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UNITED STATES TARIFF COMMISSION
WASHINGTON, D. C. 20436

THE CHAIRMAN

January 16, 1973

Honorable Abraham A. Ribicoff

Chairman, Subcommittee on International
Trade of the Committee on Finance

United States Senate

Washington, D.C. 20510

Deér Mr. Chairman:

I am transmitting herewith 25 coples of the report of
the Tariff Commission's study of the implications of multinational
fimms on the patterns of world trade and investment and on United
States trade and labor. The Commission made the study pursuant to
letters from you and Senator Russell B. Long, Chairman, Senate
Finance Committee, dated April 21, 1971. I am also transmitting
a copy of the report to Senator Long.

This study is the first undertaken by the United States
Tariff Commission on U.S.-based multinational corporations (MNCa)
and their implications respecting the international trade, and
related matters, of the United States. The study is comprised of
eight chapters printed in three volumes. Volume I, or Chapter I,
is a summary of the study. Volume II incorporates Chapters II through
V which cover such subjects as the implications of the MNCs on the
balance of payments of the United States and selected host countries,
and their effects on world trade, investment and international finance.
Volume III, which embraces Chapters VI through VIII, covers the impli-
cations of such concerns on technology transfers, labor, and certain
aspects of the legal issues involved in their operations.

The rapid growth of the multinational corporations and their
perviasive influence on many aspects of world trade since the end of
World War IJ has had a profound influence upon the economy of the
United Stater and other countries, and accordingly poses many politi-
cal, legal, economic, and social issues of considerable importance.
While the study endeavors to treat with many of these issues, a
full, definitive, and comprehensive evaluation of all of the rami-
fications involved has, understandably, not been completely possible.
A major factox, of course, as in any study of this magnitude and
complexity, has been the limitation of resources, including partic-
ularly the type andi quality of available research materials. Inas-
much as most of the limitations are commented upon in the individual
chapters, they need be discussed here only briefly in general terms.
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As indicated in the Introduction, or Chapter II, of the
study, extensive use of a variety of research materials was mede.
However, the primary data were obtained from the Bureau of Economic
Analysis of the U.S. Department of Commerce. Although this study
could not have been undertaken without these data, which are yet to
be fully exploited for the purpose, they do impose significant limi-
tations both with respect to their nature and the scope of the ana-
lytical uses that can be made of them.

In particuiar, it is to be observed that much of the data
obtained from the BEA was from a special census taken of the opera-
tions of MNCs for the calendar year 1966. The results of that special
census were in turn supplemented by a sample survey of the operations
of the MNCs for the calendar year 1970, necessitating a complex pro-
cedure of both matching data in the two surveys as well as expanding
the 1970 sample in an effort to provide comparability for the two
years. The technique employed, while permitting considerable ana-
lysis not heretofore possible, had certain obvious disadvantages.

The 1966 census embraced all known U.S.-based MNCs, covering some
3,400 U.S. parent companies and about 23,000 foreign affiliates.
On the other hand, data relating to the 1970 operations of the MNCs
were estimated on the basis of a sample survey of some 298 U.S.
parent companies with about 5,200 foreign affiliates. In additionm,
certain significant data respecting foreign affiliates in which
U.S. concerns held less than a majority interest were unavailable,
as were certain zubstantive data on the operations of subsidiary
concerns of the foreign affiliates of U.S.-based MNCs. A notable
gap relates to the lack of data respecting the imports of the for-
eign affiliates of U.S. concerns from third countries.

In addition, certain other disadvantages were inherent
under the circumstances. The practical necessity of having to use
data already available, rather than collecting original source
materials tailored to the specific needs or requirements for the
study at hand, imposed unfortunate limitations on both the scope
and depth of the analysis. Comparisons based on two bench-mark
years--in this case 1966 and 1970--are essent.ally static and pre-
vent effegtive perception of possible shifts in trends or of other
dynamic characteristics of the operations of the MNCs during the
short k-year period in question. 1/

1/ In this connection, it is important to note that the activities
of the MNCs, which have been pronounced in the relatively short span
of years since the end of World War II, are known to have accelerated
sharply in the 1960's, and more comprehensive current data could con-

ceivably show they are now experiencing different behavior patterns.
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Further, the difficulties imposed by the procedures in-
volved in the use of an unlike data base for the two bench-mark years
were increased by the failure of the respondents to answer fully with
respect to certain key data. In turn, these difficulties were magni-
fied for the reason that such data were reported to the BEA in con-
fidence and, to prevent unauthorized disclosure, were released to
the Conmission in many cases only in the fom of incomplete aggregated
estimates. 1/

Notwithstanding these problems, the study is, as noted,
based upon a wealth of information not heretofore available and pre-
sents insights into the significance and nature of the operations of
MNCs that would not otherwise have been possible. Clearly, however,
from the standpoint of the subject's economic, and possibly legis-
lative significance, there is margin for considerably more substantive
research into an area of such magnitude and complexity.

The Commission understands that the Committee plans to pub-

lish the report. We would appreciate being edvised when the Commis-
sion may release it.

Sincerely yours,

Catherine Bedell
Chaiman

Enclosures

;/ Data on 1970 employment by the MNCs, for example, were lacking or

only partially available for about 600 of the foreign affiliates and
for about 30 of their parents in the sample; about a third of the total
data reported in 1970 was subject to disclosure considerations which
necessitated numerous estimations.
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PREFACE

This presentation of the results-of the ‘.ciff Commission's
study on multinational firms consists of three volumes. Volume
One contains a brief statement of the principal findings of the
study, followed by a series of summaries of each of the study's
eight chapters.These summaries present the findings in somewhat
more detail, along with descriptions of some of the supporting
evidence. At the end of each paragraph in these summaries will
be found (in parentheses) a notation of the pages in the main
texts of the chapters where full discussion of the paragraph's
subject matter appears. The texts themselves are bound in
Volumes Two (chapters I through V) and Three (chapters VI
through VIII).
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VOLUME 1

SUMMARY OF THE FINDINGS OF
THE STUDY

The basic frame of reference for this study is inherent in its
title, as transmitted to the Commission from the Subcommittee on Inter-
national Trade, Committee on Finance, U.S. Senate. The Commission was
asked to study "The Implications of Multinational Firms for World Trade
and Investment and for U.S. Trade and Labor." Therefore, the research
has centered on how the MNCs impact‘upon world trade, world investment,
U.S. trade, and U.S. labor. The research included certain other topics
which expand but do not fundamentally alter the study. Among these

were:

(1) An extension of the focus on “trade" alone, to a considera-
tion of the impact of the MNCs on the balance of payments as
a whole;

(2) A study of the MNCs! role in the international monetary
system;

(3) An examination of how the MNCs may have affected flows of
technolcgy between the United States and other countries;

(4) A look at some of the legal implications of multinational
business.

The conclusions emergent from the research are stated below.

The Impact of U.S.-based Multinational Firms on World Trade

The U.S.-based MNCs are important in world trade, buf they do not
dominate it, becﬁuse the bulk of their foreign output--especially in
manufacturing industries, the most dynamic sectors of MNC expansion--
is sold locally in the countries where it is produced. The MNCs (both
parents and affiliates) éccount for about a quarter of world exports

of all commodities and about a fifth of world exports of manufactured
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goods., The MNCs' wcrldwide exports, notably their exports of manufac-
tured goods, are groving faster than those of the world as a wholewe-
but the growth of MNC-related trade, at least in the 1966-T0 period
covered in this study, has not been fast enough to produce more than

merginal changes in the MNCs' shares of the world trade-aggregates.

¥
The Impact of Multinational Firms on World Investment

United States-based direct investors exert ; significant influence
on.the rates and patterns of fixed capital formation in many host coun-
tries. This influence is strongest in the manufacturing industries of
the Industrial West; in some countries, many of the most important of
these industries depend in fact on capital formation by U.S. owners as
a principal source of growth and dynamism.

U.S. direct investors in manufacturing spent a total of $6.5 bil-
lion on new plant and equipment abroad in 1970, over L2 percent more
than in 1966. In six countries--the United Kingdom, France, West
Germany, Belgium-Luxembourg, Mexico, and Brazil--which account for
almost half of the worldwide total, the MNCs' capital spending in man-
ufacturing rose even faster, by roughly 65 percent. Worldwide, only
three industries--chemicals, machinery, and transportation equipment
(mainly automotive products)--account for two-thirds of total invest-
ment outlays by affiliates of U.S. firms. Broadly speaking, the pat-
terns of foreign direct investment by U.S. firms, viewed across the
different branches of manufacturipg, tend rather closely to follow
their patterns of investment in the United States.

The addition of Canada to the six countries mentioned in the



preceding paragraph fills out the basic seven-country sample for
which detailed analysis has been conducted in several parts of this
study. In 1970, the U.S.-based MNCs accounted for 13 percent of all
capital spending in manufacturing in these countries, In the indus-
trial "backbone" sectors--metals, machinery, and transportation equip-
ment--the proportion is considerably higher, at 22 percent. In
machinery alone, it is even higher.. Thus, with capital spending at
these rates, the MNCs have an important role to play in determining
both the sizes and patterns of capital outlays in these countries.

With the exception of West Germany--where the MNCs' plants are
roughly as efficient as local plants--U.S. investment in manufacturing
generally is much more productive than is new capital put in place by
local firms. The Americans have a considerable asset in their ability
to allocate capital flexibly, concentrating mainly on the fast-growing,
dynamic sectors of manufacturing, where productivity ratios are higher
than in the rest of manufacturing. This helps to inflate the impact
of U.S. investors on the buoyancy of the industries in which they
place most of their investments. |

The foreign affiliates of U.S. firms are largely independent of
their parent entefprises for financing. Most of their financial life
is conducted abroad, and net flows of funds between parents and affili-

ates are but a small piece of an enormous volume of moving funds.

The Impact of Multinational Firms on U.S. Trade
Do the MNCs displace domestic production by importing more from

their affiliates, and do they hamper U.S. exports by using affiliate



output to serve foreign markets?

Viewing aggregate U.S. exports and imports across a spectrum of
29 manufacturing industries, there is a fairly close association be-
tween levels of foreign investment and levels of U.S. exports--that is,
the industries wﬁich are the larger direct investors abroad also tend
to be the generators of the larger amounts of U.S. industrial exports,
and vice versa for the less important foreign investors. Similar
associations also appear between foreign investment levels and U.S.
imports, but they are weaker. These aggregate results appear along
with strong associations between overseas investment levels and both
MNC-related exports and MNC-related imports. The reason for the
stronger association on the export side in aggregate trade lies in the
MNCs' 62 percent share of total U.S. exports of manufactured goods,
vhich contrasts favorably with their 34 percent share of imports of
manufactures.

The foregoing evidence suggests that the MNCs play a larger role
as exporters than as importers. But the evidence relates only to the
levels of trade. It also is necessary to identify the influence of
the MNCs on recent changes in U.S. trade, and to ascertain whether this
influence is adverse for the U.S. trade balance.

The problem of isolating and measuring the MNCs' impact on changes
in trade levels (new exports and new imports) is difficult. Thecre is
no identifiable association between the extent to which foreign invest-
ment activity is strong in an industry‘and the extent to which either

(a) that industry has experienced greater import penetration of its
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domestic markets, or (b) the ratio between the industry's aggregate
imports and exports has changed.

The MNCs could be affecting changes in U,S. exports and imports
in either or both of two ways: (1) through their "direct" effect, which
should be observable in their own export and import performance, in
shipments from and to the United States; and (2) through their "indir-
ect" effect, which is the substitution of foreign affiliates' production
for U.S. exports in foreign markets. Industry-by-industry éstimates of
the direct effects suggest that the MNCs' performance has been highly
favorable. From 1966 through 1970, they generated $3.4 billion more in
new exports than in new imports, whereas non-MNC firms in manufacturing
produced $3.6 billion more in new imports than new exports., Similar
estimates for the indirect effects indicate a net gain in new U.S.
exports of $400 million over the same period.

Taking the direct and indirect effects together, there were six-
teen industries in which net increases of U.S. exports in the amount
of $7.3 billion appeared;.there were eight industries in which net
decreases (or net new imports) totalling $3.4 billion appeared--the
total sample size having been reduced from 29 to 24 industries because
of unavoidable combinations of industries in the course of the analy-
sis. The overall result for all manufacturing, therefore, shows the
MNCs' impact on changes in U.S. trade from 1966 through 1970 to have
been favorable by $2.9 billion in net new exports. |

This "net" estimate, however, is built up from results for indiv-
idual industries which vary very widely. In the figures for combined

direct and indirect effects, the results range from a positive impact



(net new exports) of $1.4 billion to a negative one of $1.9 billion. The
performances of the remaining 22 industries are widely spread between these
two extremes. The essential result of the analysis, therefore, is the
highlighting of these wide variances in performance. There is no "rule"
about trade performance which governs all industries. Each industry's
record must be considered separately from the records of the others and

the deeper the level of disaggregation, the more accurate the results.

The Impact of Multinational Firms on U.S. Labor

The main question here is whether the spread of multinational busi-
ness has reduced employment in the United States. This question cannot
be answered conclusively, because both the analysis and the answer must
depend on crucial assumptions about:

(a) How much of the MNCs' investment abroad was made to pre-

empt foreign markets that would have been lost to foreign
competition anyway; and

(b) What portion of the markets now served by the MNCs' affili-

ates abroad could have been served by U.S. exports of domes-
tic merchandise in the affiliates' absence.

Nevertheless, it is possible at least to estimate the outer bounds
of what the direct employment effects of MNC activity in manufacturing
may have been. The most pessimistic estimate assumes that if there were
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 out-
put from the United States. Under these assumptions, the presence of U.S.
plants abroad represents a net loss of 1.3 million U.S. jobs. 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 United States. Under these circumstances there is a net loss of

400,000 U.S. jobs,
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An attempt was made to frame a set of assumptions that has more
realism than those of the first two estimates described. These assump-
tions assert that, in the absence of the U.S. MNCs, foreigners would
not have substituted their own plants for those of the MNCs, but that
U.S. exports could reasonably be expected only to have maintained the
shares of world exports of manufactures that they held in 1960-61,
rather than to have takem completely all the markets served abroad by
the MNCs' affiliates. Under these assumptions, the net employment effect
in manufacturing shows a gain of roughly half a million U.S. jobs.,

Once again, the important point brought out by this analysis is
that the employment effects vary widely among industries. Even under
the ''pessimistic" assumptions of the largest estimate of employment
losses, there are a few industries in which gains appear nevertheless.
Thus, in the case of employment effects as well as that of trade
effects of MNC activity, final judgments can be made only on an industry-

by-industry basis.

The Impact of the MNCs on the U.S. Balance of Payments
The principal characteristic of aggregate U.S. balance of payments
performance in the second half of the 1960's was, in a word, 'deterior-
ation" on a rather grand scale. Yet the MNCs played no role in this
deterioration, In the 1966-70 period, their position with respect to
the ""Basic Balance" (the current account and long-term capital accounts

combined) improved by $2.8 billion. Non-MNCs in the private sector, on



the other hand, showed a deterioration of $3.3 billion, so that the
aggrégate decline for all private sector transactions was $500 million.
Most of these changes occurred in the current account (the sum of trade
and services transactions, interest and dividend remittances, and uni-
lateral transters such as pension payments).

In the overall balance of payments, transactions with Canada and
Japan have been the chief factors responsible for the deteriorating
aggregate U.S. performance. Excluding these two nations, in fact,
reveals an actual improvement over the 1966-T0 period--by about $1 bil-
lion on current account and $1.7 billion in the basic balance. The
MNCs were an important factor in the adverse shift of the U.S. balance
of payments with Canada--chiefly because of trade in autos. In the
Japanese case they improved their position--a sharp contrast against
the general deterioration of the U.S. balance of payments with Japan

on non-MNC account.

The MNCs' Role in the International Mbnetary System

The international money markets have many participants. It is
beyond dispute that the persons and institutions operating in these
markets have the resources with which to generate international mone-
tary crises of the sort that have plagued the major central banks in
recent years. As a group, private institutions on the international
financial scene controlled some $268 billion in short-term liquid
assets at the end of 1971--and the lion's share of these assets was
under the control of multinational firms and banks headquartered in

the United States. This $268 billion, all managed by private persons



and traded in private markets virtually uncontrolled by official insti-
tutions anywhere, was more than twice the total of all international
reserves held by all central banks and international monetary institu-
tions in tge world at the same date. These are the reserves with which
central banks fight to defend their exchange rates. The resources of
the private sector outclass them.

Because $268 billion is such an immense number, it is clear that
only a small fraction of the assets which it measures needs‘to move in

order for a genuine crisis to develop., The international money market,

possessing such a masse de manouevre &s well as an efficiency and flex-

ibility unknown in the past (even the recept past), can focus with
telling effect on a crisis-prone situation--some weak currency which
repels funds and some strong one which attracts them.

Because such a small proportion of the resources of the MNCs is
needed to produce monetary explosions, it appears appropriate to con-
clude that destructive, predatory motivations do not characterize the
-sophisticated international financial activities of most MNCs, even
though much of the funds which flow internationally during the crisis
doubtlessly is of MNC origin. Rather, thé important role of the MNCs
has been to provide the primary creative force in the development of
the international money market, a market which is now fully institu-
tionalized as a reality of international financial life., This is the
sense in which the MiCs indeed have altered the conditions around

which the policies of governments are framed.
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Technology, R&D, and the Multinational Firm

Multinational corporations based in the United States dominate the
development of new domestic technology. They also are the principal in-
stitutions through which technology in its various forms is exported and
imported. As reflected in massive royalties and fees--net inbound flows
of which reached nearly $2.3 billion in 1971, with the MNCs accounting
for an estimated 90 percent--exports of technology outweigh imports by
a factor of more than ten to one. Net inbound royalties and fees are
considerable relative to total R&D spending in the United States. In
1970, for example, they were equivalent to about 11 percent of the
$17.9 billion spent on R&D by all industries, and to about 23 percent
of total R&D spending ($10.1 billion) financed by company rather than

Federal funds.

High technology industries, characterized by high levels of R&D
spending by the MNCs relative to total domestic sales of all firms in
those industries, have tended in recent years to put more new direct
investment abroad (compared with investment at home) than have the
medium and low technology industries. New domestic investment by the
high téchnology industries from 1966 through 1970 was about 3.7 times
as great as the MNCs' new foreign investment--but in the medium and
low technology industries the levels of new domestic investment were
nine and ten times larger than the amounts of new capital placed
sbroad.

Inasmuch as the high technology MNCe‘are the major developers

and exporters of U.S. technology, as well as the major investors
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abroad, it would seem almost a foregone conclusion that the MNCs must
have had a causal role in the United States' recent declining compara-
tive advantage as a trader of high technology products. This is not

the case. The high technology industries are prominent as generators

of MNC-related exports of high technology goods from the United States,
but much less prominent with respect to MNC-related import trade in the
same class of products. More important, changes in MNC-related trade
(new exports and new imports) over the 1966-1970 period show the MNCs
clearly outpacing the non-MNCs in the high technology industries as
generators of net new exports (new exports less new imports). Over the
period, the MNCs in the high technology industries generated some $6.1
billion in net new exports; the non-MNCs in the same industries gener-
ated about $2.1 billion in net new imports, Thus, the MNCs outperformed
their non-multinational U.S. competitors b& about $8.2 billion. Set
against these direct effects were indirect effects which, at the most,
may have cost U.S. exporters some $1.5 billion in new shipments due to
the competition of the MNCs' foreign affiliates in foreign markets,
Therefore, the MNCs appear on balance to have helped rather than hindered

the expansion of U.S. trade in high technology goods.

Some Legal Implications of Multinational Business
The study's treatment of legal matters is limited to five major
subjeets: (1) U.S. and foreign antitrust regulations and practices; (2)
tax issues and their impact on multinational business; (3) The jurisdic-
tion of international tribunals in foreign investment controversies;

(4) Extraterritorial features of the Securities and Exchange Act; and
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(5) U.S. foreign direct investment controls.

U.S. and foreign antitrust laws

The United States antitrust laws are based on the premise that a
freely competitive economic system is the most efficient and desirable
one. This view is not necessarily shared by America's trading partners
and competitors, who sometimes feel that restrictive business practices
are not per se undesirable and may, in many instances, be beneficial to
economic growth and development. American efforts to regulate the con-
duct of MNCs through application of the antitr;st laws internally and
extraterritorially have in the past engendered both conflict with the
laws of other nations and criticism by foreign and domestic experts.
Foreign nations are concerned with what they view as inroads into their
regulatory jurisdiction by the laws of the United States.

Tax Issues

Although varying opinions exist as to the effects of tax factors
on international investment, it is felt generally that vhile tax consid-
erations always are relevant, they seldom are dominant in the MNC's
decision to invest abroad. United States tax laws in the foreign area
have been criticized from points of view both favoring and discouraging
foreign direct investment.

International tribunals

International tribunals, such as the International Court of Justice
of the U.N., adjudicate controversiées between nation states. Private
parties may have claims brought before international bodies if the
state of their citizenship is willing to espouse the claim. Jurisdic-

tion over any dispute depends on the consent of the states involved to

“\-..,,
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permit adjudication by an international organization and to be bound

by any decision. States which consent to jurisdiction often have the
habit of attaching qualifying clauses to their declarations of consent
that can effectively vitiate any decision on the merits. An interna-
tional tribunal has the right to determine its own Jurisdictional scope
and generally will not decide a case which could prejudice the rights
of third parties before the court. °A party cannot lay its claim before
an international tribunal until it has exhausted its local remedies.
Practical problems with international tribunals include the lack of
.Judicial review of decisions, the high cost of litigation, the diverse
backgrounds of judges (which make a unified legal approach difficult),
and--most importaﬁ;--the lack of power to enforce decrees.

Extraterritoriality of the Securities and Exchange Act

The SEC Act can apply extraterritorially to isolated acts outside
the United States which result in transactions that are prohibited
within the United States. The multinational corporate entity which
desires either to issue securities in the United States or to partici-
pate in isolated transactions in U.S. securities may find itself subject
to the requirements of the Securities and Exchange Act.

U.S. foreign direct investment controls

In general, these controls set limits on the amount of investment
which can be made by U.S. investors in foreign business organizations
during a calendar year. The regulations also prohibit holding certain
"liquid foreign balances" and impose reporting requirements. The con-
trols have been criticized domestically as being inequitable and

burdensome and as forcing the borrowing of funds abroad--although some
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argue that forcing the financing of the MNCs! investments into foreign
capital markets has a favorable balance of payments effect. Foreign
criticisms concern the possibility of U.S. encroachment on national
sovereignty and possible prejudice to the rights of foreign minority

stockholders in the MNCs.
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Summaries of the Chapters

Chapter I. Introduction

The spread of multinational business since the end of World War II
ranks as one of the major events of modern economic history. The pur-
pose of this study is to analyze its costs and benefits. Emphasis is
placed on the United States, but much attention will be given to key
foreign countries in which the operations of the U.S.-based multinational
corporations (MNCs) are important. (pp. T7-78)

Social und economic developments of this magnitude always have
mixed effects; they bring benefits and costs. Seeking first whatever
balance between the two may exist in the aggregate, .he study also aims
for the more detailed perspective needed for an understanding of the
character of the particular gains and losses involved.:(p. %8)

The present chapter is no more than its title implies--an intro-
duction to this complex subject, which, so far as extant research and
knowledge are concerned, remains on the frontiers of the principal
disciplines it touches: economics, international law, and history.

The aims of this chapter are to pose the necessary questions, place
them in réasonable perspective, and describe briefly how the remainder
of the study will proceed. After a brief discussion of the genesis of
the study, the MNC is defined--in terms of how the concept will be used
operationally in the study--and the outline of the project as a whole
is briefly described, along with a short résumé of the sources of data

and information that have been tapped to do the job. Subsequent sections
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discuss the historical antecedents of the modern MNC (there are few of

them) and trace the general outlines of its expansion in the current
century, especially since 1950, There follows a review of the commonly
stated reasons for foreign direct investment, after which an attempt

is made to outline all the alleged evils and virtues that have been
attributed to the MNC by its detractors and its friends. Against

this background, the major questions’for research are summarized.(PP- 8L-86)

History and modern development of the MNC,--For centuries, merchants

and bankers served as the prime movers in economic contacts that took
place among nations. Perhaps the fullest development of the merchant
firm as an institution was found in the great charter trading companies
of the 17th and 18th centuries. These were essentially alliances
between governments (contributing sovereignty, authority, and sanctions)
and private persons (contributing capital) to gather under single,
coherent managements the political, military, and economic tasks of
colonial expansion. (pp. 89-91)

Except in size and management efficiency, the modern MNC bears
little resemblance to these merchant colossi. It is an offspring of
the industrial revolution (the child of its old age, some think).

With the possible exception of multinational banking, which is growing

very fast, international business today is dominated by companies

involved in some way with making things--either as extractors of raw

materials and fuels, or as manufacturers of all manner of products.(pp 91-94)
During the 50 to 75 years before the middle of this century, one

could catch only glimpses of the development of multinational business

89-020 0 - 12 - 4
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that was to come later. The resource-based, extractive indu:tries of
the industrial economies were the first to leave their home countries
in search of investment opportunities, as domestic mineral and fuel
reserves became, or threatened to become, inadequate to meet the in-
satiable demands of the advanced nations. However, foreign direct
investment in manufacturing soon followed. Even before the turn of
the century, a few of the largest U.S. firms had established production
abroad--General Electric and Singer, for example. Generally, however,
the industrialists of the major European countries had a head start on
their U.S. colleagues in the foreign-investment field. Their economies
had industrialized somewhat sooner than the United States and, more
important, they were smaller; it took relatively less time than in the
United States for a growing firm to look towards foreign markets for
faster-than-average sales growth. As recently as 1950, European direct
investments in the United States exceeded U.S. investments in Europe by
a few hundred million dollars. Worldwide, investment patterns tended
to follow patterns of political influence of the home countries. The
Europeans concentrated on the colonial empires of Asia and Africa, plus
Canada, Australia, and South Africa, while the U.S. investors focused
on Latin America, where the Monroe Doctrine had carved out a significant
sphere of influence. (pp. 91-94)

The outbound flow of direct investment from the United States "took
off" only after World War II; its book value literally skyrocketed from
less than $12 billion in 1950 to $78 billion in 1970. Both its geographic

focus and its industrial character changed equally as dramatically. For
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many years, Canada was the favorite site for the U.S. direct investor,
and it is still important. But the stock of U.S.-owned capital in
Western Europe caught up fast, surpassing the Canadian figure for the
first time in 1969. Meanwhile, U.S. direct investment in the less-
developed countries (LDCs)--including Latin America, a traditional
preserve of U.S. capital--has grown much more slowly than investment
in the industrial countries during the last two decades. The relative
decline in the importance of the LDCs as sites for direct investment
is partly connected with parallel deemphasis on investment in the
extractive industries relative to investment in manufacturing. Mining,
oil, and agricultural investments abroad have expanded much more slowly
thar investments in manufacturing industries, which almost tripled
their foreign holdings from $11 billion in 1960 to $32 billion in
1970. Manufacturing now accounts for the largest single share (41
percent) of U.S.-owned overseas direct investment. (pp. 94-106)

To sum up--multinational business, developed out of direct invest-
ment activities which the Americans have dominated since World War II,
has centered increasingly on U.S.-owned manufacturing enterprises in
the advanced economies of Western Europe and Canada. Other industries
and the LDCs have received increasingly smaller shares of total outbound

capital flows over the last two decades. (pp. 94-106)
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Why does direct investment capitdal move abroad?--The question

of why direct investment capital moves abroad can seem exceedingly
compiex. Slicing through to fundamentals, however, there are two
basic motivations for placing direct investments outside the home
country, aside from the obvious one of the extractive industries,
which dig where the oil and ores are. By far the more important
motivation is to tap foreign markets, which absorb more than 90
percent of the output of U.S.-owned foreign firms. This is some-
times cast in terms which stress the need to_preserve or preempt
market shares from actual or potential competitors, both U.S.- and
foreign-based. It also appears in more positive forms, which stress
the marketing strategies of large firms whose continued rapid growth
must depend on developing new markets outside the home base, markets
whose more or less unique requirements often cannot be efficiently
served via exports from domestic operations. There are many refine-
ments, variations, and subtleties that can be added in describing
this market-oriented wotivation, yet they all relate to the essential.
characteristic--that capital moves because of opportunities or threats
appearing in foreign markets. The salesman's viewpoint rules. Cost

considerations take second place. (pp. 108-128)
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Cost factors, the second basic motivation for capital flows,
count first only in a particular set of circumstances. Here, there
is also a market-focus element, but it relates to domestic, not
foreign markets. The cases of this class in which U.S. firms have
shifted production abroad, usually to LDCs, are famous and contro-
versial, although they do not account for a very large port}on of
total U.S. foreign direct investment. These are the consumer eléc-
tronics, footwear, toy, and apparel industry cases (plus some cthers),
where foreign output is almost all returned for sale in the U.S.
market and where cost considerations--principally the search for
low-wage labor--played the major role in the decision to invest
abroad. (pp. 114-119)

The MNCs as villains: the alleged problems.--In the United

States, public and private criticism center primarily on economic
issues. There have been clear-cut and well-publicized examples of
domestic factory shutdowns, with output from these now-defunct
enterprises replaced by imports from new, "runaway' plants built
overseas by foreign direct investors. Unemployment and greater
import penetration of the U.S. market have resulted. Many critics
have generalized from these cases to allege that such developments,
or the potential for them, are a basic, general characteristic of

multinational enterprise. This criticism is bolstered by a related
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one, namely, that, even where "runaway" investment is not important
and dmport penetration from overseas investments is minimal, U.S.
exports to foreign markets are damaged heavily by competition from
the output of U.S:-owned plants in those markets., The alleged re-
sult is less U.S. production for export, more unemployment in export
industries, and hn adverse effect on the trade balance. (pp. 129-130)

Critics allege, too, that the balance-of-payments effects are
‘even more widespread than merely those occurring on trade account.
Admitting that dividend and profit remittances now reach large pro-
portions, they wonder if these may not be too small and come too
late in relation to continued heavy outflows on capital account.
Looking at the United States' heavy surplus in "royalties and fees,"
they question whether these may not simply measure an inadequate
return on outbound transfers of technology which the MNCs have re-
linquished forever to foreigners from the scientific and technological
patrimony of the United States. Finally, they view the murky, highly
technical, international financio.l activities of the MNCs and ask
‘whether their allegedly disruptive effects on the international
monetary system may not be leading to chaos, (pp. 139-145)

Abroad, these kinds of economic arguments pale in importance.
Foreigners are more convinced, in general, of the economic benefits

of multinational business, at least as seen from their points of view.
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They make political arguments and stress social questions. They fear

the prospect of foreign domination of their industries, They fear

that the MNCs may soon be too large to control, so that on basic

questions of national policy--especially economic objectives--the

MNCs can subvert governments' intentions. They worry that the ad-

mitted economic benefits of the MNCs! presence in their countries

could be denied them should the MNCs'bpt to arrogate the gains to

themselves via unchecked monopolistic abuse of market forces.pp. 131-133,137-38)

The MNCs as heroés: the alleged advantages claimed by the MNCs

and their friends.--The MNCs' boosters argue that the terrors cited

by the critics are absent or, even if present, they do not characterize

most multinational firms' activities and are insignificant compared

with the economic and social benefits that the MNCs bring to the world
as a whole and to individual countries. These benefits are centered

on the results of efficient management, better marketing, and economic
integration. They mean more employment, higher wages, and higher living
standards--plus, some say, a more stable world because the MNCs are
getting powerful enough to keep governments from getting involved in

wars that would upset the opportunities for continued international

‘business on a large and profitable scale. (pp. 153-165)

The "runaway industry" argument is rejected_?z/;he,MNCs' friends
as.an exaggeration of a real but small problem., They argue that the
general result of MNC operations is, in the end, a net contribution
to the U. S. balance of payments and a higher level of employment in

the United States than there would have beeﬁ in the absence of MNCs.

Lt 1 b
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The.companies themselves tend to argue defensively--that they '"must"
go abroad to protect foreign markets from predators, but that, in
doing so, they try hard to be good corporate citizens and frame their
operational poliqies to render minimum disruption and maximum benefit
to the U,S. economy. In any casé, they claim that their failure to
go abroad would have left the United States wor.e off than it is.
Others argue more positively--that the Americans are better at multi-
national business than anybody else and that, because of this, they
have set the world on a course of growth and progress that redound to
the concrete benefit of everyone; including the United States. An
investment abroad is not automatically a loss for the United States,
even if it is a gain for the foreigner; it is a gain for the United
States as well, because of the "féedback" effects that come from the
processes of faster growth, technological progress, and international
trade. (pp, 160-163)

Crucial questions.--There are dozens of separate questions that

must be asked and answered if research on the economic and social
impact of the MNCs is to be done adequately. Just as in dealing with
issues of trade, the balance of payments, investment patterns, inter-
natioral finance, technology, labor, and international business law

are separate facets of the everyday existence of the large multinational

company, so they must be separate chapters in a study of this sort.(pp.165-66)

Nevertheless, all the particular questions eventually boil down to

one fundamental queryﬁ "Do foreign direct investments by U.S. firms
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substitute for domestic investment in the United States, or do they
complement it?" If the "substituté" relationship rules, then an
economic loss for the United States follows upon a gain for the
foreigner. Of course, the foreigner's gain may exceed the loss to

the United States, in which case the world as a whole has gained--

but this is an issue which, from the viewpoint of the U.S, national
interest, must be squarely put. On the other hand, if complementarity
occurs, it will not be difficult to find that all countries gain

simultaneously. (p. 167)
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Chapter 1I. Impact of the multinational firm on the United States
and foreign balances of payments

The aim of this chapter is to describe and compare the balance
of payments performance of the MNCs and the performance of the private
sector of the United States as a whole, and then to make similar com-
parisons for seven key countries in which U.S. foreign direct investment
is an important economic influence, These countries are Canada, the
United Kingdom, Belgium-Luxembourg, France, West Germany, Brazil, and
Mexico. (pp. 168-172)

Impact on the United States.--The principal characteristic of

aggregate U.S. balance of payments 1/ performance in the second half
of the 1960's was, in a word, 'deterioration'" on a rather grand scale.
This was not necessarily true for the MNCs, however, when their record
is compared with that of the non-MNC portion of the private sector.

In 1970, the current account of the U.S. balance of payments remained
in surplus by $5.6 billion, despite a decline of $1.6 billion over the
4-year period since 1966. The MNCs accounted for most of the 1970
surplus. They showed a positive balance of nearly $8.S.billion versus
a non-MNC deficit of $2.8 billion. In the 1966-70 period, the MNCs'
showing on current account improved by some $2.0 billion, as against

a deterioration of $3.6 billion for the non-MNC portion of the private

sector. In the trade account, the surplus generated by the MNCs

($2 billion) accounted for almost the entire surplus in 1970, whereas

1/ See footnote 1, p. 172 of Chapter 2, for a brief description of
how the balance of payments is constructed and of the terminology
used in balance-of-payments accounting.
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the non-MNC share had fallen by nearly $1.7 billion over the period,
to a net trade balance of zero. Net services flows of $6.4 billion
generated by the MNCs offset a non-MNC deficit on services of nearly
$2 billion in 1970; the improvement over the period of nearly $2
billion on the MNCs' services accounts contrasts with a deteriora-

_ tion of almost $1.5 billion for the non-MNCs.(pp. 172-189)

Due to high net long-term capitél outflows, the basic bglance
figures are smaller than those for the current account, but the world-
"wide results for the MNCs as opposed to non-MNCs correspond to those
of the current account. In the aggregate, the basic balance surplus
declined by about $500 million, falling from $4.2 billion in 1966 to
$3.7 billion in 1970. But the contribution of the MNCs was strongly
favorable, showing a net gain of $2.8 billion. This gain was composed
of the aforementioned $2.0 billion improvement on current account, plus
about $800 million on capital account--the latter arising partly from
a reduction in long-term capital outflows and partly from an increase
in inbound capital flows over the period. 1/ (pp. 189-19L)

If the U.S. balance of payments is examined geographically, the
United States shows a really serious deteriorati;n in its bilateral

balance of payments performance with only two countries--Canada and

1/ This and subsequent discussions in this chapter stop short of con-
sidering liquid capital flows and their balance of payments effects.
These flows have been unstable and they have tended to dominate the
balance of payments in periods of monetary crisis. The MNCs have had
a considerable hand in generating them., However, the discussion here
aims to discover underlying, basic trends and relationships having to
do with payments flows. Consideration of the highly unstable flows of
liquid, short-term funds and of their monetary effects, which indeed
are important, is presented in Chapters V and VI of this study.
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Japan.. In fact, excluding those two countries, the aggregate balance
of payments with the rest of the world actually improved over the
period, by about $1 billion on current account and $1.7 billion in
the basic balance. In the Canadian case, the MNCs played an important
role in the adverse shifts of the balances. With respect to Japan,
however, the MNCs turned in an improving performance that contrasted
sharply with the much larger general deterioration of the U.S. payments
balances with Japan on non-MNC account. Interestingly, however, the
MNCs' positive effect with respect to Japan--where U.S. direct invest-
ment is quite light--probably was relatively weaker than the effect
generated by the MNCs in countries where direct investment by Americans
is heavy. (pp. 195-201)

It is also of significance that, outcide of Canada and Japan, the
MNCs led the general improvement of the current and basic balances,
with gains that consistently exceeded those realized in the aggregate
between 1966 and 1970, This appears to be the case both for six
European and Latin American countries in which MNC investment is
heaviest (Mexico is an exception) and for a second category labelled
"rest of world," However, the MNC surpluses among the Six arise
chiefly from trade transactions, which in turn reflects the prepon-
derance of manufacturing activities in the MNC operations in these
countries. The '"rest of world" group shows a different pattern--the
contribution of MNC trade flows to the balance of payments nearly
loses significance, while the income accounts (interest, dividends,

and branch earnings) assume a very strong role. This result is linked
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to the heavy weight of the extractive industries (including petroleum)
in MNC investment in the non-industrial countries.(pp. 201-205)

Impact on other countries.--Because of data inadequacies, it has
$

been necessary to limit consideration of the MNCs' impact on foreign
balances of payments to a discussion only of the MNC affiliates'
dealings with the United States and the payments flows which they
generate. This approach has shortcdmings--especially evident in the
trade figures--which are discussed in the text on pp.207 tﬁrough 209 .
However, several items of interest are captured by the data that are
available, including all of the important flows that move between parent
firms and affiliates. With this information, it is possible to reach
some fairly definite conclusions about the effect on foreign balances
of payments of the MNCs' dealings with their home country. (pp. 206-210)
The most consistent of these conclusions is that the MNCs, in their
transactions with the United States, exert a uniformly large, negative
impact on the current accounts of balances of payments of the host
countries. (Conversely, of course, they have a favorable impact on
the corresponding account of the U.S. balance of payments.) Except
for Canada, moreover, this negative impact increased in size over the
1966-70 period. In Canada, the MNCs produced a strong current account
gain for the global balance of payments over the period. (p. 210)
Despite the MNCs' uniformly negative impact on current account
in foreign countries, however, most of the countries under review
showed strongly positive current account performances on a global

basis by 1970. The exceptions were Mexico and Brazil, both of which
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had sizeable deficits to which the MNCs contributed in substantial part.
In the capital aclounts--which generally tend to be positive on a global
basis--the MNCs' capital transactions with the United States tended to
exert a strong positive influence in 1966 and 1970. To at least some
extent, therefore, inbound, MNC-generated capital flows have the effect
of offsetting sizeable current-account deficits.(pp. 210-212)

The offsets are not complete. Two of the seven countries showed
global basic balance deficits in 1966 while three yielded up basic
balance shortfalls in 1970. As for the MNCs, their overall effect on
the basic balances was negative in six of the seven countries reviewed
in 1966, and in five of the seven in 1970, Moreove:, except for Canada
and Mexico, the change in the MNCs' impact over the period was fairly
strongly adverse--that is, the MNCs' adverse influence on the basic
balances increased. Thus, the appropriate conclusion for the seven
countries surveyed is that the MNCs, in their dealings with their
parent country, exerted a large and growing negative or adverse in-
fluence on host-country balances of payments. Again, this is of course
merely the obverse of the generally positive effect which the MNCs have

been shown to have on the U.S. balance of payments. (p. 21?)
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Chapter III. The multinational firms in world trade

This chapter has the dual objectives of assessing the MNCs' impact
on (a) world trade and (b) U.S. trade. In the former case, the U.S.-
based MNCs are found to be important in world trade, but not to dominate
it. The bulk of the output of the MNCs' majority-owned foreign affi- .
liates (MOFAs) is sold locally in the countries where it is produced.
The MNCs--both parents and MOFAs--account for about a quarter of world
exports of all types of merchandise and for roughly a fifth Af world
exports of manufactured goods. Between 1966 and 1970, as world exports
increased by 53 percent, the MNCs' global exports rose by 69 percent.
Because of the MNCs' still relatively low share in the total, however,
the faster growth of MNC-related shipments produced only marginal in-
creases in their shares of total world exports. Thus, while the MNCs
definitely are a dynamic force in world trade--expecially as regards
rising exports of manufactured goods by the MOFAs--the MNCs cannot be
said to have '"led" the growth of world exports in any significant way.(pp.278-81)

The analysis of the MNCs' impact on U.S. trade covers a basic group
of 29 manufacturing industries, with special attention to the wide
differences in performance which arise among them. The first part of
the analysis compares levels of MNC investment abroad with a number of
aggregate and MNC-related U.S. export and import measurements. The aim
is to discover whether high levels of overseas investment in an industry
tend to be associated with high levels of U.S. exports, U.S. imports,
or both--conversely for industries in which overseas 1n§estnont has

been relatively small. The findings are that industries which are the
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larger investors abroad- alsc contribute the most to aggregate U.S.
exports, whereas industries in which MNCs are less important also are
les’s important exporters. There may be a similar, but considerably
weaker relationship on the import side. Moreover, there appears to
be no association between the extent to which an industry does or does
not' invest heavily abroad and the extent to which either (a) aggregate
imports increased their penetration of the industry's domestic market
in the 1966-70 period, or (b) the ratio of the industry's imports to
its exports changed during the period. (pp. 321-330)'

On the other hand, levels of investment abroad do correlate
strongly with both exports and imports that are generated specifically
by the MNCs. The export effects thus measured spill.over to affect
aggregate export trade because, in gemeral, the MNCs account for a
large share of U.S. exports of mahufactured goeds--62 percent. The
import effects of MNC-generated trade affect aggrégate imports only
wedkly, however, because the MNCs' average share of total imports of
martufactured goods is much lower, at- 34 percent. (pp. 322, 330-331)

The final sections of this chapter focus on comparisons, industry-
by-industry, of the changes in trade (new exports and new imports)
gerierated by the MNCs and by non-MNCs. Thereé are- two possible ways
in which the MNCs could be affecting U.S. exports and imports. The
first of these--the "direct" effect-=consists of the observable changes
in the MNCs' own  trade p¥rformance, i.e. the U.S. exports and U.S.
imports which they themselves generate. The second possible impact--

the "indirect" effect--is that produced by the alleged robbery of
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markets from U.S. domestic exports by the MNCs' foreign affiliates. (pp. 333-34)
A separation of the MNCs' from the non-MNCs' performance in
generating new trade over the 1966-70 period shows a generally favor-
able direct effect on the MNCs' part. The MNCs rang up é balance of
net new exports (new exports minus new imports) of $3.4 billion, whereas
the non-MNCs showed a rising deficit, an increase of $3.4 billion in net
new imports. However, there was wide.variation in the performances of
the MNCs in individual industries. The results ranged from $717 million
in net new exports to $230 million in net new imports. (pp. 334-34k)
Estimates of the indirect effects depend on an important assumption
about whether, in the MNCs' absence abroad, U.S. exports of domestic
goods would have becon able to capture the overseas markets served by
the MNCs' foreign affiliates. The assumption adopted strives for
realism in postulating the degree to which U.S. exports are competitive
abroad. It takes as a standard U.S. exports' shares of the aggregate
market served in 1966 by U.S. exports and affiliates' sales combined.
It then posits that U.S. exports, in the absence of the affiliates,
could reasonably be expected to have garnered half of whatever increased
shares of the market the affiliates actually obtained in the 1966-70
period. The analysis then proceeds to estimate what U.S. exports would
have been under the assumption adopted, and to compare these estimates
with the actual levels of U.S. exports in each industry in 1970, If
the estimates were higher, a "loss" of exports was involved for the

U.S. as a result of affiliate activity abroad; if thev were lower, a

""gain" occurred. (pp. 345-346)

89-0200-73 -5
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The results of these calculations show an estimated net gain in
new U.S exports, via the indirect effect, of about $400 million. Once
again, there were wide differences among gains and losses in different
lines of activity. The largest individual industry gain was $1.4
billion in new U.S. exports; exports in this industry were that much
larger in 1970 than they would have been in the MNCs' absence abroad.
The largest estimated loss is $1.8 billion. (pp. 346-350)

Finally, the gain/loss calculations for both the direct and
indirect effects are combined and the overall results are arranged
in two groups--these industries which showed net gains in new exports
and those which showed net losses. For manufacturing as a whole, the
estimated net effect of MNC activity on changes in U.S. trade in the
1966-70 period was an overall gain of $3,850 million in net new exports.
" Sixteen industries showed net gains aggregating tu $7,285 million. They
considerably outperformed the eight industries of the second group which
produced net losses totalling $3,435 million. Clearly, therefore, an
important result of the entire analysis is to demonstrate how widely
the effects--both direct and indirect--vary among industries. No

analysis in this field is comﬁlete without due attention to these vari-

ations. (pp, 350-352)
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. Chapter IV. Impact of the Multinational firm on world patterns of
investment

U.S.-based direct investors have had a major impact on both the
rates and patterns of gross fixed capital formation in host countries
around the world. The influence of the U.S. direct investor in the
manufacturing industries of the industrial West has been pervasive,
and many of the most important of these industries depend in fact on
capital formation by U.S. owners as a principal source of growth and
dynamism. (p, 391)

In the years 1966 through 1970, capital spending in manufacturing
in the United States and seven key countries selected for analysis in
this report 1/ totaled more than $245 billion. Almost exactly half of
this occurred in the United States. Despite variability in some respects,
certain convergent tendencies can be recognized among investment rates
in the United States and those in the seven countries which collectively
account for two-thirds of U.S. overseas direct investment activity.
Industry groups which showed average growth in investment greater than
the mean for manufacturing as a whole in the United States had the same
tendencies abroad relative to average investment growth rates abroad.

The most notable exceptions were in the United Kingdom. Moreover,
there are close similarities between investment patterns in the United

States and those in the other seven countries averaged as a group. Not

only are the proportions of total investment accounted for by each major

1/ Canada, United Kingdom, Belgium-Luxembourg, France, West Germany,
Brazil, and Mexico. '
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industry group similar in magnitude, but the rankings of industries
as spenders of capital funds also are nearly identical. (pp. 393-397)

In 1970, total plant and equipment spending in manufacturihg by
U.S. direct investors abroad reached $6.5 billion, up more than 42
percent from $4.6 billion in 1966, In six countries of the sample
group (Canada excepted), capital outlays of U.S.-owned affiliates
rose half again as fast as spending of U.S. affiliates in the world
as a whole; they increased by roughly 65 percent, from $1.9 billion
to $3.1 billion, and raised these countries' share of the world total
from 41 percent to 48 percent. Worldwide, only three industries--
chemicals, machinery, and transportation equipment (essentially motor
vehicles)--account for about 66 percent of total investment outlays
by U.S. affiliates. For the seven sample countries, the proportion
is even higher--70 percent. Broadly speaking, the pattefns of foreign
direct investment by U.S. MNCs, viewed across the different branches
of manufactgring, tend to follow their patterns of investment, in the
United States rather closely. (pp. 399-410)

When capital spending data for the U.S. MNCs are compared with
total figures for manufacturing in the economies in which they operate,
the results are impressive. Tﬁey show that, in 1970, out of total
manufacturing capital expenditures of $29.7 billion in the seven
countries combined, affiliates of U.S. firms accounted for no less

than $4.2 billion, or 13 percent. In the industrial "backbone" sectors--
metals, machinery, and transportation equipment--the proportion was

far greater, or 22 percent. With capital spending at these rates,
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the U.S.-based affiliates clearly exert a major influence on both the
size and patterns of capi-il outlays in the manufacturing sectors of
these seven countries. This characteristic is particularly marked in
Europe, in the large, highly developed, diverse economies which by
most measures are rivals to the United States in industrial sophisti-
cation. Among the individual sectors of European industry, the role
of the Americans stands out starkly in the machinery branches. Here,
the Americans account for about a quarter of total capital iﬂvestment
flows, and the proportion rises even higher if transportation equipment
(the automotive industry) is included. (pp. 410-k41k)

With the single exception of West Germany, U.S. investment in
manufacturing in the seven host countries is generally more productive
than is new manufacturing capital formation generated by local firms.

In West Germany, the productivity ratios for U.S.-based firms and local
firms are about equal. (pp. 414-416)

These productivity comparisons are calculated for all manufacturing
rather than on an industry-by-industry basis. A reason for the wide
gaps between MNC productiviiy and all-firm ﬁroductivity abroad is trace-
able to the MNCs' ability to allocate capital flexibly. The MNCs, better
able to place their investment in dynamic, highly productive industries,
not only show better productivity but also tend to become more important
investors in the fastest growing and most productive industries of the
host countriespp. 417-418)

A review of the broad outlines of MNC financing strategy indicates

that, in large measure, foreign affiliates of U.S. firms are largely
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independent of their parent companies for financing. Most of their
financial business is conducted autside the United States, and net
flows of funds between parents and affiliates are but the tip of an
enormous iceberg of churning funds. A set of sources/uses estimates
of funds received and paid by all U.S. MNC affiliates in the five-
year period 1966-70 reveals a cumulative flow on the order of $130
billion--roughly $25 billion a year. Only about 15 percent of this
totall was used for profit remittances to parent firms at home, an
amount identical with cumulative flows of capital from those firms
on the "sources" side of the ledger. The remaining 85 percent or so
was divided about equally between additions to fixed capital and in-
creases in working capital. In the "sources'" colummn, the important
point: is that about 85 percent of affiliates' funds came from: non-U.S.
sources. About a third of this consisted of affiliate borrowing outside
the United States; the rest was generated internally by the affiliates,
principally via depreciation and related charges amd retained: esrnings.(pp. 418-26)
This information sheds light on an important question surrounding
the operations of the MNCs. If the movement of the MNCs. abroad is to
be viewed as a loss of some sort to the U.S. ecomomy, it becomes:
necessary to judgé whether this loss: could have been averted, or whether
the failure of the MNCs to invest abroad might have inflicted a still
greater loss. The MNCs contend that, in their absence, the markets:
wﬁich.they now serve--partly from the U.S., partly from affiliates--
would:have been-lost to foreign competition. Their opponents argue

otherwise, that the danger of foreign competition is overblown and that
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the affiliates' production could have remained at home and remained
competitive in world markets. The data on actual fixed capital spending
by the MNCs in host countries, seen in relation to overall capital for-
mation in these countries, seems to suggest that the MNCs' performance
could not easily have been matched by local investdrs. But an analysié
of the financing of this investment as well as the affiliates' working
capital needs--about 85 percent of which were generated out qf foreign
savings anyway--suggests that, indeed, competitive foreign investment

in the MNCs' place would have been feasible within the limits of
foreigners' resources. (426-429)

This chapter concludes with a brief analysis of the financial
results of MNC operations, as revealed in accounting statements. The
data show an enormous expansion of affiliates' worldwide sales between
1966 and 1970, a 66 percent jump from $109 billion in the earlier year
to $180 billion in the later one. Manufacturing industries account for
about half of the total value of sales. The affiliates’ f&reign corpo-
rate income tax payments rose somewhat more modestly. They reached $11
billion in 1970, or 43 psrcent of pre-tax net income. U.S.-based manu-
facturing affiliates paid foreign governments some $2.9 billion in
income taxes in 1970, which amounted to 59 percent of their pre-tax
earnings of $4.9 billion. Depending on whether after-tax profits are
measured in tefms of sales or total assets, rates of profitability run
about 5 to 6 percent for éil industries and somewhat less, 4 i0 §

percent, in manufacturing. (429-43h)
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The financial experience of the affiliates shows some sharp
contrasts with that of their parent firms operating domestically in
the United States. Much of the contrast arises from the period used
for the comparison--1966 through 1970--which turn§ out to have been
one of boom-ending-in-recession in the United States and recession-
culminating-in-boom abroad. But these contrasts highlight an important
point: the ability to diversify internationally can insulate the MNC
from the vicissitudes of the business cycle in any one country or region,
thus smoothing, in the long run, the curves of sales, incomes, profits,
and tax payments as reflected on consolidated statements. (pp. 433-U43L)

Still another point which emerges from the analysis is that tax
"rates" imputed by comparing tax payments with net incomes before taxes
turn out to be roughly the same in the United States as abroad. If
anything, they appear to be slightly lower in the United States. This
evidence permits a tentative inference that there may be little incen-
tive--from a tax viewpoint--for the MNCs to try to maximize their
foreign incomes at the expense of domestic operating results. If
anything, the incentives may work the other way; it may pay to make
U.S. consolidated income look as. good as possible by transferring funds

as affiliate "costs," to declare it at home, and to pay taxes on it

at home. (pp. 434-435)
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Chapter V. Multinational firms in international finance

This chapter takes a hard and detailed look at  the activities
and effects of MNCs operating in the international financial and monetary
systems. The present chapter is market-oriented. That is, it describes
the kinds of markets in which the MNCs conduct their financial business,
the effects of ;he MNCs on these markets, and how the MNCs have changed
them. The aim of the analysis is té assess the degree to which the
growth of multinational business has or has not altered the realities
of financial market size, structure, and behavior which lie behind the
efforts of governhents to construct a stable, workéble international
monetary system. The chapter concludes with an evaluation of.the role
of the MNCs in the crisis situations which have rocked and threatened
the founcations of the international monetary system in recent years.(p. h53)
Chapter V gives little emphasis to policy issues themselves or
to the problem of how governments, acting separately or in concert,
might try to solve che dilemmas of the existing international monetary
system. Such discussion would be outside the scope of the study.(p. 453)
One of the great historical developments of the past 15 years
in the Free World economy has been the progressive intermingling 6f
its money and capital markets. This integrative development is a

sharp break from traditional patterns, and three features stand out

as important.(pp. 457-475)
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First the Eurocurrency markets and the Eurobond market (or the
international bond market in general) play a crucial role as the
mechanisms through which the process occurs. Unlike earlier periods
when analogous but nat nearly as pervasive developmentﬁ also occurred,
a single, powerful, naﬁion#l financial system does not play the rale

of integrator. - This role is filled instead by a pair of international

markets that stand outside of and are largely umcontrolled by authorities
of the separate national economies that are affected by the process.
Secondli, strong tendencies for an international equalization.of
interest rates eneige as both a result and symptom of the integration
process. Third, it has become increasingly difficult, sometimes
impossible, for the central.bank authorities of any one country to
move in directions which run counter to international money and capital
merket trends, because the markets react with inflows or.outflows of
funds that most domestic monetary systems canmot siund:for tong periods.
Thus, even if a country's exchange parity is not in such serious dis-
equilibrium that an exchange rate modification is cslled for, a perverse
movement of national interest rates can force such a change because of
an econﬁny's vulnerability to massive, highly volatile flows of short-
tern funds. (pp. 475-76)

Because of their importance as the pivotal, "integrator -markets,"
the international bond market ard the Eurocurrency markets are described
in some detail. These markets are large. In 1971, the international

bond market 1/ handled $5.2 billion in new public issues, plus a large

1/ Includes any issues sold outside the country of the borrower.
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but undetermined amount of privatély placed, medium-term financing.

As estimated by the Bank for International Settlements (BIS), total

assets in the Eurocurrency markets aggregated $71 billion at the end

of 1971; of this, the Eurodollar component was by far the largest,

at $54 billion. Other material in these sections marshals information

on how these markets are supplied with funds, who the borrowers are,

and how the markets function; the puipose of the analysis is to show

how the integrator functions of the markets actually are carried out.(%477-506)
The growth of the international money and capital markets and the

expansion of international business enterprise have been accomplished

in the last decade or so by an equally significant development of

multinational banking. As in the case of business firms, American

banks have led with a vast increase in the number and asset holdings

of their foreign branches. The growth of both types of institution

has had visible symbiotic elements: the expansion of each type of

institution and market has fed upon the growth of all the others, so

th;¥ it no longer is possible to say who, in particular, caused it all.(506-1T)
It can be said, however, that a central, if not exclusive, feature

of the development of international financial markets in recent years

has been their.orientation to serving the financial needs of the MNCs.

Therefore, the analysis focuses on the MNCs and how they operate in

the internationQI financial markets. (p. 517)
Corporate treasurers have developed a panoply of dazzling new

techniques and rituals to serve the centralized management and control

of their far-flung financial interests. Slicing through to fundamentals,
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however, one can see that the practices of the MNCs, the kinds of
transactions they co;duct, are not much different in character from
those of any kind of firm in international business, whether or not
it is a direct investor. They are, however, better-managed, tech-
nologically superior, more flexible, and--most important--designed
to process bigger volumes of transactions faster than in even the
recent past. (pp. 517-531)

Basic to the efficient, centralized management of the finances
of a large multinational corporation is the existence of only one or
a few central profit centers with the ability and the resources to
plan the firm's worldwide operations in fine detail. The financial
activities of the firm are conducted within the framework of these
plans, and, ultimately, they center on the management of cash flow.
The basic objectives of the financial manager are to cut costs by
increasing efficiency, as well as to protect and, if possible, increase
the value of the firm's financial assets. Three rules prevail: (1)
funds must be moved to where they are needed; (2) interest costs are
to be minimized; and (3) exchangé risks are to be avoided. In the
multinational firm, these rules sometimes conflict--exchange risks
may be avoidable only at the cost of a higher interest rate, for
example--so that International Money Management (IMM) can become a
matter of judgement and risk-weighing. Yet neither the objectives
nor the rules change. In all its other aspects--many of which are
described in this section of the chapter--IMM, despite its fascinating

sophistication and complexity, is merely a matter of financial technology.
(pp. 517-526)
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That thg many participants involved in the international money
market are capable of generating crisis situations for the international
monetary system is beyond dispute. As a group, they commanded short-
term, liquid assets estimated at about $268 billion at the end of 1971,
of which the lion's share was under the control of multinational firms
and banks headquartered in the United States. This $268 billion, all
managed by private persons in a private market which is virtually un-
controlled by any sort of official institution, amounts to more than
twice the total of all international reserves held in all central banks
and international monetary institutions in the world at the same date.
These are the reserves with which central banks fight to defend their
exchange rates. The resources of the private sector outclass them. (531-40)

Because $268 billion is such an immense number, it is clear that
only a small amount of the assets which it measures needs to move in
order for a genuine financial crisis to develop. With its increased
efficiency and flexibility, the international money market is fully
capable of focusing, with telling effect, on a crisis-prone situation--
some weak currency which repels funds and some strong one which attracts
them. Yet precisely because such a small proportion of the resources
of the MNCs are needed to produce monetary explosions, one can conclude
with some certainty that the vast majority of the MNCs can be absolved
of the charge of "speculation," defined as risking rather than pro-
tecting assets. Either they merely make marginal adjustments to move

"with the market"--which is a protective rather than a speculative
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act--or they sit tight while at most a very few of their number move
large'balances about in a speculative manner. (pp. 540-543)

While it is not appropriate to conclude that speculative behavior
characterizes the international financial activities of the great
majority of MNCs, it is appropriate to stress that they have been a
primary creative force in the growth of the international money and
capital markets. This is the sense in which the MNCs indeed have
altered the international realities around which the policies of
governments--and the international monetary '"system' in general--are

framed. (pp. SLb-46)
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Chapter VI. Technology, R & D, and the multinational firm

As a groué, the multinational corporations based in the United
States exert an enormous impact on the development of new domestic
technology. They dominate RED spending in the United States to the
extent that their activities virtually determine the amounts and
patterns of R§D outlays in manufacturing industry. (pp. 555-558)

The MNCs have also become the principal institutions through
which technology in its various forms is exported and imported. As
reflected in massive royalties and fees, U.S. exports of technology
outweigh imports by a factor of'more than ten to one; net inbound
flows of royalties and fees reached nearly $2.3 billion in 1971,
with the MNCs accounting for an estimated 90 percent. While net
payments figures appearing in the royalties and fees accounts of
the balance of payments cannot be presumed to serve as an adequate
measure of the amounts of technology that have flowed into and (mainly)
out of the United States in the past, 1/ they indicate clearly that,
in. the aggregate and for a number of individual industries, net ia-
bound royalties and fees are significant indeed relative to total
R&D spending in the United States. In 1970, for example, they

were equivalent to about eleven percent of the $17.9 billion

1/ The payments figures include pro-forma levies against foreign
affiliates by their U.S. parent companies to support domestic R&D
budgets; they also include inaccurate and sometimes unrealistically
low prices attached to licenses and similar technological transfers
to related and unrelated foreign concerns. Accordingly, there is
no direct correlation between the amounts shown in the balance of
payments accounts and the amount of the technology transfer that
might actually have occurred.
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spent on R&D by all industries, and to nearly a fourth of total RED
spending ($10.1 billion) financed by company rather than Federal funds.(593-6oh).

The high technology domestic industries are defined as those with
high levels of R&D spending by the MNCs relative to total domestic sales
of all firms in those industries. They have shown a strong penchant in
recent years for putting more new direct investment in place abroad (in
comparison with investment at home) than have the medium and low tech-
nology industries. From 1966 through 1970, new foreign direct invest-
ments by the MNCs in the high technology industries were more than 27
percent as large as their new domestic investments, whereas the com-
parable ratios for the medium and low technology industries were 11
percent and 10 percent, respectively. Thus, new domestic investment
by the high technology industries still was about 3.7 times as great
as the MNCs' new foreign investment--but in the medium and low technology
groups the levels of new domestic investment were nine and ten times
larger than the amounts of new capital placed abroad.(pp. 562-569)

Given the MNCs' preponderant roles as both the generators and the
exporters of U.S. technology, as well as evidence that the technologically
most advanced industries are investing abroad faster than the less ad-
vanced industries, it would seem almost a foregone conclusion that the
MNCs must have contributed to the United States' declining comparative
advantage as a trader of high technology products. Yet this is not the '
case according to the available evidence. An examination of U.S. trade
in 1970 shows that there are fairly strong positive relationships between

levels of technology in various industries (as measured by RED intensity)
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and levels of MNC-related export trade, whereas no statistically
meaningful relationships can be found with respect to MNC-related
import trade. More important, however, changes in MNC-related trade
(new exports and new imports) over the 1966-70 period show that the
MNCs in the high technology industries have clearly outpaced the non-
MNCs as net exporters. (pp. 570-5T9)

Although the net export record of the MNCs has been highly favor-
able in comparison with non-MNCs in the high technology induétries,
there may have been some erosion of U.S. export markets by the sales
of MNC affiliates abroad in the high technology industries. Analysis
of the worldwide market shared by U.S. exporters on the one hand and
by the foreign affiliates of the MNCs on the other, suggests that the
erosion that may have come from this source over the 1966-70 period
probably did not exceed $1.5 billion, or 18 percent of the increase
in the affiliates' total foreign sales of high technology goods in the
same period. Thus, the indirect erosive effect was, at worst, small
relative to the affiliates' total foreign sales of 316 6 billion in the
high technology group (excluding transportation equipment) in 1970. (579-81)

There are grounds for an inference that, as a matter of strategy,
the MNCs do not, on balance, export their first-line technology either
to their own'affiliates or to unrelated foreigners. Rather, this first-
line technology tends to be retained in plants at home, to generate new
exports and compete effectively with imports in the same class. This
hypothesis "explains'' the continued, strongly favorable, direct impact

of the MNCs on U.S. trade, and it suggests that the large and rapidly

89-0200-73 -6
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rising income from royalties and fees comes mainly from exports of
technolhgy of a slightly older and less competitive variety than that
which is retained for domestic use. The rather small MNC-related losses
in U.S. dominance of trade in high technology goods that come indirectly
from their affiliates' foreign sales--losses which are more than offset
by the gains from the MNCs' direct effects on U.S. trade in the same
goods--may be due partly to an unavoidable necessity to meet foreign
competition on the foreigners' home ground. U.S. technological hegemony
cannot be total, and in a limited number of fields of high technology
production, other industrial countries have come sbreast of U.S. tech-
nology to the point where the competitiveness of a few U.S. industries

in a few lines of production is, at best, marginal. (p. 604)
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Chapter VII. Impact of the multinational firm on labor in the
United States and abroad

As a major force in the United States and world economies, the
MNCs also have a major impact on labor in the United States and in the
key industrial countries in which they operate most heavily. As em-
ployers, the MNCs dominate in the United States and have a very strong
influence in Canada. For other countries, they are less important but
not negligible. Because their productivity abroad is generally far
higher than the productivity of competing local ffrms, the MNCs tend
to account for a far larger share of total output (sales) in manufac-
turing than of total employment. (pp. 605-634)

In every country, the MNCs compensate their labor about as well as
do local firms. There are some variations but no ‘real departures from
this general rule--except in the United States, where the MNCs generally
are the high-wage employers in their respective branches of manu-
facturing. In Canada, their "match'" with local standards is very close
(probably bgcauseAthe MNCs are so influential that they themselves set
the standards), whereas in Europe, while the "match" is good, there appears
from the data to be a slight tendency for the MNCs to under-compensate
their workers relati§e to local norms. In Mexico and Brazil, the reverse
is true; while the MNCs conform generally to local wage standards, they
appear to pay just a little more in many cases. (pp. 620-629)

In the United States, the productivity performance of the MNCs is
about as good as the national average in most industrieS. Abroad, however,

it is much poorer than in the MNCs' parents' operations in the United
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States--but it is considerably better than the national averages for
the indﬁstrieé and countries in which the affiliates operate. Thus,
the MNCs' productivity record falis about midway between U.S. levels
and average levels prevailing abroad.(pp. 629-634)

Wage levels and productivity measurements are combined in estimates
of unit labor costs, which constitute probably the best single variable
to use in measuring the ways in which the MNCs--or any firms--interface
with their labor. In the United States, the MNCs are high-cost firms.
Their much higher wages and only average productivity performance re-
lative to non-MNC firms in their industries.lead to unit labor costs
that are significantly higher than the national averages. In the
industrial countries abroad, however, the MNCs' affiliates show unit
labor costs that are lower--significantly lower--than those for all
firms in these countries. At the same time, the MNCs' labor costs in
most countries are rou<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>