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I. INTRODUCTION
Tp coxrporations, direct.fofeign iuvestmeﬂt_is an instfument of international
business integration: it is a means for aéquiring ownership and control of enter;
prises ir foreign countries. Government policy tbwards foreign investment can,
therefore, be viewed in terms of approaches to multinational cbrporations. Thié
paper ekgmines the evolying practices of major Atlantic nations toﬁards’this new
form of iﬁternational business. | |
Pérhaps no single statement poses the problem more,succinctly'tham,that,of
George Ball:
...the structure of the multinational
corporation is a modern concept, de-
signed to meet the requirements of a
modern age; the nation state is a very
old-fashioned idea and badly adapted to
serve the needs of our present complex
world.! '
His point‘is controversial and intriguing, and provides a useful start;ng»point
for discussion. Communications improvements gre_breaking down intérnational
barriers and integrating différent parts of the globe. Corporations are reacting
to the ghanging internaticnal environmenf by becoming multinatiopél. Sinée they
éie developing international business structures faster than governments'are
evolving supra-national institutions, the process is begiﬁnihg to cause stréin .
and concern. |
‘At the moment the international penetration by corporations is not very ex-
tensive and the problem is in no sense critical. But direct foteign investment
is groving very rapidly and if it continues'cozgrow.at'the rate of ten percent;f

_ per'year, as it has in recent years, the problem could become more serious. 1f

lGeorge W. Ball, "The Promise of the Hultinational_Corporation," Fortﬁng

"Magaziné, June 1967, p. 805'
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George Ball is right im saying that the natiog is an old-féshioned idea, badly
adapted to the needs of our present world,“theﬁ somehow it must be replaced by
new political structures. In particular, and most important, the United States
as a nation state must be transformed into something else. Merely to pose the
problem-oﬁ how this chamge will be brought about suggests the difficulties and
complexities which lie ahead. | | -

A. Problems Associated with the Multinational Corporation’

_Nearly every country feels it needs the capital,technology,and access to
markets.brought by multinational corporations, and many countries’offef a var-
iety of incentives to attract more foreign investment. Nonetheless, there is
aléb an undercurrent of concern associated with multinational corporations,
sometimes intense, more often not. In this essa& we concentrate on these
concerns as fhey are emerging in reaction to the rapidly changing contours of
the international economy. There is no attempt to ask whether foreign invest-
ment -is good or bad; instead we attempt to déscribe,how certain countries
currently perceive the phenomenon.of»the>mu1£inationa1 corporatioﬁ'and the
hesitant steps they are taking in learning to live with it.

To many countries, the multinational corporationé is something of a new
probleﬁ and there is much uncértéiﬁty-ébéut how to deal with it;'generél ap-
prehension'is.fdund nmore often.than articulated analysis. 1Its bénéfits one
appreciated, but there is suspicion of -its néwness. In essence, the main. con-
cern is the locus of decision-makiqg: Acounﬁries~fear‘that'important decisions -
wili,be made outside their countryjor,—if=made inSidé'their‘country, by for-.

_,eigneré.n In particﬁlar, they. are afraid,of 1osing'powe: to the United Stafés,

They fear that some decision ”takeﬁ_in‘Detroit“ will shut down a factory in
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their country. It is possible to identify a éumber of problems which keep re-
curring: |

(i)' The multinational firm is a medium for the intrusion of thé iaws; politics,
foreign policy and culture of one country inté another. This relationship is
assymefrical for the flow tends to be from the parent country to the subsidiary
 country rather than vice versa. The issue of extra-territoriality with regard
to sucﬁ things as anti-trust and trading with the enemy is one of the main
focuses of debate and concern.

(ii) Iwltinational corporationms redgce the ability of the government to control
the econom&. Multinational corporations, because of their size and interna-~
tidnal connections, have a certain flexibility for escaping regulétions imposed
in one country. The nature and effectiveness of traditional policy_instru—
ments - monetary policy, fiscal policy, anti-trust, taxation - change when
important segments of the‘economy are foreign-owned. .

(1ii) The multinational corporation tends to centralize research and entre-
preneurial -decision-making in the home éountry.‘ Unless countermeésures are
taken, the_”backwash” effects may outweigh the ''spread" effects, and the
techﬁology gab may pe perpetuated rather than alleviated.. Over-reliance on
multinational corporations may cause thé country to-remain a'hérgin rather

than become a“éenter. | | | |

(iv) .Multinational corporationé often occupy a dominant positioh in their:
indﬁstrj. Countries arerconcerﬁed:that the& wiil not get a fair sharéaof
prdduction énd exports. Decision§ depend bq the horizons énd out1ook>of the
head office management, which cén be limited and biased. Each country is

aware that other countries, including the Unitéd States, put'preSSures.dn the

multinational corporation to produce;:export, import or invest in a particular
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‘way. A country without the ebility to make its presence effective in the
decision—making process may end up with a smaller share than otherwise.
() Natural resources 1ndustries are sometimes highly ollpopolistic, and
have only a relatively small number of fimms. The price a country obtains'r
for its raw materials is not set objectively in a free market, but is deter—
mined byAbargaining and negotiatien with the dominant corporations. Unless
e‘country gas the requisite knowledge and effectiveness, it may get a smalLer
than possible share of the benefite. |

B.- .Mainsprings of Policy

The policies of governmentsbtowérds direct investments are veried: they
are.generally suspicious but lack articulation; tﬁey are not systematic but
amﬁivalent-and changing; and they stem from many- sources.

There are purely protectionist aspects. Governments fester their-ewn
national business by discriminating against fereigners at home and subsidizing
their own iﬁdustry abroad. The United States;.for example, facilitates
direct foreign investment by its cbrporations becauee of an assumed identity
of interest between national welfare and the goals of its business firms. Other
ceuntries restrict American investmeﬁt on the-seme grounds,

The tariff used to be the chief instrument for protecting national busi-’
rneée.from fdreigners (although in some cases, notably Canada, the tariff at-

" tracted foreign ownership'while:protecting national industry). At present,

© - many govermments are surrendering this instrument»as,part'of the trend towards |

trade 1iberalization but they have not completely lost their concern for -
Epromoting their national business. Other measites are used 1instead. Para~
doxically, in many cases, llberallzatlon of inflows of capital is thought of

.as a means to strengthen'national‘business., Countries'hope that the entry of*
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foreign investment will increase the efficiency and strength of their own
: business. Thus, at the same time as they allow a certain amount of foreign

"investment, they take steps to make sure that it does not attain a dominant

position. The Japanese Report Concerning the Liberalization of Inward In-

vestments by the Foreign Investment Council, for example, stresses the need

during the process of liberalization for Yeounter-measures’ to strengthen

the capacity of Japanese enterprises and to insurevthat they'will be able

to compete agalnst foreign rivals on an equal footing. Similar policies and. at-
titudes are found in France and even in England.

Protection of the nation state is also a motive for controlling foreign
investment. Too open an economy 1s seen as a threat to natiomnal existence.

By closing it somewhat, the govermment -seeks to preserve cultural and communal
unity ard to strengthen its control ovexr the economy. Equally important is
policy directed towards increasing the rate of>techn016gica1.change and the
level of capital formation in'the country. Are multinational corporations the
best ﬁay to gain access to foreign markets and needed raw material?> Does a

| country need its own national or multinational enterprise to achieve its econ- .
omic ends or can it rely om foreign.corpqrations? Theserquestidns are raised
Awith increasing frequency.

At the deepest level'it'is impossible te'separate econemic and political
goals. The corporation and‘the commﬁgity,'as represented by the_nation state,-
Operete on different planes of raticnality. Sometimes the corporate plane,
,assbciated'vith'the‘measuring_rod of money is referred to as "economic" while
the nationistaﬁe'e'goale are labeled "political®. It is poSsible to make

this sepafetion only when;problems are viewed in the small. At the global
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level, the major concern is the well-being of tte_pOpulatioﬁ and, in this plane,
economic and political aspects merge. 7

- As a concrete example of this we might note that the attitude of govern-
ments towards'foreign investment is frequently correlated with their attitude
towards the proper balance between the private sector and the publiec sector.
Those countries in which there is a heavy reliance on private inltlative
generally adopt liberal attitudes towards international capltal movements., In
those countries where the government plays a more active role in the economy,
policy towards foreign investment tends to be more restrictive and stringent.
~ Both types ot governments defend their political economy on_groun&s of both
politics and economics.

Finally, we might note that policies are often taken on an_ad hoc, case
by case basis; or, as the French say, one proceeds '"coup 2 coup”. This is a
reflection of uncertainty about the problem of.foreign_investment and the
lack of clear-cut simple solutions. For many countries, this is~a'relative1y
new problem. The feeling runs deep.that.tloSe attention ought to bé,paid'to
multinational.corporations in order to preserve national independencé and to
insure continued eocnomic prosperity, but there are no cleat ideas as to what
must be done and which instruments shouid.berused. The United States seems
to prefer to seé the problem handled by internationallanti-trust - an extension
abroad of its domestic solution. Other. countries tend to stress administrative
tcontrol but without a clear idea of what should be ‘done and how. Japan is
,perhaps the exception in having a longfstanding, clear, and well.articulated
policy. towards foreign investment..

| At preaentimost governments are not facing up to the problem,and'tead

to ignore the true nature of the multinational corporation. They do not see
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it as é powerful force revolutionizing the econqmic and political structure,
énd inexorably reducing the autonomy of all nations. They regard it ‘as merely
an exténsion of nationalism and not as a supra-national phenomenon. They
are, as Geoxrge Ball puts it, out of phase with the dynamics of international
business.

fhe United States often thinks of foreign subsidiaries as, simply, Aﬁer-
ican firms operating abroad, and tries to project its national -power -through
its foreign investment, It.uses foreign investment to expand its political
and economic power. - It often seems to bé ﬁhawaie>that-the feedbéck created

by the multinational corporation will limit its power as a sovereign state.

Host govermments often act as if they were dealing with a domestic enter-

prise under their own laws, and behave as if the foreign ownership were in-
cidental. They try to make foreign subsidiaries conform to national practice;
they do not always succeed; pricesly because the multinational corporation

is a different being.

Few‘countries,have evolved anything resembling a coherent poligfrstaﬁeé
~ment' instead policy is marked by sporadic emotional outbreakg:and}gglhgg_at—
‘tempts to resist the intrusion of the multihational_corporation into,ha;ional
}ife. Specific incidenté from time to time, light up ;he issue:,,Fo:d's
*bﬁrchése of out-standing shares in a subsidiary iﬁ.England which it had coﬁ—
‘trolled for many years;:Chf§sler's increase.in its ownership of Simca-in
ifrange;_thé Mercantile éasé in Canada; the ruﬁor of_a_fakeovar;of’af1a§g¢u 
Belgiaﬁ 0il tompanyAby an American firm; the refusal of an American subsia-
iaryvtﬁ f111 an export ordef from.Cuba.»:These specifiq-¢ase$féretty?téally.
éxggéerated out of prbportionAto their diréct:significance, as'éggfievéd ’. |

competitors, radical trade unions, civil service frustrations and anti-Ame:i—
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canism arise simultaneously. The debate polarizes and the rhetoric becomes
extravagant., A
How are we to interpret these periodic flare-ups of concern we see in
vevery cOuntry? .The investigatibns of the incidents usually tone things
: down,Aaﬁd many view the problem as a wholly irrational matter. Through time
a sanguine attitude is restored as the complexifies and diffuseness of the
discussion wearies the listener and massages him back to repose.
More likely the crises reveal some yefy basie aspepts about the econ—
omic environment.of our socisty; about the ways important decisions are
made by private aﬁd public institutions, ahd the problems'and possibilities
created for nation states by the multinationalization of;business. To label
_these crises irrational, irrelevant, or unimportant,ﬁay be tp_deny.pprgglves
significant insights aboﬁt the Qorld in which we live.
C... _Machinery . | ' ' .
An examination of the machinery used to control foreign'inVestment indi;

 cates a number of shortcomings in horizons and perspectuves on the part-ef - .

:'_Mgovernments. The decision on policy towards foreign investment is often closely

-assoclated with balance of payments considefations._ Traditionally, the
 ~T:eésury; Ministry of Finance, or Central Barnk were the govérnment agenciés
' .most toncernedmwith.foreign,capital and they viewed»thé problem large1y>from' ;
its'foreign exchange aspects. This led them to take-tqo'shértdrun.a.view,,
”éﬂcoﬁragihg or discouraging.foreign investment accdrﬂing taathe'statefof f_ _
the balance of payments in any.parﬁicular.years; without spfficient-rggard 
_to.thé_longftérm effe¢ts,on industrial organization. |

‘The contrast between corporations and govermments on this point 1s

»fstfiking,and ironié.r'ThewCOrporatiqns‘typigally have loﬁg~term horizons; ‘they .
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rdo not invest for short-term profits, but in order to establish a basis for
future growth. They deeply resent having to cu;tail investment at a parti-
cula; point because of a balance of payments crisis. Governments, onrther
othe; hand, have often made decisions on foreign investment largely in texms
of balance'ofrpayments, paying little attention if any, to effects on the
structure>bf industry and the performance of the economy.

This i; changing, however. The issues of industrial o;ganization are
coming.more and more to the fﬁrefrdnt,and the machinery for dealing with for-
eign investment has been adjusting accordingly. In England and France, for
example, it is now the practice for the Treasury and the Ministry of Finance,
respectively, to consult with various ofher partsrof the government, both for-
mally and informally to ensure that the technological and structural impli-
cations of foreign investment are properly considered béfore a &ecision is
reached, ‘

Anothér problem is that Govermnments have.tended to take too narrow a
view., They have tried, for-example, to control the foreign-owned firm-with—
in their country with little regard to-what was happening elsewhere or-to the
policies followed by other countries. They concéntrate.on'the activities of
foreign enterprises within their border and do not pay sufficient attention-
- to the world-wide conteﬁt of the multinational coquratiqn. In sﬁort, they
have notrfully come to griﬁs ﬁith'the fact thag a suBsidiary operating in
'theiricquntry is not,an_indepéndent_entity, but part of a world-widé cqrporéi
tion and that 1ts adtivities_aré infggrated, ;oordinated, and harménized

“with Ehg:&ctiVities of itS‘siéféfSVaud_pareht.

- Again, thé'Ho:izon-of,governmEnts,contrasts vafavourably with the hori

zon of the ﬁultinational corporations. - The corporations are usually highly .
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sensitive to the multinational characteristics of their operations. Govern-

ments, however, have seldom tome to grips with the fundamental proolem of .
international affiliations. In dealing with foreign investment,tthey piace
the accent on the fact that a company is foreign-owned rather than on the -
fact thet it has foreign affiliations. They ask, for example, that the
foreign»firm behave like a domestic firm though this radically contradicts
the natnre of a subsidiary. The subsidiary is part of a multinational cor-
. porate group and its actions must be coordinated with those of its gister
and perent components,

Another limitation of much of the existing machinery for deeling with
foreign investnent is that it focuses on new investments, neglecting estab-
lished enterprises. The foreign firm dis scrutinized and evaluated much
more closely at the time of entry tham after it has been establiehed. Once
a foreign firm enters a country, it is subject to much less examination than
it Tecelved on its initial application. _Thie is in part due to the fact
that in some countries foreign investment is a recent problen and'tne
initial concern has focused on the upsurge of new investments. This is per-
haps- satisfactory so long as the foreign firm does not occupy a dominant
position. Where it is very important in a sector, its behav1or on research,
iexports and flnance and its relatlonshlp with its affiliates become matters
of continuing'concern.to the country in question,

It is quite clear that in many instances, the only way to deal with
”multlnatlonal corporations is through international cooperatlon. To date,

however, such cooperation has been most embryonmc in form. ,

(1) It has not been p0531b1e, for example, to get a satlsfactory resolution'

of the problems of definlno tHe limits of a country s control over foreign
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business within its borders. Foreign business often receives better treatment

than national business because it can call upon the home country for sﬁpport.
This is an egpeé¢ially important probleﬁ for underdeveloped countries. Har-
monization is difficult because of the wide divergencies in the rules govern-—-
_ing the rights of private property in the West from the attitudes in many
underdeveloped countries. Even betwéen developed countries, there is often
no common view on what is meant by "retroactive’, “discriminatory” or 'due
process”,

(i) On taxation problems, there is cooperationrto avoid double taxation,
but this is only a beginning. Some very real and importamt conflicts about
~dividing up the taxes baid by multinational corporations are beginning to
appear and will increase as the multinational corporétion grows in importance.
(iii) In anti-trust, the OECD is attempting to slowly build up bilatéval
and multilateral agregment on ﬁrocedures’for notification and consultation.
There is hardly any attempt in sight on thé question.of harmonization.

(iv) The EEC provides an interesting example of the weakness of intérna—
tional cooperation. The Common Market countries have been unable to achieve

raﬁything approaching a common policy on fOréign investment. The commission

_1n,Brusseis has not even been able to obtain. authorization for a study on the

"extent of foreign investment because of widely diverging attitudes on the

problem.

i g = TR
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II. THE UNITED KINGDOM

Although the United Kingdom has more inward direct investment, both ab-
solutely and proportlonately, than do the contlnental countries, she has, in
the past, been less concerned with the difficulties, and more impressed by the
advantages of foreign capital. Because of her "laissez-faire" traditions'and
her role as a major exporter of capital and a major financial center, the |
country has, for the most part, been committed to free international capital
movements, except for regulations concerned with foreign exchange control.

To Britain, rhe dangers of foreign investment have been a distinctly
secondary issue. The overall level of American investment in England is still
not very high, and the United Kingdom's ties with the Unlted States make
her fear Amerlcan ‘imperialism" less than the French. The country's chronic
balance of payments problem has made her solicitous_of foreign capital. Foréi
eign investment is, therefore, welcomed for the capital, foreign exchange,
technology, and competition it brings.

However, Engiish attitudes are changing somewhat. The economic diffi-~
culties of the last tnenty years, and the changing world:environment have led
: to a re—examinaticn of traditional attitudes towards the economy, the United
}States,vand'ﬁurope. This>changingrfocus has important implications for for--
eign-investment.r It would be mlsleadlng to exaggerate tbese changes at this
- tithe; but At is. 1mportant to take into account a certain increase in .concern
and a certain emphasis on regulation that was formerly absent. The new hesi;
.tant steps are worth analy21ng for the: qualltative indicatlons that they
give of the problems the Engllsh perceive and the dlrectlon their policy may

take. if trends, regarded ‘as unde51rab1e, continue. o

P
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.The Bri;ish government's economic policy iﬁ.thé past has centered
mainly ﬁn fiscal and monetary policy. Although this approach helped to
achieve full employment, it did not provide sufficient growth or competi-
tive strength. The new strategy involves more direct governmeﬁt inter-
ventioﬁ anid planning to stimulate productivity and growth. New government
institutioné have been created and old ones strengthened to plan, to con- .
tfol'wages and prices, to rationalize the industrial structure, to develop
policies on restrictive practices and monopoly, to achieve regional balance,
~ and tornarrow the "technological gap”. A natural concommitaﬁt of the ex~
panded government role has been a greater degree of surveillance,.super—
vision, and regulation of foreign investment.

The ﬁachinery for dealing with foreign investment can Eé briefly des?
cribed as follows: all inward and outward merments of foreign investment
require appfoval under the foreign exchange 1éws; aﬁy-firm wishing to in-
vest in England must file an application'with the Bank of Ehgland,»which
7 acté as agency for the Treasury in this matter. The treasury's main congcern
';réditionally has been to ensure that a sufficient portion;of the total |
investment is'financed from externai sources, and that 1ocal'borrowing
- associated with foreign diréct investment is kent within reasonable propor-
tions. A rule of thumb (ﬁdéifieé when- an inveétment is bgnefiéial) is
thai 100 percent of the fixed assets must be financed_frcm.abroad;

. Applications,fdr‘foreign ihvestment-are no longer considered solely
' 1nrtgrmsrqf“eXChange cdntrol; the Treasury now consults.ofher ministriés:
v“which.examinerthe applicatibné from the éoint of view of,their particuiar

résponsibilities;' Each application also'receivéS'scrutiny from the spohsor-"
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ing department of the particular industry invplyed in order to evaluafe the
possible impact of the foreign investment on the economy's structure and per-
formance. |

Although‘many factors are now considered when a position 1is taken on in-
- ward and outward flows of capital, there aré few firmly af;iculated ideas of
what the proper policy should be. There are intermittent public debates on
‘the subject, as well as continuous discussion by.officials,gangha?gggtgin,
amount of research on the impaét of foreign investment. Cases are ponsidered
on their merit, and the principles beﬂind tﬁernew policy, if that term can be
used to describe the slowly evolying practices, are not publicly declared;
it would be unwarranted to try to fit them into-a rigid framewvork.

From time to time, in a number pf very important cases,‘the government
has required certain "assurances" before it would permit an extension of
direct investment. An examination of these cases and the assurances that
were required are useful to the-uqderstanﬁing of some of the fears and appre—'
hensions in the presence of the multinational corporations in England, as well

as the ambivalent nature of the government's policies.

Two of the more important cases are the Ford Case and the Rootes-Chrysler
. Lase. These cases received great public attention because.of“the strategig :
i position of the autombbile_industry, its 1ong tradition of labor difficulties
and its impqrtance in exports, In ;he-formerxéaSé, Fo:d was allowed.to-mpve
from majorityrgﬁntrol fo complete-contrpl.only-after it gavé asSuranCéé on
certaiﬁAaspectslof'its performance; namely,’;hét it would continue its major
exéansiqn program,,gontiﬁué to ploUgh_back1aiE1gh pxopbrtion of:tﬁe'ﬁréﬁits,

v maihtain continﬁity_inrmanagemént>poliéies;’cohtinue to obtain a high p:opof—

-tion of its compodentS‘inlthe United Kingdbm; énd_keep its-eprrts high. In

IR
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the Rootes Case, Chrysler ﬁas allowed to éurchase.SO percént of the equity
on the céndition that it would not attempg to acquire a majority holding
without pe;mission. A number of other cases (Trinidad 0il 1956, Phillips
Pye 1967) could alsq be mentioned, and there may be more which did not
reach fhe public eye.

On a qualitative basis, these assurances reflect the fear that Britain _
will be harmed by a:shﬁft'in the locus of control. Ford justified the
rextgnsion of its control on the grounds it would permit rationalization gnd
integration of activity on a world-wide basis. This is precisely &hat ﬁulti—
national corporations are éufposed to do. Thé British “assurances’ represent
an opposition to the basic principles of the corporation insofar as these
assurances try to stop Ford from investing, sourcing, and managing in #he way
" it feels most profitable.

The Rootes case illustrates the ambivalent’qature of pblicies. Foreign
investment was needed'énd feared. Rootes was in serious difficulty and in
rdangervqf bankruptcy and.needed the strong backing that Chryslef,couid pro-
vide in capital and technology. No British source was available: the
“‘survival of Rootes would increase competition; and the industry already had
" major foreign investments. The deal was thereforérallowed to go ;hrough but
‘not before it Qasmmodifiedfin a general and makeQShift way.

The British on the'whole accept thé neé& fbr multinational corporations
andrtake_forigranted the advgnfageslof large.size; they support merger and
‘,growth of Uﬁited;Kingdom-fi:mé éhdfho§9'ﬁoﬂde§eiop their own multinational
corporations. tike'othér'éouhtrieé;‘they do not seem to be fully aware ofi
'tﬁe implicatibnérfor government policy ﬁﬁenriméortant ;ectors_§f the world

economy come to be dominated by a few multinatibnal giants, who can move
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- quickly across national borders. Should such a situation érise, it would
mark an end to national seclusibn, and wou}d drastically change the rela-
tionship Eetween business and the state. The British response to thié
changihg international economic environment is, in -general, -ad hoc and
pragmé;ic. The measures taken are hesitant steps in a confusing situation.
In this respect, their policies lag behind theAmultinational corporations
who are whorking on global strategies for dealing witﬁ'the'technblogical'

changes that are re-shaping international linkages.
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III. THE UNITED STATES
The attifude of the.United States toward foreign investment is influenced
by éractical and ideological considerations. The United States, along with
other Ehglish—speaking countries, has traditionally been committed to the
concept of free enterprise, which implies the freedom of each individual to
use his economic assets as he prefers., This implies free capital movements
on the international plane, and Uhited States policy has been to encourage
therremOQel ofrrestrictions on foreign investment and to press for free and
equal treatment of capital from whatever source on'avnon—discriminatory basis.
"On the practical side, there is little conflict between this approach
_and whatever protectionist inclinagtions the government of the United States
may have. The volume of inward direct foreign inveetment is small and for
>eign companies do not occupy a dominant or '"threatening" position in impor-
tant sectors bflthe economy. Most multinationel éorporations-are American
in origin, and policies to promote international capital movements are
c&ﬁsiStentVWith general policies te promote American national business.
: Foreign iﬁvestment_is’also seen as consistent with the goale of economic

N giewth and development. The government assumes that, for example, direct

) investment in raw materlals 1s needed in order to insure adequate supoly, to
avoid becomlng prey to foreign monopolists,'to uuard agalnst price fluctua~-
»tions, and to overcome the. difficultles caused by shortages of capital
abroad, and,rlsk aversion by foreign countaries. To the extent that foreign
-'direcfjinvesfﬁeﬁf'aehieVESftheée goals, it'bromotes the health of the Unite&
"States eeonomy. Simllarly, dirnct 1nvestment in manufacturlng, which maximizes

the quasi—tent for the parent comnany on technoloeical and other advantages '
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and protects it from foreign competition, can also be seen as being inrharmony
with the general economic interest.. Most important, direct investment, be-
cause it leads American corporations to establish connections in foreign coun-
tries and to obtain a direct linkage to developments abroad, encourages a cos-
mopolitan outloock and increéses thé availability to U.S. corporations of
technologiéél and other developments in foreign countries. This helps to guard
the country against the dangers of isolation. |
The encouragement to foreign investment by the United States is not un-
limited, nor is the freedom granted-- tg private economic interests unconditional.
The government has placed restrictions on foreign investment abraod for balance
of payments reasons>and as part of anti-trust policy. There has always been
“in the United States a fear of large concentrations of capital and a suspicion
of big corporations. The anti-trust iaws are the most highly developed defense
in the United States against uncontrolled economic power, and ir a sense they
define the American approach to multinational corporations. Ir severzl in-
stances, the gévernment has influenced and interfered with business decisions
on foreign investment when it was feared that they would feduce competitioh
in the industry and react badly on the American economy. The general Aﬁerican
approach on the national and international plane is to keep direct goVernment
regulation and-plhﬁning to a minimum, and to create an induétfial-structure
conducive to desi:abie econoric pérformance. ﬁxcept for certain acts prohibited
,ééﬁiilegél under the anti-trust laws, firms are allowed wide scope in their
.decision~making whiié governmént focuses on gétablishing‘a framework to en-

couragé competition; (though this policy does not preclude high concentration.)
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The United Stateé, at present,'is by far the nost economically advanced
country, as well as the leading political forceiin the world. This has impor-
tant -implications for its attitude towards the mu;tinational corporatiqn, be-
cause it creates the need to help less advanced countries, and to establish
an environment which breserves the econonic political, and social features
that the United States regards as desirable, The motives for American involve-
ment in othe¥ developed countries, and especially in underdevgloped counfries
stems from its humanitarian desire to Eelp in‘a situation of ineéuality, its’
recognition'of-thE’dangers'created by ervy of its advanced position, and a
dynamism inherent in American life which regards the lack of world economic
integration as a challenge, and the unfinished business of helping the rest

of the world master its material environment as a new frontier. The United

- States has deVeloped'a'large and efficient mechanism for producing economic

growth; it is a repository of krnovledge and it has highly developed manage-

_mént techniques, advanced technology, and abundant éapital{ It is natural -

to expect that these resources could and sbouid te used in a wider sphere
than the continental United States. The questibn for American poiiéy is to
decide on the appropriate form.

In this context, the multinational corporation is seen as having a

.vital role in transferring American technology and capital abroad, and in

' aéting‘as a catalyst to stimulate foreign enterprises and to

demonstrate ‘new methods.' The strongest'advocatés 

‘of the creative .role of the American business abroad are the businessmen

chemselves;'but,iﬁ the last analysis, it is agreed By most -officials that
since the United States placed heavy emphasié'bn piivéte initiative and de-

cision-making at home it will also place primary reliance on foreign in< .
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vestment as the vehicle for promoting economic development and bringing about
social and political changes cbrood.

J. Anthony Paunch presents the problem this way:
-‘The blunt fact - like it or not -~ is -that
the United States managerial capitalism is the
one democratic fecrce in being the one that can

take the measure of Sinc-Soviet capitalism in
the drive for interna®ional cepital formation.!

This is no idle boast. Limzoln Gordon points to the reasons why neither
trade nor aid is c sufficient instrument for forelgn development.
No longer do w2 hold to the mechanistic
anaiytical frzmework of classical economics

image ef atomic lend, labor, and cap-
ticles hz2ld together by the magnetic
oi pure cconoumic ratio nality, in its
day we talie e nore reolistic-view
which givss a "eptrat place to leadeiship by
entreprenenrs in finding new ways to combine

ctors of production for greater o_utput.2

This belief in the vcluable, if not indi ispensable, role of private
business has an ideolosical ccunterpart. It arguds that if other countfies
are to-catch up to the United Stares they must emulate the basic features
of the American economic stiucture: this means they must adopt a-similtar
attitude to private investment. Naturally, 2t is realized that the system
must be adapted to local circumstances ab road, but it is felt by many, ‘that

,,the'fundémentals cf free enterprise must be observed Rlchard Robinson,

an astute observer of 1nterpatlonal business notes that:

1J. Anuhony Paunch, "A Bus in2ssman’s Philosophy for Foréign Affairs,"
;Harvard Business Raview. :

2Ltncoln Gordon, "Private Enterprise and Economic Develdpment,"rHarvard_
.. Bu -»gss,Reyl W, July-August 1900 : : - '
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.It would seem that there is_a horrible
rgency in making Western economic concepts
internationally viable if man's dignity is
to be preserved - zad incidentally a profit-
able private business. ! '

A national system is a mosaic containing legal, economic, cultural,
social, and political asp2cts. A policy to encourage American inv;stment
implies, fo;some extent, -a policy to export other elements as well.

The foreign penetration of American business has important political
cdnsequences for the United Stateé. The multinational corpeoration weaves
a tangled web which often invoives the United States government more than
tﬁe government intends. For one thing, the government is obliged to protect
its business corporations, and cannot afford to Ee indifferent to,its.respon~
sibility towards foreign investment. Moreover, there is a ;egal necessity
to treat foreign investment as an extension of the American.economy, and to
subject it to the same rules and regulations as domestic assets. In American
eyes, this extension is viewed as being natural and reasonable. The govern-
ment caﬁnot renounce control over its éitizens and especially canﬁqt permit-
then tovevade American law and‘policy'through foreignrinvestment. In pro-
tecting foreign investment, the government has ndt'attempfed-to set up colonial
systems like the one fhat cﬁaraéﬁerized Europe,vbut,it is satisfied if there |
is law and order and equal treatment for American business.

The probiem is often<viewed—in,different terms.abroad; partly because
of'emotiopal'factors,rand partly because thé:e'is no‘agreemgnt'pﬁ how ‘to
define basic terms; e.g., non-discrimination or non-vetroactivity. This
, coniflict of views and interests leads to political repercussion, and hence
:td:politiCal problems. Foreign investment abroasd creates fears and reséht—

ment-ﬁnéch.reverb rate on American foreign policy. Even if the United States

. *Richard Robinson,-IntetnatibnaerusineSSJPpligy (New quk: Holt, Rine-
“hart, .and Winston, Inc., 1964), p. 220. R R S
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regards it as an economic phenomenon, it is viewed abroad as a political
phenomenon. The greater the contribution of investment, and the greater
its impact, the more it becomes the focus of attention and a "problem™.

Leo Modél, in Foreign Affairs, describes the essential dynamics of

the politics of private foreigr investment. He explores the question of
how the intrusion of American businessmen into a foreign country can bring
about a nationalistic reaction which forces changes in American policy.

No country wants to see its basic in-
dustries controlled by foreigners - even
by efficient and friendly foreigners. The
" social and political ramifications of for—~
eign control over large segments of the
economy affect investors, businessmen and
technicians, competing firms, the banking
and financial markets, and even the foreign
_policy of a country...The very fact that
U.S. enterprises abroad are so large and
so successful has generated a resurgence of .
ecoromic nationalism - a mixture of mercan-
tile protectionism with political overtones.
«.+.The greater the extent to which U.S. com-
- panies dominate the economy of foreign coun-
tries, the greater will be the fear and re-
sentment to which they give rise. If for-
eign governments believe.that the operations
of U.S. enterprise place pressure on their
~economy and foreign policies, they will in-
evitably decide to exert counter-pressure to
neutralize the dominance of American firms.
.Such' a game of pressure and counter-pressure
. cannot be in the long-run interest of either
country. ' '

, If the United States adopts policies de-
~  signed to permit private companies to assume
and retain a dominant role in the economies-
- of unwilling hosts, it will encounter resis-
‘tance that will inevitably spread from the
‘éééﬁﬁmic’to‘the“diplﬁméfiCTQpherés,1

1leo Model, "The Politics of Private Foreign Investment,” Foreign
- Affairs, June 1967, p. 648. o B
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To counter this, Model édvocates a change in American policy which, at
piesent, almost automatically supports the foreign expansion of Unitea_States
business. He gdvocates a policy of restraint to stem thg tide of the multi-
national corporation and to mitigate some of the irritating features of its
impact by eroding its dynamic integrating chargcter. |

Such a policy on direct investuent
requires great foresight and restraint. by
U.S. companies. In the long run, it is the
only tenable policy because it is in accord
with the economic interest of business and
the national interest of both the United
States and foreign countries. The overwhelm-
ing economic power of the United States is
shown by the fact that some of our giant com-
panies are larger than the entire. economies- of
small but highly industrialized countries like
Belgium and the Netherlands; they are incom-
parably larger than the entire economies of
nearly all of the less developed countries.
Economic power of this magnitude carries with
it equivalent responsibility. If our companies
use their power with consideration for the well-
being of other countries, as w€ll as for our owi,
they can be of tremendous- help in-creating-a pros-—
perous world economy employing modern methods of
production. Otherwise their economic power will
be a constant irritant in -our:diplomatic relations
with the rest of the world and will ultimately de-
feat their own interests.l

The problem in underdeveloped countries is, if anything, more severe.

Leland Johnson points out that-

- seodespite its economic contributions, U.S. pri-.
“vate capltal 1s a source of resentment, conflict,
and distrust in many areas of Latin America, and
this situation is being exploited by extreme left-.
wing political groups. .

lLeﬁ Model op. cit.; p. 648.

,  2Leland Johnson, "U.S. Business Interests iIn Cuba and the Rise of Castro,
_ World Politics, Vol. 17 (April 1965), pp. 410-59:




- 25 -

In analyzing Cuba as a specific exampie, Johnson, a cautious observer

writing from a point of view sympathetic to business, concludes that

...the presence and character of U.S. invest-
ment in Cuba did play a role in Castro's ability
to maintain a measure of popular support while
simultaneously waging his propaganda campaign
against the United States and moving toward the
Soviet Union.!

He notes that American foreign policy was seen to be motivated by the desire

to protect government investment.

Quite apart from the question as to whether this
explanation was actually the basis for U.S. gov-
ernment policy at the time, the critical point

to remember is that the objective nature of rela-
tions between the United States and Cuba made it
easier for Castro's followers, at his prodding,

to believe that the motivation of the United States
stemmed from a desire to protect its economic
interests.? T

‘The very presence of American business abreoad is, thus, an important

complicating factor in American foreign policy and by no means a necessatily

positive one ever from the Zmerican point of view.

1Leland Johnson, -op. cit.
21bid., p. 455.
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IV. THE COMMON MARKET

. The problem of American cofporations in Europe is a subject of passion-
ate controversy. Politics are mixed with economics and there has been no
success in adopting a common attitude. Countries have different interesté
and diffefegt viewpoints not easily reconciled. Even if govermments were to
behave>rationa11y, it would be difficult to come to agreement on the exact
nature of the problem and the apprépriate solution. In fact, the natural
>disagréeménté.are intensified, because gbvernménfs are myopié;'énd‘thiﬁkﬁihrA
térms of short time spans and narrow geographic barriers.

The formation of the European Common Market ¥ef1ects the realization
- that economic forces have outgrown the nation state; and the removal of
trade barriers is already beginning to revolutionize the structure and loca-
tion of_p:oduction. Many believe that the full potentials of the change . .
in economie structure made possible by the Coﬁmon Market cannot be realized
-without a change in business ofganizatioh. Just as the integracidnEQf the”,”hm,
United States ecénomy requiredfthe'creétidn'of national firms, it_is‘argﬁed
'thatvthe iqtegration of Europe will require, at the very léasf,'the'cfeatiqn -
of European firms -whose operations are not confined to one couﬁtry, but span
" the continent. C. P. Kindleberger puts the problem forcefqily and sdccinétiy;-
Econonic integration probably necessitates the’ de~ t
velopment of .corporations that are equally at home
in the various polltical_eptlties party to the in-
tegration attempt...If the Common liarket repulses
“the American gizant corporatloﬁs, and fails to estabf

lish Furopean incorporation, the European movement
may fall short of real 1vteoratlop.1 :

lc. p. Kindleberger,"European Integration and the International Corpora—
tion," Columbia Journal of Business, Winter 1966.
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The creation of European firms has, however, turned out to be a slow
and painful process‘for'the fragmented Eurenean'industry. The businesé
enterprises of Europe are only slowly adapting to the new opportunities and
.are encountering numerous obstacles in their attenpts to‘enlarge'and'expand
to continental or global proportions.l Many firms are finding it particularly
difficult to merge with firms from other countries and to consolidate opera-
tions across netionai frentiers. The Eurnpean firmsvare, to'eome.extent,n
caught off-balance by the rapld pace of technologlcal change and many economic
institutions are comservative and unadapted to the scope and scale of modern
technology.

In many cases American firms are finding it easier to become ‘'European”,
-in the sense of intégrating operations>en'a-Comnon ﬁarket basis;'tnan_rne
European firms themeelves. As strangers, they are less caught up in past
antagonisms and are far more mobile.  They have greater maneuverability and
flexibility, and in addition, possess superior technological and_marketing '
experience in the modern and rapidly_grOWing sectors.ﬁ-

Another important advantage of American firms is their highly developed
structure of bu31ness organ1zation.2 American firms went through a process
of consolidation_and-amalgamation at the end of the 19th century in response.
-rto'the7railroan and the ereation:of the-nationai;economy. ‘The creation. of
»Business[units;*straddling various‘regions'of.the‘country and varionSrindus—

tries, led to the evolution of a highly deVeioped"corporate structure with-a

lThe Common HMarket Comm1ssion for example, notes that at present there
4sno. European corporate form and that the “existence of ‘six ‘dLffx “tratdonal
. systems of corporate law provides a barrier to international business integra-
tion. It recommends that the six conclude a convention which will provide for
 the establishment of “Community-law Companies” able to operate freely and uni-
. formly throughout the member_ countries.. ' o : '

» . 2The evolution of the American EuDiness corporation as presented here, 1s
" described in Alfred D. Chandler, Jr., Stra;egyfgnd.Structure,(GardenECrty, New
" York: Doubleday and -Co., Inc., 1966). D T -
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Specialized head office concentrating on business administration and control~-
ling the widespread emplre. A further evolutlon occurred in the 1920's with
the creation of the multldlvisional corporation, a partlcularly flexible and
dynamic form of business organization. This form permits the additionm of
new divisions‘and has in the general office ”a 1arge brain' whose specialized
function is to concentrate on strategic aSpects of growth and development.
The American firm is thus prepared to cope with the problems of planning over
a wide field in .a way that many European- fims, some of which are still at’ the
factory stage ofvorganizatiOn, are not. In addition the_ract that many
American firms have a long hisrory of foreign investment has provided them
with much experience in the problems of operatinn*in several countries - an
essential 1ngredient that many European firms lack.

| The emergence of American firms within the walls of the Common.Narket
_having the advantages of size, structure,’and experience, poses a threat to
European business interests. The'American firms, on the one hand, bring
,modern methods to Enrope and, by inrensiffingvcompetition; force European-
~ fims to modernize as well. On.rhe'other nand;'the strength of the American
firm.often'results in the defeat of the European firms, and the danger that
the foreigners will come to dominate important segments of the economy. The
competitive push towards effic1ency is much needed but Europoans do not want
'stOVSee-their own firms destroyed in the process. |

The problem in Europe is how to keep things under control. .In many

“quarters it is felt that the only way of meeting the challenge of- the Ameri—
can corporation 1s to imitate: 1t. There is, therefore, a great deal of 7

; emphasis on building European firms to matcn the American, by encouraging
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mergers in some cases, and by improving Eu:opean'access to capital and tech-
nology in others. However, the creation of European multinational companies
of:giant size will be a slow process at best and it will take years fof the
Euxopeans‘to develop countervalling power of the magnitude required. The
problenm is thus one of finding a path of a long-run target keeping in mind
the benefits of American competition but also the long-run implication that
once a firm is established, it is difficultrto dislodge.

In some cases, negative measures are used to restrict the expansion of
Ametrtcan corporations, but this is fraught with difficulties. For one thing,
it requires a common approach. France, for example, tried in some instances
to restrict American penetration only to find thgt the American firm estab-
lished itself in Belgium from which it could have perfect access to the
French market. In renouncing tariffs, the governﬁent finds it has surrendered
considerable power to protect its industry. Another factor is that, in
many cases, the American firms are so strong in terms of finance and efficiency
that they can only be resisted at great cost. In the Hachine'Bull‘Case, for
example, the attempt to provide a "European solution” for the computer
industry failed, and for the first’round at least, the French government had

to accépt an American solution. |

The new approaches replace negative measures wifh positive‘meaéures;
i.e., the government attempts to .stimulate national iﬁdﬁétry-through yérious
deVicés'féthér than restrict fofeign:corborations. The hopé is that these
.positlve steps will foster Europea1 industry fast enouOh to prevent too preat

“an. Americanlzatlon of European industry. Since.restrictions_qn American
investment'taken_by the*Uniteﬂ*Statéé*gﬁvernmeﬁt;fof balance o£ paymeﬁts

A
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feasons, also act to slow down Améficén penetration;'it is felt that this
approach has a goodvchance'to'succeed inrkeeping American investment within
rea§onable propértions. The American investmert in Furope is still rela-
tively small, less thar 57 of the total, and there is considerable leeway
for finding solutions. | |

Shﬁuld these measures not work, there is a good chance the governments
will fesorf to negative measures. Belgium provides.an intgresting'indica—~~
tion of ﬁhat might happen. As a small country, Belgium Has traditionally
been outward looking in trade and investment. Several of its awn‘ieédiﬁé) ‘-
corporations are multinational and have world-wide investment. Belgium has
in recent years welcomed American investment as an aid in moderni;ing_and
péqonstruéting Belgrium's industry, and has felt that tﬁe American>presen§e
- provides a counter-weight to the tendency of the large éouﬁtries to domiﬁatg
;he Common !Market. Along with Holland, which'is similarly situated, Belgium
has been in opposition to French attempts to formulate a restrictive policy.

The 1iberél attitude of Belgium to foreign investment Eas proved,7in a
sense, to be skin deep.' In reéponse-to rumours of an Amériéén.takeo;ef of
one of its large corporations, the Belgién_cabihet reacted with - a law ﬁhich
ﬁakeé it ﬁeceééary to receive governmentjaﬁproval of majdr investments in
- Bélgium.céfporations. The Welcbmé‘of foreign:investorS»turned,out to be more
a matter oflpragmatism thén-principle,.and waé in this instance drobped when
‘a vital Beigian sector was threatenedf | | |

Séveral,other‘incidents héve élso given'some second:thoughts to liberal
European views.  The tuirning téﬁafdéﬁEﬁréﬁéan capital marketé.by Ametiéan_'

multinational corporations to finence their subsidiaries in recent years;

S e T N gt e e e 2 L T s o e
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has competed capital awéy from European firms ;nd caused resentment. The
fact that American companies sometimes close down plants as well as open
them,jhas also led to second thoughts, as have incidents of American extra-
territoriality.occurriﬁg for example, when subsidiaries are legally unable
to fill’ordgrs for Cuba. | |

The European situation shculd Be viewed as delicately balanced. The
‘protectionist instincts_in each . country for”itS‘own bugsiness remg%g_strongu
The Common iarket itself piaces strains on the government as national firms
are exposed to outside competition and the ﬁowé£s of the nation state are
eroded,. The entry of American firms and, more generally, the problems of
reconciling Europe with its external enviromment and the world economy
complicates the problem further. As long as things'proceedrsmoothly, in a
“balanced” fashion no problem arises; but when things move cut of line,
fear and susplcion are eggendered.

Finally, there is another problem, not much talked about, but still pre-
sent bengath the surface in ail European considerations. Though EuroPeans
refer to American investment when they_diScuss fpreigpuinvestmenté=Each
country is also concerned te some extgnt about~invgstme#t;frpmvo;her coun-
tries witﬁin the Common Market.- Norcopntry wishés to have'its_national
business desttbyed; each wants to aésure for itéelf a fai? share of Europegn
business. i | |

The impliqatidns of‘free capital movementsswithin Europe havé hot-beén
fully tﬁogght out.  5European” mulfinatioﬁaI'cprpofations, ﬁé.less_ﬁhan
ﬁﬁériﬁaﬁ“mulfinational cé?porétions, iﬁtéfféré»wigh-the;auﬁoﬁbmyrbﬁfﬁafidnél.f

' govérnments in matters of economic and political policy and reduce national
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-'truth may occur, and in.a brief crisis a decision will have to be made:

whether to retreat to-nationalism or to move towards supranationalism.

T o
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SOvereignty. This should? of course, net mettef'in'the spirit of European
economie cooéerationé but in fact the spirit ef nationalism has not been
compietely destroyed in Europe and seme Euiopean'countries may resist tﬁe
supra-nationalism impiied by the modern corporation. Economic integration
requires a change in both the form of business and the form of government.,
The mote extensive is business integration, the greater is the need to trans-
fer certain powers from the national governments to supra—netional powers.
Insofar as the state helps and regulates business, its scope mest parallel . -
that of the business sector. At‘a fundamental level national planning by

states and international planning by corporations are incompatable. Similarly

other institutions such as trade unions and political parties must be inter-
--nationalized to cope with the wider field of operations of firms. Economic
growth involves not just expansion but transformation. |
Supra-nationalism is not an easy thing to achieve. The ceagulatiqn
of economic and political forces .does not take place in a‘vacuum, but is
cpnstrainedvby historical, political, social and economic links. it'there—
' fore tends to grow around existing centers and to result in:uﬁeveﬁ develop-
ment. Although some countries gain, others lose, and nationalistic antagonismi'
_ may be intensified in the process. |
Business integration in Europe is just begiﬁnino'end its effects heve -
.so..far been-marainél. It has thus been. p0351b1e to ionore them up till iow
and this may be a strong condltlonina factor’ favourable to further ‘develop~
‘ment. If business moves very fast ‘the main thrust of amaloamation may be
over before the effects on sovereignty and independence become visible. A

floutishing environment also facilitates the ptocess of dnvelopment since

all regions share 1nAthe,expansion., Should growth slow down, a moment of
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V. CANADA
Canada is the country with the most experieﬁce of American direct invest-
ment and_the Amexican multinatiénal corporation. Tﬁe Canadian government's
national policy was unique in many respects for a developed country, since
it used the tariff to protect Canadian industry, and not Canadian business-
men. Iﬁ most countries, protection of economic nationalism meant, by and
large, the development of an indigenous business sector in manufacturing;
in Canada the tariff stimulated industry but much of its growth:was under
the aegis of foreign corporations.
This was, in large part, out of necessity. Canada is closely linked
to.the United States and could not fail to become involved in the process
of business merger andrconsolidation in the United States that led to the
,formation Qf the American national corporation. Just as regional units in
the Unlted States became integrated in the new co:ﬁorations formed at the
end of the 19th century, Canadian firms also found it advantageous to merge
or be bought out by the American corporation. The tariff perhaps obtained
for Canada a higher share of manufacturing than it might have obtained if
there had been a customs union wi;h the United States, but no important
steps were taken to interfefe with- capital movements and'prevent.bUSiness
integration. |
The,éffecgé of this policy are difficulﬁ'to determine: Canada has a
~ high standard of.1iving and, over 'the long run, has grown at about the same-
rate as the United States,,femaining-cohsistently at a per capita level about.
one-third less than that of the United Statés}  The econoﬁy is closely related
. to that of thé-UnitédrStates; rmarkefistructure replicates thg Aﬁerican |

structure and there is a large volume of United States-Canadian trade between

z o
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sobsidiaries and parents. As far as one knows, the American subsidiaries
operate at the same level of prof1c1ency as Canadlan firms, -no worse and no
better; they seem to have adapted, perhaps too well, to the Canadian en—
vironment and -exhibit the same general productivity differential relative
to the United States as do other portions of the Canadian economy. The
major.difference between American subsidiaries and Canadian firms 1s that
the boards of directors and executives in the former are. made up of Amerl—
.cans to a far greater extent than those of the latter. To what extent do
the similarities and close linkages between Canada and the United States
derive from their.sﬁnilar situations, and to what extent-does it result from
the national policy on tariffs and investment? This is a subject which has
often occupied the minds of Canadianerbut-has not beéen adequately resolved.
Similarly, there is no consenaus on the. degree thwﬁich paraileldsms in
social, political and cultural behaviour are due to policy or -environment.
It would be inaccurate to say Canada is regretting its earlier decieioa;
but it is fair to say that it is rethinking aome of its*aspects.

These questions have recently received close examlnatlon 4in the reportv

of a government task force, Foreign Ownershlp and the Structure of Canadian

5 Industr}-r,1 (known as the Watkins Report) whlch examined in con31derab1e de-

tail the political and economic implications of forelgn investment in

~ Canada and recommended maJor policy charges. The report is a probe,ratheri
than a conclusion, and does not represent Canadiaa policy, which'is still
undefined. - It is a basis for discussion and should be interpreted not as
what Canada is doinc but what someeCanadra§S”arbuthiﬁﬁfng-abbutffdreigﬁj_

"inVestments

1"Foreign Ownershio and the Structure of Canadian Industry, .Re §x§r9f7
the Task Force on the Structure of Canadian Industry (Ottawa Queen's Printer
-and Controller of Statlonary, 1968), Jenuary l9ou. : ‘ :




- 3 -

‘, A brief examination ofkthe main conclusioné and recommendations of the
Watkins report provides a conclusion to this essay. The report takes the
ppsitién that it would be useful to reduce the share of foreign companiesr
in the Canadian economy, but does not foresee a quick reversal of the:prESent '
pésition, and even for the long run, it accepts as the norm a much higher
1nv61vement in multinational corporations by Canada than exists elsewhere.
It alsb accepts international interdependence as a fact of the world, and
“.although it is nétionalistic in the sense that its main concern is with tHer
ngqadian nation, it is_internationalistic in perspective and outlook.

The report argues that intermational solutions would in many cases be
bgtter than national sothions to these problems, but foresees that the
poiitical environment of the immediate future will leave international co-

- operation at a rudimentary level. Each countr} nust therefore fortify
its own hands with additional cards by creating national instruments of
reguiétion, superviSion'and'con;rol;

The report focuses on the fact that foreign investment is primarily
. a qﬁestioﬁ_of laxge corporations and their role in the modern lifé. Two
-pfobiems arise in this céntext. First, the multinatiqnal.corﬁoration links
‘separate patidnal sfates and is a viaduct for transmitting pressure from
~one coﬁntry to another., Since every nation has certain general 1nterest§
ﬁo prptect frém thEr nationé, the government must .take steps to blbckr
 the intrusion from abroad of policies it fgéls undesirable, keepiﬁgf£n ﬁind
tﬁe'séVéfe limits-on sovereignty and independence in the modern world.

Second, on ;he'éconOmic:plane, the arena of large corporations is
: éligbpélist1§ in éharécﬁéftand not Competitive.‘ Thé,govefnmenf.ééhnét

rely on natural markét'fdrceS'to discipline,ptivate-business into behaving
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in a socially desirable manner. It must instead at the very least, plan
alongside the management of the corporation to add the general interest to
Vthe_prlvate interest in decision—making. |

The report argues for greater Canadian participation by the private
sector -and the government,vin order to convert the subsidiaries into multi—
.national"firms rather than simply American or British firms. To this eno
it recommends that subsidiaries sell shares in Canadarto-allow'a greater
Canadian\presence in the decision-making process. It also recomments
the creation of a special government agency under a cabinet minister to
survey, and where necessary regulate, the behaviour of foreign corporations
to.ensure their harmony with Canadian economic and political goals.

The functions of this agency are: to counteract the pressures exerted
by other governments on the multinational corporations: to reoulate and
scrutinize the performance of large corporations in domlnant p051tions in
order to make Up for the absence of competition, to 1mprove the terms on

which capital and technology are inducted from abroad and to increase their

benefits to the -economy; to improve the access.to foreign markets of Canadian :

production and -to increase the”returnS'to the_country:from its:natural re-
sources; and to cooperate with other agencies and to take initiatives in

devising multinational—governmental cooperation to cope with multinational
corporations. In addition, the'report-recommends certain general measures
to increase tne efficiency of tne Canadian'eeonomynthrongh better enforce-
ment of antitrust laws, better tariff polic1es, and throuah government

help to rationalize consolidate and finance Canadian industries.

i
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In conélusion, Canada, relative to other A;lantié countries, 1s perhaps
more:aware of the,possibi1ities énd ptoblems'of multinational business. If
trends in foreign investment continue, oﬁher cbuntries are likely to be

confronted with the same types of problems as Canada, and may have to consider

measures like those proposed by the task force.
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VI. EPILOGUE: JAPAI
Japan provides an epilogue to this sufvey of Atlantic policies toﬁards
foreign investment and multinational corporations. Japan is fast becoming

an important factor in European and American economics and business, ‘and

~ her strategy towards foreign investment offers an instructive contrast to

the experience of coﬁntries discussed in thislpeper. Japan has had very-
strict control on foreign investment in the past but is now in the process
of changing policy to meet new challenges.

The Japanese program for screening fsfeign ineestment is similarvin a
formal way to that of England and France. VA special agency, the Fo;eign

Investment Council makes the final decision on whether an inward flow of

investment or technology should be allowed, based os the recomgen@a;ions
of a sub-committee on which various ministries are represented. -The- greater
part of the work of examining>and—deciding upon applications 'is conducted
by‘the responsible ministry, which is nearly always the Hinistr§ of Interns—
tional Trade and Industry (MITI). ‘
Japan's uniqueness lies in the fact that'itsrpblicies osﬁforeign in-

Vestment and the import of foreign technoloey have been so very strict. In.

_,effect, it has almost completely excluded forelgn capital, and it has -often

j.restrlcted inward flows of technology The government has eXefcised,strong‘

pressure to encourage licensing rather than direct investment and, when it

allows.fOreigners,to»participate in equity,’it seldom permits a majority

interest, and even then takes additional steps to assure that the Japanese

'partner has control
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In each case, the fpreigner must 5argain first vith a “Japanese private .
company' and then with the.government, which intervenes to make sure fhe
agreement does not lead to Japanese dependenée, upset the “balance” of the
particular industry, cost too much, cause the Japanese firm to lose control,
have limitations 6n exportrrights,,etc.

An exception is found in a certain number of wholly owned subsidiaries,
the so-called “yen based" companieé. In”ﬁhéérfgqtﬁeéé éfe‘Japéﬁesebfirms
and should be completely free to expand as they wish. In fact, this need
not always be the case.. For example, 1.B.1M. had restrictions placed on its
share of the market to ensure that Japanese business was not stifled in fhe
computer industry. These restrictions are»infbrmal and backed up by the
- government's bargaining pdwer through its control of taxation, etc.

Policy is now changing'as reflected in the new liberalization program.
So far, liberalization has proceeded only-very-slowly.--Itsjpace'iS'de—
signed to ensure that there'afe no foreign take-o?efs of important,econbmic
sectors. Liberalizatioﬁ_applieé phly tblnéwhinﬁestméht and is'permitted
only in industriés wheié Japaneserfirﬁsiare'stféﬁé enough to comﬁete effect-
dively. The aim ié to-open'up-the~economy‘£o_the extent . that foreign ébmpeti—
 §ion»$tfengthéns, not déstroys, Japanesé industry.

These profectionist policies and attitudqs-found in'Japan aré-ofr?ery_

" long standing. Since.COmmander Per;y§~Japan has realized the need'to.iﬁﬁoff ’
and assimilate,foreigﬁ technology, ard atffhe sane tinme, the.déngérs of foreign

inﬁestment.r The examples_bf other countries in Southeast Asia deméngtrated'
th,Japan»how'foreign investment would lead to a loss éfﬁiﬁdéﬁehdénéé and ééused"

-

it to take steps to protect itself from this problem. At first, thergovernﬁént'
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would not borfow abroad at all; later a controiled program 6f foreign borrow-
-ing was Initiated, but under strict centralAgovernment supervision to ensure -
thaf-the country did not become over-indebted through unrestricted borrowing
on the part of local agencies.

Ovefall, Japanese policy has been extremely successful. It has been
able without direct foreign investment, to absorb technology from abroad
rapidly; and to develop it on its own. In many cases, the Japanese were able
to buy technology through licensing agréements at reasonable prices without
su;rendering control. In many ways, Japan is a special case which cannot be
copies, but it clearly illustrates that it is possible to bargain for the
terms on which technology is obtained.abroad, and that it is possible to
separate technology from control.

Perhaps the best way of understanding the'Japanese case is to examine
sone of the_elements whiéh gave strength to it; bargaining poéition and how
these have been changing in recent years.

Japaﬁ's strong position on‘forgign éapital is closely associated with
i;s independent foreign policy. Now that Japan is seeking greater inter;
dependence with other-countrieé, especially OECD countries; there is pres-
sure to open up its economy to foreign éapital. OECD pressure - (more
JSpecificéliy‘U.S.A; pfessu;e)_iS’one-of the major forces behind the Japanese
'1iberalization program. At the same.ﬁime, thé foreign policy7imperative is
also-a reason for the sloﬁnéss with whichvliberalization is proceeding. The_
problen -of reﬁegotiaﬁing'its nutual security pact with the United States and -
'ltherspecial-problems of Vietnémfahd'ﬁéinland China place_Japa# in a delicate
position withrregard to foreign-p§licy_in the near future. There is a feeliﬁg

that it will be easier to.handle*thése'pfoblemS'without'fhe complications of
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multinational corporations.

A major factor in Japanese bargainingz peower is Japan's cohesiveness
and national unity. Because.of this it would be difficult, if.not impossibie
for a foreign firm to operaté in Japan except in close cooperation with
Japanese business. Similarly, in joint ventures this helps thé Japanese
partner fe;ain the upper hand. Because of a strong sense of national identity,
Japanese businessmen could be relied on to protect Japanesé¢ economic interests.
To some extent this is now changing, as Japan becomes more internationally-
minded at home and better known abroad. The natural cultural safe-guards are
becoming less strong than they used.to be.

Another factor in Japan's negotiating %§§ition is the strong government
control over the economy. The Japanése government has traditionally exercised
very close supervision over Japanese business and, indeed, was directly
responsible for qutering much of its gfowth.-.The govermment is both well
informed aﬁd has the means of énforCiﬁg its Qill; therefore, it is in a
strong pdsition when dealing wifh foreigners. It can prevent Japanese firms
from competihg aﬁong themselves in bargaining and thereby weakéning fheir
Position. 1t has the igfqrmétion to make sensible decisipng on which
technology 1is needed, what—it is worth,;and what “counter measures” have to
be taken in order to ensure that-Jap;neseEresgarch dbes'not suffer as a
~result of the imp9rtatioﬁ. ihe curreﬁt policy of 1iberalization is weakening
the government's bargainino,power'ﬁo'somevektent. It is subﬁected to great
pressure to 1oosén.its~h61d on the—econbmy, and the anticipation of future
;iibéralizationﬂencoﬁrages fﬁreigﬁffirﬁébto hold out,fbr-betfer térms;.,

. Japan's'1arge'marketrisranotherﬁbargaining point. it is sufficiently

large for self-sufficiency in'mosf.seéiors:and, theréfbre, is notrdependént
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on trade other than ray materials. Through- tariffs, the government can close
the Japanese markets to foreign firms unwillingnto make concessions. Like
everything else, this cuts both ways: their large and rapidly groning mar-
ket is a powerful attraction to multinational firms which are no longer con-
tent with royalty payments and a license but want a "fair" share. Japan is
too bit, they feel, to be left exclusively to the Japanese. ’

Japan also derives strength from .the fact that it is a natural export
base for Southeast Asia. As a leader in this area, it is an attractive
partner for European firms. It was, and often is, to the advantage of the
multinational firm to give Japan jurisdiction for this area of the world.
But as other countries in Southeast Asia develop certain industries of their
own, the Japanese monopoly will come under challenge and the multinational
corporation will gain flexibility. Moreover, Japan»is now trying more and
"more to enter sophisticated markets in industrial countries. In this case,
.it will have to bargain with the European and American firms on a very.dlf—
ferent ba31s than when dealing with Southeast Asia alone.

In the past, one of the reasons that. Japan was able to drive so hard a
baroaln was that in some cases, it was gettlng second-hand technology. 1his
-1was its advantage as a late-comer to the 1ndustr1al revolution. Now, as many
jrsectors of its industry are pushing at the technological frontjers, it may

'find it'more difficult to obtain advanced knowledge. This is certainly true

-in-some cases, but it should not be exaggerated. Japan’traditionally vieWed

a weak bargaining position as a signal,to try harder and not as a reason to
trake conce551ons. Japanese strategy is to concentrate on developing theiy
own technology which they can trade for advanced research from other ~coun-

tries. When necessary, Japan has been w1lling to wait a number of years and
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“do without technology rather than become dependent.

Lastly, much of Japan's bargaining strengtﬁlstems from the fact that it
hadvlargé fifms of its own. 'Larwe conglomorate business groups have played
an important role in Japan's development stragegy and have made it p0381b1e,7
in some cases, to bargain effectively with multinational corporations. In
the futuré; however, Japanese firms, if they are going to compete effective~
ly, may have to chanoe. Perhaps they will need to become multinational cor-
porations themselves if they are to match strength with large Western corpora-
~tions. This will raise a number of issues. Japan will have to accept multi;
national corporations at home and cooperate in their cohtrol and regulation.
A totally independent policy will no longer be feaéible. Japan will then ‘no
doubt be one of the more 1mportant factors in shaping international attitudes

and machinery for multinational corporations.



