secretary John) Connally and (Commerce Secretary Peter) Peter.
son insist that State is soft on trade issues. One high Administration source close
to Commerce recalls that some of State's commercial attaches, asked to send in
detailed reasons why U.S. industry was not selling more to their countries, sent
elaborate explanations and defenses of all the foreigners' non-tariff barriers. You
know in your heart that the State Department is on your side, but sometimes you
just have to wonder.'"

American embassies abroad actively try to entice American business out of
the United States. An airgram from the American Embassy at Port-Au-Prince,
Haiti, entitled "Profile of an Industry-the Haitian Transformation Scene, 1971,"
lists a number of factors that "should in the near future entice numbers of U.S.
manufacturers of labor-intensive products, who are finding it increasingly (sic)
more expensive to produce in the United States." Among the factorsolisted as
favorable for investment in Haiti is "the availability of a large pool of inexpensive
labor that is easily trainable and is highly motivated."

It is true that in many cases, American-based multi-nationals were forced to go
overseas in order to get into the market. For example, investment in the Com.
mon Market, which increased 500 percent between 1959 and 1969, was necessary
in order to circumvent the high tariff barriers against imports from outside the
Common Market. Another example was reported by the Journal of the Chamber
of Commerce of Japan which said:

"The United States would be absolutely frozen out of the major part of our
foreign markets without investments by U.S. multinational firms since this has
proven to be the only effective means of overcoming foreign market restrictions
on U.S. exports."

In spite of these valid reasons for overseas investment, the fact remains that
the activities of American-based multi-nationals have had a destructive effect on
the Americdn economy.

As Business Week Dec. 19, 1970, reported:
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"Though they. have Injected $38 billion worth of repatriated profits into the
U.S. economy over the past decade, the multinationals' rise has probably had an
adverse effect on American output and employment. Because companies have
found it profitable to build plants abroad, foreign production has replaced exports.
Not only has this meant fewer jobs and slower economic growth in the U.S., it has
also generated balance-of-payments problems that are still far from being
resolved."

DYNAMICS OF OVERSEAS INVESTMENT

Each overseas operation of a U.S.-based multinational firm contributes to the
overall operation of the multinational-each overseas investment is made with
a company objective in mind. Overseas investments may fulfill a variety of con-
pany goals with each having different types of contributions to make to the profit-
ability and strength of the multi-national. The purpose of a foreign affiliate may
le raw material extraction, manufacturing, a springboard for further expansion
of markets and/or products, or reduction of the company's total tax burden.

'The U.S. Department of Commerce's "Studies on U.S. Foreign Investment"
lists the following as motives for investing abroad:

1. A need to get behind tariff walls to safeguard a company's export markets.
2. Greater efficiency and responsiveness by producing in the local market as

compared with exporting to It.
8. The possibility of lower production costs which make it cheaper to produce

components abroad.
4. The fear that competitors going abroad may capture a lucrative foreign

market or may, by acquiring cheaper sources of supply, threaten the domestic
market position of the company.

5. A need to diversify product lines to avoid fluctuations in earnings.
6. A desire to assist licensees abroad who may need capital to expand opera-

tions.
7. A desire to avoid home country regulations, e.g., antitrust laws in the United

States.
None of the seven points indicates that any U.S. multinational invests overseas

to strengthen the United States economy-a propaganda ploy they used fre-
quently. What the Commerce Department's list of motives does indicate ip that
the American-based multinational is driving hard to eliminate any taint of
nationalism-or patriotism-in the world's economy. They pledge their allegiance
to but once cause-profits at any price.

Each subsidiary, , regardless of area or industry, receives a dowry of resources
and rights f rom its, parent corporation. Obviously, the mix of transferred
resources will vary with the occupation of the subsidiary. For example, if the for-
eign subsidiary is to be engaged in raw material extraction for export, then its
endowment from the parent consists of money and a cadre of managers and
technicians. In addition,, it acquires access to various facilities such as-the
parent's store of technical skills for digging mines or drilling wells-the parent's
organizational 'apparatus for searching out the added knowledge or resources
required by the subsidiary-the markets provided by the parent's downstream
refining or fabricating facilities.

If the affiliate is engaged in manufacturing, it would acquire and use a different
mix of the parent's facilities. Other subsidiaries may be responsible for a data-
accumulating process Intended to protect the system from risk, as is the case
when a subsidiary is exploring for new sources of raw materials.

"The multinational," according to economist Judd Polk of the U.S. Council of 4f
the International Chamber of Commerce, "is a particularly adaptable form. It
spawns subsidiaries in a process that is almost like cellular division."

The creation of new wholly-owned foreign subsidiaries is not the only way a
multinational can spawn subsidiaries. In many cases, U.S. parents have acquired 'a

overseas affiliates by buying out existing local enterprises rather than by build-
Ing new organizations. With an acquisition, resources are transferred not only
to the subsidiary, but also to the former owner. Multinationals are also partici-
pating in increasingly varied forms of joint ventures. Basically a joint venture
is when two or more companies contribute resources for the conduct of a
mutually beneficial enterprises. Multinationals have added the following new
wrinkles to this form of business expansion:

Partnerships with local investors, governments, and other multinational
companies.

Licenses signed with foreign companies that involve purchase options and
management links.
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Service contracts between oil companies and national oil monopolies.
Agreements to manage foreign bank networks for a share of the profits.
Production tieups with East European Enterprises which circumvent

Communist prohibitions against private ownerships.
The biggest joint venture is probably Rank Xerox, Ltd., a London-based part-

nership of Xerox Corp. and Britain's Rank organization with sales of around
$375 million per year. The company makes copiers not only in Britain, but in
Holland. This product is then distributed in Europe, Asia, Africa, and Australia.
Though Rank Xerox is, itself, a joint venture it participates in a joint venture
with Fuji Photo Film, Ltd., which makes copiers In Japan.

CARBORUNDUM: A COSMOCORP CASE STUDY

The Niagara Falls-based Carborundum Co., which traditionally was an
abrasives manufacturer, provides an interesting example of the dynamics of over-
seas investment. The company has managed to combine the voraciousness of tile
conglomerate with the non-Americanism of the multinational. Gregory W. Mande-
vlle, the firm's area director for Latin America and the Far East, described its
corporate policy this way:

"We will engage In any type of operation overseas that will enable our presence
to be profitably established ... We don't have any qualms about such things as
minority interests. We want exposure in as many markets as we can get into."

Though Carborundum is a small company by multinational standards-rank-
Ing 854 In Fortune's 500 with sales of $811 million and $298.6 in assets--it has
big multinational plans. Its president, William H. Wendel, has said "the company
is getting far greater growth overseas than in the U.S." Carborundum pursues
a flexible two-pronged strategy in its multinational operations:

Acquisitions abroad, particularly in Europe, where the company feels
there are better opportunities than in the United States. Thus sending
capital out of the United States.

"Multiple" sourcing, or supplying customers from plants around the globe.
Thus exporting productive capacity from the United States.

Carborunduni's overseas acquisitions have enabled It to expand far from the
limits of its traditional niche in the abrasives industry. In 1960, the company
took over Britain's 200-year-old T. Copeland & Sons which made the world-famous
Spode china. Early in 1970, Carborundum gobbled up the German cut crystal
manufacturer, Barthmann Cristall. It has also purchased Spencer & Halstead,
Ltd., a British pollution control equipment firm. Mr. Wendall has said that the
company is "hot on the trail" of other acquisitions. Carborundum claims that its
multinational activities have helped it to acquire U.S. firms whose own dreams of
becoming multinational have been frustrated. Director Mandeville explained that
phenomenon this way:

"Being multinational even helps in buying companies in the U.S. One of these
was Pangborn. Many companies like Pangborn wanted to come with us because of
our International operations .... They hadn't done well abroad and they saw
our organization as a vehicle for proliferation overseas in things that they have
done well in the U.S."

While Carborundum's entry into Europe was mostly through acquisitions, its
Interests in Latin America were mostly a result of approaches by local investors
who wanted to manufacture abrasives. Mandeville described the process as
follows:

"We go In and give them know-how, buy equipment and set up a plant-almost
a turnkey operation. . . . In return we get a percentage of equity, usually at
least 20 percent. In addition, we try to get a contract to supply materials. We also
get royalty payments because they have a continuing right to our know-how."

Carborundum has set up this type of operation in Colombia, Chile and Argen-
tina. In Brazil, it set up one company as a wholly-owned subsidiary.

In addition, Carborundum participates In numerous joint ventures throughout
the world. Carborundumn is now working on a deal to provide technology to
Eastern European enterprises and take part-payment in products which will then
be sold in Western Europe.

Carborundum, as well as most other multinationals, has the ability to supply
customers from plants all over the world. The Carborundum dealer In Barran-
quilla. Colombia can offer his customers their pick of grinding wheels from the
U.S.. Britain, Germany, Mexico and Brazil-all made by Carborundum affihlate.

Like other American-based multinationals, Carborundum has set up a supply
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and distribution loop that tends to bypass the United States. Carborundum's
Mexican plant, for example, buys silicon carbide grain-a basic raw material-
from affiliates in Brazil and Europe. The Argentine subsidiary purchases raw
materials from Norway, and refractories from Mexico. Carborundum's German
affiliate exports to Britain some of the very same products that are made by
Carborundum's British plants.

Thomas V. Cartolano, regional manager for Southern Latin America exl)ained,
"We are buying products within the Carborundum organization throughout the
world on the basis of quality, price, and delivery."

Carborundum's management maintains that competition within the organiza-
tion between affiliates is encouraged.

"Our marketing people from several divisions in the U.S. tour South America,
and our British people do the same-sometimes for the same product line, some-
times for different products. They compete through the local Carborundum
organization," says Senior Vice President Leon A. I'att.

Competition cosmocorp-style is not the free enterprise-type competition Amer-
icans have been taught to believe in. Competition occurs within the confines of
the global conglomerate. This combination of world-wide affiliates and financial
strength, effectively blocks out external competition.

The next phase of Carborundum's operations, Mandeville believes, "will be
to set up highly automated plants in countries where labor costs are low, par-
ticularly in Asia, using them to mass-produce fully developed products for sale
in other countries, particularly the United States."

"In my opinion, an American firm has no business making some of the products
we make now. If we can produce something overseas and import it and sell it
cheaper than we can make it locally, we owe it to our customers to give them
the best price," Mandeville said.

If all U.S. abrasive manufacturers were to take Mandeville's advice and bend
to the lure of cheap Asian labor, the jobs of tens of thousands of Americans
would be scuttled.

Of equal importance, American industry would become dependent upon Asian
manufacturers for their supply of abrasives which are of vital importance to
every segment of industry. From the roller bearings to contact lenses, nearly
all manufactured goods at some point along the production line must be ground
or polished with abrasives.

Any major disruption in the flow of abrasives from the manufacturer to the
customer could bring portions of the nation's industry to, literally, a grinding
halt.

FINANCIAL SPECULATIONS

Overseas investment has been generally thought of in terms of the transfer of
production from America to other countries. The transfer of capital, however,
may pose even more serious threats to this nation. Overseas investment has
brought with it overseas finance. Giant multinational firms have giant financial
appetites. Since multinationals act as if the world has no national boundaries,
it follows that their capital demands ignore national configuration as well.
According to Prince Guido 'olonna di Paliano, a former commissioner of the
European Economic Community, multinational money "flows in giant waves from
one country to another." Sloshing around the multinational community is an
estimated $85 billion in liquid assets. These multinational banks and companies
have three times more "cash on hand" than the U.S. government reserves.

Pulling the strings on some of the big multinational financial deals are the
titans of the American financial community-Chase Manhattan Bank. Bank of
America, Manufacturers Hanover Tnst Co., First National City Bank of New
York, Morgan Guaranty Trust Co., and Chemical Bank of New York. These banks
all have overseas branches to handle the financial needs of their American cor-
porate customers who have gone overseas. Chase Manhattan is even opening a
branch in Russia.

Some of these banks have entered into joint ventures with leading banks of
other nations. American banks now have a substantial percentage of their total
deposits in foreign offices. In 1970, the world's third-largest commercial bank,
New York's Chase Manhattan with deposits of $19 billion, teamed up with the
biggest bank in Britain, Canada and West Germany. Together, these four finan-
cial giants created London-based Orion Bank, Ltd. and Orion Termbank, Ltd.
According to Buotwss Weclk, Orion Termbank, Ltd. "will get into what is now the
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hot end of the international money business; arranging inediuni-term Eurodollar
loasi to multinational business." There are over a dozen liultillational banking
operations.

III filet, a )ee. 2), 1972 article in the 11'ashington Po.st reported that Federal
Restrve Board Governor Andrew F. Brlminer is deeply concerned about the multi-
national activities of American-based banks. He noted that the banks set priori-
ties that are not necessarily consistent with public policy. Their overseas hold-
Ings make thtm less susceptible to American fiscal and monetary policies. Ir.
Brmnmer emphasized that "unless something is done, drastic variations in the
availability of credit in important sectors stich as housing, consumer loans or
municipal financing could occur and persist with serious adverse conSequences
for the economy as a whole."

I.S. MULTINATIONAL lANKS

Not only do American banks conduct a large portion of their business over.
seas, they have become Increasingly interested in Joint ventures with foreign
banks.

31anufacturers Hanover Trust Co., for example, runs Manufacturers Hanover,
Ltd., in conjunction with merchant banker N. M. Rothschild and an Italian in.
surance (,omlnv:" Since this venture opened it 1969, it has arranged over $1
billion worth of private deals-among them a $250 million loan for a Dutch
electronics giant. In 1970, Chemical Bank of New York banded with Northern
Trust of Chicago, Credit Suisse, and the London merchant bank, Barrings, to
form London Multinational.

With all of these multinational Joint banking ventures being based in London,
that city is rapidly becoming the funnel for pouring cash Into the overseas fill.
ates of American-based firms.

ASSETS AND DEPOSITS OF SELECTED LARGE BANKS IN THE UNITED STATES, JUNE 30, 1972

tin millions of dollars)

Deposits at-
Foreign as

Domestic Foreign percent
Multinational banks (20) offices offices of total

1. Bank of America, San Francisco ................................. 21,667 10, 726 33.1
2. Chase Manhattan, New York .................................... 14,985 17,838 34.3
3. First National City, New York .................................. 13, 471 1 564 46.2
4. Manufacturers Hanover, New York .............................. 9,024 2,941 24.6
S. Chemical Bank New York ...................................... 8, 520 2,267 21.0
6. Morgan Guaranty, New York .................................... 6,646 4, 071 38.0
7. Security Pacific, Los Angeles .................................... 7,721 1,411 15.5
8. Bankers Trust, New York ....................................... 6,550 2,971 31.2
9. Continental Illinois, Chicago .................................... 5,978 2,199 26.9

10. First National Bank, Chicago .................................... 5,195 2, 206 ?9. 8
11. Wells Fargo, San Francisco ...................................... 5,589 1,122 It 7
12. Crocker Citizens, San Francisco .............................. 4,911 951 16.2
13. United California, Los Angeles ............................... 4,468 615 12.1
14. National Bank of Detroit ....................................... 4,222 580 12.1
15. Mellon National Bank, Pittsburgh ................................ 3,548 1,415 28.5
16. IrvingTrust, New York ......................................... 3,165 999 24.0
17. First National Bank, Boston ..................................... 2,646 1,328 33.4
18. First Pennsylvania, Bals Cynwyd, Pennslyvania ................... 2.566 380 12.919. Marine Midland, New York ..................................... 2,610 2,352 47.420. Cleveland Trust, Cleveland ..................................... 2,358 3 ..............

Source: Washington Post, Dec. 29,1972.

The cash demands of American-based overseas operations are formidable.
U.S. multinationals already owe foreign creditors more than $10 billion. They
have invested an estimated $80 billion overseas during 1971 and 1972 alone.

Deputy Treasurer Donald D. McCuaig of Jersey Standard, calls the multi-
nationals' relentless search for cash "sopping up little puddles of liquidity from
all over the world."

The day-to-day operations of the American-based multinationals involve
huge financial transfers. The conduct of normal business operations Invo'lves
providing funds for new Investment, repatriating profits and controlling the
exchange of goods between subsidiaries. Among the ways in which the money
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moves are dividends, royalties and Interest payments: loans and other capital
transfers and payments for goods, services and know-how. Almost all American-
based multinationals make the policy and financial decisions for all of the far-
flung multinational operations out of central corporate headquarters.

MANIPULATING TIE MONEY MARKET

Out of these corporate headquarters, most of which are in New York City.
come the decisions to minimize currency exchange risks, maximize tax avoid-
ance. maintain high profits at home with which to pay dvidends and accumulate
large cash reserves.

Most of these operations Involve financial transfers which can lve disastrous
effects on the nation. Christopher Tugendhat, author of The Mullfnatlonals
pointed out; "The movement of funds within multinational groups, when
several are following the same policy, can threaten, and sometimes destroy
national policies with regard to currency exchange rates, balance of payments,
and the availability of credit."

Out of an office in New York, the Singer Company's chief flnnncial offlcer
Donald G. Robbins, Tr., exchanged $20 million for Swiss francs and British
sterling a scant two days before the devaluation of the dollar on Aug. 13. 1972.
Neu'evelc commented:

"For Robbins, the operation was strictly a defensive hedge against the
vagaries of the currency markets, and the small profit he chalked till was almost
incidental. But since his colleagues at the financial controls of 4.000 other multi-
national companies were doing much the same thing In thos, tense weeks, they
were probably the prime force behind -the whole currency crisis."

The American multinationals' habits of adding to the American dollar woes
has led Tames Melgs, economist for Argus Re.rearch Corp. to say: "If you want
to find all those evil speculators, don't look for them on the Orient Expre.s.
They're on the 5:15 to Larchmnont (the affluent New York suburb)."

Multinationals are now playing the foreign exchange market in much the same
manner that some members of the imsness community manipulate tile stock
market. The sheer size and influence of the mnltinlntional,-the enormous sums
of money at their disposal, their degree of expertise and knowledge, and the
central control of their currency manipulations.-pose dangers for tie stability
of major currencies, including our own dollar.

-A leading merchant banker In London Is reported by thu Yational Journal to
have said:

"It seems the more controls we have, the more sophistlcnted Is the thinking
that is Introduced. Yet the corporations, In a natural desire to protect their
profits, are warping the normal money market (by selling dollars) and are
making It that much more difficult for governments to reach an overall under-
standing on new parity rates."

Multinationals can, and do. switch their surplu, funds from one currency to
another. They can sell currencies short-that is, place a Fell order in a forward
market for currency that they hope will be devalued before thev have to hand
over the money. Louis Turner, author of Invisible Empires, explained that multi-
national firms "speculate in forward money markets so that they can cover their
losses in asset value caused by devaluation with profits made in forward specula-
tion. Such activities put strong pressure on central banks and make the likeli-
hood of the suspected devaluation more certain."

The ploys used by multinationals on the foreign exchange market are not
unlike those used by Wall Street wheeler-dealers. On Wall Street, for example,
big investment houses, with enormous funds and access to inside information,
will go after the same group of "glamour" or "go-go" stocks. As a result, they
all tend to want to buy and sell simultaneously. This means that the upward ,
and downward swings are exaggerated.

A U.S. Embassy official In Paris noted that "these new corporate controllers
are pretty sophisticated; they know how to operate In money markets. The
'speculators' are the treasurers of the big corporations. They operate in forward
markets, not only to protect their mise (investment) but, if possible, to make
a little money in the deal."

Last August, it was the American dollar, and the average American citizen,
that was caught in the crunch of multinational money speculation. When the
dollar was devalued, thousands of American tourists were caught flat-footed.
They queued desperately for hours in front of American Express windows abroad
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hoping to change their dollars to cover the necessities of their stay noroad.
Meanwhile, the multinationals had already sold the dollar short, made-a sub-
stantial profit, and precipitated the entire crisis.

The secretary-general of the International Federation of Chemical and General
Workers' Union in Geneva, George Levinson, concluded:

"An international gulfstream of hot money, billions of dollars long and wide,
is coursing around the international money markets of the world InI the direction
from low to high interest rates, raising and lowering them continuously, usually
In a contrary direction to domestic policy."

EUROCURIIENCY: A NEW MONEY STANPARD

Fueling the fires of multinational money speculation Is the Eurocurrency mar-
ket. This lifeline of the multinational Is virtually a "legitimate black market"
that exists apart and outside any guidance, supervision, or control. It Is ex-
patriate money--currency deposited and circulated outside the national bound-
aries of Its home country. Though tihe Eurocurrency market consists of Euro-
bonds and Eurocomuinerehal paper as well as Eurodollars, the Eurodollars are the
real lubricants of international Speculation.

There is enough money In the Eurodollar market alone to buy and sell coun-
tries. At $00 billion, It nmy well be the largest pool of money in the world. About
$47 billion or 80 percent of this Is in actual expatriate American dollars. Since a
Eurodollar can be any convertible currency deposited with a bank outside its
home country, the other $13 billion Is comprised of Eurosterling, Eurofranes,
Euromarks, etc.

The amount of dollars alone in the Eurodollar market Is four times greater
than the $12.1 billion gold and currency reserves held by tie United States gov-
ernkment, Tile Eurodollar pool has almost $17.9 billion more than the $42.1 billion
total reserves of almost alli of Western 'urope, including France, West Germany,
Great Britain, Netherlands, Belgium, Luxemburg, Ireland, Norway and Denumrk.
The source of this great accumulation of wealth has been international com-
panies with spare cash and central banks with large dollar reserves accumulated
because of the U. S. balance-of-trade deficit.

More dangerous even than the vast sums In the market Is the dizzying, ad-hoc
way In which It runs. The Eurodollar market is not for the weak or the small.
Though time mininna loan is usually $500,000, loans in the millions call be
arranged via telephone, based solely on the reputation of the borrower. These
loans are generally short-term. Money can be lent for overnight, a day or two, on
up to seven years. Money moves in and out of the market it a free-wheeling flow
of funds from big banks and big multinationals. Author Christopher Tugondhat
explained the Eurodollar market this way:

"Thie growth of the Eurodollar market Is a source of widespread concern
among both governments and the bankers who operate It. This Is partly because
of the lack of controls and recording procedures. Money flows Into it and out
again at a tremendous rate, and the same deposit may be re-lent several times.
It is feared that if one link in the chain of borrowers and lenders should fail a
rash of crisis could spread through the international banking community."

A multinational can contact any friendly bank with connections in the market
and ask for several million dollars. The bank will round up some other big-
money Institutions. Together these banks will, on a totally unregulated ad-hoc
basis, team up temporarily to provide the necessary funds. Amounts well over
$100 million can be raised by a single borrower dealing with a group of banks.

In1 1970, Pan American World Airways needed $166.8 million to help purchase
ten Jumbo Jets. A consortium of 26 banks, led by the British Bank of London
and South America, provided Pan Am with $166.8 million Eurodollars.

The market not only provides capital for business expansion but lubricates
the channels of International currency speculation. In 1969, for example, the
Deutsche Mark was revalued. During this monetary crisis, $4 billion flowed Into
Frankfurt in a single ten-day period. More than half of this money came from
the Eurodollar market. This dramatic influx of money increased the pressure
on the German government to revalue. Simultaneously, other major currencies,
Including the dollar, were put under pressure, as those currencies were being sold
off in order to buy marks. After the revaluation, the money left Germany as
quickly as it had come in, and returned to the Eurodollar market to await the
opportunity for more quick bucks and another currency crisis.
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RIPPLINGG THE U.S. DOLLAR

Pulling the strings on much of this high-powered financial manipulation are
American-based multinational banks. U.S. multinational corporationx are usually
around $10 billion In debt to the Eurodollar market, and the U.S. multinational
banks handle much of their business. In fact, banks headquartered in the U.S.
conduct an estimated three-fifths of the transactions handled In the "Eurodollar
Capital" of London.

This American multinational involvement in the Eurodollar market has had a
calamitous Impact on the American dollar. Al economies professor at the pres-
tigious WMhurton School. Arthur 1. Bloomfield, contended that "a shuttle of
Eurodollars to their Eurolwan lenders (American banks in Europe) helped pre-
cipitate the monetary crisis which finally prompted the Administration to close
the gold window and suspend convertibility in August."

Professor Bloonufleld calculated that U.S. multi national banks repaid about
$10 I)illion in Eurodollar loans to their overseas branches between June 1970
and 1971, thus putting added pressure on the American dollar.

The National Journial reported that "several Federal Reserve officials, In-
terviewed In Washington, agreed that the Eurodollar flow contributed to the
August monetary crisis." Once again American-based multinationals showed
their non-Americanism and lack of concern for the baslc welfare of this coun-
try. Many foreign members of the financial community have also become con-
cerned about the "exploits" of the Eurodollar market. The central bankers of
the world's ten leading industrial countries- dubbed the "Group of Ten"-have
pursued a policy of not increasing the level of Eurodollar deposits by blocking
the passage of fresh funds from their reserves into the $60 billion lending pool.
The West Germtns have instituted reserve requirements on non-resident de-
posits In an attempt to reduce the speculative activity in the mark. The chair-
man of the Bank of International Settlements. Dutch citizen Jelle Zijistra,
said that "it Is becoming Increasingly clear that the Eurocurrency market needs
guidance and supervision."

TIE MYSTERY 'MONEY

It will be extremely difficult to gide and supervise tl Eurocurrency market
at this point In time because sq Jittle is known about how It actually works.
Christopher Tugendhat analyzed that "the market has grown up so fast that
nobody-governments, bankers, or academics-has yet had time to evolve com-
prehensive theories about how It works, and how it should work."

The Eurocommercial paper market is so new that about all that is known of It
is that It too provides short term financing. So far, the Aluminum Co. of Amer-
ica, TRW, and American Standard all have raised $5 million apiece by using
this market.

With the Eurobond market, however, nobody even knows who the purchasers
are. Swiss banks, with a history of keeping secret numbered accounts for their
clients, are among the largest purchasers of Eurobonds. Technically, a Euro-
bond is an international bond which Is underwritten by an international syndi-
cate. Like Eurodollars, Eurobonds exist outside and apart from governmental
control. The bonds are not subject to withholding tax on Interest or the repay-
ment of the principal. The money received from floating Eurobonds is re,dlly
transferable across national boundaries. Like ordinary bonds, these Eurobonds
are generally used to finance long-term investments.

John Cattier. deputy chairman of the London subsidiary of a U.S. Investment
banking House. White. Weld & Co., estimated that the Eurobond market pro-
vided borrowers with $2.2 billion In 1170 and $2.5 billion In 1971. A multina-
tional can float a Eurobond Issue to raise money to finance Its overseas opera-
tionq. or to get cash to dump In the Erodollar market for currency speculation,
etc. The Fnroeurrency market Is much more concerned with the borrower's fi-
nancial 'bllit- to repay than with the reasons the money Is needed.

ASIAN CURRENCY NEST

The idea of the Eurocurrency market Is catching on elsewhere. Dubbed by
Fortime Magazine as "The Gnomes of Singapore." Asian financiers, and multi-
national banks and corporations are busily establishing an Asian dollar market.
Spearheaded by the Bank of America. according to Fortune, "John D. van Oenon.
vice nrPqldo,,t of tOn Bnnk of America. launched the Slnenvre Ainan dollar
market In MRI, dealing In expatriate dollars and other currencies that are the
region's equivalent of the Eurodollar."
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'ne value of currencies in the I(Ihilg pool has climbed from virtually noth*
ing to almost $1 billion. Eleven commercial banks-including the top three
banks in the U.S.-have branches that trade in Asian-idollars. Th Narodny
Bank of Moscow is also planning to enter the action. Asian d dollar loans Ibve
helped finance a Jersey Standard refinery in Singapore as well as a iydriwlec-
tric plant in South Korea.

While European governments have become hostile to the Eurodollar market,
the government of Singapore is most cooperative. It levies iiu' tax on Asial-
dollar deposits, unlike Hong Kong which withholds 15 percent. in addition,
Singapore has passed a law allowing "Swiss-style mimubhered ae'mints," The
government has already turned down a request by the t'.8. government to
examine bank accounts.

The multinationals' habit of squirreling monioy away it odd coraers of fhe
world makes it extremely difficult to follow their operations or assess these for
tax purposes.

The financial transactions and accounting of multinationals is hidden be-
hind a smokescreen of secrecy, sheer complexity, and a staggering quantity of
both money and transactions. 'i'lhis ias made the problem of exposing. analyzing,
and regulating the financial speculations of nmiltinationaIs extremely difficult.

Too little attention is being focused on what may be the mnost sinister aspect
of the U.S.-based multinational-the currency speculations which ]eild the po-
tential for creating worldwide financial chaos.

Dovoi.No U.S. TAxs

Though multinationals generate more potential tax revenues than the en-
tire economy of most nations, they pay very little In taxes. According to Harvard
Professor, Raymond Vernon:

"Tax payments made by multinational enterprises are a matter of bookkceep-
Ing, chance, and the vigilance of national taxing authorities."

American corporations in general have been noted for their unwillingness to
pay U.S. taxes.A November 2, 1972. article in the Washington Post called at-
tention to "a growing national problem--corporate tax fraud." Comissi(olier
of the Internal Revenue Service, Johnnie M. Walters said. "It, Is unbelievaible
that large, publicly held corporations engage in such schemes. Yet they do. 'Ilis
is flouting the law-deliberate, willful attempts to avoid and evade tsixes."

TAX LAW FLAWS

For the multinational, the nation's tax laws have become an unwitting ally
of corporate tax avoidance. U.S. tax laws actually subsidize American-multi-
national operations overseas. They provide substantial inducements for U.,.
corporations to transfer operations overseas and to retain In foreign laids the
profits made from those operations.

In short. American tax law has not kept pa'e with the clan.iag world's
econjonle situation. American corporations were encouraged to invest abroa d
soon after World War Ii ended. The U.S. government hoped that a flow of
company investment funds would reduce the level of official loans and grants
needed to launch Europe's economic recovery. American companies( did not
ruuh to Europe to help In the recovery.

The multinational expansion did not start In large amounts until about a
decade ago, after European countries were sufficiently recovered to form a
lucrative market.

U.S. multinationals rolled up huge tax savings from the post World War II
tax laws that still lingered on the books. The multinationals squirreled away
earnings from foreign operations Into subsidiaries in odd corners of time world-
the Bahamas. Lichtenstein, Curacao--where their profits were sheltered from
U.S. taxes. They used these untaxed funds to finance other foreign operations.
Thus, the base of today's huge multinational empires was made in part from
tax receipts lost to the U.S. Treasury.

The U.S. government in 1962 moved to curb the flagrant tax avoidance. hut
failed. Though the Revenue Act of 1962 closed off the more obvious loophole.q,
multinational tax avoidance "6ontlnued. A New York lawyer reported to the
Wall Street Journal that:
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"Before 1962, we had a license to steal. The '62 law, by its sheer complexity,
stopped soome of that. But there hasn't really been much change-we just work
harder to achieve the same thing."

So the global tax avoidance game continues, and the American citizen is
once again the loser. In 1970, American-based multinationals earned $17.5
billion in overseas profits, yet paid only $900 million in tax to IRS. So while
corlm)rations whose profits are earned in this country are subject to a 48
percent tax rate, multinationals are paying a 5 percent tax rate on the profits
earned away from this country.

The corporation that helps the economy of this country . . . the corpora-
tion that employs American workers . . . the corporation whose products
proudly bear the "Made in U.S.A." label pays much more in taxes than the
corporation that has shunned this country and its citizens.

Two tax loopholes, which cost the Federal Treasury at least $3.3 billion
annually in lost revenues, are responsible for much of this Inequity. They are:

Tax Deferral for Foreign Income which permits U.S. corporations to pay
no income taxes on the profits of their foreign subsidiaries until such profits
are brought back home-which may be never:

Foreign Tax Credit, which allows taxes paid to foreign governments to
be deducted dollar for dollar from the parent cowpany's U.S. tax liability.

The tax deferral loophole Is really a "tax-forgiveness" plan. Even at face
value, it amounts to an interest-free government loan. The practical effect Is,
however, far more extensive. In many cases, this tax deferment amounts to an
outright gift from American taxpayers to subsidize the foreign operations of
Alneri-an-based multinationals. Profits may remain abroad, and never be repa-
triated. These untaxed funds are invested and reinvested overseas, creating a
"snowball" effect of unrepatriated potential revenues. Thus, deferral amounts
to total tax immunity for some corporations and continuing tax losses to the
U.S. Treasury.

lDr. Peggy Musgrave, in her stiidy for the Joint Economic Committee of the
C4)ngress, said that "it is clear that most Income retained abroad is reinvested
for plant expansion." In part, as a result of this reinvestment and expansion
process. U.S. Investments in foreign subsidiaries is now about seven times
greater than it Wia-s in 1950. Of the $80 billion value of overseas investments in
1970, only $6 billion in Interest, dividends and branch earnings was relmtriated.
This represents a return of only 7.5 percent.

According to AFL-CIO economist Arnold Cantor. this rate is "far below Ihe
10-to-I1-percent payoff companies, are actually realizing on their overseas
investments."

The Commerce Department has reported that by 1968, the latest figures avail-
able. U.S. multinationals had accumulated $400 million of tax-deferred earnings.

While "tax-deferral" loophole acts as a tax "forgiveness" plan, the foreign
tax credit is in effect a-"revenue sharing program" with foreign nations. This
loophole comes into play when a multinational decides to send some of its earn-
Ings back to the United States. When this money comes home, the multinational
can subtract almost all of its income tax payments to foreign governments from
the total tax revenue due the United States Treasury.

The foreign tax preference system enabled U.S. Steel, the nation's 12th
largest corporation, to pay no Income tax at all to IRS in 1971. though U.s.
Steel's profits for 1971 were $154.5 million, it managed to pay not one cent In
Federal income tax. If U.S. Steel had been taxed at the normal rate, its tax
burden would have been $57.9 million.

U.S. Steel's Venezuelan caper provides an example of multinational tax
manipulations In action. U.S. Steel used its Venezuelan subsidiary which mines
iron-ore for some complicated tax maneuvering. The multinational utilized the A
foreign tax credit loophole by paying Venezuelan taxes, and then used these
taxes to offset its U.S. tax liability. U.S. Steel was so successful in this tax
dodge that it built up more tax credits than it could use. However, the company
devised a novel way of salvaging them. It sold $85 million in future iron-ore
production, through an Intermediary, to a group of U.S. banks. The sale gave the
company a big transfusion of new income which could be applied against the
otherwise unusable tax credits. However, since its Venezuelan subsidiary would
receive no payment for the iron ore it was turning out to meet the production
payment it had sold to the banks, huge losses could be registered. U.S. Steel could
then use these losses to offset more U.S. income taxes. Thomas Field, director of
a public-interest tax lobby called "Taxation With Representation," said of U.S.
Steel's dealings:
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"As far as tax maneuvering goes, this was a work of art, a Rembrandt. But as
far as tax equity goes, it violated elementary standards of fairness. By bunching
income in one year, U.S. Steel could avoid limits placed by Congress on foreign
tax credits. By creating artificial losses in later years, U.S. Steel could also re-
duce its subsequent income taxes."

When U.S. Oil Week magazine studied the tax avoidance in the oil industry,
it found that 18 major oil companies showed a combined income of $10.2 billion,
but paid only $683 million In Federal income taxes. Thus the oil companies paid
tax at a rate of 6.7 percent. The magazine reported:

"Curiously, the figures show in many cases that the larger the company the
smaller the tax percentage. That's because the larger firms are involved abroad
whe-re royalties may be treated as federal income taxes paid to foreign govern-
ments, thus becoming a tax credit against Federal tax owed Uncle Sam."

TAX MANIPULATORS' STRATEGY

As these examples show, there is big money to be made in tax avoidance. Many
multinationals view tax avoidance as a valid corporate policy objective. A study
by the Economist Intelligence Unit, an international business consulting firm
associated with Economnist Magazine observed that "the multinational corpora-
tions have come to consider it part of their self-interested duty to shareholders
to minimize world-wide tax liability."

To meet their "duty," multinationals have devised a complex set of strategies
to take full advantage of all possible loopholes. These strategies ijjclude:

Adjusting the "transfer prices" of goods exchanged among facilities and
between the affiliates and the parent company.

Deferring taxes by squirreling income away in tax havens.
Lumping together income from foreign affiliates so that less of It goes

to U.S. taxes.
Transfer pricing enables multinationals to minimize taxes on a global scale.

The technique is deceptively simple. Goods are invoiced at a low price to a
low-tax country where tile local subsidiary, without necessarily even taking
delivery, re-exports the goods at a high price to where they are actually needed.
Obviously, the subsidiary in the low-tax country is therefore buying low and
selling high, and registering a large profit. The subsidiaries in high tax countries
buy goods at very high prices and sell them at low prices, thereby registering
losses that can be written off for tax purposes.

Of course, these losses are only paper losses, since all the buying and selling
takes place within the global empire of the multinational. The losses are in the
national Treasury and the losers are the American taxpayers. Through the
adroit use of transfer pricing, the multinationals walk a tightrope between tax
avoidance and actual tax evasion.

U.S. Gypsum Company's manipulations were so flagrant, however, that the
U.S. Treasury decided that tile fine line had been crossed. The cpse involved
rock mined in Canada by the Canadian affiliate of U.S. Gypsum Co. Willie the
rock was on a dockside on a conveyor belt it belonged to Canadian Gypsum.
However, for shipment the rock was to be dropped from the conveyor belt into
tie hold of a waiting ship. During the split second the rock was falling from the
conveyer into tile ship, it was bought, in mid-air, by U.S. Gypsum Export and
instantly resold, to the parent, U.S. Gypsum Co., at a profit of 50 cents a ton.
Because first the mid-air buyer, U.S. Gypsum Export Co., did not buy tile rock
until it had left the turf of Nova Scotia, it paid no tax on its profits to Canada.
But Gypsum Export Co. was a "Western Hemisphere" tradilng corporation and
entitled to be taxed at 14 percent below the domestic corporate rate, under a law
designed to promote trade. Therefore, U.S. Gypsum Export received a preferential
tax rate on its 50 cents a ton profit. This arrangement saved U.S. Gypsum
more than $700,000 in U.S. taxes. No figures are available on the amount of
Canadian taxes U.S. Gypsum avoided because of the maneuver.

The U.S. attorney for the Internal Revenue Service argued that "Galileo
taught us from his tower in Pisa, that gravity-not export--caused the gypsum
rock to fall from the conveyor on Canadian Gypsum's dock to the stowage of the
'Gypsum Prince!'"

Multinationals use transfer pricing dodges to avoid taxes on a world-wide
scale. Busines8 Week noted that "transfer pricing can ease the tax bite for
scores of U. S. companies with foreign operations, which use a device called a
'foreign base' subsidiary." The "foreign base" subsidiary gimmick works this
way :



466

'A U.S.-based multinational has a manufacturing affiliate in Belgium, for ex-
ample. Belgium, however, has a corporate tax rate of 40 percent, and the multi-
national does not want to pay that much. Switzerland, on the other hand, has
a much lower corporate tax rate of only 5 percent. The multinationals have de-
vised a way for most profits from goods manufactured in Belgium to be taxed at
Swiss rates. The multinationals have established marketing affiliates in Switzer-
land. The Swiss "marketing front" buys the goods from Belgium at a low price
and sells the goods at a profit in other countries. This way, much of the profits
realized from the Belgium-made goods are taxed in Switzerland.

The Wall Street Journal reported that "siphoning profits into subsidiaries that
pay low taxes or none at all is still common in big international corporations.
Tax havens on remote islands, dummy subsidiaries in Switzerland, loopholes in
the tax laws of various lands, all permit many companies to avoid, more or less
legally, large sums in taxes."

The large sums of taxes that U.S.-based multinationals avoid paying the-
United States Treasury is at direct cost to the welfare of the American people.
Every dollar a multinational weasels out of paying to our Treasury, is a dollar
less than our government has to provide those services vitally needed in our
country. Taxes not paid by multinationals means money not paid for cleaning
up the environment-providing proper health services-providing efficient high.
ways and mass transit systems--providing a high quality life for all America. F

IMPORTS THAT EXPORT JoBs

The industrial base of the American economy is growing weaker. For tens of
thousands of workers in the textile, electronics, chemical, steel, pottery, toy,
shoe and other U.S. industries, that base has collapsed. At least a million Amer.
icans are unemployed because their Jobs have been shipped overseas. The cur-
rency speculations and tax avoidance facilitated by overseas operations are
merely reflections of the basic problems. The basic problems are decreased pro.
duction and employment, decreased merchandise -xports and increased imports.

Millions of Americans are haunted by the fear of unemployment. Each time
a plant is closed down in favor of foreign production, the employed American
worker wonders not if, but when will his Job be exported.

In reaction to the misery caused by the loss of American Jobs through im-
ports, the multinational has kept a "low profile." For example, last October the
Admiral Corp. announced that it would close down a plant in Orleans, Indiana,
and lay off 600 emlpA17!".RM51rding to Thomas J. Brunner, a former legislative
assistant to Indiana's Senator Vance I-nrtke, "The workers were told that one
reason (for the shutdown) was imports of television sets. But the company was
not willing to say that some of those imports were coming from an Admiral
plant in the Far East."

The American-based multinationals have washed their hands of the misery
caused by the shut-downs of their own plants in the United States. In place of
responsibility and concern for the welfare of this nation, they have substituted
a "multinational mythology." Multinational myths would have the American
people believe that:

Overseas operations of multinationals greatly benefit America.
Losses in tax revenues, trade balances, and payments balances, are more

than made up by royalties and dividend payments.
Overseas operations are not driving American-made products off the

shelves.
Foreign facillites are not robbing American-made goods of their share in

the world-export market.
,Plant closings do not cost American workers Jobs.

However, the October 4, 1071 issue of Indu8try Week magazine which, bills '4
-itfeVas"The Voice of Industry," reported:

"Nearly half of the people in the U.S. each morning slip into shoes made
abroad. More than half of our black and white TV sets are imported. Nine out
of ten of us listen to news on radios built in other countries. Every sixth car
on U.S. roads was built overseas."

. industryy Week knows that imports can destroy the American way of life
because the magazine also found that "every imported car displaces an American-
made auto. For every American car not produced, American labor loses $2,400
in wages and benefits-in the automaker and partsmaker plant, in the steel,
glass, and rubber factories, and in the mines, on the farms, and In the shops
of equipment builders and all the other suppliers of those materials and com-
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ionents which go into the finished automobile. Ironically, the loss in wages and
benefits to U.S. workers may exceed the actual price of imported autos."

Even Industry Week worries about the future of America. The magazine
asked:

"Are we watching the dimming of America?
"Are we exporting too many jobs?
"Are we going to blow our position as the No. 1 industrial power and our

world-envied standard of living-all in one generation?
"Are we about ot become a vast storehouse for imported goods-goods we will

be unable to buy because we will lack the purchasing power?"
Yet when corporate America is asked "Who is to blame"the brunt is placed

on the American worker and his union. American workers do not work hard
enough and unions ask for too much money, corporate executives say. Meanwhile,
goods produced by foreign affiliates of U.S. multinationals pour into this country
and are sold at the same price as American-made goods. Many imports are
American brand-name items produced overseas. The savings in production costs
do not go to the consumer, but they do enrich the coffers of the multinationals.
A large percentage of the manufactured goods imported into this country are
made by the foreign affiliates of U.S. multinationals.

Though multinational spokesmen are quick to point out that just 8 to 12 percent
of their total foreign output is reimported into the United States, even that
amount constitutes a substantial portion of U.S-manufactured imports. For ex-
ample, though only 7.9 percent of the sales of foreign manufacturing affiliates
were to the U.S. in 1908, they accounted for 23 percent of all manufactured im-
ports. The share of manufactured goods imports produced by American-based
foreign affiliates is steadily increasing. That share was expected to reach 87.6
percent in 1972. Projections indicate that imports from foreign affiliates of
American companies may well make up half of our nation's manufactured im-
ports by 1975.

U.S. and foreign-operated multinationals also engage in joint ventures and
licensing agreements. These activities not only provide imports that wipe out
American products, but freeze out U.S.-made exports as well. The Dodge-Colt,
for example, though manufactured by Mitsubishi Motors Corp. in Japan, is none-
theless marketed by American-based Chrysler. Chrysler owns 15 percent of the
stock of Mitsubishi Motors. In spite of Chrysler's involvement, the 20,000 Colts
that Chrysler handled in 1971 were not counted as "imports" from a foreign sub-
sidiary of a multinational. Yet Chrysler's interest in displacing 20,000 American-
made cars for Japanese-made Dodge Colts is self-evident.

As part of the deal, Chrysler got the rights to sell its Valiants in Japan. The
Valiantq were assembled in Australia. So in this case, an American-based multi-
national helped a foreign country export cars into the United States. On the
other hand, the exports that Chrysler sold in Japan were not wholly made in this
country, and were assembled by Australian workers. Clearly, this joint venture
operated as a double-edge sword against American workers.

I)ECLTNING U.S. PRODUCTION

While multinational investment overseas was skyrocketing from $11.7 billion
to $78 billion during the 20-year period from 1950 to 1970, the American-made
share of world production was plummeting. Here are some examples of the decline
of American production in industries we dominated worldwide only two decades
ago: In 1950. America dominated the world's automaking with 76 percent of

the totiml. In 1970, U.S. workers built only one-third of the world's cars.
American mills produced 47 percent of the world's raw steel in 1050.

By 1970, our share had dropped to 20 percent.
The United States was virtually the world's only shipbuilder following

World War 11. Now we build less than 2 percent of the world's merchant
ships.

Year after year, America had been the world's leading machine tool
builder. Today we rank fourth.

This decline in American production can be attributed in a large part to
the activities of U.S.-hased multinationals. America's industrial giants need to
produce goods in this country. They produced them in such quantity and of such
quality that America was able to dominate the world markets in many major
industrial categories. But now American-based multinationals produce overseas
what they used to produce in America.

91-925--73-31
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Plant and equipment investments by foreign affiliates of U.S. corporations
have had a direct bearing on this American decline. The goods produced by these
affiliates, including an ever-increasing share of capital goods, are distributed
not only in the host country, but enter the world markets in direct competition
with products made in the United States.

In the past, American overseas investment was concentrated in those industries
where the United States was a consistent net importer-industries as non.
ferrous metals, minerals, and petroleum. It made good sense, and was helpful
to our national security, to have American companies owning the supply sources
of these strategic materials. Firestone, for example, has rubber plantations in
Brazil, Ghana. Guatemala, Liberia and the Philippines. This type of investment
does not cost jobs for American workers or destroy the marketability of Ameri-
can-made products. However, the recent shift to investment in manufacturing
industries is an entirely different matter. This is a situation that is directly
reflected in the declining U.S. share of world trade.--"

Firestone. has expanded far beyond its overseas rubber plantations. Now it has
direct o,- Indirect foreign qubsidiaries that manufacture and distribute tires,
coated fabric products, industrial products, field tire cord, textiles, synthetic
rubber, rubber. plastic products, etc. These products are made in virtually
every corner of the globe-Argentina, Australia, Brazil, Canada, Costa Rica,
France, Ghana, India. Italy, Japan, Kenya, Liberia, Malaysia, Mexico, New
Zealand, Norway. Portugal, Philippines, Singapore, South Africa, Spain, Sweden,
Switzerland. Thailand, Tunisia, United Kingdom, Uruguay and Venezuela.

Firestone's products can not only end up on the import side of the U.S. ledger,
but frequently they are marketed to third countries, thereby reducing the export
market for U.S.-made goods.

The Caterpillar Tractor Co. wholly owns Caterpillars of Australia;-Caterpillar
of Brazil. Caterpillar of Belgium, Caterpillar of Canada, Caterpillar Mexicana,
Caterpillar Overseas Credit Corp., S. A. Caterpillar France, Caterpillar Africa,
and Caterpillar Far East. It also owns half of Caterpillar Mitsubishi in Tokyo.
These companies are producing construction equipment which has cut into the
U.S. share of the world nlarket by a full 10 percent since the early 1900's.

Caterpillar, a major farm equipment manufacturer, uses an argument common
to many multinationals-that overseas activities are good for the United States-
that they result in lower prices and more jobs. The facts contradict Caterpiller's
propaganada. The wholesale price index has, since the base year of 1967, risen
faster for American-made agriculture equipment than for most other manu-
facturing categories. At the same time U.S. employment in the farm equipment
industry has declined by more than 12 percent--or nearly 20,000 Jobs.

Foreign investment by U.S. multinationals increased rapidly from 1900 to
1971. Concurrently the United States lost ground in its share of world exports.
In four vital-1ndustries, the United States position In world markets has de.
clined, while foreign investment has soared. (See Appendix B, page 93.)

Chemicals: The U.S. share of world exports was 29.6 percent in 1960,
but dropped to 19.9 percent in 1971. Meanwhile, foreign investment by U.S.
multinationals increased from $237 million in 1900 to $1.3 billion in 1971.

Electrical machinery: The U.S. produced 28.2 percent of world exports in
1960, but in 1971, we produced only 21 percent. On the other hand, foreign
investment increased from $104 million to $523 million during the same
period.

Non-electrical machinery: The U.S. share of world exports was 82.7 per-
cent in 1960. By 1971, that share had dropped to 25.5 percent. During the
same period, foreign investment soared-from $192 million in 1960 to an
estimated $1.5 billion in 1971.

Transportation equipment: The U.S. share dipped from 33.2 percent in
1960 to 29.5 percent in 1971. Foreign investment skyrocketed from $336 mil. 5
lion to $1 billion during the same period.

There are numerous other examples of companies producing goods overseas
where formerly American-made goods dominated the world trade picture.
These companies that have become multinationals have undermined U.S. dom-
inance through their foreign affiliates. Forexample:

All of the major automobile companies have foreign subsidiaries, selling
both to host countries and third countries.

The Carrier Corp. which makes air conditioning equipment, formerly a
uniquely American industry, now has subsidiaries in Japan, Canada, Malay-
sin, the United Kingdom, and Germany.



469

Even the computer industry, pioneered by American technology, has
gone foreign as U.S. firms open facilities around the world. IBM has 17
manufacturing plants in 15 nations, including Japan. IBM World Trade
Corp. and its subsidiaries operated facilities In 108 countries in 1969.

It is true that in many cases it has been necessary for U.S. corporations to
open manufacturing or assembly plants in foreign countries because of the re-
strictive, protectionist, discriminatory practices of those countries. Exorbitant
tariffs on U.S. goods or outright bans on imports have made it necessary for
the U.S. companies to build a facility if they are to do any business in the host
country. While practically every nation in the world engages in these prac-
tices either individually or In concert-such as the protectionism of the Euro-
pean Economic Community Common Market-the U.S. stands alone in attempting
to preserve a "myth" of free trade. Our State Department refuses to recognize
that economic theories of the past are not the realities of the present. The
result is that the "Made in U.S.A." label is not only disappearing from the world
scene, it is disappearing from the shelves of our department stores.

In 1971 alone nine out of every ten home radios were imported; one out of
every five new cars were-foreign; one out of every two black and white TV
sets came from abroad.

America's recreational needs are increasingly being filled by" foreign-made
equipment. 76 percent of the tennis rackets, 30 percent of bicycles, 90 percent
of the motor cycles sold in the United States are foreign made. Even something
as "All-American" as a Ted Williams autographed baseball glove at Sears Roe.
buck carries the small print "Made in Japan." In fact, 90 percent of all base-
ball gloves are foreign made.

The "Made in U.S.A." labels will not be seen for long on the clothing of
America's men, women, and children unless there is a change. Sixty-eight per-
cent of all sweaters, 42 percent of all men's and boys' woven shirts and 28
percent of women's and children's woven blouses are not made in the U.S.A. In
addition, two out of every five pairs of shoes are made abroad. The slogan "Buy
American" is fast becoming "Buy American, If You Can Find it."

This flood of imports is washing away American jobs.
Precise information on the job-loss of imports and multinational activities is

not available. Estimates of job-loss ranges from a minimum of around one mil-
lion to more than 1.5 million. However, according to former Secretary of Labor
George P. Shultz, even these estimates may be low. Secretary Shultz told the
Joint Economic Committee of Congress:

"About 1.8 million jobs in 19006 would have been required in the United States
to produce the equivalent value of the 74 percent of imports into the United
States that were competitive with U.S. made products. For 198, the estimate
would be about one-third higher-about 2.4 million."

Though a precise figure on overall job loss is difficult to pin down, the follow-
ing are examples of the types of job losses that have occurred in key industries:

Imports of footwear-and manufactured leather goods more than doubled
from 1960 to 1968. They jumped $148 million to $388 million for footwear, and
from $52 million to $114 million for other leather goods and dressed furs.

During the same period, 13,000 productive American jobs were lost. The
activities of American-based multinationals such as Interco and Genesco
had a direct impact on this loss of American Jobs.

Though Americans are buying more toys and sporting goods than ever
before, they are not being made in this country. While imports in the 1960's
were increasing 337 percent, American production jobs increased only 20
percent. American-based multinational conglomerates are manufacturing
abroad and selling these foreign-made products under American brand
names.

In the electronics industry, multinational activity has virtually wiped out
American production of consumer and civilian products. U.S.-based multi-
national corporations, using U.S. technology, produce components, entire
products or assemble components in foreign plants for sale in the U.S. market,
as well as in third countries. According to an AFL-CIO American Fedora-
tionist article, "Thousands of workers in this indUstry are confronted by
import-related Job losses and production cutbacks as defense contracts
decline."
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MEXICO'S MULTINATIONAL MISERY

When the bracero program, which permitted temporary Mexican farm labor
to enter the United States, was terminated in 1965, the Mexican government
countered with a project to bring American jobs to Mexico. The Mexicans util-
ized sections 806.3 and 807 of the U.S. tariff schedule, which allows components
manufactured in the United States to be shipped to other nations for assembly
and to be reimported for the American market with a duty being levied only on
the value added in the foreign nation.

The Mexican government set up a 20-kilometer strip from Matamorous, south
of Brownsville, Texas, to Tiajuana, south of San Diego, as a dbitinct zone In
which to implement the Mexican Border Industry Program. Greedy American
multinational corporations rushed to take advantage of the scheme.

Mexico's program has created 50,000 jobs for workers who perform labor-
intensive assembly and processing tasks on components sent into the zone duty-
free, primarily by U.S.-owned companies.

The finished goods are sent black to this country with the companies paying
a U.S. tax only on the value added by Mexican labor.

The actual value added, however, has not determined the tax. Only the cheap
wages paid the Mexican worker-frequently a tenth or less the amount paid
his American-worker counterpart-has been considered in the "value added"
for tax purposes.

Already 350 runaway plants are operating In Mexico. American workers have
lost 50,00 Jobs.

However, the Mexican workers employed in this program have not gained
a decent life. Like its predecessor, the bracero program, the Border Industry
Program has contributed misery and disease to the life of the Mexican worker.
A U.S. Embassy report contained the following comments as reprinted by In-
duetry Week, October 2, 1972:

"Prostitution and delinquency are increasing as a result of the heavier-
than-normal migration to the border zone combined with unfulfilled Job
expectations."

"The traditional relationship between parent and adult daughter is being
rapidly changed, and illegitimate births are increasing."

"Traditional male-female family roles are changing, with male frustra-
tion leading to greater delinquency."

"Border cities are rapidly losing ground in their efforts to provide holls-
Ing. sewage, medical care, and other services-and their responsibilities
In these areas are increasing faster than new revenues."

"Some border cities may have already passed the level of inhabitants for
whom they can ever provide, particularly in areas of relatively absolute
limits such as water."

"Social tensions in the border cities are increasing as a result of the above
problems, rather than decreasing through increased employment."

The multinationals' claims of "Peacemakers of the World" rings hollow amidst
the prostitution, delinquency and filth of the border cities. For on the Mexican
border are tile same American-based multinationals who have been telling the
world that their non-American attitude and their global economy schemes will
bring harmony and prosperity to the world.

American-based multinationals are an integral part of the "Border Industries
Program"-an integral part of the slums, overcrowding and social disintegration
brought by industrialization. Some of the American-based corporate giants that
are operating on the border strip are Bendix, General Electric. Radio Corpora-
tion of America, Control Data, Union Carbide, General Instruments, Teledyne,
Lockheed, Honeywell and Raytheon. Also across the border are plants assembling
parts for famous American-brand name products--Baldwin pianos, Motorola,
Magnavox, Memorex, Samsonite, etc.

This program has cost thousands of American Jobs. The value of goods imported
from the Mexican border plants has soared from $7 million in 1966 to an anticl-
pated annual value of $1350 million in 1972.

Senator Vance Iartke noted that "the United States has long undertaken a
commitment to help developing nations fulfill their industrial aspirations, but
there Is no reason why thousands of American workingmen should bear the
total burden of building up Mexican industry and fattening tlme coffers of Ameri-
can-based multinational firms."

In Mexico, tile legacy of the American-based multinational has been misery.
American workers have lost their jobs, Mexican workers have a life of slums,
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disease and delinquency. Meanwhile the multinational in its relentless search
for profits, remains oblivious to the hardships this form of business enterprise
has caused. Ironically, Mexican consumers are not permitted to purchase goods
made or assembled In the Mexican trade zone until the products have been ex-
ported to another nation and then imported by Mexico.

EXPORTING TECI NOLOGY

If Jobs are a major U.S. export, technology exports rank not far behind. In
fact, the export of technology and the export of jobs go hand In hand.

America has been the world's leading innovator. According to a 1968 report by
the Organization for Economic Cooperation and Development, American-based
companies originated 60 percent of the 140 major innovations examined. Tradi-
tional theories of world trade assume that this great inventiveness has given
the United States and its workers a competitive edge over goods produced
anywhere else in the world. Those traditional theories, unfortunately, do not hold
water today. Technology transfers have turned world trade theories upside
down.

Howard D. Samuel, vice president of the Amalgamated Clothing Workers
analyzed the situation and found that "Technology, capital, invention, *skills-Jnothing can give us the natural protection which was once afforded us, in theory
and in fact. If the process continues unabated, the final irony is that we could be
reduced to the posture of the backward nations of the 19th century, depending
on the sale of agricultural products-we are already a major exporter of soy-
beans-in order to buy the manufactured products turned out by the nations of
Africa and Asia."

Bizarre as it seems, industrialized America is exporting soybeans and wheat,
while underdeveloped Asia is exporting electronic components. In the past, the
United States had played the role of an advanced nation. We exchanged our
manufactured products for the raw materials of underdeveloped nations. Today,
American-based multinationals are helping reverse our role. According to a
December 10, 1970 Business Week article:

"The multinational company is the most effective agent yet devised for the
transfer of technology across national boundaries-a transfer that is essential to
a multinational industrial enterprise."

The transfer of technology by multinationals costs American jobs and Ameri-
can tax dollars. American tax dollars have paid for much of the research and
development that enabled the multinationals to ship American technological
know-how abroad. In short, as taxpayers we have paid for the inventiveness that
allows production in other nations to compete and undermine American-made
products.

To encourage technology developments in the United States, the Federal gov-
ernment instituted tax deductions for corporations for research and develop-
ment. Tax dollars have been also used in out-right government grants to univer-
sities for basic research.

Corporations are clamoring for even bigger Federal research and develop.
ment aid. In the hands of a multinational, however, the newly perfected piece
of technology that has been paid for by the American taxpayer is shipped off to a
subsidiary in some foreign land for application; or is licensed, or franchised, or
joint-ventured. Harold Scott, director of the Commerce Department's Bureau of
International Commerce, commented, "Nothing is more perishable than tech-
nology. The widest possible dissemination its owner can make is the route to
maximum profits."

American-based multinationals are very quick to point out how much money
they return to this country in the form of royalties and fees. However, even the
National Association of Manufacturers has reported that "Although the bal-
ance-.of-payments royalties and fees account is at best an indirect measure of tech.
nology transfer, it does provide a rough estimate of the importance of the M.C
(multinational corporation) as a transmitter of technology."

Thus, the $2.5 billion royalty and fee payments from foreign affiliates to U.S.
parent companies between 1964 and 1969 represented the sale of American
technology. Even this figure does not accurately state the extent to which
American-based multinationals have sold American ingenuity and creativity on
the world market. Multinationals treat American inventiveness and genius as if
they were commodities- potatoes or iron ore-to be sold to the highest bidder.

In the bands of a multinational, our technology gets shipped abroad in a
variety of ways'
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Licensing. Basically, an American company sells the rights to use a specific
piece of technology to an independent foreign company. The foreign com-
pany pays for the use of this "knowledge" by paying royalties and licensing
fees. According to Business Week, "By 1968, some 800 U.S. companies were
reporting income from royalties and license fees paid by independent foreign
companies abroad, and the annual take was more than $350 million."

Foreign AlflUates. Here the technology is kept under one corporate roof
but is sold to the foreign affiliate. The foreign subsidiary uses American
technology to produce goods overseas. As in licensing, the foreign affiliate
pays the parent company royalties and fees for use of the technology. Etienne
Cassignol, general manager of Motorola's plant in Toulouse, France, said
that his customers can buy the latest U.S.-designed integrated circuitry from
the French plants. "Each time we start a new production line or launch a
new technology, we send engineers or technicians back to Phoenix (Arizona)
for training. This is extremely valuable for France," he said.

Joint Ventures. When an American-based multinational enters into joint
ventures with foreign companies it shares our technology with them. For ex.
ample, Westinghouse and General Electric are teaching the Italians nuclear
technology because of their joint ventures with Fiat and Finnnieceanica, re-
spectively. Business Week noted that "Someday an Italian nuclear industry
will probably compete with the U.S. in markets such as Latin America."
Joint ventures with Japanese companies are helping Japan to take deadly
aim at the U.S. computer market.

The exportation of American technology has reached, such proportions that
some economists and professors are calling it a "hidden brain drain." Professor
Cooper of Yale University said that, "if the U.S. cannot develop monetary and
fiscal strategies that enable American companies fo compete effectively In world
markets, it may be necessary to restrict the activities of American firms abroad."

"By that, he means keeping U.S. technical knowhow at home," reported
Business Week.

American engineers and research scientists use their genius to perfect tech-
nology that is shipped overseas. In the process, their jobs and their projects are
exported. The rise in unemployment among some of America's most skilled and
highly educated technical people can be in part attributed to the multinationals'
exportation of technology. Rather than employing American engineer.q, multi-
nationals, such as Motorola, train foreign engineers to perform these functions
in far-away factories. It is not only the blue collar worker who has seen his job
shipped overseas, but the technician, the scientist and the business manager
whose jobs and opportunities are being exported. During the five-year period of
1967 through 1971. the average annual rate of unemployment in the United
States rose from 3.8 to 5.9 percent, an increase of 55 percent. For professional
and technical employees, the increase was more titan 123 percent, while for engi-
neers it was a massive 810 percent.

As the multinational moves to becoming a trans-national corporation, manned
by men of all nationalities but of no national allegiance, every strata of Ameri-
can society will find its economic opportunities diminished.

THE HIGH COST OF IMPORTS

The flood of imports, though eroding jobs and draining knowledge from this
country, is supposed to benefit the American people because of the lower prices
of imports. This is an argument that is meaningful only to people whose jobs
have not been lost or will not be endangered. It is worthless to those who have no
Job from which they can earn wages required to make purchases.

The reduced-price argument is not even valid for the general public over the
long run. An import may enter the American market at a price so low that it
knocks out American-made goods. But once the competition is taken care of, the
price creeps back to the previous going rate, and sometimes to an even higher
price as the import takes full advantage of its monopoly position in the United
States. The consumer does not benefit-but the profits realized by the manu-
facturer or by the retailer are fattened. According to the July, 1972, AFL-CIO
American Federationi8t, "The process is described in Electronic News in the
words of a spokesman for a U.S.-based multinational: 'Although assembly of
complete color sets in Taiwan won't affect pricing stateside . . . it should im-
prove the company's profit structure. Otherwise we wouldn't be making the
move. We'd leave the sets where they are now.'"
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The following prices come from one firm with licensees in Japan, Hong Kong
and Taiwan. It reveals that the beneficiary of low-wage imports Is not the
American consumer:

A portable radio that is priced at $11.66 in Japan has a landed-in-U.S. price
of $13.81. But the suggested retail price rs $39.95--more than three times the
price of what it costs in Japan.

Another model of portable radio is priced at $46.22 in Japan and costs $54.05
when it lands in the U.S. However, its suggested retail price is $17.95--again
triple what it costs in Japan.

An imported AM-FM tuner amplifier has an even more inflated mark-up. In
Japan, it is priced at $31.74 with a U.S. landed-price of $38.80. Its suggested
retail price, however, is a whopping $159.95.

This type of profiteering at the expense of both the American worker and
the American consumer can be shown for product after product.

The cost of multinational activities to the American citizen and the U.S. econ-
omy cannot be evaluated only in terms of the prices of goods oni the shelves.
America is paying an even higher price in terms of jobs lost or not created. The
heavy surge of imports of such relatively labor-intensive products as shoes, tex-
tiles, clothing, steel, autos, ceramic tiles, radios, TV, leather goods, etc., has
reduced employment opportunities for those members of the American cow-
munity who most need jobs. The loss of these job opportunities has occurred at
a time when jobs for the unskilled and semiskilled are urgently needed. The
divisiveness, tensions and wounds that trouble our country cannot be healed by
creating greater job scarcities at a time when our labor force is growing at a
rate of 1.5 million a year. Employment and job opportunities are the best routes
toward a prosperous and stable America. Yet the activities of American-based
multinationals are robbing many Americans of a chance for a decent Job and
a dignified way of ljfe.

America needs not only to be strong at home but strong abroad. The-multi-
nationals are weakening the United States' position in world trade. The United
States is about to register the worst trade deficit in its history. In the first 11
months of this year, imports have outstripped exports by a whopping $5.8 bil-
lion, This is almost triple the $2 billion deficit suffered last year, which was the
worst American trade deficit of the century.

The U.S. trade position is dissolving at break-neck speed. In 1970, we had a
surplus of $2.7 billion. One year later that surplus had become a $2 billion
deficit, and that deficit is now projected to be $6 billion to $7 billion in 1972.
Under present policies, no relief is in sight.

The Chase Manhattan Bank New8letter for June 1969 predicted a continuing
slippage of the U.S. share of world trade through 1978. The bank predicted a
slower rise of exports of "technologically advanced products, while imports of
such products are expected to rise rather rapidly. Thus, prospects for an improved
U.S. trade balance remain dim." Chase Manhattan's predictions have proven to be
devastatingly accurate!

While American-based multinationals are turning theories of world trade
upside-down, American policy has not reacted. Our trade and tax laws and poli-
cies remain wedded to past, antiquated concepts. Archaic concepts of "free trade"
may be making American greatness equally archaic.

CONCLUSION

The specter of a world run from corporate board rooms is creating a furor at
home and abroad. American-based multinationals have on many occasions pub-
licly disclaimed any allegiance and responsibility to the United States and Its
people. Gus Tyler, assistant president of the Ladies' Garment Workers Interna-
tional Union, analyzed the problem of U.S. multinationals as "the kind of head-on
clash between an economic empire and national interest that, historically, has
led to internal upheaval and foreign wars.

"Against this rising threat," he said, "the claim of the multinationals that they
are the great peace-makers of the planet rings ironically. How long before they
turn to the American worker whom they have disemployed, to the American
treasury that they have weaseled out of income, to the American nation from
whom the 'stateless' corporation has long been divorced-how long before they
call upon their forgotten country to come to the aid of the embattled corporation?
And, if Uncle Sam responds with troops, with what will they fight if the great
industrial power of the land has evaporated into the mists of a service economy ti"

The foreshadowing of this clash may have already been seen in Chile. On
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Dec. 4, 1972, Chile's President Salvador Allende Gossens charged before the
United Nations General Assembly that his country Avus the victim of "serious
aggression" initiated by United States corporations, United States banking
hiterests and United States governmental agencies. President Allende also said,
"Before the conscience of the world I accused the IrTTv (International Te~lephone
cnd Telegraph) of attempting to bring about civil war in my country."

Dr. Allende also held that, "We are witnessing a pitched battle between the
great transnational corporations and sovereign states, for the latter's funda-
mental political, economic and military decisions are being interferred with by
worldwide organizations which are not dependent on any single state and
which, as regards the sum total of their activities, are not accountable to or
regulated by any parliament or Institution representing tile collective interest.
In a word, the entire political structure of the world is being undermined."

American trade unionists are dedicated to the free enterprise system and
unalterably opposed to the dietatoilal regime of Dr. Allende. Yet the incident
In Chile brings to light one in a series of skirmishes which have occurred
worldwide between governments and the multinationals. Many foreign countries
have become increasingly unhappy with their U.S.-based multinatiinal guests.
Mouth American nations are calling for expropriation of U. S. holdings and
Canada is clamoring against U. S. domination of its markets. The non-Americans
have started to threaten their host countries' economy With the same disregard
that they have treated the American economy.

For example, when the French government decided to get tough with multi-
nationals, General Motors opened a plant In Belgulm instead of France and
shipped the product into France duty free. Last year, Ford threatened to move
from England to West Germany, unless the British promised to "tame" its
unions. Multinationals have been accused of causing unllanced development
in the Third World by concentrating on the spread of Western consumer goods
and technologies in a world where hunger, over-population and under-employ-
ment are the real needs that should be met.

In fact, officials throughout the world are beginning to question whether
existing institutions, laws, and policies are adequate for coping with the problems
posed by the multinationals. Charles Levinson, the Canadian-born secretary
general of the International Federation of Chemical and General Workers
ITnions said :

"The multinational is an economic principality existing largely in a legal
no-man's land beyond the reach and control of governments. The multinational
doesn't respond, moreover, to economic laws as analyzed by Keynes, Ricardo, or
Kenneth Galbraith. It creates a tremendous new volume of investment, circum-
vents tariffs by transfer-pricing, evades taxes by locating headquarters in tax
havens, and Is usually in an advanced technology sector where wages are but
a tiny portion of production costs."

Even Mexico is beginning to cool its formerly warm welcome of American-based
multinational investment.-Mexico's presidential Advisor Horaclo Flores de la
Pena said, "We will be partners of foreign Investors, but we don't want Mexico
to become a land of maids and waiters."

We in the United States do not want America to become a land of idle
workers and empty factories. The time has come to recognize that the U. S.
economy'is in serious trouble and that a prime cause is the activities of U. S.
multinational corporations.

We must look at our tax policies, our trade laws and treaties, our collective
bargaining tactics from a new perspective that recognizes that companies with
old established U. S. names such as General Motors, Ford, Caterpillar, General
Electric and Firestone are no longer U. S. companies. They are "companies
without a country" and as such may well be posing a serious threat to the
economic and political security of the United States.



475,
APPENDIX A

World sales '
1970 1971 Country

1. General Motors ........................ 18.8 28.3
2. American Telephone & Telegraph ....... 17.0 18.5
3. Standard Oil of New Jersey (Exxon) ...... 16.6 18.7
4. Ford Motor ....... ............... 15.0 16.4
5. Royal Dutch Shell ..................... 10.8 12.7
6. Sears Roebuck. .................. 9.3 .10.0
7. General Electric ....................... 8.7 9.4
8. IBM ................................. 7.5 8.3
9. Mobil Oil ............................. 7.3 8.2

10. Chrysler .............................. 7.0 8.0
11. Unilever .............................. 6.9 7.5
12. ITT .................................. 6.4 7.3
13. Texaco ............................... 6.3 7.5
14. Great Atlantic & Pacific Tea .............. 5.7 5.5
15. Gulf Oil .............................. 5.4 5.9
16. Safeway Stores ........................ 4.9 5. 3
17. .S. Steel ............................ 4.8 4.9
I. Volkswagen ........................... 4.3 5.0
19. Westinghouse Electric .................. 4.3 4.6
20. Standard Oil of California ............... 4.2 5.1

United States .......................
Soviet Union ........................
Japan .............................
West Germany ......................
France .............................
People's Republic of China ...........
United Kingdom .....................
Italy ...............................
Canada .........................
India ..........................
Poland .............................
Brazil ..............................
East Germany .......................
Mexico .............................
Australia .........................
Spain ............................
Czechoslovakia ..............
Sweden ....................
Netherlands ........................
Belgium ............................

Total .............................. 171.2 197 .................................... 2,823.4

In billions.
Source: Library of Congress Congresslonal Research Service, Oct. 8, 1971, and Fortune Magazine, May 1972.

COUNTRY. AND COMPANIES 1970

GNP Growth rate,
or sales 1965-70

Rank Country or company (billions) (percent)

United States ..........................................................
Soviet Union ...........................................................
Japan..............................................West Germany...............................................
France .........................................
People's Republic of China . : ........... ...............
United Kingdom ...................................................
Italy ................................................................
Canada ............................................................
India ..............................................................
Poland .............................................................
Brazil ...............................................................
East Germany ..........................................................
Mexico .........................................................
Australia ..........................................................
Spain ovaka................................................
Czechoslovakia ..................................................
Sweden ...........................................................
Netherlands ........................................................
Belgium .........................................................
Romania ............................................................
Areiana .........................................................
Switerland .....................................................
Goneralo .....................Moor...................................
Yugoslavia .............................................
Pakistan .........................................................
South Africa ...........................................................
American Telephone & Telephone ........................................
Standard Oil (New Jersey) ..............................................
Denmark ..............................................................
Ford Motor ............................................................
Indonesia ..........................................................
Austria .............................................................
Bulgaria .............................................................
Norway ...............................................................
Royal Dutch/Shell .................................................
Venezuela ........................................................
Finland ...............................................................
Iran ..................................................................
Philippines ............................................................
Sears Roebuck .........................................................
Greece ...........................................
Korea, South .....................................................
General Electric ...................................................
Turkey ...............................................................
Chile .................................................................

$974.0
485.7
196.7
184.8
146.3
121.0
116.3
91.7
78.0
52.5
46.0
40.4
39.6
33.2
32.9
32.5
32.5
31.5
31.3
25.0
24.4
23.9
20.6
18.8
18.5
17.9
17.8
17.0
16.6
15.8
15.0
14.0
13.7
11.7
11.2
10.8
10.3
10.2
10.1
9.8
9.3
9.2

8.72
868
84

42.98
6.10

3.64
64.69
56.51
55.26
17 .23
61.55
62.33

83.85
50.57
70.79

47.99
62.82
65.03
49.72
64.53
49.15
47.73
90.44

118.16
60.00
66.40
53.27
44.29
57.83
29.38
34.52
49.37
74.36
60.15
$0. 35
34.20
25.64
70.36
89.05
44.94
65.40

206.51
40.44
6.87

96.59

BEST AVAILABLE COPY

1970
GNP I

$974.0
485.7
196.7
184.8
146.3
121.0
116.3
91.7
7 .0
52.546.04.0

32.9
32.5
32.5
31.51.3o
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GNP Growth rate
or sales 1965-70

Rank Country or company (Billions) (percent)

International Business Machines .........................................
Mobil Oil .................. . ......................
Columbia .......................................................Chrysler ..............................................................
Unilever ..............................................................
Thailand ..............................................................
International Telephone & Telegraph .....................................
Texaco ...............................................................
U.A.R. (Egypt) ........................................................
Western Electric .......................................................
Great Atlantic & Pacific Tea (New York) ..................................
Peru .................................................................
Israel .........................................
China (Taiwan) ........................................................
Gulf Oil ..........................................
Safeway Stores (Oakland) ..............................
U.S. Steel ......................................................... ...
Volkswagenwerk ..............................................
Westinghouse Electric ....................................
Standard Oil of California ..............................
Philips' Gloellampenfabriken ................. ............
J. C. Penney (Now York) ................................................
British Petroleum ......................................................
Nippon Steel ........................................................
Malaysia .....................................................
Ireland .....................................................
Krier(C.incinniti)...........................................

Standard i (indiana) ... ............
Boein ................... .................................
E. I. du Pont do Nemours ....................................
Shell Oil ....................................... .............
ICI (imperial Chemical Industries) .........................
British Steel ........................................................
North Korea ........................................
General Telephone & Electronics ............................
Hitachi ................................................................
Morocco ..............................................................
RCA ..................................................................
Siemens ...........................................
Goodyear Tire & Rubber ................................
swift ....... ...... ...................................
Farbwerke Hoechst.....................................................
Union Carbide ......................................................
Daimler-Benz .............................................
Procter & Gamble ......................................................
Auust Thyssen.Hutte ..................................................
Bethlehem Steel ............ .......................
BASF .................................................................
Montecatini Edison .....................................................
Marcor (Chicao) ......................................................
Eastman Kodak ......................................................
Kraftco ............................................................
Greyhound ............................................................

7.5 110.01
17.3 47.94
7.07 38.6
6.99 32.07
6.9 34.96
6.8 76.18
6.4 256.92
6.3 68.03
6.3 34.04
5.9 74,18
5.7 10.37
5.64 31.95
5.59 64.67
5.5 98.40
5.4 59.40
4.9 65.36
4.8 0. C
4.314 8. is
4.313 80.46
4.18 71.49
4.16 9. 76
4.15 81.34
4.1 68. 684.04.01 ...........
3.91

5 19. 76
4013.125

3.4 68.903. .............
3.31 27.32
3.29 61. 21

43.53
3.1 11.81
3.027 ........... 66
3.026
3.018.
2.978..... ,8
2.956.2.935 ....... ii6
2.874.............
2.841 ..........
2.804...........2784 .........
2.751 .........
279 ..............

Source: Library of Congress, Congressional Research Service, Oct. 8, 1971.

BEST AVAILABLE COPY
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APPENDIX B

TRANSPORT EQUIPMENT

PLANT AND EQUIPMENT EXPENDITURES ABROAD
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CHEMICALS

PLANT AND EQUIPMENT EXPENDITURES ABROAD
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ELECTRICAL MACHINERY

PLANT AND EQUIPMENT EXPENDITURES ABROAD
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NONELECTRICAL MACHINERY

PLANT AND EQUIPMENT EXPENDITURES ABROAD
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Senator RIBICOFF. The committee will adjourn, subject to the call
of the Chair.

(Whereupon, at 12:15 p.m., the subcommittee was adjourned, sub-
ject to the call of the Chair.) ()


