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American Direct Investments in the
Common Market ()

U.S. Investments in Western Europe

In recent years, concern has been expressed about the encroach-
ment of American capital in Western Hurope. Data on the book
value of long-term forcign investments do not seem to justify this
concern. Thus, the U.S. Department of Commerce reported that,
at the end of 1964, American private long-term investments in

‘Western Europe were valued at $17,484 million as against European

investments in the United States of $17,726 million (r).

The composition of American investments in Western Europe and
that of European investments in the United States differ in several
respects, however. To begin with, about %o per cent of U.S. holdings
take the form of direct investments while the relevant proportion
is only one-third in the case of Furopean investments in the United
States (2). Moreover, within the direct investment category, American

(*) This paper was prepared for the * Colloque sur la politique industriclle de 1'Burope
intégrée et I'apport des capitaux extérienrs ®, organized by Maurice Bye and André Marchal
of the University of Paris, and held in Paris on May 23-29, 1966, Part of the research on
the paper was carried out within the framework of the Atlantic Trade Project, directed by the
author and sponsered by the Council on Foreign Relations of New York.

(1) Samver Przer and Frepsrick Currer, “ Foreign Investments, 1964-65 " Survey of
Current Business, September 1965, p, 32. This periodical and two other publications of the
U.8. Department of Commerce, U.S. Busingss Investmenis in Foreign Countries, Washing-
ton, D.C., 1960 and Foreign Business Investments in the United States, Washington, D.C.

‘1962 arc the statistical sources used in this section of the paper.

(2) Direct foreign investments, as defied by the U.S, Department of Commerce, refer
to investments in foreign business enterprises (chiefly branches and subsidiaries of domestic
firms) in which a U.8, resident or organization owned a 23 per cent interest. In turn, the
purchase of foreign obligations excluded from this category is classified as portfolio invest-
ments, In the following disoussion we will restrict our attention to direct investments, in
part because portfolio investments do not generally give rise to control over the operation of
forelgn firms, and in part because the motivating forces — and the economic implications —
of the two kinds of investmens are rather different,
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capital is concentrated in manufacturing (54.5 per cent) and in
petroleum (26,9 per cent) that have been in the center of the
controversy about forcign ownership. By contrast, finance, insurance,
and other service sectors occupy an important place in investments
by European firms, with manufacturing accounting for only one-
third of the total. There is also a difference in the financing of new
investments: in recent years, net capital outflow accounted for about
three-fourths, and undistributed earnings for one-fourth, of American
investments in Western Europe, whereas reinvested earnings predom-
inate in the financing of European direct investments in the United
States, :

These differences reflect the influence of historical factors. A
substantial part of European investments in' the United States finds
its origin in the migration of capital in scarch of safety during the
thirties and in the period of the Second World War, Safety rather
than high vield being the main objective, this flow took largely

the form of portfolio rather than direct investments and, within the .

latter category, investment in the service sectors predominated. At
the same time, firms that had established branches or subsidiaries
in the United States before 1941 still dominate the picture and
account for four-fifths of the value of Buropean direct investments in
this country. New firms increasingly participate in American
investments in Western Furope, however, and U.S. companies have
a large stake in the fast-growing industries.

The rate of growth of direct investments, too, has differed
greatly in, the two cases. In 1950, the value of European direct
investments in the United States ($2,228 million) had exceeded that
of American investments in Western Europe ($1,733 million). The
situation changed by 1957 when U.S. investments reached $4,151
million and European investments were $3,753 million. Since 1957,
disparities in the rate of growth of direct investments have further
increased, In the years 1957-1964, the value of U.S. investments in
Western Europe nearly tripled as compared with an increase by one-
half in the opposite direction. As a result, by the end of 1964, the
value of U.S. direct investments in the European area surpassed $12
billion while European holdings in the United States were less than
$6 billion,

Within Western Europe, the countries of the European Fco-
nomic Community assumed increasing importance as a location for
U.S. affiliates; the share of these countries in American direct

i
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THE VALUE OF U.S. DIRECT INVESTMENT ABROAD faner x
(# million}
| tese 1957 1964
Total A
Comda T 11,788 25,394 44,343
Western Europe . . S o Ve 20
e e e e 1,733 4,151 12,00
Com -
o nzm'n Marker . e . 637 1,680 , 8
Belgium-Luxembourg | .o 69 192 >
France e
Gomany | e e . 21% 464 1,437
1oty e e 204 581 2,077
The Netherlands , . , ., . . 83 e -
United Kingdom o e 84; I o >
Scandinavia . ., ., . , , , .11 i i
Switzetland . e e e 14 222 o
Other European Countries N 11::); zzg 244
Japarn . . . o
Al[: " c e e e e 10 185 50T
stralia - New Zealand - South Africa . . 366 2 }
Latin America . . I . . | ., 4,445 - 3’049
Less Developed Countries other than LA, | 1,290 71434 o
Internationat . ., . . . . ., ,356 3’2 : 5,;26
P ; 1,041 1,805

$o. . 5 ) tment ta Al f C z s .

OLrCe ¢ e cpartmen: Of Commerce, Surve ines a; 5 1SSUCS
\ L » Y o urrent Business variou

Note: k lgUIES !G!ECJ.' to thE end of ﬁhf‘: ycars indicated.

investments in the European area grew from 36.8 per cent in

t}ci 44.7 per cent in 1964 (Table 1). The rise 0% U.E‘f invcstmentlsg?z
the Comfnon Market countries has been especially pronounced since
the EEC’s establishment, with part of this increase taking place at
the expense of the United Kingdom. While investmens in Ehe two
areas grew more-or-less parallel beforchand, between 1957 and 196

th.e amount of new investments increased from $212 million to 315384
mitlion in the EEC as against a change from $332 to $377 rnilliol?
in Britain (3). The United Kingdom has also lost ground compared
with most other countries of Western Europe, Among these Swfi)tzcr—
land has been the main beneficiary, largely as a result of tlflc advan-
tageous tax treatment accorded to American corporations (Table 2).

(3} The differences are even more marked if data on the net inflow of capital are

compared, si 't i
s » since the proportion of new investments financed from undistributed earnings s

nearly one-half i i i i
Mal-k,;t_ alt in the United Kingdom but it docs not exceed onc-cighth in the Comman
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! TarLE 2
THE FLOW OF U.S, DIRECT INVESTMENT TO WESTERN EUROPE
($ million)

1950 1957 1964
A B A+B| A B A+B A B A+B
Western Burope . . .« - g 151 270 | 287 294 581} 1,341 420 1,761
Commen Market . . . . g3 70 I23 g6 116 212 787 102 889
United Kingdom . . . g9 69 18 |rm o 332 207 70 377
Scandinavia . e e 4 7 it 4 4 8 66 6 72
Switzerland . . . . - - 2 1 3 4 3 i 215 113 328
Other European Countries . ~ i 4 15 b3 S 3 22 66 - 29 05

Source: U.S, Department of Commerce, Survgy of Curremt Business, various issucs.
Explanation of symbels:

A. Net capital flow,

B. Undistributed subsidiary carnings.

A+B. 'Total new investment.

To explain the rapid growth of American investment in Western
Europe, and its orientation within the Furopean arca, we should
first consider the influences that contribute to direct foreign invest-
ment. In a recent paper, Stephen Hymer noted the relationship
between oligopolistic market structures and foreign investment. It
appears that 44 per cent of the principal U.8. foreign investors come
from industrics where four firms supply over three-fourths of sales,
although these industries account for only 8 per cent of the total value
of industrial output in the United States. By contrast, industries
where the four largest firms provide less than oncfourth of sales
had only ope of the seventy-two firms classified as major foreign
investors {4). C :

According to Hymer, the motivating force of foreign invest-
ment is that, by acquiring control over foreign enterprises, oligo-
polistic firms can reduce competition and increase profits. Hymer's
main concern is with the determination of oligopolistic market
shares; in the present paper, emphasis is given to changes in these
shares. This approach is especially appropriate in the case of US.
:nvestrents in Western Europe, since the sevenfold increase in the
value of this investment between 1950 and 1964 was accompanied

(2) Sreesmy Flrmem, Direct Foreign Investment and International Oligopaly *, Juse:
1965 {mimeo).
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by increases in the share of American subsidiaries in certain industries
(food products), entry into industries that had largely been the
preserve of European firms (chemicals), and participation. in new
industries (computers).

Correspondingly, I will focus on the cost of expansion in
dorr‘llestlc agd in foreign markets for the oligopolistic firm. After
hav;ng at.tzuned a more or less stable share in the home .market
selling efforts aimed at increasing the firm’s share in domestic sales
are .bound to meet with retaliation on the part of other enterprises
raising thereby the cost of expansion. On the other hand altl'}:ou 1;
the cost of.en'try into foreign markets may be substanti’al it ngll
oft§n be casier for the firm to carve out a new market for it;elf than
to increase its domestic share — especially if the rate of growth of
demand is greater and market structures are more fluid abroad
~ These conclusions can find application to American investments
in Western Europe. For one thing, in the postwar period demand
for durable consumer and producer goods has been rising mor
rapidly in Western Europe than in the United States For agnotlztre
the ﬂu1(511ty of ma.rket structures has greatly incrcased. as a result oE
cconomic integration in Hurope that has upset established patterns
in the individual countries. But while the high rate. of incfeasc of
d.cmand and th fluidity of market structures have provided incen-
tives for American firms to encroach upon European markets
additional considerations have to be introduced to explain thé

choice between supplying forei :
forcign plants (5).PP ying foreign markets from domestic or from

The Choice between Exports and Foreign Investment

In chronological order, sales from domestic plants usually pre-
cede the establishment of plants in foreign countries. For ohe .thi}il ‘
the lack of familiarity with conditions abroad augments the risk g%
setting up foreign plants; for another, time may be needed to
increase sales to the level where the establishment of a forcign
plant is warranted. The chemical industry provides a good cxém;%lc

of the process of expanding foreign sales and the subsequent shift

ments (S)I\IP'IE}IC anfi throug-hout this‘pa—pcr, I will neglect the problem of licensing arrange-

by fm:ejgnm: 1;;1-. ‘:3'11-1‘1 c‘cms1dc;’r questions relating to the importation of products manufactured
sidiaries into the United States, At any rate, these i g ‘

per cent of the total sales of U.S, affiliates. ' ’ » these Jinports hendly exceed one
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from exports to producing abroad. Given the high rate of expansion
of demand for chemicals in Western Europe and the fluidity of
market structures, a rising proportion of sales by American chemical
firms is directed to Western Europe and the expansion in sales has
been followed by investment in European manufacturing facilities.

The Dow Chemical Co., one of the largest chemical manufac-
turers in the United States, increased its forcign sales during the
postwar period from nil to onc-fifth of the total, for example, and
expects a further rise to one-half within a decade. With much of
these sales going to Western Europe, European production facilities
are expanded at a rapid rate. The Economist (November 7, 1904,
p. 631) reports that Dow’s investments in Western Furope reached
$roo million in 1964, and are planned to rise to $150 million in
1966 and to $250 million in another two or three years, Du Pont
and other larger American chemical companics are acting in a
similar fashion, Correspondingly, the book value of U.S. invest-
ments in the European chemical industry rose from $74 million
in 1950 to $319 million in 1957 and $1,073 million in 1964, with
further increases indicated in the years following (6).

But while we often find that the expansion of forcign sales is
followed by American investments abroad, the question remains
what factors motivate the decision at the time when prospective
sales attain the amount that a new plant could supply. In the
following T will consider the impact of cost-factors (production costs,
transportation costs, and tariffs), and nonprice factors (the availabil-
ity of funds, antitrust legislation, and the servicing of foreign
markets) on the individual firm’s decisions, and continue with an
evaluation of the * market strategy ” of American enterprises.

Production costs in domestic and foreign plants of American
companies were compared in the course of an investigation carried
out by the National Industrial Conference Board. The NICB report
found production costs to be generally lower in plants located in
the United Kingdom and in the Common Market than in the
United States, largely because the advantages of European countries
in regard to labor costs arc not fully offset by the lower cost of
intermediate products in the United States. For the year 1960,
median cost ratios expressed in terms of the cost of domestic opetra-
tions were reported to be .85 in the European Common Market and

(6) Smrvep of Curren: Business, September 1965, pp. 27, 20.
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8z in the United Kingdom (7). Similar conclusions were reached b
John H. Dunning in regard to the United Kingdom Dunniny
reports that, in the mid-fifties, three out of five Amerik:anl compani :
had lower costs in their British than in their American planfs (g;s

It may be objected that the comparisons are biased hecause
American companies tend to locate abroad in cases when forei
costs arc lower tl.lan domestic costs. But the same pattern is shov%ﬁ
in the large majority of manufacturing industries and, accord;
to the calculations of the U.S. Department of Comn;erce m%
1961 the rate of return on manufacturing investments by U s. flilrn N

::I)lccceidc'd thatT obtained in- domestic operations by ay su-b:;tantrirﬁ
m jcrhge;l c(lgtgd abl;cvs:. results, then, confirm the findings of the two .

D_lfferet..lces In average profit rates in U.S, and foreign operations
well-nigh disappeared in 1962 but interindustry disparities in produc-
tion costs continue to influence decisions concerning the l%cation
of -n_lanu_facfturmg facilities. And, at any rate, the investment
decision is influenced by the long-term rate of r::tum rather than
the current rate (10). Long-term profitability, in turn, is affected
by fc posmb{lities for cost reductions and the cxpai;sion of the

f:til; ;giml_ will return to a consideration of these factors at a

Among cost factors affecting the firm’s choice between ex ;3rtin
and producing abroad, transportation costs should next be meni‘zionedg

Dunning founq that, in the case of two-fifths of American manufac.

turing compantes operating in the United Kingdom, transportation

costs incurred in supplying British markets from U.S.: plants amount
to less than 10 per cent of the cost of production. But this ratio is

between Io and 20 per cent in onefourth, and between 20 and 20

per cent in over one-fifth of the cases, and 13 per cent of the cor?x—

panies reported that transportation costs exceeded 30 per cent .of the

(7) Tarobore R. Garss and Famia
. : . 2 N LiNoeN, Costs and C it
National Industrial Conference Board, xg61, pp. 14—15.5 rpesiton, Rew York, fhe

(8) Jouw H. Dunnwe, dnzeri i it i
Al snd Unont, A ﬁ e can Investment in British Manufaciuring Indusiry, London,
Eg) )ngveyhof Current Business, September 14965, p. 22
o) On this point, our theoretical e ions are con
" ! _point, xpectations are confirmed by the 1965
W;fz:roer‘lal Industrfal Conference Board among one hundred leading U.Sj.f m;ulfigu;ll;; i‘iyﬂzf
gn operations. Cf,, Juop Pork et al., U.S. Production Abroad and the Balance

of Payments, A Survey of C i
o ymen. o 1952, Op, 6prorate Investment Experience, New York, National Industrial
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cost of production (11). While these results are subject to an upward
bias because they reflect the experience of U.S. firms that have
actually located in the United Kingdom, the wide industrial distri-
bution of U.S. subsidiaries suggests the importance of transpor_tation
costs for locational decisions.
The level of tariffs in foreign markets is a farther consideration.
Since, in the cost comparisons referred to above, duties of AW
materials and intermediate products have been included in the
cost of inputs, tariffs on the commodities traded arc relevant for
the present discussion - (12). A rough indication of the relative
importance of tariff protection for the producer’s decision o
establish plants abroad can be given by comparing tariff averages
for European countries, In an earlier paper, I estimated the average
of duties for manufactured goods, weighted by the combined imports
of the industrial countries,to be 15.5 pef cent in the United Kingdom,
11.9 per cent in the European Common Market, and 6.8 per cent in
Sweden. The paper also provides informatio

n on tariffs for thirty-
six industrics of the countries in question (13).

Effects of the Common Market on American Investments

lications that the establishment of the
for U.S. direct investment. While the
sheltering of national markets by tarifis provides an incentive for
U.S. firms to locate plants in the individual countries, the formation
of the BEC bas had the double cffect of discriminating against U.s.
exports in favor of sales from plants located in the partner countries,
and enlarging the market for the individual producer. To varying
degrees, both of these influences have contributed to the rapid
expansion of American investments in the European Economic Com-
munity — and especially in Common Market manufacturing —

since the time when the Rome Treaty was signed (14)-

1 come NOW to the imp
European Common Market has

Manufacturing Industty, p. 233
(1z) Should we consider solely tariffs, hawever, effective rather than nomina] duties
would have to be compared when the former take account of tariffs on, material inputs and
express the extent of protection of yalue added. Cf. my « Turiff Protection in Industl'ia}
Countries: An Evaluation *, Journal of Political Economy, December 1965, PP 57304+

{13y lbid.

(1) The bock
countries nearly quadrupled b
share in U.S. manufacturing investme

(1) American Inwestment in British

nts in the manufactuing industrics of the EEC
d 1964, raisiog thereby the Common Market's
Western Burope from 37.9 0 473 per cent

value of U.8. ifvestine

etween 1957 AN
nts it
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firms to locate i y tariff discrimination in inducin i
however. To g-:gitrlllew(i]glmmon.Ma{kct should not be g{;gnz;l: iin
Hill Co,, into the moti, an inquiry conducted by the l\%cGrz ’
show the importance of :at‘lon of [nvestment decisions failed :V
induccment appeared to banfl]?1 dlscrl‘m.n_lation; rather, the princi a(i
market (15, Frther ¢ the pos§1b1hty of expansion in a wig
present anthor has & > a statistical investigation carried out b t}t:r
it discrimination alf(;ﬂ% 20 jfi:i?;mhip between the degrze off:
Following the elimination of tments in individual industries
country produ : of duties on intra-EEC )
e i%’ 'Sleir ;jfse :V;H be able to compete with foreizzde,rpgftner
smount of tariff. If Vzigefci the Prlcelchal‘ng by the lattcg' Ob uctc}fs
nchusive domestic oo a.\zlc the foreign price to be 100, the f -ffe
derived in this fna]i:; n; will equal 100 plus the duty. 'i“hc ﬁalzl .
forf:igll\ld producers at the :Egrzs; tﬁ;etrate' -_of dliscrimination aggai;i
mon Market ) “ transitional period '
ooy under t?-l :S:sas}ﬁ;ffntl‘lmt Th_ey have been LE)SCd inoihzhc rcom-
by the conditions thaf ;?rlilllthf Livestment decisions are inﬂie‘ils:ég
havcﬁfcn completed. obtain after internal tariff reductions
¢ rate of tariff discriminati
representin : ; nation, as well as j
mlfjnts in, gththEllii;‘c:sc in U.S, exports to, and Aﬁgfia; uiﬁlbers
196364 arc shown o ;anCOmmon. Market between 195758 and
thicrllgsh being equal, omjl \So?llgorcg?:t ilsﬁiustrial categorics. Other
and the expansi . e rate of discriminati
there is 0o gnlcfﬁfggogfoénzesﬂn§nts to be positively corlrsze(izlgcinatlgon
ive of the statistiod] the existence of such a relationshi irr. .
if ~- in order to abstrgi:iazurc cmployed. The results do nI?Jt CEZ}LCC"
in the rate of demand o r?? the effects of interindustry diffﬁl‘t‘ﬂcge
of discrimination g thn the inflow of foreign capital — the r ‘Es
ment to that of U.S. ex # ratio of the increasc of American inv;1 ;
duction of U.S. inv;:sémegs rts are compared. Neither does the intrS(j:
rate ‘of increase of this i in the base period as a variable affecting th
It appears, then Sdl]nv“tm.e nt bring modification in the resgult ;
contention according at available evidence does not su y
ing to which tariff discrimination aga?fzrtggc

(U.S. De
- Department of Com .
Washington, B.C. oo ommerce, American Business Investments in Forei
s PP 92-95 and Swroey of Current Business ‘3:=.pterr?l:ﬂgn scaunt’i"‘ )
ey x cr Igbs, p. 24).

{15} McGraw Co

e 3 Co. Departm i . )

ompanies, New York, 19601,3[; 4ent of Economics, Forefgn Operations of U.S. Industrial
. 4 : - T
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TABLE 3 n
may specialize in differen jeti
m };) ) r[;S iozc in different varieties of a given commodi i
, components, and accessories, in factories locat::g’ "Orthm
in the

. TIHE RATE OF TARIFF DISCRIMINATION, AND THE EXPANSION OF U.S. EXPORTS
TO, AND AMERICAN IN YESTMENT, IN THE EUROPEAN COMMON MARKET

ﬁf{ﬁﬁi{—* g_k—_.i—_f;;*f—_:—_f___:—_f—g—; e
\ : .
Rate of i Invest- i in roductivit :
e | el | toxports memt/ | TRVE oy ghp uctivity by applying US. producti
g | Piscrimi et | sba-6s Bxports | ot met ods in the enlarged market gi ction, and organizational
| nation B anl WU B 28 $I?E'Zl_l?§n . in consumer incomes and d nf t (gims promise for rapid increases
index {8 ! =% =10 - : : _and demand. La ‘ .
.7_7 (@) Index, 1957 gf=100 1 ok ciated with the establishment of plant fStIY, the uncertainty asso-
S of the partne ‘eg 3 plants for supplying th
Tood products . -« ¢ ¢ . ‘ 126.2 268 145 i85 19 _ : -sibili r countries is reduced by reason of yibg the, markets
Miscellaneous manuf. . . e s ‘. 1186 332 320 104 31 versl llty of the elimination of all trade i N O the assumed irre-
Rubber products . .| 1153 743 | 372 200 v These factors largely account f € 1mped1mc11ts.
Transport equipment . 114.8 312 142 219 98 the behavior of American i nt Ol‘.the observed differences in
Eloctrical machinery .« + ¢ rrag | 266 | 373 71 3 : Community, the United K-mvgsmfs— in the European FEconomic
Chemicals . .. 1123 430 199 206 50 countri . ’ Ingdoim and th :
: . o : ries. Pri - ¢ Conti
Nonelectrical machinery . . . - ‘ 110.9 q15 | 254 163 86 most desirabl Olr to_ 19583 the United Kingdom a nental EFTA
Paper & paper products . . 110.3 300 - 375 80 ) in W. able location for Sctting up forel PP cared to be the
Metals . -« ¢ e \ 1056 | 574 170 338 19 1En csﬁem Europe, since Commonwealtl . f?{anufacmrmg facilities
vom Britain. The ; h markets could b i
. . * est; C §u
Note: {a) 100 plus the weighted average of the common external tariff. ‘ g situation, and the S' ablishment of the EEC has chan PPllCd
- Sonrcesy Tariffs - Committee for Foonomic Devclopment, Comparative Tariffs and : half of ’1 creation of a unified market anng the
Trade, Washington, 1962 . l .O the U.S. market has dﬁd ¢ ‘equal to nearly one-
n and Development, Foreign Trade . 10C3.'E1I1g in one of the memb provi a porwcrful incentive for
cr countrics. By contrast, the addition

for Economic Cooperatio

bl c

Trade .- Qrganization
Statistics, Various issucs.
ent of Commerce, Sureey of Current Business, various 185ucs.

Investment - U.S. Depattin

exXpOris would have been the principal influence on American invest- . Cont
ments in the Common Market, This conclusion is further streng- -~ hontlllental EFTA countries hardly exceed ;
thened if we consider that the estimated decline of $3r1 million R ; e Common Market; on the othr:rY tari(f:’-,[?{t ls onefifth of that of
in U.S. exports due to Common Market discrimination (16) would ow to begin with. er, tariffs in these countries were
have hardly warranted a rise in the value of U.S. investments n Nevertheless, American firms benefit .
§ billion the Continental EFTA countrics boomiss from setting up plants in
. es because they will have duty free

the manufacturing industries of the FEC countries from $o

in 1957 to $3.1 billion in 1964
Instead, emphasis should be given to th

entry into the Uni Ki n W
o 271 s Lorg ;1;2@31 ingdo hose domestic market is roughl
m at of the average partner country Prospug' !
. Ispective

e inducement providcd gain
s are augmented b
: y reason of the fact th .
at tariffs on com
mMmo-

for, foreign investment by the cnlargement of national markets 0 dides
through integration in the EEC. By allowing for the construction S e imported from other industri .
. R S A in Britain, Th . ustrial countries are relati ;
and for increased intraindustry specialization, 2 . S related . us, despite the restraining eff ct fc relatively high
U (o : cC - ot
PRI g to the maintenance of EFTA, U.S 'invcs?metr?tz uél thgtalsnnes
) 1 ¢ Scan-

of larger plants
wider market creates possibilities for

that contribute to reductions in costs.
member countries can now cater to the entire atea,

exploiting economics of scale

Plants established in any of the
and producers

dinavia :

- n coun

have been thctl-‘;i) th ave expanded at a rapid rate. But in

corporations on st pronounced in Switzerland, where A creases
joy important tax advantages ’ feriean

e

{16) CE. Brra Batassh and M. E. K, © Trade Liberalization under the Kennedy
Round: The Static Effects , Rev, Econ. Stal. forthcoming. Comparable estipates derived by
the use of a different method are given in L. B. Krausg, © The European Econotnic Community
and the U.8. Balance-of-Payments 7, in W. 8. Sarawt, et. al, The United States Balance ef

Payments it 1968, Washington, The Brookings Institution, 1963, PP- 65-118.

(17) IBM has deci
ded, £
and cards to § decided, Ior cxample to prod vy
mount them on i > produce hybrid integrated circuits i
in Germany. Also, compnter a“eﬂﬂfly hssct‘:::s in _France,
. restricted to

ohe Vﬂl‘iety in F
: rance and anoth i
P, 1150) er two in German
. y. (The FEeonomist, M
» March 19, 1966
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Nonprice Factors ,

Among nonprice factors, the availability of funds, antitrust
legislation, and servicing should next be considered. American firms

possess advantages over their Buropean counterparts with respect

to both internal and external sources of funds. Trends in the availa-

bility of internal financing ate indicated by changes in profit margins
over time. Judging from labor cost and wholesale price indices,
these margins have been widening in the United States and narrow-
ing in Western Europe in recent years, permitting thereby increases in
U.S. investments abroad. In fact, the share of foreign investments in
total expenditures on plant and cquipment by U.8. corporations has

fisen to a considerable extent, and in industries produciog rubber

goods, transportation equipment, electrical machinery, nonelectrical
machinery, and chemicals this share averaged 21 to 32 per cent in

1964 for companies reporting o the U.S. Department of Com-
merce (18). Also, most firms participating in the NICB survey
reported that their domestic capital requirements did not lirnit their
foreign investments, and companies frequently stated that “if a
project is good, we find means to finance it” (19)-
Aside from internal funds, financing can take the form of.
borrowing in the New Vork market while the access 0 borrowed
funds is more lirnited, and rates are higher, in Europe. Moreover,
the 15 per cent increase in the cost of borrowing to foreigners result-
ing from the introduction of the Interest Equalization Tax in July
1962 has entailed the virtual climination of borrowing by European
firms in the United States, and has disrupted the pattern character-
ized by the intermediation of the New York financial market
between European lenders and borrowers. In the past, Europeans
issued and purchased bonds in New York because of the -relatively
gmal] margin between borrowing and lending rates dve to the
advantages of large size — stability, low brokerage fees and the

ability to absotb large issues — of this market (20).

— e ———

(18) Survey of Current Business, September 1965, p. 30
(19) U.S. Production Abroad and the Balance of Paymenis, p 63.
{20) CE. CHARLES P. KmoLepEreEr, * Buropean Feonomic Integration and the Develop-

ment of a Single Financial Center for Long-Term’ Capital ™, Weliwirtschafliches Archiv,
Band go, Heft 2 (1963), PP- 189-208, and PETIR B, Kenew, “ Towards an Alantic Capital
Market *, Lioyds Bank Review, July 1963, PP 15-30: On developments due to the intt

Hon of the ® voluntary restraint # program on U.S, forelgn investments, sce below.

oduc
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(21) American [
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its rate of growth, the characteristics of its products, and a host of
other factors. Nevertheless, some general conclusions can be derived
in terms of market strategy. '

I have noted that in expanding their sales, oligopolistic firms
tend to focus on locations where market structures are less rigid
and/or the rate of growth of demand is higher. I have further sug-
gestcd that, as a result of integration in Western Europe, these con-
Jitions are fulfilled in the EEC and — to a lesser extent — in EFTA.
This process, then, can be expected to continue until market shares

more or less stabilize. .

But why locate Jbroad rather than ~expand exports to

> In the previous discussion, I have examined this

foreign markets:
choice for a single firm without taking account of the reaction of

other enterprises and the interrelations of the decision-making pro-

céss ifl competing enterprises, Introducing the latter considerations,

it “will appear that investments may be offensive * and “ defen-
sive ” at the same time. The entry of an American firm in a par-
ficular industry may bring forth 4 reaction on the part of other U.s.
cornpanies, for example, as evidenced by the case of the computer,
chemical, and automobile industries. Also, as the sale of a given
item in a foreign market reaches the level where the establishment
of a plant is warranted, the question may not be whether the
exporter should set up 2 plant or not but whether this firm or a
competitor will establish the plant. Accordingly, the firm’s choice

may be cestricted to setting up a plant or losing a smaller or greatet
proportion of sales to 2 competitor that enjoys the advantages of

locating pear to the market.
This dilemma was clearly expressed in reference to enterprises

in the host country by an official of Du Pont: “Should we choose
not to set up a plant ourselves, the void would be filled by a domestic
competitor. Hence, we have the alternatives of losing business either
to a domestic producer or to oursclves. We prefer the latter ® (22).

More generally, foreign investment should be regarded as 2
part of the market strategy of the firm that aims at improving of;

(22) Kraus-Hnvpion STANDRE, Amerikanische Ingestitionspolitik in der EWG, Berin:
Benth-Vertrieb, 1965, p. 88 Also, in a discussion of the motivation of investment abroad,
the NICB repott concludes: *In developed areas, notably in Europe, the .emphasis s on
focal and forcign comnpetitdrs who, having plants on the spot, are in 2 position o take
advantage of changes in teros of volume and typical product demanded, and can supply
customers faster and better than a company that depends on lawer and costlicr long distaice

supply lines ", U8 Production Abroad and the Balance of Paymenis, p. 44
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at least, defending its position in d i i
at Jeas : tio omestic and in foreign
Currentot;f() E?ﬁgﬁ{t gl1%opol1st1c firms are long-term maxiizﬁiﬂ{:ﬁs&
e, Tt he Izl eptiays. a secondar}-r sole in the decision-makin
process, At the same ¢ lﬁlc, :chc expansion of sales and that of prdﬁts
o o Oftm; ) ft la y since long run average costs in individual
Pided v spread ﬁxeda Ken as constant and hence an incentive is pro-
iovelopnne el :olsts — including t}}at of research and ptoduct
oot the ot d jr_gm output. This explains the difficulty of
separafing | cxpan.d y mSll‘f.: to increase earnings capacity from its
S omestic aqd foreign sales and investment (2

g to the conclusions of the NICB report: “In t:i?c;

almost unive i

position reqisi:iSJUdgcfne{lt of producers, maintaining competitive
‘ndistinouishab] fcontmumg investment. Growth is considered
| guishable from earnings ability; ‘to stand still is to lose” ” (e::)

The Benefits of Foreign Investment

The text
Considerationbggkcai;%;mcgg flmi) foreign investment is based on a
) and labor endowm i :
countries, U : : ents in the indivi
o everywhc?edsli the assurption that the conditions of produc(tlﬁ)ﬂ
¢ same, it will be profitable to invest in the country

where the amount ;
of capital per worker i
of capital wi . per worker is smaller, and th
o thE Wor‘;f(lillalcad aﬁ fmprovement in the allocatic,m of rcseoigzz
benefic from fo:c;:g nWi I;)i:.t Indccdil both countries are assumed to
stment; the investor gain .~
: s by obtaining a

higher profit abroad whil o
labor productivity and \;acgctsh ?2;‘011316111: bencits from increases in

(23) Note the differenc
_ ¢ bhetween thi
view, 0 Mote | e be is argument and that of W,
o th’e . ihﬂcol]:;asil E;?I'.l:lmgs is the ultimate objective which is furthl;'e{]l3 alj)-lm(zllll o
o o rm, while Ban 11egards growth as an objective per sz, subject to i o gm“{th
e I inimal acceptable rate. W, ], Baumon, ¥ O’ : ey
(w)a, e ool » “On the Theory of Oligopoly *,
24) U.8. Producti , | .
same et [thztohn zf‘broad a{ad the Balance of Payments, p. 133. Flsewhere i
e o 1t Is mote fa::t h marke.tmg strategy was clearly the dominan; e]emcﬁtc‘re i o
oty tavemment. ven hcars.dlrcctly on the charactetistic view of busine.s:;: ther
et md’is « dw ere it appears as new or expansionary, is necessar ts " th'at
ot et 1 ,d nade to strengthen the continued ability of ,h e 20 2 whele
i Ipro uce additional profits ”. (Ibid., p. 59) 7 of the entrprize x o whole,
25) In turn i first :
ot s et ;- ‘:;fiesbwould f'ixll in the first country and profits decline in th
froms o nanges o e pu‘mencally smaller than the beneficial ones and, i s
ibutional considerations, there will be a net benefit in SbaIL o
! oth countries.
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But while profits remain the principal consideration on the part

of the investor, improvements in productivity under the assumption

of unchanged technology provide only part of the benefit to the

recipient country if the conditions of production. differ internation-
ally. In the case of the European Economic Community, for
example, the contribution of American capital in adapting produc—
dive facilities to larger markets, the effects of increased competition,
and the “apport” of new technology and technological knowledge
are likely to be of much greater importancc than the static benefits
of foreign investment described by traditional theory. The EEC
countries derive further gaing from the taxation of US. subsidiaries
located in the Common Market.

Within Western Furope, the United Kingdom bas the Jongest
history of the inflow of U.S. capital and she also leads in terms of
the value of U.S. investment; hence, it is of especial interest to
consider the contribution of American subsidiarics to competition

and technological improvements in Britain. Dunning reports that,

beginning with the establishment of the Diamond Match Co. in

1896, American investments have often served as an “ anti-mono-
oly device » in PBritain. Automobile tires, boilers, and margarine
rovide examples in the interwar period while, in the years since
World War 11, the establishment of American subsidiaries has
thwarted potential monopolies in the production of office appliances,
watches, television tubes, refrigerating machinery, and excavating
equipment (26).

Sirnilar instances have been observed on the Continent. Accord-
ing to a German observer, “ U.S. capital tends to enter oligopolistic
markets where there has been little competition in the past. Here
the U.S. firms play the typical role of the outsider who brings
movement into these markets” (27). The increase of competition
associated with the establishment of American subsidiaries has also
been noted in France where the “live and let live” attitude of
firms has been especially strong in the past.

Intensified competition following the implantation of U.S. firms

has often provided inducement for improvements in national firms

but the implantation of American subsidiaries bas had a bearing

S —
(26) American Investineri in British Manufacturing Industry, pp. 158-60. .
{27y H. D. LOsnvsick, “ Der dentsche Markt bleibt attrakuiv ", Der Volkswirs, 1964)

No. 44, p 2355
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on technologi .
o ‘C;}:icioan% organlzaponal knowledge in the host country
o number of Lcw' 1‘0(2-11‘ one thing, thCS§ subsidiaries have introduced
viously imported fII') uﬁts in Westcrn Burope which had been pre-
 ude varions indo'r'n t e.Umted States, The products in question
machinery. and tus;rlal instruments, excavating and carthmoving
maceutical, Pmdﬁ:t;o eum refining equipment, chemicals and phar-
gents, and ethical drlge.g‘ carbon bIaCkz 'SYDtthiC rubbcr, deteg-
fomtic. appliances m%s) as well as new consumer goods, chiefly
In introducing n cosmetics (28).
and organ'izationagl niv‘;hpr(;) ducts and applying modern technology
the cxpcriemclof ih ethods, American subsidiaries have utilized
extends to blue rintC Pal:nt company. This transfer of knowledge
taining to such givcr: and prototypes, -as well as to know-how per-
and material hamdlili3 mage-rS_as design fmd layout, waste utilization
rican-owned plants ﬂg- Aside from raising productivity in Ame-
the organization of, lefic lmprovements influenced the methods and
the interchange of gloo ulctéon in some r-1altiona1 enterprises through
devclopments. and thewiscggéi :ilse publ};ty given to research and
arrar;lgl'cments .with other Americanprc?)\;tln;ilinfgr(zr;)akmg ficensing
Pro‘dﬁctiizlmin éltlﬁziinccs% }'&m.encan ﬁrms have also influenced the
industry. An inters o their suppliers and the structure of the
Libby McNell, and Lithy who has misbibed oot o vom
: . stablished fruit and
ﬁ)rﬁ‘;is:;gg Clg};;lgstlﬂ t}f Lower Rhéne region. Libby ha:egs(i:;?elcel
prosecsing Iantsc s 'Wﬁtf tl.lc farmers of the region for supplying its
ided thempwith with fruits and vegfztablcs and has, in turn, pro-
methods of Cultiva’%a]’ns’;g.well as with advice for improving their
ments obpained ia fon. : esides bclneﬁtmg the suppliers, the improve-
firms to follow Lib]c)lu’a ity and yield have induced several French
a transformati VS examPl"‘l_zmd we witness the beginnings of
ation of the processing of fruits and vegetables %rom

inefficient small-scal bl
-scale establis i .
France. hments into a modern industry in

(28) The introducti
ian s oy
Crries-Y. Bamrry L’z’m;esti:.?fmt::: 5 I'O‘-‘;;Cts byé U.S. subsidiarics in France is emphasized i
caires de ) es firmes éirangtres i i
s ?c fl;iﬂce;dlgﬁg, b, 223, £ en France, Paris, Presses Universi-
39} According to Dunni i
which Amert ning, “it cannot be entrely ceincid i
rican i 2 y coincidental that ustries 1
in character and ﬁi‘:‘f;entanon is most evidenced are zlso those which are bo:l}:ﬂ llldu;tl‘lﬂs o
best suited to su Ilc” rely f?r their success on those variables which the U Smos‘E Yy s
pply " (American Investment in British Manfacturing Ind e
ng Indusiry, pp. 189-p2).
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r mobility and fewer geographical

prcconceptions, American firms have also Playcd a role in imple-

menting regional policies in some European countries. 'Thus, accord-

ing to Le Monde (June 15, 1955), “ without Libby the program for
1d have been a failure ”. More recent-

the Lower Rhbne region wou
ly, it has -been reported that Motorola has established a plant for

making semiconductors in the depressed Toulouse region while the
French government had difficulties in inducing domestic industry
to locate plants in the arca (30). The establishment of a Caterpillar
Tractor plant in a declining Belgian mining region promises 1o
have similar effects.
Last but not least, in accordance with international agreements

on the taxation of foreign corporations, the host country shares in-
the profit of the cubsidiaries of American companies. Since taxes
paid by the parent company in the United States are reduced cor-
respondingly, the double taxation agreements in effect represent a

redistribution of incomes from the investor to the recipient country.

Now, since the location of plants will respond to differences n

after-tax profits, the social profitability of foreign investment for

the investor country will be less than its private profitability — the

difference being the amount of the tax.

By reason of their greate

American Investment and the National lnterest

In contrast to the hehefits of American investment for the
backs of the inflow

Common Market, several real or presumed draw
of capital have received attention in recent years. Some have pointed
1o the losses suffered by national firms due to increased competition

from Ametican subsidiaries, while others have objected to the alleged
cuthlessness of these firms in the search for high profits, T hus, in
commenting on the dismissal of several hundred workers in Re-
mington’s Caluire plant, Jacques Gervais, who is otherwise sym-
pathetic to American investment, exclaims, that “ we are not in the
U.S.A., where one hires or Gres workers in response t0 business
conditions. ‘This way of action — although it may have its advantages
for productivity — is not accepted in France” (31).

(30) New York Times, March 24, 1966.
(31} Jacoups GERVAIS, La France face aux investissem Les Rditions

de I’entreprise moderne, 1963, p. 189.

ents éirangers, Paris,
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While these critici
iticisms find their origin i isti

. \ . rigin in existing diff
i attitu ivi ‘ s rel
i at 1;1;1 l:;)lwards productivity and equity, other objegctions 1’-61::[(;.8‘.
fo the influct c; exc;)rt_eq l?y the parent companies on the activities
of their £ hg subsidiaries. Thus, it has been argued that th
interest ci)ntzr:s;z cocrlnpa‘lmes may :casily come into conﬂict with thz
pational inter st and with the policies followed by European govern.
Produ;:tion ;ﬁg:, sforX-e have suggested that the investment and
product lp | ﬁ’o American subsidiaries may interfere with the

plan, while in Britain reference has been made to th

e

e :
difficulti
es that the Government may experience in carrying out

countercyclical policies i
s ic ystrong,POhCICS in an economy where the influence of foreign
But, wi i
lowed tflewitilpé—g?néogseo??}i on‘rfrllchStmcmre of planning that fol-
]z;n;)n of qtlilantitative restrictions ancd ei;:tori;oggo tilligu(g)grrt}r:oghhn;m
e : . . . ar-
prcsé?;g:i angli)g:ctgoils against forc;g%l investments based on thrc
declined in impb.rtan:ewindus: subsiciuries and the Plan have
' the possible. polit 1 nd W;nle considerable attention was given
iy subsid-iaf cad motivation of the decision taken by Ford’s
deflationar mcz fo adopt a four-day week in August 1965 when
e suspi}crions . (;:;lrfls were introduced by the Labor Government
At the cme s ﬂcllt seerm to ha.ve been based on actval fact (33)?
g ‘would, hcre is no ev1‘den§e that the activities of U.S.
IR GY Amavfs interfered with countercyclical policy in
e gin thaten«;am control over one-half of mamifacturing
peration of U5, sub %)_ur{try. To :3111 appearances, neither had the
operane intcr-e;;t. u 'Sil 1§.r1cs come into conflict with the Canadian
Jusrians t until the United States published guidelines for
> porations with the aim of reducing the U.S. bal
_ngyments deficit (34). © A
Capimlolizag:ngally, gbhas been argued that the inflow of U.S.
o s an er-fremd'zmg of the industry of FEuropean
s and restricts their national sovereignty. But data onpthc

(32) Cf. my “ Whither French ;
* ench Pl ]
1965, pp. 537-54. ch Planning? * Quarterly Journal of Economics, November
833 f‘/te Economist, September 4, 1965, pp. 895-96 .
n tur i » s
ot 1i:ttcs4m hant{llr: trf;ew(i!anadlan Qovemment made public its own guidelines urging forel
"% materials “ Wf:h emen, (}1sposal of earnings, export policy, pricing and ging forelgn
operations. and & l : Canadian interest in mind *, and requesti-;l g' i processing of
and financing (The New York Times, April 1, 1966) g a periodical report on
3 3 .

e e
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chare of American investment in Furopean industries do not support
this contention, Thus, in 1963, spending by U.S. subsidiaries on
plant and equipment amounted to about 4 per cent of investment
in the manufacturing industties of the Common Market coun-
tries (35). Since U.S. subsidiaries have increased their share in pew
investment over the last decade, the relevant proportion. is still lower
i€ the stock of capital outstanding rather than the flow of investment
is considered.

But would American capital gain commanding positions in
certain key industries — particularly those characterized by rapid
technological progress? It has been argued that this may indeed
be the case since U.S. companics derive advantages from their large
size in the form of financial power and the ability to engage in
research and product development. Considerations of this kind may
underlie the position taken by Walther Hallstein, the President of
the EEC Comumission, who has been quoted as saying that “we
welcome a certain amount of long-term American investment, pro-
vided it benefits all sectors of the economy without excessive con-

centration in any single branch ” (36).

Competitive Advantages of U. S. Subsidiaries?

1 have noted that the availability of internally gcnerated funds
and easy access to the New York financial matket favor American
frms and facilitate the establishment of foreign plants as the
opportunity arises. The situation has been aggravated as a result
of the so-called voluntary restraint program in the United States.
For one thing, limitations have been placed on bank loans that served
as a safety valve after the imposition of the Interest Equalization
Tax practically climinated the floating of European securities in the

New York market; for another, U.S. affiliates have been induced

to rely increasingly on Furopean sources of finance. Alongside
the shift of Japanese and Australian borrowing to Western Europe

in response to the Interest Equalization Tax, the sale of securitics
by U.S. subsidiaries has resulted in increased tightness and higher

(35) Survey of Currenli Business, September 1965,
Cooperation. and Development, General Statissics, January 1965.
(36) The Wall Strect Journal, March 22, 1955

p. 33, and Orpanization for Fconomic
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En ra:;rrlfet;;tci in bEuropean capital 'markets (37). Accordingly
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37) Th ] :
(37) The Economist (January 22, 1066, p. 348) reports that while bond lssues by U.S

~ subsidiaries in i
e vomnmrEu;zﬁeﬂ{x capital mark.ets were practically honexistent prior to the introduction
y restraint program,.in the second half of rgés bonds in the value of $365

I'[Illllo[] wWere ﬂO‘th( n Westes rope, accouniin 0] car| onc—ha £ of all fu raised h
n HEu P ¥y y
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%) Within ¢ s
(38) Within the total of §6.5 billion invested in European manufacturing industries at the

end of 1964, ican i

b ‘Eaj;s t:l;a::;ue of Aﬁ}eftcan investments in transportation eqnipment {chiefly aute

o I i atlﬁx.S b11-1101I1 and in chemicals $1.1 billion. In the same year thYc valu
petroleum refining was reported to be $3.1 bilion, (Swreey ;f Curren?

Business, Septemb
3 T R o)
available, P er, 1965, pp. 24-27). Comparable figures for the Common Market are fiot
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arable in size to the leading American companies: the combined

sales of the three successor firms of the 1G Farbenindustry exceed
the worldwide sales of Du Pont, and the new Montecatini-Edison
group as well as the French RhénePoulenc are not far behind.
At any rate, product innovations in the chemical industry can be
adopted relatively easily. Other firms soon followed in the footsteps
of Du Pont in manufacturing artificial fibers, for example, and
medium-sized firms have often had a better growth record than
larger enterpriscs.

The US. share is greater in the European automobile industry
but we can hardly speak of US. domination in this case either.
Volkswagen, Fiat, and BMC precede any U.S. subsidiaries in terms
of production yolume, Moreover, the subsidiaries of American furms,
taken together, account for Jess than onethird of the total produc-
tion of automobiles in Western Europe, and in none of the European
countries docs their share reach two-fifths of domestic output. None-
theless, there is little doubt that the financial power of the parent
companies will assure the survival of the American subsidiaries in
the expected reorganization of the European automobile industry
which is bound to lead to the disappearance of some smaller national
firms.

The dissimilar experience of the three European industries where
American investment 1 concentrated indicates the difficalties of
generalizing as to the advantages of financial power and the avail-
ability of research facilities (39). U.S. subsidiaries are usually part
of a group of competing oligopolists in most other traditional
‘ndustries also. On the other hand, American enterpriscs dominate
the manufacturing of some new products, the prime examples being

synthetic cubber and carbon black. Furthermore, fully ot partly.

owned 'subsidiaries have assumed leading positions in the French
and Ttalian computer industry. .

" Few objections have been raised against the monopoly position
of American firms in regard to new products. For one thing, many
agree with Raymond Aron who expressed the view that, from the
point—of—viev\? of European countries, it is more desirable to purchase
these commodities from American subsidiaries than to import them

from the United States (40). For another, as the example of

(39} For a more detailed analysis of the situaﬁon. in these threc industries, se€
CHRISTOPHER LAYTON, Trans-Atlantic lnvestments, Paris, The Atlantic Jostitute, 1666.
{40y Figaro, November 25, 1905
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fznéhc?cAﬁbcr:s indicates, Buropean companies may soon follow the
fat of American firms in manufacturing competing products; in
act, several European firms have start¢d — or plan to begin —the
manufacture of synthetic rubber.
th:: ;u;]n, ‘mud;_1 attenliion has been given to the computer industry
erican firms have assumed preemi | ,
' i inence largely by reason

of their .ablhty to finance research and developm i) i
2 enerations * of ! pment of successive
e of computers. The case of Olivetti and the affaire
# 1avcd created much commotion as they appear to have de-
E:L(I:lnstrat;ﬁ Fhat the fmanmal power of French and Italian companies
b c?t sg.l cient to withstand American competition in the computer
cid. Some also fear that in other research-intensive fields, such as

the miniaturization of electroni i
he onic components, integrated circui
similar developments may take place, ’ & i, i

Conclusion

] I have indicated that., with U.S. subsidiaries accounting for
about 4 per cent of expenditure on plant and equipment in Con%m
.Markct.manuf.acturing, there js little danger of “ Uberfremdun OI;
in the 1nc§ustrlal sector of the EEC countries, This conclusi 5
hardly aﬂ'e.cted even if we envisage a doubling of the shz:::m 1;
American inyestments. At the same time, the inflow of cac itol
appears desirable in order to reduce the time needed for reacﬁina
the prgsent U.S. level of productivity and living standards in tlg
Comm.on Market. In this connection, it should be recalled t’hatlte
accordmg. to various calculations, . labor producﬁvit is about t ’
and-half times as high in the United States as in the Slrné'or Europ ?ai;
cconomies (41). These differences cannot be expla-inedjby rcfcrince
tttlnl lowlnlrcr levels of labor efliciency in Western Europe (42); rather
ey have largely been due to the combined effects of small ,mark t
and low capital-labor ratios in European countries. .

The establishment of the European Economic Community has

cr i
| cated a market sufficiently large to permit the use of American

(4 ) n U.S.-U.K. comparisons -
0O DE
P , See EBORAE PAIGH and GoTTrRIED BOMBACH’ A Com

parison of National Output a roductivity of Kingdom and the United States
- ﬂd P i ] l
P ls, o , ' p. O tw::y a t]ze U?ﬁiﬁﬂd # g i i 4 ’

{42) CE. M. E. Krem i
ruiniy, « The Leontief Scarce-Factor Paradox ”, Awmerican Economic

Review, March 1905, pp. 131-40.
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production methods in most manufacturing industries. Such a
transformation would require capital, however, as well as the transfer
of advanced technology. 1f we assume that capitalJabor ratios in
the Common Market are about 40 per cent of corresponding ratios
in the United States (43), the rate of growth of investment would
have to exceed that of the gross national product by a considerable
margin in order to reach the U.S. level, And, aside from adding
to the stock of capital, investments by U.S. subsidiaries contribute
to improvements if production methods in the Common Market
countrics. ‘ :

One cannot dismiss the argument, however, that in industries
characterized by rapid technological progress, the disadvantages of
Furopean firms in regard to the availability and cost of financing,
and the ability to engage in research and development, would
adversely affect their competitiveness Vis-a-vis the U.S. subsidiaries.
But the situation can hardly be remedied by excluding American
capital from certain branches of manufacturing since the technolo-
gical lag between the United States and the EEC is bound to widen
if obstacles are caised to the transfer of technical know-how and if
the inducement provided by the presence of U.S. subsidiaries for
improvements in production methods is reduced. Instead of applying
restrictive measures, cfforts should be made to create the conditions
for effective competitionl on the part of European firms by encourag-
ing concentration and research activity, improving the access of
European firms to external financing, and remedying the distortions
due to intercountry differences in antitrust legislation (44).

Roth the establishment of the European Common Market and
the inflow of American capital have provided incentives for concen-
tration in the member countries. The movement toward concentration
has taken place largely within the framework of individual national

cconomies, however, and there are as yet few examples of mergers
across frontiers. But, in technologically progressive industries, such
mergers may be necessary to improve the position of European
firms in competition with American producers. This is the situation
in the computer industry, for example, where national producers

have been unable to stand up to .S, firms,

{42) This is the upper limit indicated in the Paige-Dombach study for

Kingdom, op. ¢it., P+ 69 . y
(44) For similar conclusions, see the excellent article by Pizerm U, * Pour une .politique

curopéenne des investisscments américains », Le Monde, February 27, 1965.
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Vari '
that prcszzilm?SLg es would have to be taken to remove the obstacles
Amon othcf hln er mergers across national frontiers in the EEC
e ratge ; n‘ft ings, it would be necessary to harmonize corp(;raté
tax xates, unily tax provisions on mergers, and standardize legisla
panies f a}::i ?“S- But, in order to ease the present difficulties %om
frontiers. th (;:Et:rgpttlﬁlg to cztend their operations across national
' ’ urther need to provid 1
a “ Buropean-t . P ¢ a legal framework for
made prthc %IE%ECCOCYEE?II;Y ”' (45)-6A proposal to this effect was
iy ission - .
opposition, (46) but it has run into French
The integratio i
n of capital markets i
n the EEC i

al X countrie
Aj;crf:cl::lh% concentration and would lessen the advan:a "Z: Uhi

rms in regard to external financing. But it Wii%l talge

* some time i ibiliti
to overcome national sensibilities that hinder this inte

ration
rgn aton (41;57) aanstioat anyz1 rate, the transformation of national capital
existing assymetr;v isnregiigm‘;;l Sarilt;oceis. fIndthe e e
g as - ss to funds could in
Erx:(:}cﬁ;i 1ifn tthte gl?veglments of the EEC countries irnfz)osegazt t:i(z
P 0 tbc'd" S I.nterest Equalization Tax -— on the bor-
rowing of U-S. (j}f.l 51 aries in Western Europe. In this way, at least
the conditions o orrowing by American and European firms in
er’s capital markets would be equalized (48).

o f:v (fgﬂ;’dlr;i;f;;l poh;y of research and government procurement
o e rP:;ss-i ¢ egsmtgnce to European companies in 'ccchnoloz
geally pr gressive industries where U.S. affiliates derive advantages

governmentfinanced research and sales to federal agenc%cs

by the parent firm (
49). Moreover, antitrust legislati
Common Market level would offset the incelrxti*a%eS i);zgidzg g)l:

(45} It has been reported th '
h i i i
Gorae D I b ’ at, on the cccasion of their merger id- ium’
imposﬁbi?t feu;;any s Agfa found the creation of a single compar%y t(lnnb:an ;d“lzschIBdglum ]
companiss yon- Bnite.ad, they have transferred stock and have created tw o imd o
o ’ﬁ ¢ Belgian and other German (Business Week, February 26 o Do vt
(5’) éEal l;md legal obstacles have prevented a merger , 7 20 1966) 1 other
4 . the five-point progr nissi :
By o o o P program of the Commission, reported in Ewropean Community
{47) On October 26, 1964 th i ' |
on of s : » 1964 the EEC Commission proposed vari i i
o no national capital markets (The New York Tz‘meE (I;ct b Mot ki t%lﬂ ropal
o ;cen e pon, s cber 27, 1664) but this proposal
(48) Plerre Urj
: goes even further and recomm i
(e in Furope (s Monde. Teneuny oyt ;:;ds levying a tax on all American direct

(49) Of. the discussion i
G D) 58 T ssion in Chapter 6§ of ; : .
daniries: Objectives and Altmatiuei {to b(:: ;ﬁliﬁ:j; Iiberdiization among the Indusirial

inves




146 ' Banca Nazionale del Lavore

forcign investment by domestic legislation in the United States
and would impede the establishment of dominant positions by U.S.
subsidiarics. Such legislation would also reinforce the provisions,
of the Rome Treaty regarding the domination of particular industrics
by domestic firms.

It is apparent that nonc of these measares would interfere with
the freedom of establishment in the EEG but they would reduce
some of the advantages that U.S. affiliates have over their European
counterparts. At the same time, there is little doubt that, in order
to institute these measures, steps would have to be taken toward
policy coordination in the Common Market, Thus, we face a
paradox here: the French opposition. to the coordination of policies
in the EEC has created obstacles in the way of improving the
competitive position of European firms and hence it tends to favor
US. subsidiarics although the declared objective of the French
‘Government is rather the opposite.

Bera BaLAssSA
New Haven




