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Talking Points

The Trade Reform Act of 1973

I The Situation

In September 1972 the President told the financial leaders
of 134 nations that "The time has come for action across the entirc
front of international economic problems. Recurring monetary
crises, such as we have expericnced all too often in the past decade;
unfair currvency alignments and trading arrangements, which put
the workers of one nation at a disadvantage with workers of another
nation; 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 injurc our
economies, they also create political tensions that subvert the cause
of peace. ' At the same meceting, Sccretary Shultz sct as the goal
for our negotiations a system in which all nations, including the
United States, achieve overall balance in their international payments.

Against that background, the United States' trade deficit
recached almost $7 billion last year, the largest in its history. We
are determined to move back to the trade surplus which is necessary
to reach that overall balance. Currently United States exports are
growing rapidly and there is great potential for future gain. However,
many products we produce efficiently face substantial and in some
cases discriminatory barriers in foreign markets.

To provide the tools necessary to deal with the trade aspects
of these problems, the President recognizes the need for major
changes in existing trade law. He has asked seunior Administration
officials to consult with leadcrs in the Congress, labor, agriculture
and business before deciding on a final Administration proposal for
a comprehensive Trade Reform Act. A realistic appraisal of the
present Unitcd States position in the world calls for legislation that
could lead through negotiation to a more equitable and open trading
system, and also authorize unilateral US actions, if necessary, to
defend its interests.
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II What Has Decen Done

During the p: st four years the President has acted to improve
our intcrnational economic position:

-- The New Economic Policy, announced August 15, 1971,
has improved the performance of the economy, reduced unemployment,
and Increased our competitiveness.

-- Our competitive position was further strcengthened by the
Smithsonian Agreement establishing new exchange rates.

-~ Negotiations for reform of the world monetary system are
now underway; far-reaching United States' proposals call for a more
symmetrical and more responsive system.

-- Agreements limiting textile and steel exports to the United
States have slowed our rate of import growth in these sectors and
reduced pressure on American jobs.

-- The trade agreement with the USSR promises to strengthen
peace through trade, and farm incomes are already higher thanks to
Sovict grain purchases. Trade has resumed with the People's Republic
of China.

-- We are pushing hard for improved conditions of trade with
Japan, including a more rapid relaxation of their import and investment
restrictions. Also, we are seecking full compensation for impairment
of our trade interests resulting from enlargement of the European
Community and its growing system of preferential trade arrangements
both within Europe and with other parts of the world.

-- We have obtained commitments from the world trading
community to begin in late 1973 broad, multilateral negotiations in
which we will seck reform of the system and the reduction of barriers
to our exports.



IIT What Is Nceded

While nonetary reforin, especially improvements in the
adjustment process, sho:ld help imiprove our trade position, it is
important to complement a new monetary systein with a more open
and equitable world trading system. In fact, if exchange rates are
to function effectively, it is imuperative that distortions in the trading
system such as highly restrictive agricultural practices, quantitative
import restrictions, and special preferences, be eliminated or reduced
substantially. :

Legislation to enable the United States to deal more effectively
with trade problems, at home and in negotiations, and to take advantage
of existing opportunitiecs would include four major components:

-- To facilitate the negotiation of more open and equitable
irdustrial and agricultural trade arrangements, authority to increase
or reduce US trade barriers;

-~ To deal with rapidly increasing import competition that dis-
rupts domestic markets and displaces American jobs, a new safeguard
and adjustment program;

-- To deal with balance of payments problems, authority to
raise or lower trade barricrs; to deal with domestic inflation, authority
to lower trade barriers temporarily and selectively.

-- To take advantage of new trade opportunities and fulfill
commitments to developing countries, authority to grant MFN treatment
to all countries and to grant developing countries temporary generalized
tariff preferences.

IV How It Might Be Done

A. Negotiating carrots and sticks -~ New authority is needed to
take advantage of bilateral or multilateral negotiating opportunities
to increase trade and to take corrective action if other countries
maintain unjustifiable restrictions. Improved terms of access to other
markets for our farm products, as well as for our industrial products,
will be a major goal in the forthcoming necgotiations. Agreements with
respect to these issucs could be implemented under the tariff and non-
tariff barrier provisions described below.




l. Trade necotiating carrots

a. Tarifls - Authority would be granted for a period
of five years to eliminate, reduce, increase or impose duties on all
products as may result from a negotiation. Procedures would be
established to exclude especially sensitive products from negotiations.
Reductions in most tariffs would be staged over a period of five years
or more with lenger periods provided {for staging reductions on
import-sensitive items.

Unlimited authority to reducc tariffs in exchange for
fully reciprocal concessions from others would give our negotiators
maximum {lexibility and negotiating leverage. While there is little
likelihood that others would agree to eliminate all tariffs, we would
not be precluded as in the past from considering any negotiating
technique. Moreover, such authority would provide scope lor the
elimination of European tariff preferences that discriminate against
our exports. Authority to increase duties without limit would enable
us to take part in negotiations by major industry and to deal with
especially difficult problems by converting non-tariff restraints to
fixed tariffs at adequate protective levels and to negotiate reciprocal
reductions, if desirable, over extended periods.

b. Non-tariff barriers - Authority would be given to

implement agreements concerning a limited number of specific non-
tariff barriers (including, for exmple, agreements covering product
standards, customs valuation and classification, assessment,
nomenclature, marking requirements and administration). This

would be coupled with a Congressional declaration favoring negotiations
to reduce other non-tariff barriers and a new, optional procedure
which would permit the President to implement agreements providing
for the elimination of non-tariff barriers if he (1) notifies the Congress
90 days before signing such an agreement, and (2) submits the agree-
ment and proposcd implementing legislation to the Congress and neither
House rejects it by majority vote of all members within a limited
period (say six months). Agreements which were not authorized in
advance or submitted under the new veto procedure would be submitted
to the Congress for approval if their implementation required changes
in existing laws.



2. Trade negotiating sticks - The Administration would

proposc extensive revision of Section 252 of the 1962 Act which
authorized the President to retalicte, in certain circurnstances,
against unrcasonable or unjustifiable restrictions maintained against
US exports. Amendments would simplify the section, increase
coverage to include unfair practices in third country markets, and
eliminate the present restriction of some authoritiecs to cases involving
only farm products.

B. Import Relief - New programs are needed to deal fairly,
effectively, and promptly with rising imports that disrupt domestic

markets and displace workers.

1. Response to fair import competition. The bill would

liberalize and speed avaiiability of both major forms of relief from
import competition.

a. Import restraints - Restraints on imports would be
authorized when the Tariff Commission finds that import competition
is the primary cause (the largest single cause) of serious injury, or
threat thereof, to domestic industry and workers. (At present, it
must find that imports arc the major cause, i.e., larger than all other

causes combined). The current requirement that such injury result
from a previous tariff concession would be dropped.

There might also be new "market disruption' criteria
(Tudgmental rather than mathematical) that would simplify the burden
of demonstrating the necessary causal relationship to imports. For
example, by showing before the Tariff Commission that imports are
substantial, that they are increasing rapidly both absolutely and as a
part of total domestic consumption and that they are offered at prices
substantially below those of comparable domestic products, a petitioning
industry, facing a threat of serious injury, could establish a prima facie
case for import restraint.

Import relief would be authorized for periods up to
five years. Extensions could be granted for an additional period of
two years at Presidential discretion, or further on the basis of a new
Tariff Commission investigation, but no import relief would be
permanent.
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The President would be given more flexibility in devel-
oping fully responsive relief, which could be provided by voluntary
export restraint agreements, or divect national action, such =s higher
tariffs, tariff quotas, or quota. —
’\_—\\

We also want to minimize the risk of retaliation against

our exports when the United States invokes the new, more accessible
escape clause to protect domestic producers. Thus, authority would
be given the President to compensate our trading partners, where re-
quired by existing trade agreements, by lowering U.S. tariffs on other
less sensitive items.

b. Adjustment assistance - The Administration is

studying separate legislation designed to improve the adjustment
process for virtually all American workers, not just those displaced

by import competition. This would (1) incrcase benefits and broaden
the coverage of state unemployment insurance under new mandatory
Federal standards, and (2) provide new Federal standards for improved
and more secure private pension systems,

To assure full coverage for workers displaced by
imports during the period of transition to new, more general adjust-
ment programs, the present adjustment assistance program could be
made more available by dropping the link to prior tariff concessions
and by authorizing assistance when the Secretary of Labor determined
unemployment or underemployment was due substantially to rising im-

ports (rather than having imports the major cause as now).
The existing program for firms would be discontinued.

c. Multilateral safeguards - In forthcoming negotiations
the President will seek full recognition that the rising pace of change

in world trade patterns requires new tools and will propose that under
agreed conditions countries could restrict rapidly rising imports to
permit adjustment without paying compensation. These would be
subject to phase-out over a period of time.

2. Response to unfair import compeﬁtion - The Adminis-

tration is considering possible amendments to the antidumping and
countervailing duty statutes, and to Section 337 of the 1930 Tariff Act
which has been used mainly to limit unfair practices concerning imports



subject to US patents. Additional authority to deal with unfair trade
practices would be provided in a new Section 252 (see p. 5).

C. To deal wilth overall weaknesses in our ecnonomic position:

1. Balance of payments authority - The President would

seek authority to raise or lower import restrictions across-the~-board
to dcal with persistent balance of payments deficits or surpluses.

Surcharges are a preferred remedy, but present GATT rules permit
Nemmemrmrssma—————

only imposition of quotas in balance of payments cases. While efforts
are made to change the GATT rules, authority for both actions would
be given. The President also would be given authority to impose sur-
charges or other import restraints selectively against imports from
countries in persistent global payments surplus under agreed criteria
or in cooperation with decisions of the International Monetary Fund.
Provision of this authority supports the positions taken by the United
States in current monetary negotiations.

2. Anti-inflation - Permanent authority would be provided
for temporary reduct’ 'n of a limited number of United States' import

restrictions when the President determines that such action is neces-
sary to relieve inflationary pressures.

D. Other Major Provisions

1. Generalized tariff preferences - The bill would autho-
rize the President to implement a temporary system of generalized

tariff preferences for developing countries. The system would exclude
a number of import-sensitive products (including, for example, textiles
and shoes). We arc cxploring a strict ""corpetitive need' formula

that could limit preferences for any one country to no more than 50%

of imports, or $25 million, of a dutiable article, whichever were
lower. In practice, this would tend to limit imports morc from Asian
countries than from Latin American countries.

While the proposed scheme might appear to be somewhat
more liberal than the Europecan and Japanese scheme, it would be
much simpler to administer and would encourage LDC's to shift the
focus of their discontent away from the U.S. Only countries that agreed
to eliminate reverse preferences discriminating against United States'
exports would be eligible to participate. Iinally, the President would



have the authority to limit further the prefercnce for any country
or product which might cause particular difficulty for American
industry.

2. Expanded MTN Authority - The President would be
granted authority to extend MI'N treatment to any country when he

deemed it in the national interest to do so. This would remove the
present limitation on MEN for communist countries, including the
USSR and Romania. It would enable the President to implement the
trade agrecment with the USSR and assure Soviet repayment of the
lend-lcasc debt. In addition, it would put the President in a position

to fulfill his commitment to Romania and to take advantage of oppor-

tunities to conclude beRclicial agreements with other communist
countries.

3. Other permanent authorities - The bill would include
a number of additional authorities, including permanent authority for

very limited trade negotiations involving tariff cuts of no more than
20% covering not more than 2% of total imports in any given year if
this action would result in significant advantages for US exports. It

would authorize GATT appropriations.

v Summary

The bill as now contemplated would provide the following
essential provisions to protecct our trade interests (a) by domestic
action and (b) by negotiation.

A. To deal with inequities in the present system, and to
give us the tools we need to manage our domestic response to the
problems which an interdependent world trade and monetary system
may pose, it provides authorities:

1. To meet problems of disruption caused by imports

in particular product categories, a more efficient and more easily
available system of import restraint and assistance to workers to
ease their adjustment.

2. To deal with unfair competition, measures to

strengthen our laws on dumping, defend against trade distorting
subsidies, and other unfair practices, whether by private traders
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(e. g., through patent infringement actions), or by governments
(through more effective retaliation provision).

3. To meet more cilcctively the problems caused by
5 ]
overall imbalances in the wor!ld payment's system or in our domes-

tic economy, new authoritics to usc trade policy measures to act
on our own payments situation or to relieve inflationary pressures
on U.S. prices.

B. To enable us to expand opportunities for U. S, exports,
to permit cur consumers to reap the full benefits of trade and to
negotiate major reforms in the world trading system consistent
with our mwonetay reform obhjectives, it provides authoritices:

1. To raise or lowcer tariffs and deal effectively with

non-tariff barriers, in both industrial and agricultural trade,

making trade more equitable more responsive to market forces,
and {reer of government-inspired distorting practices.

2. To necgotiate a new multilateral safeguard system,

under which nations manage temporary relief fros: rapidiy rising
imports according to agrced rules and which remove the burdens
on particular countries, like the U.S., which have been inequitably
borne in the past.

3. To meet our commitments to the developing world;
to bring pressure on other developed countries to change their
policies which discriminate among developing countries and against

us; and to open up new trade opportunities with those countries with

which we have had very little trade in the past, reinforcing our
efforts to build a generation of pcace.
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NOT LOGGED
THE WHITE HOUSE *—-
WASHINGTON p)"&a e&!

November 27, 1972

MEMORANDUM OF DISCUSSION WITH BOB MC NEIL OF ECAT
ON MONDAY, NOVEMBER 20, 1972

Bob McNeil believes the chances of getting a trade bill
through the Congress in the first part of the year are almost nil.
He believes that there would be a strong Congressional objection
to Administration initiatives in this area.

McNeil believes, however, that the alternative of general
authority, as suggested by the Treasury, is equally unrealistic.
He believes it would fail both as a basis for negotiating with
third countries and that it would be impossible to get Congressional
passage of the results of the negotiation. ‘

McNeil suggests as a third alternative the introduction
of legislation about the end of March or early April subject to
an agreement with Mills that hearings would not be pressed.
McNeil feels that this would be a reasonable basis for opening
discussions with the other trading partners. He points out that the
. discussions for many months will deal with forms rather than
substance. He would expect then that there could be a change in
Congressional climate which would permit passage of a forward
looking bill either late in 1973 or very early in 1974.

ind

cc: Messrs, Rose, Timmons, Brady, Hinton;
WH files and CIEP files



THE WHITE HOUSE

WASHINGTON

February 7, 1973
MEMORANDUM FOR DICK COOK

FROM: PETER FLANIGAN .

Attached hereto is a paragraph on the Trade Bill
to be included in the President's talking points for his
meeting with Wilbur Mills. In addition, I have included
a paragraph regarding the report in today's Times on Mills'
effort to block MFN for the USSR unless it rescinds its
exit fees.

Attachment [/ /



The Trade Bill

At the urgings of the United States, the European
Community, Canada and Japan have agreed to multilateral
trade negotiations beginning this Fall. While no legislative
authority is necessary for the US to begin such negotiatiops,
the participants have indicated varying degrees of reluctance
to negotiate unless the Congress has given the President
advance authority (as has been the case in past negotiations)
to implement most of the agreements reached in the negotiations.
It is proposed that this implementation authority be included in
a Trade Reform Act of 1973 which would be structured differently
from the past trade bills which were solely expansionist in nature.
The proposed Bill would be a two-edged sword giving the President
on the one hand authority to retaliate for discrimination against
US exports and to protect US workers from a surge of imports,
and on the other hand to negotiate an expansion of trade along with
more equitable terms of trade. Given the current schedule for
Ways and Means hearings on taxes, the earliest schedule for the
beginning of Congressional consideration of this Bill would
apparently be the second half of April.

Today's newspaper reports that Mills is introducing a
bill, supported by 260 House Members, identical to the Jackson
bill, supported by 75 Senators, prohibiting MFN and tax credits
to the USSR until it rescinds its exit fees. If passed, such
legislation would deny the President current authority to provide
the agreed upon Ex-Im Bank facilities for the USSR and would
prevent him from granting the USSR MFN in accordance with the
Trade Agreement and as a precondition of Soviet repayment of
lend-lease. The proposed Trade Reform Act includes a title
removing the current prohibition against the President's granting
MFN to communist countries. The Administration's position to
date has been that we are more likely to convince the Russians to
remove the exit fees through political negotiations than we are
through trade measures which are as detrimental to the US as they
are to the USSR.
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THE MULTINATIONAL CORPORATION AND THE
WORLD ECONOMY

Introduction

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

What is at issue today is the degree of freedom that multinationals
should have or the extent of regulation that should be imposed on
their present operations and future growth. Two developments in the
past fifteen years have focused public attention on multinational
corporations: first, the massive influx of U.S. capital into Europe;
and second, the continuing deficit in the U.S. balance of payments.

The Labor Charge -

In the United States, organized labor has charged that multi-
national corporations export American jobs through the transfer of
precious 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 Senate Finance Committee in May, 1971, AFL-CIO President
George Meany stated:

“Operations by American companies obviously displace United
States produced goods in both American markets and world merkets.
These companies export American technology—some of it developed
through the expenditure of Government funds paid by American
tax‘%g,yers. Their biggest export, of course, is United States jobs.

“These multinational firms can juggle the production of parts and
finished products from one subsidiary in one country to another. A
multinational corporation can produce components in widely separated
plants in Korea, Taiwan, and the United States, assemble the product
in Mexico and sell the product in the United States at a U.S. price
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, thus 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 import transactions are
within the corporation, debei’mineél' by the executives of the corpora-
tion—all for the benefit and profit of the corporation. This is not
foreign trade. Surely it is not foreign competition.

“The 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 imported small cars. But the engines
are imported from England and Germany, and the standard trans-
missions are imported from Europe.

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

“Ironically these are the same multinational corporations who have
sought' to influence U.S. trade legislation in the name of ‘free trade.’
" “Meanwhile, back in the United States, expansion of large national
corporations has been tempered to a degree by Government regula-
tions, standards, and controls. And, in the past few decades, large
U.S. corporations have had to meet responsibi?iti'es to their employees
through labor unions. Moreover, the multinationals’ global operations
are beyond the reach of present U.S. law or the laws of any single
nation.”

The Business Defense

On the other side, defenders of multinational corporations claim
that rather than export jobs, multinational corporations help create
jobs in the United States, make us more competitive in international
markets and improve our balance of payments position.

Former Secretary of Agriculture, Orville Freeman, who is currently
President of “‘Business International’’ stated before the Subcommittee;

“By definition, a multinational company is one that looks at the
entire world as an area of operation, and acts that way. It searches
everywhere in the world for new technology, talented people, new
processes, raw materials, ideas and capital. 1t 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 less 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 Uniteg States is
more than four times U.S. exports. It rests on an investment of $140
billion and carries a net worth of approximately $70 billion. It returned
to the United States in 1970 through dividends, interest, royalties,
and fees $7,640 million. Its net contribution to our balance of pay-
ments for 1970 at $3,640 million was $1,500 million more than the
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merchandise export surplus. It would have been double this figure if
records of exports to subsidiaries had been kept after 1965, when such
exports amounted to $4,420 million. St ' v

“Internationalization of production of this magnitude has come
about because it’s effective. It works. It involves a major extension
of the economies of scale and management, invelving high levels of
capital and advanced organization skills which make possible the
efficient use of science and technology. The growth rate o E:odu’ct}ion
by international corporations has been high and remarkably steady
since 1950, 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.”. _ ‘ i 4

Another defender of international corporations, Dr. N. R. Danielian,
Presiggnt of the International Economic Policy Association, com-
mented :

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

“The implication that ‘run-away’ U.S. companies serve the U.S.
market with cheap, foreign labor simply is inaccurate in all but a few
cases. To take one example: Of the 1,321,000 foreign cars imported
during 1970, only 123,299, or 9.3 percent, were made by U.S. subsid-
iaries abroad. The rest were Volkswagens, Toyotas, Fiats, and the
like, all produced by foreign-owned companies. In the case of the 13
million short tons of iron and steel imported during 1970, hardly any
could be attributed to American-owned subsidiaries abroad.

“If all U.S. investments abroad were suddenly eliminated,. the
United States would be worse off by nearly $17 billion in its mter-
national receipts, two-thirds in exports and one-third in investment in-
come, not including the $1.5 billion income from royalties and fees.
As sympathetic as I am to labor’s viewpoint in the matter of employ-
ment, Ip sincerely believe that they are whipping the wrong herse-in
attacking international or multinational corporations. Most of our
imports come from foreign-owned enterprises; and if third country
markets could not be supplied by U.S.subsidiaries abroad, they would
simply be supplied by foreign competitors. ’

“European opinion tends to blame U.S. direct investments for the
balance of payments deficits. Everyone talks about the $30 billion of
American investments in Europe, two-thirds of which are direct and
one-third are in portfolio investments, roughly speaking; but it is
rarely mentioned that European investments:in the United States are
about equal-—some $29.5 billion—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
business of menufacturing and selling products, not gambling with
huge cash reserves. They would not be in business long if they specu-
lated with » magnitude of liquid assets which could shake the founda-
tions of the combined central banks of Europe.” T
Concern. Abroad o o : O

If the economic effects of multinational corporations are a -conten-
tious issue.at home, the political effects are an explosive issue abroad.
From. Ottawa to Montevideo and Paris, “‘statesmen’” have raised
questions as to whether the activities of multinational corporations
are actually another from of American +“‘economic imperialism.”
Questions of national control over means of production go to the very
heart of the political process, a fact which we may not‘fu%ly appreciate
in this country. o v : S : s

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

Canada -has. recently adopted stricter controls over the inflow of
equity capitsl, 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 participation in their industry.

Latin - America has -a growing hostility to foreign investment
particularly from the Colossus of the North. P

While we may view those corporations as ‘“multinational”’, foreign

countries view them often as an extension of American influence. and
dominance which they may not consider in their own 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 eorporations 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
mterests 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 jeopardize their

assets abroad as they are about their production in the United States.

.+ Yet, it should be recognized that “multinationals’” are not .a ‘dis-
tinetly: American %henomenom Royal Dutch/Shell, Volkswagenwerk,

Philips - Electric, British: Petroleum, Shell 0il, 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. S
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 eorporations. The

Commission has completed an in-depth study of “multi--

.

nationals.” The Commission study revealed many diverse effects of
the operations of-these’ companies. SR oL
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Summary of Tariff Commission Study on Multinational
Corporations

Why U.S. Firms Invest Abroad.—The study found that capital
moved abroad because of the market growth potential in developed
countries or t threat of being deniled 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-wage 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. . R : ‘ -

. Effect on Jobs in the United States—To measure the impact of

foreign investment on domestic employment between 1966 and 1970,

the study, using Commerce Department data, made three alternative
assumptions OF “what would have happened” if multinationals had
not taken their capital abroad: : e .
» (1) The most “pessimistic’”’ estimate, according to the Com-~
mission, assumes that if there were no U.S. plants abroad,
foreign countries would not replace the output of those U.S.
" plants with local production, but would import the entire cutput
from the United States. Under these assumptions, the presence
of U.S. plants abroad represents a net loss 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 Commission deemed
more realistic assumptions than the other two, namely, that
_in the absence of U.g. MNC’s, foreigners wéuld not have sub-
-stituted their own plants for those of the MN(C’s 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 taken completely all the markets
served abroad by the MNC’s afliliates. Under these assumptions,
“the net employment effect in manufacturing shows a gain of
roughéy half a million US. jobs. - - o : :
The study notes that the effect of foreign investment on domestic
employment varied from industry to industry, with employment being
increased in some industries and either unaffected or reduced in others.
Effect on World Trade and Capital Formation.—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 perceént
of all capital spending, and 22 percent of the capital spending in.the
im\l;ilsm&l “backbone” sectors—metals; machinery, and 'transport
e ment. , o e e
qE ect 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.8. multinationals generated $3.4 billion more in new~87§ports
than in new imports. Non-MNC firms in manufacturing produced:

90-604~7 32
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$3.6 billion more in new: imports than in new exports. Again, the
study points out the substantial variance in these effects, industry
by industry. Of the 24 industries in which comparisons could -be made
between 1966 and 1970, there were sixteen industries showing net
increases in U.S. exports of $7.3 billion, and eight industries showing
net decreases in U.S. exports of $3.4 billion. . o
Balance of Payments Effect—Multinationals apparently made a
major, positive contribution to the current account of the U.S,
balance of payments and were not a factor in the deterioration of
the basic balance of payments deficit during the late 1960°s.”"The
study points out that transactions with Canada and Japan have béen

the chief factors in the deterioration of the U.S. balante of payments
position. Multinationals wefe a factor in the adverse history of balanice

of payments with Capada, but niot with respect to Japan. U
~ Effect on the International Monetary System.—The Commission’s
study of the role of multinationals in' the international monetary
system found ‘that private corporations at the end of 1971 contfolled
some $268 billion in short-term liquid assets, with the lion’s khare
controlled by multinational firms and banks headquartered in the
U.S. Movement of only a small portion of the $268 billion could
produce massive monetary crises. The study points to the creative
role MNC'’s havé played in the development of the international
money market, but also that such firms and banks could, without any
destructive or predatory miotivations, frustrate a country’s monetary
olicy because of the mobility of short-term capital. Interest rate
ifferentials or rumors of a currency revaluation, for example, could
send billions of dollars or ether currencies from one country seeking
t6 'maintaii low interest rates for employment reasone to another—
séeking to maintain high interest rates to assuage inflationary pressure.
Technology, R&D, and_ the Multinational Firm.~—Multmational
corporations based in the United States dominate the development
of new domestic technology, according to the study. Exports of
technology outweigh imports by a factor of more than ten to one. The
study ‘found 'that while high technology industries have tended in
récent years to put more new direct investment abroad, compared

with investmernit at home, these industries -have been prominent
generators of high technology exports from the Unitédffﬁtaiés but have
not been prominent generators of high technology. imports to the
United States. Between 1966 and - 1970, a’_t;_cdrtﬁyn,g] 1o the study
MNC’ in"the high technology industries (%e erated some '$6:1 hillibn
in"net’ new ' %{n‘vrté ‘while the non-MNC’s iini the same industries
generated about $2.1 billion in nét new imports. - S
~Légul Issues.—Thé study foresees potential ‘conflicts s i
{843 Gctr tervitorial spplication of antitrust Inws and other policies.
- It points-out that United States antitrust laws'are based on a philo-
~ 'sophicdl premise, that a truly competifive economic system is the
most efficient and most desirable form of society, but that this view

arising from
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is not necessarily shared by America’s trading partners and competis
tors. The European, Canadian, and Japanese approaches, the study
suggests, favor combination and cartelization of domestic enterprises
in .order to compete effectively with the powerful United Statese
based multinationals. ‘ e o o L

Dimensions of Multinational Firms

It is not surprising that the Commission study concluded that
technologically-advanced industries showed a large net gain in
employment while the less. technologicslly-advanced tended to show
no galn or even losses, since the overall trade performance of the
United States is heavily dependent on “high tecﬁnology. industries”
and the job impact of foreign investment depends heavily on the frade
performance of those industries. I E A

It is difficult to generalize about the activities and effects of multi~
national corporations because they encompass quite a . diverse and
heterogeneous group of companies. These activities may range from
making thimbles in Mexico to exploring for oil off the coast of
Nléema ; from wholly-owned U.S. subsidiaries to plants in which the
U.5, ownership is only 10 percent; from factories to sales outlets,
In g 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 . distribution, manage-
ment plhllosoph;xes and many other vamabf)es. o L

While these companies are heterogeneous there is no doubt but that
they are big. (See table t on the following page.) = R

If General Motors were a nation its “‘economy” would be the 23id.
largest in the world, with Standard Oil (New gei‘éey) and Ford not
far behind. o A S
- The “book value’” of U.S. investments abroad has increased from
$31.9 billion in 1960 to $86 billion in 1971. Table A in the Appendix

and; the charts below break down U.S. investment abroad by industry,
and area over the 1960-1971 period. The “book walue’’ 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 878 billion and petroleum st $44 billion. ' P

Europe has surpassed Canada as the main area for U.S, investments
abroad with U.S,-owned private assets there in excess of $80 billion
mx{xﬁﬁaredmth;&a billion in Canada and $24 billion in Latin America,
. The worldwide sales of foreign manufacturing affiliates of T.S.
firms. exceed $90 billion, almost three times the value of U.S. exports
of manufactured products, These sales are over half the total exports

of manufactured products from all 0.E.C.D. nations. (See Table 2),
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-TABLE 1.—NATIONS AND. CORPORATIONS

One way to shaw the size of todav ] la,rge multinational corpomtmns is to com-
pare their gross annual sales with the gross national products of countries, This
gble uses 1970 figures for all except the centrally planned economies (excluding

ina) and General Motors Corp., for wllxch 1969 ﬁgures are used, The amounts

are shown in billions of dollars,

1. United States.____..__.__ $974. 10 '511

; BgYPh. oo e 6. 58

2. 8eviet Union. .. __....__. 504. 70 | 52. Thalland ................. 6. 51
3 dapan. . lilh e 197181583, ITT. . e 6. 36
é. West Germany __________ 186. 35|54, TEXACO . . 6. 35
4. France . 147,53 1{55. Portugal____________ . .._. 6. 22
6. Britain. .. __. 121. 02| 586. ’\Iew Zealand_____._.____.._ 6.08
7. Ttaly.. 5. 02
8. China_ 5. 86
9. Canada . 5. 80
W India. ... ____. . 5. 46
1. Poland._ ___ ... .. A 5. 40
12, East Germany--_ . 4. 81
18. Australia_ . 4. 80
14, Brazil___ 3 . Is 4. 39
15, Mexico__ 33.18165. VOLKSWAGENWERK,_,_ 4 31
16, Sweden.__ 32.58{66. WESTINGHOUSE ELEC.. 4 31
17. Bpain’. ._ - 32. 26 | 67. S'I‘ANDARD OIL (Calif.).. 419
18. Netherlapds.___. L B1.25168, Algeria. ..o _ ... ._. 4.18
18, Czeehaqiova.km---_ S 28. 84169 PHILIPS ELECTRIC.. _. 4, 16
20. Romania. .o ..o © 2801170, Ireland. ______ .. ___..____ 4. 10
ZI.BEIgjmm_t,; ____________ 25.70171. BRITISH PETROLEUM_, 4. 06
32. Argentina. ... . ... © 925.42|72. Malaysia- . ... 3. 84
23. GENER%.:L MOTORS-“ © 2430173, LING-TEMCO-VOUGHT.. 3.77
24. Switzerland_____________. 20. 48 | 74. STANDARD ()IL (Ind Y- 8.73
25, Pakistan__ . ___ ... __.. L 17,5017 BOERING. . v 3. 68
26. South Africa. .. _._.._.__ 16.69176. DUPONT. . . __.____ 3. 62
2. STANDARD OIL (‘*T J Y- 16.55177. Hong Kong. . ... . _... 3. 62
28, Denmark_.___ . . s .SHELL.OIL. ... _ ... . ... 3. 59

29. FORD MOTOR: -

JIMPERIAL CHEMICAL_ . 3.51

30, Austria. oo oo loo 0, BRITISH STEEL.. __..... 3. 50
3L. Yugoslavia_ .. .. . NorthKorea_ . _ ... . 3. 50
32. Indomésia__ .. ... ... 2. GENERAL TFLEPHONE- 3. 44
. Bulgaria. .o _ao.o . NIPPON STEEL____.____. 3. 40
g Moroceo. . ool 3. 34
HITACHI. [ s 3.33
_____________________ 3. 30
GOODYEAR TIRE ....... 3. 20
SIEMENS. ... ioooieo oo 3. 20
%uth Vietnam._ ... 3. 20
Libya_ . 3. 14
‘iaud: Arabxa ______________ 3,14
................... 3, 08
E‘ARBWERKE P
E ______________ 3. 03

b B AIMIERBENG T 3 02
) PROCTOR & GAMELE . 2. 98
97. AUGUST THYSSEN- -

________________ 2. 96
BETHLEHEM STEEL... 2 94
BASF e 2. 87

Souree: Lester Brown, “The Interdependence of Nations.”
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Comparison of U.S.Exports of Manufactured
Goods and Sales of Foreign Affiliates of U.S.

Fi rms

. 490
bil.

~ Worldwide sales of foreign
manufacturing
affiliates of
U.S.firms

13
Proﬁts

The proﬁts of mulbmatlonal corporations are truly dlverSIﬁed 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 on 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 automotlve giants are
$900 million to $1.2 billion larger

e diversified multinational: ,eorpora,tlons *w1th  earnings spread -
out aﬁ 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 fproﬁts really buoyed the earnings of many /U.S. companies.

the issues related to overseas profits is ‘the question of
whether the U.S. foreign source income prowswns glve an meentlve
to invest abroad rather than at home. ety 3

" 90-604—78——38



Table 3. —MULTINATIONAL PROFITS, 1970

Estimsted T
foreign ., Net o« - . B .
. Net sales sales Percen income . . Percent . .
Company ) . __(mitlions) (mitlions) . .total (millions) _ foreign Where the profits come from
Standard oil (New Jersey) .............. $16,554 $8,277 50  $1,310 52 Worldw:de S
FordMotor..............0..cooeiiiiinnn. 14,980 13,900 26 516 1 24 Germany, Britain, Austrai:a
General Motors........................ 18,7562 13,563 19 609 - 119 Worldwide. . - S
MobilOil.............o...o 7,261 3,267 45 483 - 51 Canpada, Middle East.
International Business Machines. . .... 7,504 2,933 39 1,018 50 Worldwide, ‘ |
[nternational Telephone & Telegraph. . 6,365 12,673 42 353 135 Canada, Europe, Latin America.
k1 - Lo T G 6,350 2,540 40 822 (®) Worldwide. .
GuifOil...............oa 5,396 2,428 45 550 321 Middle East, South America, Canada. ot
Standard Oil of California.............. - 4,188 1,885 45 455 3146 Middle East, indonesia, South America. ™~ |
Chrysler......................o.iil 7,000 11,700 24 +7.6 () Worldwide, .
General Electric................ eerenns 8,727 1,393 16 329 20 South America, Canada, ltaly.
Caterpillar Tractor...................... 2,128 1,118 53 144 {(#) Exportsales, Worldwide.
Occidental Petroleum................... 2,402 11,105 46 178 ) Middie East, South America, Africa.
F.W.Woolworth.............o......ees 2,528 51,001 35 77 61 Canada, Germany, Britian.
Eastman Kodak. ....... e, 2,785 874 31 404 19 Worldwide.
UnionCarbide.......................... 3,026 870 29 157 ¢ Do.
"Procter&Gamble...................... 3,178 795 25 238 25 Britain, Europe, Latin America.
Singer........ et eer e 2,125 775 37 75 (8} -Europe, Latin America.
~Dow Chemical...............c.voen..t. 1,911 771 40 103 .45 WOridwide Co
CPC International. . ... v 1,376 692 50 61 51 Do,
“International Harvester. ... .. ihens 2,712 680 25 52 { Canada, Europe, Africa.
-Firestone Tire & Rubber......... PO 2,335 677 29 93 39 Worldwide.
" Colgate-Palmolive ’ 1,210 670 55 40 ®) Do. . :
Honeywell . ..................... ... .. 1,921 622 35 58 @) Europe, Brmsh Cemmonwea!th
National Cash Register................. 1,421 643 45 30 851 Worldwide.

; 3,618 634 18 329 (?) Export sales, Europe.
1,938 633 . 33 30 1539 Latin America.
Minnesota Mining. & Manufactunng .. 1,687 605 36 188 {?) Europe, Canada, Australia.
First National City Gorp............ . 1,704 600 35 139 43 Worldwide, ,
Engiehard Mmerals &Chemical voew 1,474 589 4a 36 (?) Britain, Europe, Japan.
Sperry Rand... .« N .. 1,739 589 34 72 :_(12 Europe, Japan.
Xerox..... iy . 1,719 518 30 188 Britain, Canada, Latm America.
American Standard 1,418 511 36 13 33 Europe
Coca-Cola.;....... 1,606 498 31 147 {*) Worldwide..
Swift............ . - 3,076 492 i6 .29 (®) Canada, Britain, Germany
General Foods. 2,282 479 21 119 () Canada.
American Smelting & Reflmng. e 718 467 65 89 ' Sg Australia, Peru, Mexico.
Monsanto.................. 1,972 467 24 .67 31 Canada, Latin America, Europe.
Warner-Lambert................. ... 1,257 453 36 98 ) Worldwide.
General Telephone & Electronics....... 3,439 441 13 236 7 . Canada, Europe, Latin Amersca
H. J. Heinz........ vy e eireeaaas 990 433 44 38 44 Worldwide.
ggigya! ........... R l,g’gg fﬁg i; §4 75 Canada, Mexico. - E
P DU S P : 1 55 Britain, Europe, Latin America.
Litton'Industries. ...................... 2,404 409 17 69 {*) - Europs, LatlnpAmenca.
Schlumberger...f.; ....... 579 341 59 49 {9y France, Canada. -
OfisElevator.............vieveni.an. 1601 31 50 24 35 Worldwrde.
Gullete .................................. 673 289 43 66 50
USM......... N et e . 440 203 46 10 98 sztrinsh Cnmmonwealth Europe, Latin
S , erica, . -
Chesebrough-Pond's .................... 261 - 111 43 B 40 Europe, Canada, Latin Ame
Black &Decker...... .0 285 107 42 20 50 Exportsales. e
 Excitidés Canada. e - tPer ' '
3 gggggact"able ) s ) 7 Perg::% g:ﬁ 82 :g?r:?r&nsgt;gf?;rtaxes and extraordinary items.
S completed s o
« Deficit. _Note: All oif company figures exclude excise taxes.

. ; ‘chent ‘based on’ consehdated gales and equity in uneonsoudated Btib-
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kThe 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. - ST R
SRR -~ 'The Foreign Tax Credit

Our tex laws provide that' forelgn” subsidiaries of “United: States
corporations may credit their foreign taxes peid 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 multinationat 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 %nited States; thus, our labor situation will
not be improved and our balance of payments will be made much
worse. . : L

- On the other hand, however, critics will point out that the foreign
tax credit not only serves to encourage (or at least not discourage)

i

American corporations from settinf 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 Treasury. They may suggest that it

was the foreign tax credit not the depletion allowanceé or any of the
other so-galled tax preferences, which was responsible for the fact that
several large United States corporations paid little or no domestic
income tax in some recent years. Furthermore, there is the question
of whether the parent company can juggle the books, so to speak, so
as to arrange their world-wide income distribution to minimize” the
United States tax liability,. . = . S B

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

Prior to 1921, only American corporations with foreign branches
were entitled to the foreign tax credit. In 1921, Congress extended the
foreign tax credit to a domestic corporation which owned a majority of
voting stock in a foreign subsidiary. In general, the credit continued
unchanged until 1942 when Congress expanded it to allow domestic
corporations a credit for taxesf)aid by a wholly owned for%%n sub-
sidiary -of the majority owned foreign subsidiary. In 1951,

.

NZress.
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further liberalized this provision by allowing the tax credit to a do-
mestic corporation whicE owns at least 10 percent of the voting stock
of a foreign subsidiary from which it receives dividends. o ‘
It also provided that such a 10 percent owned corporation which
owns 50 percent or more voting stock %a;mther foreign_corporation,

. from which, it receives dividends, shall be regarded es having paid a

§:oort.ion of the taxes paid by the other foreign corporation in any
oreign country. e - : Co

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 eredit 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” lmitation, which
sgeciﬁesthat, 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
Iimitation. - 3 o S
. Table 4 shows that the taxable income. on foreign -earnings of
U.S.-owned corporations was $11 billion in 1970. Taxes paid to
foreign governments on-that income is estimated at $5.7 billion, or
51.8 percent. After crediting those foreign taxes with a $4.8 billion
foreign tax credit, the U.S. Government received only $640 million
on the $11 billion in taxable income or 6 percent. : ‘
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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 et al.?
Wage and salaried individuals are already heavily taxed. Without a
strong manufacturing sector they would not have the incomse to pay

.. for the existing government services, no Jess new programs. That is a

damental issue that underlies seme.of the provisions in the Hartke-

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?
S The Deferral Issue

Anotherrelated tax issue is the deferral aspect of foreign-source in-
come. Under our tax laws, a subsidiary abroag 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 mnterest-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
iséue- 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.if. (and excluding foreign aid
e:;{)orts)‘ thé deficit was $14.5 billion, an amount larger than our total
balance of payments dsficit 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 intrease in the demand for imports; o \
(2) The ‘“‘perverse” effects of the dollar devaluation in Decem-
ber 1971 whach increased the value, but not always the volume,
of U.S. imports; BT : S
(3) The growing:value of raw materials imports particularly
petroleum, and : : ~ o
" (4) The failure of our trading partners to provide meaningful
access to their markets for U.S. products.

There are alwag explanations for a disaster and clearly 1972 was
a disaster for the IJ.S. trade position. : e

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 whieh data on
MNC's are available. L ‘ o .
*- 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 5). Imports of

E
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manufactures from U.S. MNC's rose from $6.1-billionn in 1966 to $10.7

billion' in 1970, accounting for 35 percent of U.S. imports of manu-
facturers. : R '

Multinational Corporations Account

for a Greater Proportion of Manufactured
Exportsthan Imports -~
- exports

1966

90-604—T73-—4
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TABLE 5.—MNC-RELATED U.S. TRADE IN MANUFACTURING
~ COMPARED WITH' TOTAL U.S. TRADE, 1966 AND 1970

[Amounts in millions of dollars}

U.S. exports U.S. imports
Total MNC- © Total MNC-
- related related
All manufacturing: ~
1966....... e et 21,227 13,692 16,893 6,073
1970....... O 34,969 21,718 30,795 10,702
Chemicals and allied 5
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............ e, 3,749 2,237 4,715 513
Machinery and transport
equipment: ' . .
1966........ s 11,162 7,839 4,828 2,256
1970......... R 17,463 12,605 12,089 5,414
All other industries: e
1966 ...... R 5607 2755 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 so! - O

The U.S. competitive position in manufactures has deteriorated
rapidly in recent years as the following table indicates. Import data
for the United States have been adjusted to a c.if, basis (roughly
10 percewt 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 detéfio-
rated from a surplus of $5 billion in 1960 to a deficit of $7 billion in 1972.
Even more dramatic were the tremendous increases in the surpluses
of two of our main competitors—West Germany and Japan. West
Germany’s surplus in manufactured goods reached $16.4 billion in
1972, »wgile that of Japan climbed to the astounding figure of $19
billion. Thus, while U.S.-based muiltinationals may show a positive
balance of trade, the Nation as a whole is losing markets to Germany
and Japan. '

23

Balance of Trade in Manufactures
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TABLE 6.—TRADE IN MANUFACTU RES
1960-72 ;
[tn billions of dollars]
EEC
Exclud-
ing United
United Intra- Ger- King-
States Total EEC many dom
Exports, f.0.b: ‘
1960.......... 127 " 23.1 16.1 10.1 8.4 3.
1966.......... 1956 42.0 246 180 123 9,
1967.......... 212 449 266 195 121 9
1968.......... 24'1 51.6 299 223  13.0 12
1969.......... 27.1 612 336 26.2 15.0 15
1970.......... 297 716 386 30.7 163 18
1971.......... '30.8 795 434 350 19.0 22
1972%......... 334 875 468 396 20.0 25
Imports, c.i.f.:
1960.......... 7.5 13.6 6.6 4.2 4.0 1.0
1866.......... 158 288 11.6 9.0 6.9 2.1
1967.......... 174 296 11.7 8.5 7.8 3.1
1968.......... 227 348 136 106 9.1 ’ 3.5
1969.......... 253 446 17.2 139 9.9 4.4
1970.......... 285 B34 207 174 110 . 5.6
1971 . ... ... 2338 574 218 20.0 12.7 55
1972 ‘ ...... 405 63,1 233 232 148 6.7
Trade balance: o
960:......... 5.2 9.5 9.5 59 4.4 2.6
1966.......... 3.7 13.2 130 9.0 5.4 7.0
1967.......... 3.7 153 149 11.0 4.3 6.7
19&8’; ......... 1.4 16.7 163 11.7 39 8.7
1969...... L 1.8 166 164 123 5.1 - 106
1970. .00 1.2 182 179 133 5.3 12.5
1971.......... —3.0 221 216 15.0 6.3 17.1
19724 ........ —-7.1 244 235 164 5.2 19.0

No-o oo

t January-September at annual rate,
Source: U.8. Department of Commerce, “International Econom

December 1972, p. 14.

ic Indicators,”
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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

7 the table below indicates: ,
. * TABLE-7:~COMPARATIVE-RATIOS OF EXPORTS TO PRODUCTION

OF GOODS
Federal
Repub-
iic of United
United Ger- King- .
States many Ffrance dom Japan Canada
1960. ... .......... 11.1 313 234 385 249 451
1966.............. 114 347 23.7 40.6 30.1 54.5
1967.............. 11.7 380 23.2 39.1 263 60.0
1968.............. 119 39.7 244 449 27.7 66.0
1969.............. 124 386 26.0 485 30.1 66.8
1970........ e 142 379 297 435 311 @ (O

i Not available.
Source: U.S. Department of Commerce “International Economic Indicators”.
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Exports as a Percentage of
Total Production of Goods

RaE——
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31%
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Employment in Manufacturing =

It is said that the United States is becoming more and more a
“gervice” 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 million new entrants expected in the labor
force by 1980?

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

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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" wageand /; - Transport saleand surance, . - . - State

. salary . employ- . .-, Construc-' - public retail and real . o and

‘workers HE ment Mmmg ~tion utmtres tradg estate Semcés Federal 'I‘oc’al’

1945......... 38 11 a9 73 15 42 28 31
1950......... 023 40 94..-.18 53 1.9 4.1
1966......... 28 141 10550 237 63 0 22 4.7
1960......... .29 .. 40. 114 27 74 23 6.1
1965......... 32 40 127 7 3D 91 24 77
1970......... 34 - 45 . -14.9 37 116 2.7 - 98
1972......... 3 5:- 45 157 319;", 123 26 0 106
Source:""Ec?noinicRgpoi:tof‘th'e‘Prééident",Januarx’]‘.g}’s; p227 I . . R S
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Multmatmnal C,orpora,tmns and the Dollar Crisis

The Umted Stat.es has Just expenenced the second massxve run on
the dollar in the past.18‘months,

The underlying causes of these all too frequent epxsodes is the per-
sistent deficit in the U.S. balance of payments which, cumulatively,
over the penod 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 ater ‘but moré fundamental forces in the world econom;
and the assumptmn by the. U.S. government of massive political,
military, and éoénoinie aid responmglhtles 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 & nation’s nionetary policy but also of literally
forcing a devaluation or: ation on countries. Perhaps there is
a positive aspect to: A eculators end up forcing governments
to do what tﬁey should have dﬁme but for questions of national esteem
and political stake resist do

Nevertheless, the huge do ar holdl ngs of American co orations,
and overseas. branches of American banks can trigger off massive
monetary crises, Short term assets of foz'elgn affiliates of U.S. corpora-
tiods, totaled $110 billion in 1971, while foreign banks and foreign
branches of U.S. banks held anether $114 billion in short term assets.
The Tariff Commission study estimates the amount of short-term
funds that may have been ca &Fable of flowing across national bound-
aries, generating international monetary crises as $162 billion in 1969,
$3’12 bﬁimn in 1970 and 3268 bllhon in 1971. (See Table 9).

TABLE QWEST'MATED SHQRT TERM ASSET AND LIABILITY
POSIT*ONS %F PR!NCIPAL INSTITUTIONS IN INTERNATIONAL

&iilions of U.S, doltars]

Assets  Liabilities

u.s. banks

13.0. - 16.0
uU.s. nonbaﬂks ............. .‘ 52 2.6
Foreignbanks....... ... . 527 46.5
Foreign govemments centraj banks, and m o e
ternational organizations................... . 18.7. )
Foreign nonbanks........................... 6.8 11.4
Foreign-affiliates of U. S. corporations. .. ... .. 110.0 63.0
Foreign branches of u.s. banks ............... - 614 61.5
7.8. 201.0

o

o
8

:

:

:

:

:

:

:

:

:

:

:

:

:

:

:

:

:

X

:

:

:

:

:

:

*

:

:

:

*

:

:

:

:

:

N

o

1 Not available.

Source: Tariff Commission, "lmplicat:ons of Multinational Corporations for
World Trade and Investment and for U.S. Trade and Labor,” p. 537,
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Short-term Assets in In'tematlonal
Money Markets 19'71

Fomgn afﬁhartes of
U corporations

Foreign

- 'Au 'amher
Total $268 bil.




T QN .The Tariff Commission study peints out:. o

: “This $268 billien, all managed by private persons in a private
merket 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 gefgurces of the private sector outclass them.” (Emphasis
supplie S

This report was written before the latest dollar crisis. Yet, it speaks

Basic
balance

with admirable clarity on the ¢urrent events.

There is no doubt, that the infernstional 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 cprporate money managers,
As the Tariff Commission study ihdicates: ‘

“While it is not appropriate to conclude that speculative
behavior characterizes the interriational financial activities of the
great majority of MNC’s, it is apgropri&te 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 underlying 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. S

The causes of the persistent U.S. balance ‘of ‘paymerits deficit are

not simple: they go deep to the heartof the changed economic. rela-

Batance of payments
- " Official ‘
settlaments
—
-3

Liquidity ¢

U,S. Department of Comf"nerce,, *“Survey of Current Business”

-December 1972 and eatlier issues.
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tionships in the postwar period which ‘are_due, in large measure, to
the political and milit role assumed -by the United States to
protect the freedom of others, while the countries we protected con-
centrated on developing highly technolegically 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”catse 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,

ghly equivalent to. 110
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5
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6
2
2
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Financial Flows Related to
D:rect Investment 19'71

:52 2 bsl
Royaltles

$73 bil.
Interest,
Dividends,
and Branch
| Earnmgs

bll

| Qpntal
Outflows :

‘in %Epropnatmns for new obligational

. Committee report notelzl that the tot:

, bllhon, $17 0 bllhon a,nd $17.5 bﬂhon
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- TABLE . ll.-»-—ScUMMARY OF. FINANCIAL' FLOWS RELATED 10

WRECT INVESTORS, 1964, 1970, 19?1

por

[In millions:gf, dq[lg;s} ;

1964 1970 19711

D:rectlnvestmentCaprtal Outﬂows (total). 2,328 4,400 4,965
Manufacturmg 1,034 1,295 1,468

Other... .. ... ... 1,294 3,105 3,297
Interest, di‘vudends and rnings .

gget) (total)...7.... ... 3,674 6,001 7,286

Manufacturmg ¢.. 893 1,859 1,941

Other
Royaitees andsfees (ne ... 1,013 1,919 2,169
g/lt?qnufacturmg : e 479 P

er.. ...

! Preliminary.

1 9S?Oésrcia us. Department aof Commerce. Survey of Current Business, November

From 1948 to 1970; Congress has appropna,ted over $150 billion
for what is tradltmnalfy defined as:foreign assistance. The Senate

Appropriations Committee Report on “Foreign Assistance and Re-
lated Program Appropnatlons ill, 1973” states that: “We know that
these figures (i.e:; the $150 bﬂhon) reép a fraction of total
resource transfers and can estimate tha st of this unprece-
dented effort has been at least $100 bill has been reflected

e table shown below taken fr e Appropmatlons
U.S. resources to
lion, respectively,
rt-Import Bank’s

1d bgcorne )$11 6

fobei hgsn nations is $8.7 billion, $9.7 bills
for fiscal years 1971, 1972, and 1973
Ief{timg ‘program were - included, th




1973
a0
&

+5.932.976,000
4,191,265,000
10,124,241,000
7.331,800.000

' 17,456,041,000

1972

I
31,800,000

716,267,000
3
17,048,067,000

¥
H

Fiscal yea?——-
3,479,462,000

1971
9
7

3,017,073.000
2,880,800,000
11,603,253,000

45,705,380,000 4-6,236,805,000
8,722,453,000

gn assistance................

‘TABLE 12—TRANSFER OF U.S. RESOURCES TO FOREIGN NATIONS -
Export-lmport Bank..........................

Total (inciudiné Export-Import Bank). .....:...

Grand totaf, forei

Development and humanitarian assistance..........

Securityassistance. . ....... ...,
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In addition te our foreign assistance programs, the United States
currently pays about 70 percent of the cost of defending. the “Free
World.” To 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)
‘ " (Miltions  ‘Percent . (Millions Percent
) of of of
Country . . dallars) - GNP1! | dollars) GNP ?
United States....... 77,827 80 3050  0.31
Portugal .. ............:... 3400 6.3 28 .45
United Kingdom........... 5,767 49 447 37
France.................... 3 5,900 4.0 951 .65
Sweden................... 1,129 3.6 117 .37
Netherlands........... ... 1,096 - 35 196 .63
Australia. .. ... IEET TP 1,127 3.4 203 59
Norway............. R - 3375 3.4 37 .33
West Germany............ 6,103 3.3 599 32
Belgium................... 695 28 120 48
Maly. ... L. 2499 27 147 16
Canada.................... 1,906 2.4 346 A3
Denmark................. . 368 2.3 59 .38
Switzertand............ 413 2.0 39 .14
Austria.................... 8165 1.2 19 13
Japan..................... 1,582 .8 © 458 .23

! Source: Economic Data Book for Countries of Europe, Statistics and Report
Division, Agency for International Development, September 1971, :
2 g ngu;'cl:e: Organization for Economic Cooperation and Development as of June
3 Indicates estimate. o

Staff note: Information not available as to how much forejgn assistance rendered

byi France, Portugal, United Kingdom, the Netheriands, and Belgium is prior to
colonies,

Source: Senate Appropriations Committee, “Foreign Assistance and Related

Program Appropriations Bill, 1973." :
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While foreign investment by U.S. firms is not the underlying cause
of persistent gUD.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 26, 1972, the Secretary outlined the U.S. position on
lIong-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
%ulled when President Nixon, on August 15, 1971, announced to the

ation 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 tﬁe international monetary system
to ease the continuing burdens on thé 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 dutiable
imports;

3) Excluded foreign capital equipment from the proposed tax
credit for investment; ' ‘

(4) Proposed the Domestic International Sales Corporation
(DISO) to stimulate U. S. exports; ‘ ;

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

The Breiton 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
maintainimg “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 ol
prestige; the United States felt it could not devalue the dollar outright
and sought solutions to its balance of payments problems in other
ways. During the late fifties and all through' the sixties, the United
Btates acted to “correct” its balance of pa¥ments through piecerneal
dctions: tied aid, military offset sales, the Interest Equalization Tax,
dontrols over bank lending and direct inyestment abroad, tightening
Byy American requirements on Defenge purchases, and other “‘cos-
metic”’ actions, such as debt prepayments 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 extraordina: beficits ballooned still
further in the third quarter, running at g&er 940 billion annualized,
accompanied by a massive run on the dellér, the President was forced
to act on August 15, 1971. W

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

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

The unilateral devaluation of the dollar by 10 pércent, 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 si_gniﬁcant
mprovement 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 ma{] well be negative. Furthermore, without a
fundamental change in the rules governing international trade and
finance, the international manetary 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.
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TABLE A.—U.S. DIRECT INVESTMENTS 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 19711t 1966 19702 1966 19703
All areas (total)............... 31,865 37,276 44,480 54,799 64,983 78,178 86,001 124,792 203,076 43,937 69,012
Manufacturing............ 11,051 13,250 16,935 22,078 26,414 32,261 35,475 49,156 78,000 19,502 30,915
Petroleum. .. ....... e 10,810 12,725 14,328 16,222 18887 21,714 24,258 27280 43,871 15,130 22.696
CHRBE, ot - I A 10,004 11,301 13757 16,499 19,682 24,203 26,268 48,356 81,205 9,305 15,401
Canada (total)................ 11,179 12,133 13855 17,017 19,535 22,790 24,030 30,345 42,634 11,689 18,723
Manufacturing. .. ........ 4,827 5312 6,198 7,692 8568 10,059 10,537 12587 16,514 4,957 6945
Petroleum................ 2:664 21875 3,196 3,608 4,094 4,807 5134 5,369 8355 3,707 6,531
Oilter | s e n 3688 3946 4461 5717 6873 7924 8359 12,389 17,765 3,025 5247
& Europe (total). ............... 6,691 8930 12,129 16,233 19,407 24,516 27,621 49,959 80,367 15070 22,517
Manufacturing. ........... 3,804 4,883 6,587 8,879 10,797 13,707 15538 22,894 37,263 8874 13,913
Petroleum.......... ... 1,763 2,385 3,122 4,003 4,635 5466 6202 8701 13360 4530 50976
ORRET. . oot S 1,124 1,662 2420 3,351 3975 5343 5881 18364 29,744 1,666 2,628
Latin America (total). ........ 8,365 9,524 10,254 11,498 13,101 14,760 15763 20,081 23,996 7,621 8,643
Manufacturing ; 1,944 2,507 3,318 4,005 4,621 4,998 7,342 10,719 2,806 4,075
Petroleum. ............... ' 3642 3,589 3475 3,680 3938 4,194 4.002 4323 2521 2,408
TR A 3938 4,158 4,705 5416 6201 6571 8,737 8954 2,294 2,160

Other areas (total) 6,689 8,242 10,051 12,940 16,112 18,587 24,407 56,079 9,557 19,129

1,111 1,329 2,189 3,044 3874 4402 6333 - 13504 2,865 5082

Manufacturing

Petroleum........ 3,823 4,421 5,136 6,478 7,503 8,728 9,208 17,833 4,372 7,781
OIRBE. .. . v s e 1755 -~ 2,492 2,726 3418 4735 5457 8,866 24,742 2,320 5,366
1 Preliminary. 7 Current Business;” asset figures from data supplied to the U.S. Tariff
1 Estimated from sample data. Commission by U.S. Department of Commerce, Bureau of Economic Analysis,

Source: Book values from U.S. Department of Commerce, *“*Survey of literaatonsl InvastimetUINISiad-
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DEPARTMENT OF THE TREASURY,
Washington, D.C,, February 12, 1973.

StraTEMENT ON Forrian EcoNomic Poricy BY SECRETARY oF THE TREASURY
Georee P. SruLTz i

The United States, as do other nations, recognizés 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
oyr 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 payments imbalances
which distort national economies, disturb financial markets, 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 time 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 alignments and trading arrangements, which
put the workers of one nation at a disadvantage with workers of another nation;
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 also 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—Ilarge 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 contrib-
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. ¢ i

Progress in the work of the Committee of Twenty has been too slow and should
move with 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

¢) to assure that American workers and Anierican businessmen are
treated equitably in our trading relationships,
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For these purposes:

First, tmment is requesting that the Congress authorize a further re-
alifnmeng 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. 3

Although this action will, under the existing Articles of Agreement of the
International Monetary Fund, result in a changein the official relationship of the
dollar to gold, I should like to stress that this technical change has no practical
significance. The market price of gold in recent years has diverged widely from the
official pricé, and under these conditions gold has not been transferred to any
significant degree among international monetary suthorities. We remain strongly
of the opinion that orderly arrangements must 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 effective 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, for example the Deutsche
mark and the French frane.

Japanese authorities have indicated that the yen will be permitted to float.
Qur firm expectation is that the yen will float intc a relationship vis-a-vis other
currencies consistent with achieving a balance of payments equilibrium not
dependent upon significant government intervention.

ese changes are intended to supplement and work in the same direetion 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
rear.
4 Other countries may also propose changes in their par values or central rates to
the International Monetary Fund. 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 %mve 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 restraints—will 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 Congress propesals 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 nieeds as fully as possible.

This legislation, among other things, should furnish the tools we need to:

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

(i) provide for raising tariffs when such action would contribute to arrange-
ments assuring that American exports have fair access to foreign markets;

(ili) provide safeguards against the disruption of particular markets : nd
production from rapid changes in foreign trade; and

(iv) protect our external position from large and persistent deficits.

In preparing this legislation, the President is particulatly 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, become 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. sl

At the same time, we must recognize that in some areas the United States, toc,
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. T am convinced
the American workers and the American consumer will be the beneficiaries,

In proposing this legislation, the President recognizes that the chceice 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, isola~
tion, and autarky. ' . " R ' «

Third, in coordination with the Secretary of Commerce, we shall phase out the
Interest Equalization Tax and the controls of the Office of Foreign Direct Invest-
ment. Both controls will be terminated at the latest by December 31, 1974.

T 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 sugcéss in curbing inflationary,
tendencies, and by the attractiveness of the U,S. économy for investors from
abroad. The termination of the restraints on .capital flows is. appfopriate in the
light of our broad objective of reducing govérnmental controls on. private
transactions. R ’

The measures 1 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 of budgetary and monetary restraint and
effective wage-price stabilization must and will be pursued with full vigor. We
have proposed a budget which will avoid a revival of inflationary pressure in the
United States. We again eall upon the Congress, because of our international
financial requirement as well as for the sake of economic stability at home, to
assist 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-
grolf hgl a way that will further reduce the rate of inflation. We are determined to

o, that. : . )

The cooperation of our principal trading and finaneial partners in developing
a joint solution to the acute:difficulties 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
all of our people can enjoy the maximum benefits of exchange among us.

o










THE WHITE HOUSE

WASHINGTON
February 26, 1973

MEMORANDUM FOR THE PRESIDENT

- THROUGH: William E. Timmons
FROM: . ~ Richard K. Cook 12¥%
SUBJECT: ~ Trade bill scheduling

On Saturday, February 24 Peter Flanigan and Dick Cook travelled to Arkansas
to meet with Congressman Wilbur Mills, A thorough briefing and consultation
on the Administration's trade ﬁackage took place over a three-hour span and 1
assume Mr. Flanigan will be reporting his impressions directly to the President.

On the matter of schedulihg House Ways and Means consideration of the trade
bill Mills agreed to the following: :

1. He understood the urgency the President attached to early
consideration and agreed to postpone further public testimony
on taxes in order to take up trade in early April.

2. He agreed that the President should transmit to the Congress
the trade message and bill in mid-March. '

3.- He asked that Dick Cook confirm these tentative dates with his
Committee's Chief Counsel. This was done on Monday, Feb-
ruary 26.
Consistent with Dick Cook's memo to the President November 21, 1972 (Tab A),
it has been presumed for some time that Mills would be willing to write a trade
bill before taxes if and when the President asked. As of now, such a request
has been agreed to between Mills and members of the President's staff,

It is, nevertheless, essential that the President confirm this understanding
personally with Mills by telephone at the President's earliest opportunity.
(Telephone Request attached). Tab B.



THE WHITE HOUSE
WASHINGTON

Nove maer 21, 1972

MEMORANDUM FOR THE PRESIDENT
THROUGH: . - William E. Timmons
- 1FRQD/£: - o F‘L-R‘ic‘lar.d K. Cook 72:&:’
SUB.TECT- " N | Wﬂbur Mllls;

£

In tallq...g to W’llbur M:lls «_oaa.y, th Cnan rman of the Ways and Means Cordmitiaa
) ,vohhm.eered_ the ;ol._omng genx.a.tz_ve agenda for his Cormm'.’ctee next year: o

. o TR He Wﬂ.}_ 192.(1 off (prooably in 1ate February or early \'Iarch) with compre-

L hensive tax hearings. Although he has already asked the Treasury to b=

-7 prepa red to testify for the Administration, he conceded that the hearings

B initially would be e*cplora.n.ory in nature and not necessarily aimed at nrg\;-c;.—l
a bill. He anticipates that the Committee may interrupt its tax hearv“cs for

- other hecessary legislation from time to time. Mills noted that 2 concansus

" has not developed in Congress or in his Committee from which to’ guida tina

hearings, other than the residue from the 1972 campaign ""dema magogtery' on
- tax reform. Mills would like to accomplish a simplification of the fax code
in order to reduce the burden of paper work for the general taxpayer., Pensic
reform will be considered during th= tax hearings, not as 2 separate item
‘on his agenda.

U'

2. ‘Mills would be agreesa able to giving top priority to trade legislation if ths
President so requested. IHe feels that most favered nation (MEN) status for

the Soviet Union 2nd Romaeania must bz considered with the trade 1
not sepaxately. He ackno*»vladded that the taxable status of multi-national
~corporations will be a target for protectionists and organize
that a lecusla’cw e solutlo to this issue wﬂl be ve }r difficult

rr 0
Jomd
N-J
)
0
2l
DJ
o
I

‘3. Oxm comprehensive healt}ii care, Mills said "I simbply don't 1 know how we can
B finance it. " He seems to want to concentrate on px -oviding better health care
- ' for low income families as opposed to an across-tie-board health care
package. This conflicts with his previously stated intention to combine
forces with Ted Kennedy in placing high priority on enactment'of a comuore-
hensive health care bill during the 93rd Congress. )

Mills will be in Arkensas until late December. Fe would welcome o mesaiinge voin
ng vl
ey Administration people on these and other meatters in Arkansas,
boo: Shultz Walker o ‘\’orolozros
Richardson : Weinberger Fricdersdorf
Petersen : Flanigan Johnzon

Smith, Jim



TO:
RECOMMENDED BY:
APPROVED BY:

PURPOSE:

- BACKCGROUND: 1.

TALKING POINTS: 1.

THE WHITE HOUSE

WASHINGTON

February 26, 1973

TELEPHONE CALL

Chairman Wilbur Mills

Richard K. Cook %o

William E. Timmons

Matter of scheduling House Ways and Means considera-
tion of trade bill.

Liast Saturday, Peter Flanigan and Dick Cook asked
Mills to postpone further consideration of tax legislation
in order to take up the trade bill by mid-April.

Mills agreed.

|

Because Mills' concession has been made to Presidential =
staff, it is essential that the President personally call
Mills in order to confirm this understanding.

I appreciate your taking the time to meet with Flanigan
and Cook last Saturday.

I understand we are in essential agreement on the tone
and content of the trade bill.

Thank you for indicating to my staff.that you will
interrupt your current hearings on taxes in order to
place top priority on the trade bill. ‘

I will have my trade bill and message ready to submit to
Congress within two weeks. Your willingness to start
hearings on trade shortly thereafter will be a constructive
contribution to the unsettled world currency and trade
conditions. <

NOTE: The President should call Mills in Arkansas during mid-day inasmuch as he
is taking strong sedation for his backache each morning and late afternoon,.



'I‘ENTATIVE SCHEDULE

Coe e - " B R R R PRSI oOr:-: *
‘ :D' ck L CONTACTS ON TRADE LEGIMON

o v e SENATE: ¢ f i vCGontatts ') ¢ Date- - !

Leadershig
Mansfield \r PMF Feb., 23, 10:30 a, m.
Byrd
Scc.)tt. A PMF Feb. 15, 3:3. p/m, Republican leader-
Griffin - ' ship advised con-
Bennett sulting with Mans-
Tower rl field,
Cotton ’
Finance:
Long ¥ PMF Feb., 22, 8:45 a.m.
Talmadge = PMF March 2, 9:00 a.m.
Ribicoff- v~ PMF Feb. 21, 2:30 p.m.
H. Byrd, Jr. PMF (we)jFeb., 23, 11:30 a. m.
Mondale Pearce? _
Bentsen PMF (we)jFeb, 26, 4:00 p.m.
Curtis % Feb A1, 230 pem é’)
Fannin PMEF (we)
Hansen ]
Packwood
Roth
Dole j
Hartke h
Nelson Eberle
Gravel
Banking Housing Urban A.

Sparkman (— t  PMF (we)' Feb. 22, 9:30 a.m.

;" .

J
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CONTACTS ON TRADE LEGISLATION

CONGRESS
ENATE cont. - ,Contacts Date COt'ninen'ts

Foreign Relations

Fulbright Rogers 4 Maybe the whole

Aiken Rogers , 7 committee, but

Javits PMF - _after Long and

. bill is in good
‘shape.

Commerce:

Magnuson PMF & Feb. 28, 5:00 pm

Dent

Casiset it




‘ TENTATIVE SCHEDULE
e Tta - N L e - .'.:.- T Y Y e .:- OF I - e ..
CO\II‘ACIS ON TRADE LEGISLATION

CONGRESS

c o HOUSE - v o wdeaa 2 Contacts s wDated W s »'-\"-'-.':.'.'- Commeénts ¥ -
Leadership

Albert .

O'Neill PMF Feb, 27, 11:00 a. m.

McFall? .

Ford

Arends v’ PMF Feb, 22, 4:00 p. m.

Schneebeli

r\o

Ways & Means

Mills =~ PMF Feb. 24 in Arkansas

Ullman PMF

Waggonner PMF (we)

Conable v ’ PMF Feb. 20, 9:00 a.m.

Collier PMF (we%

Broyhill

Schneebeli and PMF Feb, 27, 9:00 a.m.

Republican Members

Banking and Currency:

Reuss ¥~ PMF (We)’; Feb. 23, 4:30 p.m,
Ashley ¥~ PMF Feb. 22, 5:00 p.m.
Johnson

Stanton v PMF Feb, 22, 3:00 p.m.
Blackburn

Widnall




PN

HOUSE cont.

‘Foreign Affairs

Morgan
- Mailliard

Commerce:

Staggers
Pirnie

CONTACTS ON TRADE LEGISLATION

CONGR ESS

Contacts

Rogers
Rogers

¢

PMF & Dent
PMF & Dent

Date Corninents

BT

o e bp i kst e,

g e e Y

Nttt [ ahn s o e




TENTATIVE SCHEDULE

or

CONTACTS ON TRADE LEGISLATION

Sandy Trowbridge
Conf. Board
Arch Booth
CAC
Doug Kenna
NAM

Howard Clark
Business Council

Don Kendall

Bob McNeill
ECAT

Bill Kuhluss )
American Farm

Roger Flemming
American Farm

BUSINESS
Contacts Date
PMF%{ Feb. 20,
Eﬁgrle
PMF Feb. 14,
PMF Feb, 14,
PMF & | Feb. 22,
Butz
i ]
1
d ]

5pm

11 am - 1 pmj§

Corniments





