British Direct Investment in Western Europe

1. Introduction

This paper has two main objects. The first, which is essentially
descriptive, is to provide an account of British direct investment
in Western Burope in relation to British direct investment as a
whole. In attempting this ‘'we make use not only of official data
but also of some of the preliminary results of a private enquiry
undertaken by the authors.

‘ The second object is a good deal more ambitious. It is to

consider, so far as the data we possess and economic theory permit,
the costs and benefits accruing to the United Kingdom from direct
investment in Western Europe. This as we shall see later has both
long and short run aspects.

2. UK. Direct Investment Overseas including Western Europe

In recent years British private direct investment (excluding
investment in oil and insurance) has been running at an average
rate of some (220 mns. per annum. If this figure is raised to
take some account of overseas investment in oil and insurance, it
would seem that direct capital exports by British companies amount
to about 209/ of the net fixed capital formation by British companies
at home and abroad. If, instead of investment by the company
sector, we look at private fixed capital formation as-a whole, we
find that total private investment overseas is about 20%, of this
total. In short, about one-fifth of the net fixed capital formation
by the private sector of the British economy consists of investment
overseas and there is no suggestion, at least in recent years, that
this figure i falling, It is this high ratio which has led to consider-
“able discussion in Britain as to whether overseas investment on this
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scale entails a misallocation of resource
‘n later sections of this paper (1).
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s — a problem we examine

Tanx I

AT HOME AND OVERSEAS 1958-63 ({m.}

I——— )
————

BRITISH PRIVATE INVESTMENT

lth fied capital formation Overscas Investment
in the UK. (net of depreciation) col, 3 Col, 4
-————Tom ——:{-‘Otal mk 100 Col 344 X 100
Private Company Private Compahy
. e
1958 937 762 307 226 24.9 22.9
7959 | 1,041 806 311 254 23.0 24.0
1960 1,290 959 314 281 19.6 22.7
1961 1,530 1,138 321 214 173 19.4
1962 1,403 1,089 253 239 15.3 18.0
1963 1,200 gb1 300 266 19.2 21.7
Source: Nationel Income and Bependiture 1964. Table 67 and Feonomic Trends, Sep-
tembet 1954, "
we have assumed that one-half the private

In calculating company OVETScas investment,
investment « other than direct investment » is’comp:

enterpriscs,

any investment in foreign oil and insurance

From the data published by the Board of Trade it 18 possible
to give both a distribution of annual direct investment overseas an
che total of capital holdings. This distribution is set out in Table 1L
In interpreting this Table a number of points of definition need to
be kept in mind. First, the total capital holdings of British firms
overseas is the share of the capital of UK. firms’ associates, sub-
gdiaries and branches attributable to British interests. Sccond, the
estimate of total capital holdings is hased upon hook values which
probably underestimate  the value of such holdings in terms O
replacement cost. Third, the basis of valuation is net assets — defined
as net fxed assets plus current assets minus current liahtlities.
In the main, however, local borrowing in the overseas country is
excluded from current liabilities. Hence when there is such borrow-

ing net assets are overstated, Conversely when borrowing is from

the parent company and is also incladed in current [{abilities which
are deducted to arrive at net assets, net asscts are thereby understated:

Fortunately (at least in this context) local borrowings arc Sma

—_——n

(1) CE. N.E.D.O. [12] pp. 36-39 and N.E.D.Q. [13] pp. 1112

B toifilssz mns, of which f
e ;tter figure f285 mns.
d | F.T.A, See Boarg of
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Hence though ;
gh some distortion exist;
well be smail exists on the first count it, too, may

U.K. DIRECT CAPITAL INVESTMENT OVERSEAS T I
Capital Stake | Capital Stak
at end 1957 at end 195: Investment in Gr(i,:rth
Capit;l]
Lfmn, | % of o of o 1957-62 B
total A, tut::l 2?:?11 2915?1 2%53 2191:3; ’z_?nﬁz fmn ,
i . . o | Ame b
E.E.C . '
P ) 51.8 s
EETA e 50/ 249| 6o 84| 16.1] 208 248 271 g2 64
P . 1. . . 0
9| B84 23] 29{ o7 39 1wy vrs5f 357 4.2

Other Ewropean, 1950 oy 29| o8| 25

Western Europe | 219.2) 8.5 362 31 05 22l 1.3 0.6l 49.2

10.0| 13.8| 14
3.8 199 25.2| 37.7] 458 1425 5.0

All i
Countries . | 2,578.5] 100.0| 3,600| 500.0| 143.5] 196.0| 247.0

226.0| 209.0 1,021.5| 39.6

Source: Boar Of p 7 Q04
ouree ; d Trade ]Otﬁ'ﬁﬂi, 4 Sept 19';2 al‘ld Al 6.
. ug. 1964

According to the T

) able the cumul

com y o . ulated book

o Igzlzllﬁjmglllrstc‘:dugeszm%nt abroad (excluding oil ‘:1{11::11 cin?slflrztxgl.:zj

3,000 mns. Of thi

:flaicwz(;lc accounted for £362 mns. — oi‘hllsoc’s/um_‘i::ftieiﬁ ];:umpc

E.F.TA49h mus. (6%, of the Western Eufc;)pcan total ¢ BEC
oA, shae (84 mos. (23%) (2). @) and the

ook now at the marginal rati

rate of i : ginal ratios, we find th

o pro;r;:tcis(’)t[rlmlflt in Western Europe has risen vcryatccigts:in; Hngiﬂ

rather o Oltot‘al an.nual direct investment. Morcover Cl‘}f;l d

tendency iE ff;;lgta§; . ffmb view of the familiar argument ’t}ll):: :lfljs
: iff barriers — and : . ¢

growth — . : and particularly th :

of investmextl?; induce investment by overscas ﬁrr):ns ftlrisPiisePc;uvc

of increase Sgomg to E.F.T.A. which has shown ,the A

atios oens -d l1111{:e for both E.E.C. and EF.T.A thgreatcst e

in botly e 1o overage, the capital holding of UK ec;fnarglqal

increasing as a proportion of total ce.lpi.tal ho{)c?innl;:

—_—

(2) Since thi i Wi v 63 have been
“ bublis s article was written, the foreign i
s gn investment figures for 1963
C

hEd. Ihﬂ total capltal stake (_)f U.K anie: a)road end of this ear arnounted
Jul ak o, comp. S at th& o) hasl

417 mns. or nearly 119 i i
y 11%, was invested in Western Europe, Of

ar 68%, was invested in
° th
Trade Journal 2 April 1963, ¢ BE.C. and f1o0 mns, or 2%,
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ort, in recent years U.K. companies have devoted an
¢ their far from negligible investment over-

h particular emphasis oft investment in

overseas, In sh
increasing proportiont 0
seas to Western Europe wit

EF.T.A. ,
TasLe I
U.K. DIRECT CAPITAL INVESTMENT 1IN WESTERN EUROPE - 1958-1962

R e -

Capital Investment hr]ri:;i?

stake (1) {fmn.} 1058-62

(Lmn.) — —— T | 88 "/.n of

i 1962 1958 1959 o | x6r 1962 | 1958-62 Cifg’lﬁjl

-

e

——

Belgium . . - - - 52| 15| 33| 46 16| %5 “19.5| 374
France . . 98 | —ot | 44 53 9.4 | 40 2.6 303
Taly . . . - o+ oo 34 o1 .8 g0 | 26| =352 3.3 0.7

Netherfands . 22 0.3 | —0.!t 2.0 1.9 5.6 97| 44.1
4o.8; 648

W. Germany 63 6.7 6.7 5.0 g2 | 132

EEC. . . « « - _—24—91———3#4— 16.1 H 2_4..8~-_;-T. N g7.21 39.0
Denmark . 10 0.4 0.3 0y 0.9 1.5 3.8 38.0
Portugal 2 1.3 02 | —o0. 0.6 1.3 3.3 122
Switzerland . 24 0.6 0.1 1.6 4.4 | 127 1.4 4.8
EFTA . . . « Fa_ 2.9 0.7 -_—3_; m.;‘ 17.5-ﬁ;5j]. 42.6_
Othet . . « - = 29 2.5 3.1 0.5 2.2 1.3 9.6 33.1
Western Burope . . -_—;52_ 13.8 _;9_; 25.2. 4;77 _:5}— 1425 39.3
Total all countries . . _;GZ(THI43.5 ?;E: 247.0 226.0_ )zn_g-;“ T;o_z;ﬁ

— sign represents net autflow of UK. capital from the country concerned,

(1) UK. share of net assets of Huropean companies i
lue of capital invested in U K. branch plants,

investment, plus va
# Trade Jowrnal, 4 Sept, 1962 and 7 Aug. 1904

Sosrce: Board o

In Table III we extend this descript
providing a breakdow.
for - particular countrie

percentage of the 1962 ¢
to the total investment of the last five years,

for investment have been Swi
by contrast the least popular areas

s in Western Europe. On the ba

—_—

{2) Tt should be cemembered that the Board of Trade data excludes th
investments of U.E. oil companies, Were these included and the statistics brought up-
the share of U.K. investment going to Ttaly would be greatly increased.

n which there is a UK, direct

ion a little further by

n of capital holdings and investment flows
sis of the

apital holding in each country attributable
the most popular areas
tzerland, Germany and the Netherlands;
have been Ttaly and Portugat (3)

¢ FEuropeal
to-date
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In concludi is bei .

of UK. ~<:Iirecflri1i:ir s bmcf.descrlption of the scale and distributi
chould be noticed V;S“tment in Western Europe two further iIOIl
Furope (more o ] 1gst0the great bulk of British capital in ngtél N
rest, 3.4%, is engage d7/j) 15 ‘engage.d in manufacturing,  Of -ti::;
be pl‘cci,s gly o i a%ed Hil mmn;g w(*ihilc the balance, which cannot

» 18 employe n : .,

transport ¢ - construction, i
somep r;:o and communications and “ other industriiz Eilsmbunon’
ﬁnanced& /g of 'Brltish investment in Western Eurose. hsecgnd,

re- ' 4

different frzm tii}:v?téd Hproﬁts ~— a proportion notpsignh‘sicanct(in
o o fvcra proportion and one which has remai /
e hoen o et bthe period 1958-1962. The balanc Cfami
) provided by an inflow of ' ¢ has, o

the UK.. an i - nftow o share and loan capi '
heir U.I;;. paiggfease in tiie indebtedness of European bi:)aiiiihimfl
companies and certain changes in i s 0
accounts, 1ges 10 inter-company

This brie i .

UX. investiniiftCVIzw ha,;,' for obvious reasons, been concerned with
. As an aid to perspective in the matter we include

Table IV which com .
Western Europe. pares UK. with U.S. direct investment in

TREND!
S IN UK., & U, INVESTMENT IN W. EURCPE 1958-6 Toma IV
-2
UK, I B : T
o Capital Stake qu‘i‘rt‘-ils‘sg: ki
il 4 :F4d
1958 1962 Chan,
I A
- ) & | @ s} &
elglum . a
France . 34 52 53 155 22
o S 54 78 41 359 74: 145
Netherlands . 5 o © e o .
Germany | P 13 22 g 95 207 12;
EE.C. Total . > §3 - = - ::3
PR 160 2
- . 40 55 1,242 2,588 108
- Switzerland | 7 : o
Denmark ’ 7 9 o 537 6_'
ERT.A. T 4 - 2 = 3:; 762
o A Toml 51 84 & (#72) S
L i
o : 2 | | om i ke i (140) i 3
- 233 362 55 1,617 3,600 123
. Somreinvzmlmm minus that in petroleum
: Cols, .
: OMitcrce day. 5 (1? and {2} Board of Trade data. Cols (4) and {5) U.5. Dx
| . .S. Department of
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ivestinent in Western Europe I:
PR This makes it clear that not only was the total U.S. capital hold- 33
A ing in 1962 very much greater than that of the United Kingdom, but UK. SHARE OF TOTAL A Taoie V
T its proportionate ratc of growth over the past 5 years was morc than OF MANUFACTURING SUBSIDI SOULS, NET ASSEIS & NET WORTH
AT twice as fast, Moreover, though the U.S.A. scems to have invested ' ARIES & ASSOCIATES IN WESTERN EUROPE - 1962
‘ relatively faster in EFRT.A. than in EEC. — primarily because ' B
of massive in_vestmcnt.in SWitzerlan-Fl — its distril?utilon of invest- Southampton Enquiry (Manufacturing Industry) | Board | Net Asscts
ment between countries differs. Since U.S. capitalists have, in o of Trade |« covernge
general, been rather more successful (in terms of the average rate et durs | 0o o ot 4 W o | cn
of return on capital employed) in allocating their overseas investment £ i " ot e s © o
than their UK. counterparts, this may well be a point of some France - "
significance (4). l Belgiom . . . . . Ii;;;ggg I;;;’jf? 21,:5’2,811 6 | w8 | s
! ’ ’ 4870050 046,422
i ;Lffheﬂands Coe e S8 | 4.595,903 ;,ofs,glg I; 21'6 120
3. The Southampton Enquiry: Coverage and Definitions W Gemany 4:746,214 | 4,401,798 | 5,101,317 e 19'9 182
Y- o o .| 40,606,973 | 40,053,367 | 1,730,640 o 5;"2 43;
All the data used to provide the description in Section 2 of ? Totl EEC. . . o . | 7558004 | 71,056.0 ' 7
this paper comes from offictal sources, Further light on some 950091 | Br;238,009 81| wB4 | g2y
problems can be derived from the preliminary results of the authors’ Norway . . . . . siaa8
own enquiry. However, before discussing the results of this, some . Denmark . . . . . 2:623225; 2 6;3’780 2,677,500 2 50 | 60.6
points must be made regarding coverage and definition. f Swedem . ... 454,112 357§Z§ 3’767’325 6 6.7 397
The Southampton enquiry was limited to manufacturing which, ‘ i“’“z“l““d .o+ 0| 2.450000 | 2,450,000 212;};’232 3 8.8 5.1
as we have seen, accounts for more than two-thirds of UK, capital \ A‘:lrsttl:'ig:l ‘ o 6907 | sty | 7a8oss : S
in Western Europe. It was also restricted to those U.K. parent or R 306,382 | 306401 | 306,818 2 3? ?2
associated companies which hold 259, or more of the equity Total BFTA, . . . | 982265 | 6,850,248 +
interest of any European company. Of the companies falling into : ’ 104599253 6 96 | 19.7
this group approximatcly half gave statistical information relating ; | spain . ... 385,334 8
to their European operations. Unfortunately among the concerns Greece . . . . . . zBB:ayo is?iﬁi 472544 2 6.9
which proved unwilling or unable to provide information (in the fﬂlr e 300335 | 340,335 ::3’458 1 0.4
form of a questionnairc) wete one of two majer British investors. : I:;ra:g R 56,108 56,108 59,33_; ;
As a result, non-response has a very serious effect on coverage and Fibod 85,197 85,197 85,157 . o7
correspondingly distorts the pattern of results. S 7,547 87,547 88,758 r 2.4
The effect on coverage can be scen from 'Table V which com- Total « Other» . . . | 1,242,501 | 1,248,501 | 14102
pares the totals of net assets derived from the Southampton enquiry AL 7 0.4 | 1Lg
with figures kindly provided for the authors by the Board of Trade. | Toml EEC. . . . . | 7,578,004 | 71.056.001 | 8
As this Table makes clear, in only two cases — West Germany , Toul BET.A, , . . | o826 956,091 | 81,238,009 81 8.4 | 42
and Norway -— can coverage be called good. In two further cases Total « Other 5 822,650 | 6,859,248 | 10,509,253 % w06 | 107
— Prance and the Netherlands — coverage approximates {0 the T TS| 1242597 | 1,410,215 ; 0q | g
proportion of firms responding to our questionnaire enquiries. In Totul W, Turope . "y '
044,154 | Bo,057,030 | 93,247,477 104 238.4 "y
(4) On the relative profitability of UK. and U.S. enterprises cf, J. H. Duwnine 5! : Board of Trade data. ki
and J. H, Dunsme and D. C. Rowan [61.  allowance for non—resa;gx,lsc;lndly provided direct to Southampton enquiry, This does mor inchede
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£
geneeal, however, he degre of coveruge usuats S S
to}izg'g g;l: (fcflit flc?r t\}ﬁl}acsctasé‘re(;many‘ Tt tEollows th-::::tS ii:rztjlei ;alliggré
must' be used in intcrprcting_ the Southampton r o
them to supplernent informat]lon from official soui':‘:sr.esgltativc oLy
are th‘C Southampton result's in SOmt%alc.leﬁfgedélorrée gf o esen
EB;E;;-S‘gﬁié;leiiSagi liirilf(;zlsn%e}tl\i):eg co:lﬁltriesi iiizsécgg?n;};c ;‘:rs;litti
ese ,
ii%s?crﬁir;oﬁﬁg;‘zrfnaﬁgfgfh 21;5;; (ilfl?zlrtzf;t can. bfi obtained from the
Southampton data as we slall see in later sections,

4, Profitability -

Estimates of the rates of return on UK. cfipital£ ine;\zflt:stzzrl{
Furope can be derived from the Board of .'Ifradc .zltaI orh“ N Sh); wq
fromP1958 to 1g62. The results are set out in Table VI which shows

Tanre V1

' SEAS:
AVERAGE RATES OF RETURN ON UK. INVESTMENT OVER
WESTERN EUROPE - 1958-1962 |
= 'f—fﬁ_ —— "“——r-—‘iﬂ
S -

Rate of Return

Rate of Return by
Country or Area ) . Bg‘::;rz%c't‘:g?li'?a)m s é\i;:ﬁ%iﬂ ?znquiry B
B B 2 (8.9)%
8.6 13.2 (
Western Europe 5o 8 B
Eig‘ A- o 8.2 99
FT.A . . « « . g
Other European . . . . . . o _-_:7.9 B e
3.1
Belgium . . . .« . o - 3.; i
Frahce . . « « + 1+ =« ¢ i.z el
Italy .. e e . H. bl
Netherlands . .+« « + 8.4 _ oy
W. Germany . . .« & . . 28.3 e
W. Germany ¥ ' . 7
Switzerland 6.‘: e
Denmark .

# Bxcluding two highly profitable firms.
Sourcess 1. E1. Dunning [5] Table II, p.
Col., {3}

11 for Col. (2). Southampton Enquity,

for
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the estimated average rate of return for the period 1958-1962 defined
as net profits (after tax) expressed as a percentage of net assets,

The figures have been presented in this way because it is
probable that the estimates for individual years are of lesser reliability
than those for the period 1958-1962 as a whole. If this i 50, it seems
that the rate of return, as defined, from investment in Western
Europe is of the order of 8.5%. Three countrics - Italy, Belgium
and France — show rates substantially. below this figure. Two
countries — West Germany in particular, and to a lesser extent
the Netherlands — show rates substantially above this average.

The Southampton data can also be arranged to yield estimates
of profit rates as defined above. These are given in Col, (3). For
those countries for which the Southampton net asset coverage seemms
“ reasonable ”, namely West Germany, France and the Netherlands,
the Southampton profit data is broadly consistent with that derived
from the Board of Trade publications for its yields for West Ger-
many 26.5%,, France 3:5% and the Netherlands 12%,. Indeed it
is only for E.E.C. as a whole, for which the Southampton enquiry
gives a rate of 15.89/, and for * Other European ” where it provides
an cstimate of 13.2%, that discrepancies are severe. In part, no
doubt, these discrepancies are to be explained by the fact that the
Southampton enquiry covers only manufacturing industry. The
main source of error, however, seems certain to be inadequate
and uneven coverage., Response, it appears, may have been related
to profitability and profitability may well differ very sharply between
U.K. concerns operating in the same country.

An instance of this latter effect can be given from the South-
ampton data. In the case of West Germany — where the South-
ampton coverage is particularly good — two large firms have a
very marked influence on the rate of profit. If these two are
excluded, the rate of profit applicable to West Germany falls from
265%, to 17.5%,. It thus secms likely that the high rate of return
attributable to West Germany in both the Board of Trade data
and our own data may reflect, to a considerable extent, the very
high rates of profit earned by these two enterprises, Hence, where

Coverage is poor, considerable differences in the estimated rate

must be expected.

~ Purely for purposes of putting these rates of return into perspec-
tive Table VII presents further data on rates of return. This is of
tWo types, In the first place it consists of rates of return on U.K.
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direct investment in arcas ozher than Western. Europe, These rates,
calculated in the same way as those in Table VI, are derived from
the data provided by the Board of Trade. In addition the Table
also provides an estimate of the conceptually cor_nparab}c rates of
retarn obtained by the largest public companies operating in the

United Kingdom.
TapLe VII

AVERAGE RATES OF RETURN ON U.K, INVESTMENT OVERSEAS - 1958-1962

Rate of Return Per cent
Country or Area (Average 1958-62)
e .
All Countries [Net Tncome {after Tax) | Net Assets] . 2.9
North America . . 4.5
Camada . . + « o s a e 3.4
U.5.A, T 6.6
Latin America . . - « . 9.2
Argentina . . . =« ¢ . e 10.9
Brazil 14.9
Other Non-Sterling Area . 10.4
Overseas Sterling Area . 9.5
South Aftica . . .« o v 0+ v 10.9
India . T 3.8
Australia & Dependencies . . . -« ¢ - - 7.2
New Zealand . . - .o 6.3
Rhodesia & Nyasaland 12.9
Malaya . 15.6
United Kingdom

Net Income {before Tax) [ Total Assets . 103

Net Income (before Tax) [ Net Assets 13.8

Net Income (after Tax) / Total Assets 5.8

Net Income (afier Tax) [ Net Assets 7.8

Source: 1. H. Dunning {5] Table 1, p. 1T.

On the basis of this information we can reach a number of

tentative conclusions. .
The average rate of return obtained from investment in Western

Europe in 1958-1962 was higher than the overall average rate O
return obtained on direct investment as a whole. 'This is true for

both E.E.C. and E.E.T.A.
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e Thtc;l aveli)agn? rate of return in Westem Europe was marginall
w that obtained in Latin America, the Overseas Sterling Ar
and other non-sterling countries. It was, however, n lg e
the rate obtained in North America. ’ ey e
_ The average rate of return in Western Germany was nearl
twice that of the next highest rate (Malaya) while thf:y average ratz
earned in the Nethcrlands, if some allowance is made for rgisk i
probably not significantly different from the apparently hi ’h;;
average rates earned in Malaya, Rhodesia and Nyasalind zc:Em-d
Brazil. On the other hand, no other country reveals a rate of return
as low as Italy and only Canada has a rate of return as lo as
France or Belgium. Thus, though in aggregate Western Elﬁoac
compares favourably with the other major areas, it is clear fhp
B.rmsh experience in the various countries of Wc;tern Europe h:st;
differed very markedly. It seems possible to do ver vﬁ:ll i
Europe. Equally it seems possible to do very badly. ! -
.Tllle‘se profit figures are aggregates in which the profit rates
of 1n-d.1v1-dua1 enterprises are weighted by their cumulative invest-
ment in each area. It is known that, in Western Europe, the ten
largest U.K. investing companies are responsible for 53"/’ of the
cumt&lanve mnvestment up to 1962. Moreover, as the Southampton
enquiry for Western Germany demonstrates, the apparent ratl; of
return from a particular country can be heavily influenced by the
results of one or two large firms. How far do overseas cntt:rY i
carh rates close to the average? pee
This quc§ti0n is simpler to ask than answer. From the South-
ampton enquiry, however, it is possible to give some data relating
Eo “;e.stern Europe. It is, unfortunately, not possible to say how
ar ¢ is data is reliable. The data available, for the single vear
1962, is sct out in Table VIII. This shows that some 27%, %f ﬁst
made %osses in this year including one-third of the firms with total
zggcts. 1;11 excess of /5 mns. In no country were UK. enterprises
pr(j»'table. In Italy as many firms made losses as profits. The
Ef)ifﬁ]m%? Ef elﬁcrpnses making losses in Western Europe is not
o yh gher than was found to be the case for UK. enterprises
orth America which, for the years 1955-1960, was approximatcly

20%, (5)-

(5) Dunning 31, p. 57,
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i is
That there should be a scatter of results in terms of gizit s
not very surprising. The distribution of proﬁtsldbni:twc%r;r s 0
én industry in any period is known to vary W}i e g(.)ard T
isljiiforth however, Table VIIL suggests that the e o bigher
re att’ts which yicld a rate of return for Wcstcrnl u ‘ r[;ormance
Etl}gli.’l tghat i,for overseas investrment as a whole, cor_lcgaa If.dpmay mance
i ¢ 1 arie
ich, i ticular projects, is very v

which, in terms of par : A |
i ed elsewhere. )
be more varied than that experienc S

OPE -
U.EK. SUBSIDIARIES & ASSOCIATES IN WESTERN EUR

MBER OF
RO MAKING PROFITS & LOSSES, 1962
= - o1 ] e leernl oue | o
- N Belgium | Froace Wr.“:::- Hollomd l1aly E.oE.uC. E._F.T.A. _EEL ol
Size (Net Assets) . —— M_‘iji_‘_ﬁ_? i % . % . Lié -
SR HEHEHEH R HERE HEL
o e [ e — f—— PR R— - P——
[ e O P )
. I 53 il 5] 2 11175121213
| Under f100. 4,7152422222321 IIZ%
oo - £500 . . ;
~§;ZZ‘§ISJOOO. : Al 212?,12 181 5
1] 2] 3 Pap e
Over [5,000 B 3 12 O A
ol 2 61231131 4
Blrg) 4|11 45|15
1. . ... gl a|22
‘ Tota | \
i : wn from Table VIL.
i i e conclusion to be dra
Finally, there is one mor

. overseas
This is that on the basis of these aggregate ratcs,ﬁ}JE.)Ii oveneas
enterprises are, on average, almost exactly ats.proan::\1 el
i i any countries, :
at home. Morcover, In m . ‘ |
Cfflthfl’Jf;:ZSin West Germany, UK. enterpriscs carh ansubs.tant(lj;tmzr1
biohe Equally, 1n s
i they do at home. Equally,

her rate of return than : n seven
kclz)%ntries of which Italy is the outstanding example, they

g )

substantially less.

5. The Efficiency of British Direct Investment

i the

The profitability estimates, whether they are dcnve;i il;;);n e

data published by the Board of Trade or our own }fl: q‘nvc’stiga—

,ba 3s£d to throw some light on problems ra}sed by ot g lnd it
tifni. One sach problem is the relative efficiency of UK. a

direct investment in Western Europe.
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In earlier papers evidence has been produced to suggest that
U.S. capitalists consistently obtain a higher rate of return on direct
investment overseas. Indeed the first results of a second Southamp-
ton enquiry suggest that U.S. firms operating in the United King-
dom obtain on average a higher rate of return on' their investment
than UK. firms operating in the same industry (6). Is this pattern
repeated in Western Furope? We might expect that it would not
be since the economic and political connections of the United
Kingdom with Western Europe, though not as close as some might
wish, are after all a good deal closer than those of the U.S.A.

In Table IX we have set out the rates of return on net assets,
after tax and depreciation, of UK. and U.S. direct investment in
Western Europe together with the overall average obtained by both
courtries,

From this Table it is clear that, in Western Europe as a whole,
the familiar pattern of relative performance repeats itself. U.S.
capitalists obtain a substantially higher rate of return. Moreover,
their relative advantage in Western Europe is greater than their
overall relative advantage and, surprisingly enough, greater than
their relative advantage over British enterprises operating in the
U.S.A. itself,

As far as the division of Western Europe is concerned, UK.
enterprises appear to do relatively better in E.E.C. than elsewhere.
In only one country, Western Germany, do British enterprises obtain

a higher rate than U.S, enterprises, Conversely, in Italy U.S.
enterprises do more than ten times as well; in Belgium nearly five
times as well; in Switzerland more than three times as well and in
France more than twice as well. It is, in fact, in Western Europe
that one finds the greatest discrepancies between UK. and U.S.
performance. If we remember that the UK. figures for Western
Germany are very heavily influenced by the high rates of return
obtained by the two largest U.K. investors. it is probably true to say
that, though U.S. enterprise is generally more profitable than U.K.
enterprise, its greater profitability is demonstrated particularly
dramatically in Western Europe. This conclusion is reinforced by
the consideration that the data for U.S, investment do not permit
Us to calculate net incomefnet assets but only nct income/total

assets. They therefore understate U.S. profit rates by a factor which

—_—

(6) 1. H, Duxrawg & D, C. Roway [6]1.
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‘Tants IX is unknown but may be of the order (for investment as a whole)
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therefore worth asking: how far does direct investment overseas
on this scale represent an optimal allocation of UK. resources?

The problem of the overall allocation of investment between
investment overseas on the one hand and investrment at home upon
the other has received extensive discussion in the literature. The
writings on this issue tend to fall into two groups.

The first group of writers approaches the ptoblem as one of
resource allocation in a perfectly competitive workd which is taken
to be in long-term full employment equilibrium (9). External equili-
brium is assumed to be maintained without cost to the lending
country — that is there is no transfer problem. Production functions
in each country are taken to be homogeneous of degrec one in the
factor inputs and invariant with respect to foreign investment.
Given a model of this type it is, on the basis of invariant terms of
srade, possible to show that the marginal social product of invest-
ment overseas will be less than the marginal social product of
investment at home. In short, that “under competitive conditions
capital rich countries tic up too great proportion of their resources
in forcign ventures” (10).

This theoretical conclusion is strengthened by the fact that
while the tax on profits arising out of investment at home accrues
to the home government, the tax on profits arising out of investment
abroad accrues, in general, to the foreign government.

Unfortunately, even on their own assumptions, these conclu-
sions are not acceptable, For, in general, in a petfectly competitive
world of the type postulated, an act of foreign investment is likely

to change the terms of trade. Where the investing country €ngages
extensively in ‘nternational trade the effect of any change in the
terms of trade will have a significant influence on the marginal
social product of overseas investment. It follows, therefore, that in
comparing the marginal social products of investment at home and
abroad the behaviour of the terms of trade is likely to be crucial.
The difficulty now arises, however, that in a perfectly competitive
model of long-run equilibrium it is not possible to predict the sign
of any change in the terms of trade even when the model it

{9} The best known discussions along these lines are the following: A. E. Jasay 1
ir Donatp MacDousatn [11]; M. C. Kime [10]; and P. B, Srupéon -{15]. Not all the
assumptions given in the text are made by each of these writers, For a usefut general review
consult B. L. Waserweicar [16],

(10) Kme [10].
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y functions involved. Th cm
; s cd.. The approach to the
Eﬁ%bﬂ}e lines of resource allocation in long-}t)erm full em 113;‘02611’1
quilibrium thus yields an indeterminate result and elimigatgs :1111;

a priori presumption regarding -
1 the re : -
home and abroad (1 I).g ; lative merits of investment at

"The second line of approach to the problem begins by pointing

~ out the very restrictive assumptions which are the basis of the lon
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British i ; ’ e net assets of about 2

public companies was, on average over the period 1958-1’906(;0
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—_—

(x1) L. F. Pearcs and D. C. Rowan [14]
(12) T. Barocn and P. Srruerey [5]. I
{13) Bazoeu and Strerrin [1], p.‘ 223,
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just undet 14%,. 1f this is taken to be a reasonable approximation
to the marginal social product of domestic investment, which involves
assumifng average rates and marginal rates of return to be equal,
the apparent social rate of return on domestic investment in this
period was some 6/, above the apparent social rate of return on
overscas investment (on the same assumption) which, for the same
period, averaged 7.9%-

This calculation, which seeks to estimate the marginal social
rate of return on direct overseas investment by the marginal private
cate of return net of overseas tax is, however, easily upset even if we
continue to assume that the average rates, which are observable, are
good estimates of the marginal rates. This is so, amongst other
reasons, because as we have seen overseas investment may change
the terms of trade.

Suppose, for example, that, as a result of overseas investment,
the terms of trade are 1%, worse than they otherwise would have
‘been. Since a 1% change in the terms of trade is worth fx50-60
mns. a year to the United Kingdom then, by assumption, this sum
must be subtracted from the recorded earnings of overseas invest-
ment to obtain the “social” earnings. Such a subtraction would
reduce the apparent social rate of return, estimated on the lines set
out above, by about one-quarter — say to between 6.614%,. Con-
versely, if the terms of trade had improved by 1%, the apparent

social rate of return on overseas investment would need to be
increased to between 9%4-10%.

In addition, it is commonly argued that there are payments,
not classified as profits or interest in the official data, which strictly
fall to be included in calculating the rates of return on investment
overscas. These arise out of payments made to the investing com-
panics by overseas subsidiaries and associates for such items as
royalties and service fees. A rough correction for this element raises
the overseas rate of return to about 8.6%,.

Finally there is evidence that, by investing in certain areas,
particularly in North America, British firms have improved their
domestic performance through the absorption of techniques of
production and management superior to their own (14). This
% technical transference effect ” may well be quite significant. There
is, however, no obvious way of estimating its quantimziw: signifi-

(rq) Cf. Duxnme [2 & 41
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because, even if we accept the relatively simple model presented
in [11], we cannot, in the absence of quantitative evidence regard-
ing the magnitude of the parameters of the demand and supply
functions involved, determine the sign or magnitode of the change
in the terms of trade.
In addition, it is pot entirely clear that the basic assumptions
of the long-run mode} are applicable to the contemporary British
roblern. This model, it is recalled, assumes that real resources are
transferred by the investing country. It follows that, given this
assurnption, domestic and overseas investment are alternative uses
of available resources and hence that it is appropriate to frame the
problem in allocative terms. In the Brifish case, the balance of
payments is not invariably in equilibrium. Over the cycle there
has been a tendency to severe deficits during ¢ expansion phases ”.
There is also some cvidence of the existence of a “fundamental ”
— as opposed to temporary of cyclical — disequilibrium. Hence,
in past, British direct investment has been financed not by the
generation of a current account surplus but by borrowing. Since
direct investment outside the sterling area — and thus in Western
Europe — 18 subject to exchange control, it is necessary for the
authorities to formulate criteria by which applications for official
exchange from companies contemplating overseas investment can
be judged. In view of the persistent nature of the United King-
dom’s external difficulties it is not surprising that the criteria
employed emphasize the impact of investment on the balance of
payments,
According to the Chancellor of the Exchequer (Rt. Hon, James

Callaghan, M.P.) applications for official exchange with which to
finance direct investment outside the sterling arca are now examined
from two points of view. The relevant passages of the Chancellos’s

statement are as follows: L

“ Pirst, the project must bring a substantial continning returt .

to the United Kingdom balance of payments -— for example, ip
additional export earnings. Secondly, there must be good prospects
that the overall return to the balance of payments will, within the
short-term, equal or exceed the capital outflow. -

In all cases where official exchange is allowed in future, or has
been allowed since July 1661, the Bank of England will call for
petiodic reports to show how the return actually achieved in exports
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or otherwi s Wi
bl ;se compares with the expectations, on the basis of which
was given for the use of official exchange” (19)

The two criteria set out in
) the first i
1ead181y be formulated in a way Whi(‘,fl ﬁl?;ggzpl?el(}]:;im can Sy
assumL;pgloasc Iwe write thg value of the investment proj(.act as Ir and
e b tCZE-)?fecd p;oiggrtlon ?\) of the initial expenditure (Ir) will
fact, ut in ster ing — let us say for th ’
British goods. The initial foreign exchange i‘requrireniegl ri(;hiiitrf f

I (I — 7\)

in ice thic :

I Pf%ﬁmﬁlt-htls.forclgn exch‘ange can be obtained from two
{official exchan C§ 1’s['hcm:h{mge M the hands of the authorities
reccipts of the%a -]_ § second is the accruing foreign exchange
recclpts of the applicant firm derived from the profits of its past
I{ingdosm uw;stmcntﬁs which ;mvc not been remitted to the Unli)tcd
Jatter iten‘w_ N 0;'6;10 rbl/l[fl making its initial overseas investment the
profits could ba 'b oreover, even when it is not zero, since the
tuvestment I'Hustvet'ﬂee[;l remitted, the foreign exchange cost of the
the debit itern 5t1 l ¢ taken as Iy (1--)) since this is, in effect
overseas i.nvestmeilz t:fli balancle of' payments arising out of thr;
ot the oot othcr. ff()l“ simplicity, therefore, we shall assume
provided by the .ewlth{.)rities.r eign exchange, Ie(x —2), falls to be

In each of the i years of its life the investment (I)) will yield

returns it i
1 foreign currency of Qi For each year these yield a rate

of gross profit defined by:

&
P = I

so that rni i 1
the earnings, in any year i, coming from gross proftt are:

Pi I¢ where i=1, 2 ... n.

Of these gross profit i I
- profits some part (t} will be taken i
oreign. government and some part (d) of the proﬁﬁtrs1 ;ffltet: Xtal;:th}ilI?

——

(15) Hansard (6 April, 1965), col. 263,
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i i in vear 1 the remiited
be retained in reserves OVEIscas. Hence, in ¥

PIOﬁtS e Is . & (I —_ t) (I — d)

i — as a
If the forcign investment has an }mpact on export§n o
whole — and we write the increase in UK. exports 1y

resulting from the investment as AE1 we have:

L. Pi{1— t) + AF,

as the foreign exchange generated by the investment and
I.Pi(x —-*t)(I-—d) + AEa

as the foreign exchange remitted as a .rf:sult of the investment.
Proceeding on these lines and writing,

AFi=el

we can define the ®marginal rate of return (in terms cf {)orcicghn
exchange) on the initial foreign exchange expenditure ™ by the

following equation:
i=n Te Py (1 —O(x —d)+1e. @
L(z—M) = 3 T T r)r"—*——*
where r denotes the “ marginal cfficiency of foreign investment in

M bH
terms of foreign exchange”™ o e
This formula is, rather obviously, a crude approximation to

proper definition of r ;inﬁc it neglects Lhicizizlcgsnh?{fihisgfs ;::Tut];ii
in vears 2 to n out of the carnings o cs b )
irge values of n it is, however, a close approx1¥xb1i1t1{:1rllett:0§?cogogf;c
value and, even for values of n aroun.d 10, po‘s‘slhy o
the authorities have in mind in defining the “s orz-ﬁc s
involved in using [1] is not too great to b‘c acccg a th. Chancello
Tt seerns as if the fArs¢ criterion mentioned yt. e o der
implies a concept of this ]'dnd even though equa; uzlrlxe 1 et
estimates r. Presumably, smce'the aflnual -costh'c::h e
(in terms of foreign exchange) is the interest ‘E }t i 1 e prima
to foreigners to obtain Ir(t —3 — let us call it 1
facie requirement for approval is:

f—L>0
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provided i is defined net of the tax charged on interest payable to
foreigners (20).

It is worth noting that this condition could be satisfied even if
all the Pi were zero (or even negative) provided the AF: were large
enough, Conversely it could hold if all the AE: were zero or
negative if the Pi werce large enough. All that r —i>0 implies
is that #f the foreign investment is carried out with funds borrowed
at the rate & then, after a deficit of Ir (t — X) in period o, there is
« a continuing net return to the United Kingdom balance of pay-
ments ”, Obviously the condition does not imply optimal resource
allocation in the sensc of the long-run analysis.

Suppose all the Pi (1 —t) are equal and approximate the present
average rate of return on direct investment of 8§ per cent. Then
P(x—t(r—d) would be slightly in excess of 49/. This gives a
value of r, if all the AF: are zero and A =o0 less than 4%,. This in
its turn is probably not far from the average net cost of borrowing.
It follows that the value of the AE: is likely to be crucial as is the
value of A.

Borrowing abroad reduces the international liquidity of the
United Kingdom. This is particularly the case since much borrow-
ing is at short-term. It thus increases the risk of speculative attack
on the pound. The second criterion mentioned by the Chancellor
scems to represent an attempt to take account of this risk by

requiring a short “ pay-off ” period in terms of foreign exchange.
Formally this requirement may be written:

X LPG—t) (1 — )t AR =T ) ... 2]

where s=<n is the number of years which constitute the *short-
term 7,

There is, of course, no information as to the length, in terms
of years, of this “short-term * within which  there must be good
prospects that the overall return to the balance of payments must
equal or exceed the capital outflow ”. Suppose, however, that it

Was 10 years, i.e. s=10 — which is almost certainly a very generous
—————

__{20) Strictly the relevant cost is the marginal interest cost of inducing foreigners to hold
additional short-term sterling liabilities, For an estimate of this cast in the case of the U.5.A,

omsult H, P, Gray [8]. Guav put the marginal cost of atwacting short-term funds at
dbove 10%,
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i % is close to zero, rather less than half the

estimate — then,
value of initial deficit will be accounted for by remitted profits, and
t is the values of the AE:

if s==5 less than a quarter. Once again 1
which appear to be crucial, This, of course, assumcs that all the Ps
arc equal. If they are not what matters, for any given r, is how
the AE: and Pi are distributed over the s years taken by the author-
‘ties to define the “ short-term ” mentioned by the Chancellor,

This attempt to formulate the Chancellor’s criteria explicitly is
f an oversimplification. Nevertheless it does
of the importance attached by the
exchange control authorities to » and the AE. Our exposition is not,

of course, cithcr an analysis or a justification of the criteria but

simply an interpretation. Thus far, indeed, our discussion has been

virtually devoid of economics.
If we now introduce a little economics we can immediately
see the formidable difficulties standing in the way of estimating,
for any particular investment, the Pi and the AE:.
As far as the Pi are concerned the difficulties, though formidable,

are familiar for, by definition,

plainly something o
scem to show the rationale

PIE —QL
Ir

where Qi is simply the return expected in year i from the invest-
ment L. Hence in so far as firms can estimate the Qi — as if they
are profit maximisers they must attempt to do in order to pro-
gramme their investment — they can also estimate the Pi. How
good their estimates are likely to be is another matter.

Estimating the AE: is an entirely different problem. First of
all the AF: which are relevant are 7oz the increases in the exports of
the investing firms, they are the increases in zotal British exports.
Since the exports of the investing firm may increasc at the expense
of the exports of its British competitors, the estimates of the AR
provided by the applicant may well be entirely misleading to the
authorities,

There is also the problem of defining precisely what is meant
by the AFs. Since AE is dated and the dating is crucial in [2] some
dynamic process is obviously envisaged. Moreover, it is clear that
the AR, to have any meaning, must be the increase in British
exports attributable to the single investment I alone. They are, 1B
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other wor .
thercfol-cmf}s; an cxan?ple of a ceterss partbus effect, It follows
e need’to 1-’;lt t(]):)lobtam meaningful estimates of the relevang AE’
(or fallen) if fh;:l iC o say by how much exports would have riseni
" t._ ! nvestment (Ir) had no# taken place. This impli
(boc%ro{&ina tvely estimated dynamic model of both the imvf:slzix;3 ;
enough ig) country and the rest of the world. This, obvious]
cvengox; :;: itht _.avaﬂabl& It is, however, a sobering th;ught thaty
e su1:1cuve assumptions, to obtain worthwhile estimates of’
e .dcn(lla:ﬁs usd to know not pnly the values of the parameters
bt g A and supply functions of the static model of '
I‘so the time form of each response (21) : f14]
n vi ie ] )
riters [Ie]wa ;){l; Eall this it seems 'that the authorities, in applyin
s 1] A 2] must, at least implicitly, he making some qtrong
o clstig"_t. . $ V; ich enable them to use the AE: of the investin\ ﬁrn%
i i§ télll :SC(; thehL\E; of. the economy as a whole. Assumini that
justified, we s::;lt cugh in no way arguing that the procedure is
Southan’lpton cnqn'OW €X§}vﬂ;}nc the information, arising out of the
' ' uiry, which throws some li
and gl e AE: for the investing firm, ne light on the value of
only 21: iilgggry covered 1 52 European subsidiaries. Of this number
. any expenditure on capital :
im PR apital account on equipm
" I;:rtic;clil from g}}e United Kingdom. Among these the p?opzrtfcl)g
varieg fr eXIECH iture devoted to the purchase of British equipment
e as01;111 eﬁslthan 10%, fto over 76%,. A crude averagg fg ¢ the
this way ‘;\Vvo?fd—bca;ﬂimmg thgt/88 subsidiaries spent nothing in
o - etween 565 (22). i : .
it follows that X is of the order Sof /oo.og ) If this result is reliable

As regards recurrent exports the question was asked:

“Has the establishment
4 of your W i
rEduceyd estern European enterprisc
increased
or left unchanged
the exports of (a) finished :
. ( goads (b} semi-finished goods to th
concerned by the UK. parent or associated con%panyp?’ s

—_

(21) According to the §
the Southampton i r
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an , . oy ished an he

Skports rei’rt:sefrjltcc[ 22:: ufacturing subsidiazies amounted to ncarly £8 mns. in (Ilggznﬁ?I‘LLth
i e g per cent of the 1 . . . ese
in ’ . et assets of T

Western Europe included in the sample the UK. subsidiarics and associates

y : : .
(22) .Thls average is not weighted by the valuc of investments
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Clearly, in so far as the establishment of a subsgdmrg 1;:) 21;1;
>
Buropean country increases (or reldu((i:f:s) cxgortsutoci);:a:l; t };16 f}i)rms
' isleading. Equally
countries the answers may be m : ‘ : cary he Bre
i i the ceteris paribus eilect 0
are being asked to estimate - et _ : seas
investmgnt. The extent to which they ca.nhdo thﬁlil Orlfzéoﬁ]gatdigould
. i n say, with confidence, \
on the extent to which they ca rhat wwou d
ts of the parent company
have happened to the exports o e o e for any
. This question is a difhicult o .
ment had noz taken place. .
firm to answer and it may well be that Whﬁt ?Izlflns h;vefc ;:czx;:iei(:c :;
i defined) which followe
the change in exports (as ( Howed e s
i i rience of any firm depe P
investment. Since the export expe : : )
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observed changes, their rep ; Jrelevant
: . means of knowing whe
Moreover, there is at present no ont hether ¢
der-estimates the response of the exp
method over or under cstimat s of
parent comparny to the establishment of an overseas subsidiary

The available data is set out in Table X. o X

S ESTMENT
"[HE EFFECT ON EXPORTS OF PARENT COMPANY AS A RESULT OF INV.
IN EURQPEAN MANUFACTURING

e rraom | MW
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I 29 10 g
3 \

i le X

In view of the arguments set out above the data 11r1a"SI'3.€]l:) oy

must be treated with extreme caution. They scr}v;c ontzﬁs paﬂbus
approximate indication of firms' estimates of the c¢¢
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effects of investment on their own, cxports. These estimates may be
good or bad. They may also be biassed since, in formulating them,
firms may, in perfectly good faith, tend to overestimate. Thus
warned we may now look at Table X.

The first question we can ask is whether investment overseas
secms to be associated with 4 change — favourable or unfavour-
able — in the exports of the investing company. On this issue we
have g1 observations, and changes were reported in 62 or roughly
two-thirds of all cases. In this connection it is worth noting that
while “no change™ in exports was reported in the E.E.C. in 20
out of 72 cases, it was reported in g cases out of 19 in E.FT.A.
Variation in export performance appears therefore to be more com-
monly associated with investment in E.E.C.

The second question relates, of course, to the direction of change
in exports. For all Europe, 34 observations show an increase and
28 a decrease. Moreover, while “ finished goods ” exports fell as
often as they rose, exports of “unfinished goods ”, as one might
expect, increased nearly twice as often as they declined. Neglecting
value weights, there seems to be a tendency for overseas investment
to be associated with an increase in the exports of “unfinished
goods ” by the investing parent. Here again experience in the E.E.C.
differs from that of E.F.T.A. In E.E.C. 32 firrns out of 72 reported
increases (44%,): in E.F.T.A. only 2 out of 19 (10%,). Conversely
while 20 out of 72 firms reported declines in exports in E.E.C.
(28%), the proportion in E.F.T.A. was 8 out of 19 (40%,). It scems
fair to conclude that, so far as the sample is useful, in E.E.C., on
balance, the exports of the parent company tend either to rise or
remain constant after overseas investment (52 cases out of %2) while
in E.F.T.A. they tend to fall or remain constant (7 cases out of 19).

It is not difficult to think of reasons why experience in E.E.C.
and E.F.T.A. should differ including, of course, the industrial pat-
tern of U.K. investment in the two areas as reflected in our sample.
It is, indeed, so simple to think of hypotheses and so hard to offer
any evidence cither for or against them that we shall leave this
apparent difference “ unexplained ”, merely recording that our sam-
ple, small and unrepresentative though it is, suggests that there may
be a real difference to be explained. Moreover, it is possible that any
serious attempt to discover whether the apparent difference is real
or not, and to explain it if it is, would throw further light on the
relation between exports and direct overseas investment,
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Though Table X suggests that overseas investment s, in general,
more commonly associated with an increase in the exports of the
parent company than a decrease, the rough mean of percentage
decreases reported exceeds that of increases. It appears therefore
that the net effect on the exports of parent companics — assuming

that the returns correctly identify the «ceteris paribus effect — could

be small or even negative. This is confirmed by a rather crude
estimate arrived at by weighting the percentage increases [ decreases
reported by the firms by an estimate of their export sales for 1962.
Unfortunately not much reliance can be placed on this exercise. All
that can be said is that the results of our enguiry do not establish
that investing firms as a whole experience large net increases in
exXports.

One point which deserves mention is that those manufacturing
parent companies which have set up non-manufacturing subsidiaries
in Western Europe claimed very considerable export increascs. In
our chquiry 15 parent companies gave information on this point.
Of these, 14 reported export increases — 10 by 519, or more of
finished goods — while 2 of these also reported an increase in
exports of unfinished goods. This is, of course, 2 perilously small
set of observations from which to draw conclusions, It seems pos-
sible, however, to infer from this evidence that, in Western Europe
at least, it may be investment in marketing subsidiarics which offers
the greatest prospect of a high rate of return in terms of foreign
exchange. This is a point shich should be pursued in further
research.

In view of the conceptual shortcomings of our data, the limited
and possibly biassed response by firms and the poor coverage of our
enquiry nothing can be said with any confidence of the effect of
overseas investment on exports. As ouf carlier discussion shows,
however, this is a problem which requires, as a matter of some
urgency, a more careful and systematic theoretical and emupirica
study than we have been able to give it in this papet.

8. Conclusions

The principal conclusion of this paper is that while the official
and other data available make it possible to give a fairly compre-
hensive statistical description of British direct investment in Europe
it is not yet possible to make any confident judgment on the costs
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and benefi : . :
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