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ABSTRACT

This report presents a survey of the literature on the sccurity as-
ccts of multinational corporations' activities. It identifies those
aspects which have been previously researched and those requiring further ¥

gtudy.
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The views and conclusions contained in this report are those of the
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cial policies, either expressed or implied, of the Defense Advanced Research

Projects Agency of the U.S. Governmert.
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FOREWORD

With all of the controversy and publicity that has grown up around
the multinational corporation, very little attention has been paid to the
interaction of this new international economic phenomenon with the broad ’
arca of "national security." IEPA was asked by the Stanford Research
Institute to identify the security aspects of multinational corporations'
activities which have been adequately researched and those requirjug fur-

ther investigation.

The study, therefore, takes the form of a preliminary analysis of the
MNC-national security interaction, and a review of the existing literature
and research. As noted in the introduction, the conclusions ara highly
tentative and the references are intended to be illustrative rather than
exhaustive. Constructive comments will be welcomed, particularly as to
issues which may not have been given adequate attention, or any important

areas of research which may have been overlooked.

From the standpoint of the national interest, th. evidence in this
survey suggests that, although there are some problems and international
frictions connected with multinational corporations, MNCs strengthen the
U.S. economy and international competitive access. On balance, therefore,
they are assets rather than liabilities from the standpoint of national
security, broadly defined. In fact; a case can be made that drastic cur-
tailment (whether by U.S. taxation or investment controls, or by other
countries or international bodies) of the U.S.-based multinational enter-

prise could have adverse effects on the national security:

a. By reducing an important source of balance of payments
earnings--which are essential to pay for military de-
ployments and foreign assistance programs;

R e
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By making it more difficult for the U.S. economy to
maintain competitive access to foreign sources of
energy and other vital natural resources;

By curtailing U.S. investments abroad and access to
foreign markets; and

By weakening the interdependent web of international
economic activity and the mutually beneficial exchange
of technical knowledge.

From the standpoint of the MNC, which is under attack from many dif-

ferent quarters, both at home and abroad, an understanding of the national
security contribution which they are making or can make would appear to be
useful. It is hoped that this paper will stimulate constructive thinking
and additional research in this area, particularly on the question of how

the assets which MNCs represent can be maximized and any liabilities reduced.

This report was prepared via subcontract by the International Economic
Policy Association under the supervision of Dr. N. R. Danielian and Dr.

Timothy Stanley.

Richard B, Foster
Director
Strategic Studies Center
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U.S. MULTINATTONAT, CORPORATIONS AND NATIONAIL SECURITY POI,ICY

INTRODUCTION AND OVERVILW

Objective

The purpose of this paper is to identify the security aspects
of multinational corporations' activities which have been adequately
researched and those requiring further investigation, [y

Tasks:

1. Within the framework of the increasing trend of the inter-
nationalization of production, identify the national security
aspects of inultinational corporations’ activities,

2. Review the literature on MNC's opcrations to ascertain
which national seeurity aspects warrant further research efforts,

Problems of Definition

There is an enormous body of literature on the broad subject of
national security and another one on the multinational corporation,
that is to say, the foreign direct (as contrasted with portfol ‘o)
corporate investments. The problem is to define the arcas of inter-
action between them, A random sampling of a dozen major contribu-
tions to eaeh of these bodies of literature showed no index
references in the national securitv books even to corporate activities
or direct investment, let alone the MNC's as such; similarly there
were no references to foreign or military policy or national
security in the major MNC books exaniined,

In faet, the only literature which we have been able to discover
bearing on the precise topie of "the MNC and national security"
consists of one student paner at the War College,l one short paper
by Raymond Vernon, “and one nmajor book written in 1935,

1 "Strategic Implications of Multinational Enterprise," by
Lt. Colonel Riehard A. Bowen, USAF, National Wap College Strategic
Research Group, February 15, 1972, There are other such papers on
file at the Industrial College of the Armed Torces to which aceess is
restricted, but their application to the MNC is reportedly very general.

2 Raymond Vernon, "Multinational Enterprise and National
Security," The Adelphi Papers, The nternational Institute for Stra-
tegic Studies, London, March 1971, reprinted in Vernon's The Iconomie
and Political -onsequences of Multinational Fnterprise: An Antholory,
Division ol Research, Graduate Schiool of Business Administrntion,
Harvard University, Boston, 1972,

3 Lugene Staley, War and the Private Investor, A Study in the
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1.. The MNC

Thus it can be seen that definitions are the heart of the problem.
To start with the multinational corporation, there are difficult
definitional problems at the outset. Some have defined it in terms
of the percentage of a eorporation's total irvestment or gross sales
in or derived from operations outside its home country, others
aceording to the areas of its operations, and still others by the
extent of international ownership or the international character of
its management. IEPA's Center for Multinational Studies has pre¥erred
to use the simpler definition that any ccrporation with major operating
facilities in two or more countries outside its home eountry?’ is
multinational.

The key aspeet of the multinational corporation is its inter-
nationalization not only of produetion, but also of soureing,
marketing, finaneing, and management, so as to maximize profits by
the most effieient use and distribution of its goods and services.

2. National Sceeurity

- It should be noted {irst that there is no agreed or commonly
accepted definition of national seeurity in the U.S. Government
organization. The term is generally taken to be a ecombination of
national defense and foreign re.ations.® The function of the National
Security Couneil is "to advise the President with respeet to the
integration of domestie, foreign, and military polieies relating to

Relations- of Internatiolic’ Polities and International Private Invest-
ment, Doubleday, Doran and Company, Garden City, New York, 1935,

(We have been informed that a revised edition of this book has been
published, but have thus far been unable to obtain a eopy to deter-
mine the extent of updating.)

4 With few exceptions, such as binational multinationals like
Shell and Unilever, it is still easy to identify, in prineiple, the
"home" country of an MNC, although this may get increasingly diffieult
as true internationalizalion develops. It is important to reeall,
however, that legally there is no such thing as an "Ameriean corpora-
tion in Spain," for example, or a British eompany in the United States.
Whatever the ownership, the foreign subsidiary is ineorporated under
the laws of the host ecountry or state, and is therefore a Spanish
company, or a Delaware eorporation, ete., except in the ease of
branch operations sueh as o0il eompanies or banks.

5 Sce for example Exeeutive Order 11652, Mareh 8, 1972, defining
national sceurity information as that which requires protection "in
the interest ol the national delense or foreign relations of the

United States (hercinalter colleetively termed 'national sceurity').”
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the national seeurity,"G but without defining the latter. Perhaps
the simplest definition was that of President ‘loover whose memoirs
record that in 1929 he summoned his Army and Navy Chiefs to ask them
whether our defenses were "strong enough to prevent a suceessful
landing ol foreign soldiers on the continental United States?" On
receiving an affirmative answer, he dismissed them and apparently
did not further concern himself with national security questions!

Even the somewhat broader definition of preserving the natiqnal
sovereignty against foreign coercion is hardly sufficient for the
latter part of the 20th century. The definition must be expanded
at least to cover the ability to pursue, and if possible achieve,
national objeetives abroad, objeetives which inelude economic as
well as politieal and military interests,

In the post-war period, the advent of thermonuclear weapons and
the rise of the cold war led to an ideological polarization in which
the U.S. definition of "national security' was elosely involved with
a perceived communist threat.

As the world power structure becomes more multipolar and Jetente
diplomacy increasingly characterizes relations between the United
States, Lurope and Japan, and the U.S.S.R. and China, seecurity is
often eurrently placed in the context of the stability of the inter-
national system; for, it is argued, true unilateral national seeurity
is beyond the reach of any single state because its military attain-
ment would be threatening to other countries and thus destabilizing.

Thus at the present time, national security ecan be seen in terms
of a series of pereeptions making a ring of econeentrie ecireles; and
in the current international seeurity eontext, it is of potentially
unlimited ramifieations, reaching beyond the traditional military-
industrial base-alliance system eirele. The outer ecirele thus
includes international relations generally and, in particular, both
national and international economies.

In this survey, therefore, for purposes of exploring the major
areas of interaetion between national seéurity and the multinational
corporation, we have considered,

First, the narrowest "territorial integrity" and its military
hardwaré& -component;

6 Webster's New International Dietionary defines "seeurity" as
"the quality or condition of being secure . ., . being proteeted or
not exposed to danger"; and "national" is, of course, defined as "of
or pertadning to the nation,"

7 llerbert Noover, Memoirs, Maemillan, New York, 1952, Vol, II,
p. 338. .
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' Second, the confrontation with the major challenging power centers
(i.e., U.S.S.R., China, ELC, Japan);

e L AR "

Third, the broadest concept of national security as a web of

R . economie and political interrclationships and alliances to ensure

f stability and security without undue sacrifice of national intcrests
and sovereignty.

One other definitional problem is whether to treat the institution
of the "multinational corporation" in the abstract (that is, irgespective
of its ownership and operations) and the potential eonflict with ’
i the nation-state in the abstract; or whether to deal with Amer ican-
based multinationals (or foreign-based mul tinationals operating in
the United States) and American national sceurity. The survey focuses
| on the American perspective; but includes a few references to the
more theoretical and abstract literature, where it is applicable.

Focus of the Survey

| In the light of the foregoing, this survey has sought to identify
) the national security aspects of MNC activities in terms of four
| major areas:

1. Military and Industrial Production Base

How does the internationalization of production and the transfer
of technology implicit in the operations of the MNC's affect the
U.S. military posture and industrial production base?

2. The Political Effcects of MNC's

, To what degree are MNC's a source of conflict or stability in
the international system?

i 3. The Economic Effects of MNC's

To the degree that a nation's ability to provide for its national
seeurity depends on its economic position, do the economic repereus-
sions of the MNC facilitate or complicate the problem of insuring
national security and employing the economic instruments of power?

. Areas of Special Impact: The Military. Political and
Economic Lifccts of MNC's on Last-West Relations

What is the extent and potential of MNC involvement in new
economie reclationships now developing with the Soviet Union, Eastern
Europe and China, and what is the impact of those relationships on
national sceurity? T |

The body of the survey identifics the major specific arcas of
I’ potential MNC-national scecurity interaction within each of these
four areas, and comnents on the literature bearing on each one,




Summary of Findings

Given the diversity of both subject matter and source material,
it is difficult to summarize the findings except in very general terms.

1., On the effects on the militarv and industrial production base,
the sccurity aspects do not appear to be comprehensively covered in
the MNC literature, with the partial exception of the transfer of
technology and information; and even there, the "national security”
aspects arc treated sparsely, as they arc on the major industrys
categories most essential to national defense. The whole subject of
peaceful uses of atomic cnergy, proliferation of nuclear and defense
technology and the role of the MNC's, in the context of national
security, appears to be a subject of potentially useful research,
as do the national security aspects of technological transfcrs
(and acquisitions) by the MNC in general.

It should be understood, of course, that considerably more infor-
mation is presumably available in various government agencies, such
as the Industrial College of the Armed lorces, and from industry
sourccs on the "defense mobilization" aspect; but such studies and
docunents could not, of course, be included in this survey. With
government-sponsored access, productive rescarch might be possible
in this area.

The national security aspect which appears most deserving of
further research efforts concerns the effects of MNC operations on
the availability of critical raw materials. Although there is a
growing data base and literaturc on the general subject of raw
materials, the specific role of the MNC does not appear to have been
adequately rescarched from the national security standpoint, except
insofar as the MNC's are involved in foreign extractive operations
which bring them into conflict with host country nationalism.

2. There is considerable research and publication dealing with
the MNC as a source of conflict with the nation-state and as a
cause of conflicts between host and home countries, and to a lesser
extent as a sourcc of stability in the international system.
Political conflicts over the investments of MNC's could, of course,
become serious cnough to have national security implications
(especially if critical supplies, such as oil, were to be cut off).
- This is recognized and explored in the literature, but usually in
very gencral terms, An effort to develop hypothetical conflict
scenarios might be worthwhile, although this may cmerge from one
of the rescarch projects underway.

The important subsidiary question of the MNC as both a source
and a channel of influence in international policies has not been the
subjeet of much objective academic research, with one or two signi-
ficant exceptions, although data and casce studies are admittedly
difficult to obtain. One possible rescarch project in the political
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; ’ area would be a review of the literature and surveys of opinion to
try to determine the extent to which national security considerations
1 not overtly identified as such, may be implicitly involved in the
¢ - many coneeins expressed about loss of economie control or corporate
power versus national sovereignty, in connection with the MNC, and
whether such coneerns affect attitudes toward the MNC's home country.

’

3. The literature on the cconomic effeets can only be character-
ized as enormous, covering the effeets of foreign investment, mainly
by MNC's, both on home and host countries, in terms of balance of
payments, trade, investment levels, production, employment, finanecs,
and taxes, Thus the problem here is to identify specific "national
security" impacts., The question can be oversimplified into a para-
phrase of Charles Wilson's often misquoted statement about General
Motors: "Is what's good for the U.S.-based MNC good for the United

i ) States? And is what's good for the United States also good for the
MNC?"

There is a growing arount of research on the effect of the MNC
on the global economy and monetary system, but the national sccurity
aspects of the deelins in the dollar and continuing monetary insta-
bility appear to warrant more carcful study. (The potential
instabilities from MNC operations may be less than those caused by
the billions of reserve assets which will be placed in the hands of
the Arab oil produeers; and this aspeet would appear worthy of
additional rcsecarch.) The responsibility of the MNC, as opposed to
governmental expenditures, for U.S. balance of payments erises is
far from clear, however. The case that excessive "national security”
preoccupations and expenditures have harmed the U.S. 2conomy and
the MNC ean be made more easily than the converse proposition. The
basie issuec of the transformation of the U.S. from a creditop to
a debtor nation and its implications for national se urity rcquires
rigorous study, even though the MNC's effects are favorablc,

It should be noted, however, that the important subject of the
growing forcign direct investment in the United States and its
impact on national scecurity is relatively lightly treated and would
appear an important area for further rescarch, along with the
question of what foreign technology might be worth acquiring from a
national sceurity standpoint.

Similarly, the extent to which the MNC can help or hinder the
United States from conduecting either offensive or defensive (e.g.,
strategic trade controls) economic warfare against one or more forcign
countries is another relative lacuna in the publie literature.

If one broadens the definition of national sceurity to inelude
the widest possible cirele, that is the basic stability of the entire
international system, there is an important question about the extent
to which the control, or sovercignty, as DIrolessor Vernon terms it,

’ is challenged by the international phenomenon of the multinational
corporations with their large size and operating flexibility. This
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appcars to bc one of the most popular research topics in the entire
MNC area, cspecially among politieal scientists--who have followed
the economists into the subject as the MNC became an inercasingly
fashionable topie.

The early post-war literature emphasized the business aspcets
of the MNC's, the "how" as well as the "why' of international opera-
tions, and management and marketing. During the sixties, the primary
foecus was on the economie impaet of the MNC on both home and host
tountries, and currently it is upon the international finaneial sand
monetary system, Interest in the potential conflict between the MNC
and the nation-state, noted above, has eoineided with the attack on
the multinational eorporation by organized labor in the United
States, and to a lesser extent in some Luropean eountries, It is
noteworthy in this conneetion that the emphasis of thesc erities
has been on the alleged "export of jobs," and that they have for the
most part foregone the opportunity to make a "national security"
argument against the multinationals.$

Regarding the MNC-nation-state eonfliet, to the extent that
answers, as distinguished from questions, have been developed in
the growing research, a consensus seems to be developing among the
academicians (though not the business eommunity) that international
eontrols, regulation, registration, eonventions, agreements, and
codes are the answer. Curiously enough, this is the same answer
advoeated three decades ago by Professor Staley.9 One ean argue the
question of whether U.S, national sceurity would be more advanced
than retarded by "denationalization" op international eontrol of
the multinational enterprise. But this gets into broader aspeets of
the future character of the international system in all of its
ramifieations in the decade ahcad, and even into more philosophieal
questions, whieh probably eannot be answered definitively. The
national security implications of these questions a,.pear to warrant
morc thorough study.

8 Lven the one apparent exeeption (the testimony of the ArL-
CIO's Andrew Biemiller to the Subeommitter cr International Trade,
Senate Tinance Committee, March 6, 1973) whieh details the aerospace
industry's alleged export of jobs, advanced technology, and taxpayer-
financed research through eontracts involving missiles and military
aireraft, only mentions "national security” once.

9 Staley, War and the Private Investor, eited, undertaken
baek in 1935 as part ol the University of Chicago "Causcs of War"
projeet under Quincy Wright. '
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Finally, it should be noted that there is a small but growing
literature depicting the MNC as an international villain. Some of
it is by writers of a "New Lelt" persuasion, or revisionist
historians, who assign the MNC a major role in the "eeonomie imperi-
alism" whieh they see as the root of Ameriean foreign poliey in this
eentury. They are, of eourse, joined by traditional Marxists, by
proponents of modern state soeialism, by some labor and other anti-
business elements generally, and by erities of "bigness" per se.

One of the priority areas of rescareh, if the MNC is eoncluded to
make an important contribution to U.S, seeurity in the broadest )
sense, is more authoritative research eapable of evaluating and,
where warranted, rebutting these eritieisms. For example, there
have been few good studies of the relotive performance on the part
of the MNC, in contrast, let us say, to government entities and
nationalized industries, in achieving legitimate and desirable host
eountry development objeetives and in improving the international
competitiveness of the home country industry. Sueh studies are
eertainly needed, but theip dircet connection with national seeurity--
as opposed to purely economic goals, appears tenuous, execept to the
extent that one regards gains in national economie power as auto-
matie gains in national seeurity,

Coneerning East-West economie relationships, there is a
large body of literature on East-West trade and a good porrion
deseribes the strategie trade eontrols and other "eold wap" programs,
Because of its size and flexibility, the MNC has certain advantages
in dealing with the state trading eeonomies, and thus will tend to
play a key role in this growing ceonomice inter course,

The strategie signifieance of potential dependence upon the
Soviet Union for vital eénergy or other raw materials, or of market
penctration opportunities for the Soviet Union, and its potential
strategic significanee, have not been adequately or fully explored,
nor have the long-term, i1dcologieal and politiecal impliecations fop
both East and West.

Overall, two major substantive questions have emerged from this
survey: Are U,S.-based multinationals and theip foreign affiliates,
on balance, assets (e.g., significant influenece on important scetors
of foreign countries) or liabilities (hostages, sources of inter-
national econflict, ete.) from the standpoint of U.S. national security?
And to what extent is it desirable and feasible to minimize the
liabilities and maximize the positive value of MNC's as a national
resource? -

Seeondly, to what extent has the internationalization of produe-
tion and other eorporate aetivitiesg adversely affected the strength
and independence of the U.S. economy, or itg eritieal components,
from a national sceurity standpoint? . C
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The evidence available to us tentatively suggests that the answer
to the sccond question is that U.S. security has not been adversely
affeeted--and it has probably been helped, since the MNC's definitely
strengthen the relative position of the United States in the world
economy; and that specifie risks (such as dissemination of sensitive
information) are still within the power of the Government to econtrol
as neccessary.

The evidence also suggests that the answer to the first ‘juestion
is that MNC's are, on balance, more of an asset than a liability;
and that since international ceconomies is not a zero-sum game, the
United States also benefits, at least in the short term, from the
reeiprocal access of foreign-based multinationals to the United
States, although there are some potential security aspeets here
which have not been thoroughiy considered or researched. The most
important basic question, therefore, is the sensitive one of whether
the United States can seck to maximize the national security benefits
of private industry's foreign direct investments (that is the U.S.-
based MNC's and their overseas operations) without, by the very
attempt to do so, turning them into potential political liabilities.
This gquestion has been touched on lightly, if at all, in the existing
publiec literature. The reverse case--that actions to curtail U.S.-
based MNC's would have an adverse effeet on U.S. national security
(as distinguished from the economy) has also not been made very
clearly.

A Note on Methodology

The approach taken in this survey was, first, to draw upon the
gencral knowledge of IEPA and its affiliated Center for Multi-
national Studies in blocking out the outline of issues; secondly, to
review the major governmental studies in the light of this outline;
and third, to review the available bibliographies of the private
research,

The breadth of the subject matter, the difficulty of defining
the MNC-national security interaction, already described, and the
sheer volume of the literature (well over a thousand items) has made
it impossible to offer definitive findings. In some cases, the
short time-frame of the survey, or the difficulty in obtaining
materials, has forced us to rely on secondary references and Libli-
ographical descriptions. In reaching a tentative conclusion that a
given area is not thoroughly dealt with in the literature, therefore,
we camnot be certain that some significant pieee of research might
not have eseaped our attention.

Morcover, it should be understood that the rumerous references
in this survey are intended to be illustrative rather than exhaustive.
Since the available bibliographics themselves run to several hundred
pages, there was no choice except to be highly selecetive in the
references given,  An apology must therclore be extended to authors
of important contributions to the available literature whose works
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have been omitted from the references, whether due to oversight or

to limitaticens of space. Beeause of the foeus of the survey upon
American-based multinationals and Ameriean sccurity, only passing 4
referencc is made to the significant body of literature whieh has '
been developed in Great Britain, and to a lesser extent on the

European Continent c¢n this subjeet.

Note on Source laterials

The basic data which both governmental and private researehexs
have used comes primarily from U.S. Government sources, prineipally
the extensive data base maintained by the Department of Commerec and
published, usually through the regular issues of the Survey of
Current Business. Although there are £aps, and the eompreheP51ve

data base is now SCVEPdl years old, there is, in general, adequate
faetual data from which reaearehers can draw eonelusions. The
Government's own data base is supplemented by surveys condueted by
varinus business organizations of their members on a variety of
top’es and by the samples researched in depth at the Harvard
Business Sehool multinational projeet.

The most signifieant government studies are those of the so-
called Williams Commission (Commission on International Trade and
Investment Poliey) in July 1971 10 the two reports of the Couneil on
International Eeonomie Poliey,l~ the Commeree Department studies on
the multinational eorporation,l2 and econgressional hearings. The
two most aetive committees have been, first, the Subeommittee on
Forcign Leonomic Poliey of the Joint Eeonomic Committee whieh held
extensive hearings in July 1970, 13 and the Subeommittce on Inter-
national Trade, ehaired by Senator Ribiecoff, of the Senate Finanee

10 United States International Lconomie Policy in an Interdepen-
dent World, Commission on International Trade and Investment lPolicy,
Washington, D.C., 1971. The report is supplemented by two volumes
of supporting papers and studies.

11 The report of Peter G. Peterson, The United States in the
Changing World Y.conomy, Volumes I and II U.S. Government Printing
Offiee, Washington, 1972, and IntcrnaL:onal LCeonomic Report of the
President, The Annual Report of the Council on International LEconomic
Poliey, transmitted to Congress, Mareh 1973.

12 Collected in The Multinational Corporation, Studiecs on 1.S.
Foreign Invostmont Vol. 1 and 2, Bureau ol International Commneree,
U.S. Department of Lommeree, U.S. Government k. inting Office, d
Washington, Mareh 1972 and April 1973,

13 A Porcion Leonomic Poliey for the 1970's, Pavt W, The
Mutinational Corporation and intermmtional ITnvestment, Hearings

betore the Subcommittee on loreign Leonomie Policy, Joint Neonomie
Comuittee, U.S. Government Printing Offiec, Washington, 1970,
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Committee.lu In additinn, the Senate Tinance Committee has published
two major documents, a compendiun drawing on inputs by U.S. firms

and associations,1d and, of even greater significance, the exhaustive
930-page study by the U.S. Tariff Commission made by request of the
Committec.

There are three major bibliographical references on the multi-
national corporation:

1. The Torcign Policy Research Institute's Multinational Corpora-
tion--Nation-State Interaction, An Annotated Bibliography, rhilad-
delphia, 1971.

2. The National Planning Association's British-North American
Committee, Multinational Corporations in Developed Countries: A
Review of Recent Research and Poliey Thinking by Sperry Lea and
Simon Webley, Washington, 1973; and

3. Lee C. Nehrt, et al, Internaiional Business Rescarch--Past,
Present and Futurc, Indiana University Burcau of Business Research,
Bloomington, Indiana, 1970.

Other bibliographical sources such as abstracts of dissertations
were also used as appropriate.

14  Foreign Trade, Hearings beforc the Subcommittee on Inter-
national Trade of the Scnate Committee on Finuncc, May 1971, U,S.
Government Printing Office, Washington, 1971,

15 "Multinational Corporaticns," Compendium of Papers Submitted
to the Subcommittee on International Trade of the Senate Committee
on Finance, U.S. Government Printing Office, Washington, 1973,

16 The Implieations of Multinational Firms for World Trade and
Investment and for U.S. Trade and Labor, Report to the Senate
Committee on l'inance, U.S. Government Printing Office, Washington,
1€73. )




I. EFTECTS Or THE MNC ON THE U.S. MILITARY POSTURE AND
INDUSTRIAL PRODUCTION BASL .

Introduction

The central question posed, "llow does the internationalization of
production and the transfer of technology implicit in the operations
of the MNC's affcet the U.S. military posture and industrial produetion
base?" cannot be answered in the abstract. That is, one must have at
least an implicit notion of likel.y national security requirements and
scenarios involving limited eonflicts abroad, major buildups and mobil-
ization, or rencwed threats of thermonuclear strategic confliet.

Furthermore, it must be stated at thke outsei that the "literature
on MNC operations” under review in this survey simply does not concern
itself with these questions. Indeed, there seems to be a fairly conmon
assumption stated explieitly by Charles Schultzel that cconomie consi-
derations in general, let alone those affected by the MNC, do not have
too much impaet on our security posture within the likely range of
defense effort on the one hand and cconoinic developments on the other.
Theoretically, of course, one could envisage an economic disaster analo-
gous to the depression of the 1930's whieh would nlacc absolute limits
on the resources available for national defense? and one eould also
hypothesize the transfer abroad of major seetions of the U.S. industrial
production base, with the United States beeoming a "serviee" economy in
which it would be difficvlt to quickly reestablish domestic production
capability for supplying the traditional and modern armaments and sup-
plies required in a buildup. But even in such a farfetehed sccnario,

a modern industrial socicty would probably retain the knowledge and
latent capacity to reestablish such a produetion base; the strategic
significance rests in the lead time.

The traditional classification of seeurity cequirc.nments into stra-
tegic deterrenes forees, general purpose forces and what might be termed
"military assistance" caupahilities suggests that the need for a major
mobilization buildup is amoug the less likely eontingeneics. One has
to expeet a return to the type of "threat" perceived during the cold
war to foresce a requirement for major U.S. buildups in Europe, and
perhaps the Far Last. The present produetion basc would appear to be

. adequate for the loeal confliet--military assistance needs; and a
thermonuclear exchange would presumabiv involve the strategice forces
in being. lHowever, there is a requircnent for a signifieant capability
to assist in post-attack survival and recupcration, in whieh the potential
of’ the MNC eould be important, although a preecise analysis is very diffi-
cult.

1 "The Economic Content of National Scewity Poliey" pp. 522-5H0
in Yoreign Affairs, April 1973.

3 However, it is to be hoped that the tools and methods for stim-
wlating an cconomy out ol a reeession are better understood now than in
the 1930's, cven though the art of doing so without subslantiai inflation
is as yet unmastered,
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Still another genuine national security concern is avoidance of
the diffusion of advanced nuclear, missile, and other wecapons tech-
nology lecading to a proliferation of independent naicional war-making
capabilities. There arc almost an wnlimited number of hooks, articles
and studies, governmental, by "think tanks", and by academicians
dealing with alternative war scenarios. But insofar as we have becn
able to discover, they simply are not addressed in the so-called "MNC"
literature. A much more thorough examination would be nceded tc de-
velop the possible interaction of the MNC and national sceurity in
the context desceribed above. This might be an area worthy of rescaych,
at least for those who are concerned with planning against the range of
possible national sccurity contingencies, however unlikely they may now
appear, ’ .

The sections below treat the effects of internationalizing production,
the so-called transfer of technology issue, and the role of the MNC as a
two-way channei of information. The final scetion of Par:t I looks at the
question of availability of critical raw materials.

L., Effects on Plant Capacity, Skill Levels and Resources in Terms of
the Defense Production Base in the U.S. and Abroad

l. Industry Categories

The industrial secetor in the United States is obviously the major
contributor to the Nation's cconomic and military strength. It is ax-
iomatic to regard the productive capacity of American industry as the
bulwvark of onr defense. Most studies on mobilization of resources and
plant capacity, and skill levels as related to defense production arc
firmly rooted in the U.S. experiences of the Korcan and Sccond World
Wars. Since the multinational corporation has really only emerged as
a sigaificant force since World War II, there is an extraordinarily
liaited literature available. To be sure, George Lincoln's Economics
of National Security3 mentiors the importance of foreign direcet in-
vestment - to defense mobilizacion, but it is in conncetion with the
extraction and processing of raw materials, and not with the manu-
facture of industrial products. Very little has been done in refercnce
to the relationship ofthe policies, problems and practices of the mul-
tinational corporation to national seccwrity and delense management.
Not even Charles liteh and Roland MeKean's The Economies of Defense in
the Nuclear Ace!t contains any reference to the transiormation that the
internationalization of production and technology transfer has wrought
on the U.S. industrial production mobilization potential. The only
work that we are aware of that dircetly relates to this subject is

3 George A. Lincoln, Lconomics of National Sccurity, Sccond Edition,
Prentice-llall, Englewood Clilfs, New Jerscy, 1954,

4 Chirles J. Hitch & Roland N. MecKean, Deonomics of Defense in the
Nuclear Ace, Harvard University Press, Cambridge, Massachusetts, 1900,
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Jack Behrmon's study of the Multinational Production Consortia: From
+he NATO Lxperience. Behrman tried to discover what impaet multi-
national covporations had on the defense production base of Western
Europe, and concluded that their eontribution was not very signifieant.

Die to :he laek of hard data on the general effeets of MNC's
on the lefense produetion base, it is advisable to examine speecifie
industry groups to ascertain their relative strengths and weaknesses.,

a. Computers: There have been only a few studies of the?
offects of MNC's on the computer indv” try and they have little to do
with the n-tional seecurity guestion. e Conference Board has stu-
died the motives of American business executives in investing abroad.
fhe study was commissioned and published by the U.S. Department of
Commeree,0 and covers 15 irdustries and 76 corporations. The origin,
extent, and nature of foreiyn operaticns of fuur companies it the
office and computing machine industry are deseribed in the report, as
well as the reasons for the initial fereign investment, the relation-
ship between foreign and domestic operations and the existing state
of technology in the industry.

Christopher Layton in Trans-Atlantic Investments also discusses
the role of the MNC in promoting the formation of European computer
companies, straddling frontiers.’

b. Electrical and Elcctronics Industries: The Tariff Com-
mission study on the "Implications of Multinational Firms for World
Trade and Investment and for U.S. Trade and Labor," contains a nunber
of tables comparing all firm and MNC employment data for sclected
countries, total sales, and average unit labor costs for the eleetri-
cal and eleetronie industry. : '

The Conference Board study for the Commeree Department eited
contains several case histories on the eleetrical machinery, radio,
television, and communiecations equipment industries.

5 Jack N. Behrman, Multinational Production Consortia: From
the NATO Lxperience, Department of State, Intelligence & Researeh,
External Researeh Study, August 1971.

6 The Conference Board, Why Industry Invests Abroad, Sumnary
of Findings, Report to the Offiee ol International Finanee and Invest-
ment, Burcau of International Commerce, in U.S. DPepartment of Commeree,
The Multinational Corporaiion, Volume 2, eited.

7 The Atlantie Papers of the Atlantie Institute, University Press
of Cambridge, Massachuselts, and Dunellen, New York, 1970.




The Comaerce Department also commissioned a study and analysis by
Professor -Robert Stobaugh of Harvard Business School of a foreign in-
vestment in Taiwan in the electrical machinery industry (among other
industrics). Professor Stobaugh conecluded that there is a strong pre-
ference by American management for keeping production in the United
States rather than transferring it abroad. He noted that offshore
production is engaged in only when it is impossible to keep the share
of the foreign market through domestic production and export.

»
’

The strongest U.S. organized labor complaints about foreign dircet
investment and imports center around the eleetrical and eleetronie in-
dustries. Several investigations by the U.S. Tarif{ Commission on economic
conditions of the elcctronie industry have been the result of unicn pe-
titions; Lconomic Factors Affeeting the Use of Items 807.00 and 806.30
of the Tariff Schediles of the United States contains a detailed breakdown
of the imports of electronic components.d

Labor spokesmen have not argued on a national security basis, however;
their arguwent is that such overscas operations contribute to unemployment
in the United States. The electronies industries in Taiwan, Hong Kong,
and Korca are repeatedly cited as cxamples where products, technology and
jobs have been exported to offshore manufacturing facilities of multi-
national firms.l0

It is important to note that the kind of production "exported" by
these multinationals is not always defense-related; in fact, most of
this offshore production is in consumer electronies such as television
and radio.

8 Robert Stobaugh and Associates, "U.S. Multinational Enterprises
and the U.S. Economy," in U.!. Department of Commerce, The Multinational
Corporation, Volunc I, cited.

9 Lconomic Factors Affectine the Use of Items 827.00 and 806.30 of
the Tariff Schedules of the United States. Tarift Commission Publication
339, U.S. Government Printing Office, Washington, September, 1970. These
tariff items cover the reentry of items assembled alkroad using U.S. manu-
factured components, with duties levied only on the value added.

10 Sce raul Jennings' testimony before the Subcommittee on Foreign
Economie Policy, Joint Economic Committce on "A Toreign Lconomic Policy
for the 1970's," cited. Also see testimony of Andrew Bicemiller and Nat
Goldfinger before Subcommittee on Scicnee, Rescarch and Development,
Comnittee on Seience and Astronauties, U.S. llouse of Represcentatives, on
Scicncee,Technolooy and the Leconomy, No. 7, U.S. Government Printing Office,
Washington, 1971; and George Mcany belore the Subconmittee on International
Trade, Scnate T'inance Conmittee on Torecicn Trade, U.S. Government Printing
0ffice, Washington, 1971. Also sce Concressional Record, August 5, 1971,
H-8082, "Multinational Corporations"; article discusses "runaway shops'" in
the electrical indnstry, Item 807.00 of TSUS, and includes a report by
De. Betty Trawn on uncmployment in the garment and electrical industries.,
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It does not appear, therefore, that the offshore production has
been very deleterious to national sccurity. The American electronics
industry depends less on defense orders than many think. Less than
a tenth of (BM's $3.5 billion turnover consists of defensce orders, and
that share is falling. General Electrie believes that government con-
tracts have a place in their business, but keeps the defense share to
about twenty percent of turnover. The backbone of the electronies
business is commerecial and not military; for tha bulk of the evidence .
indicates that defense profits arc generally lower than commercial ones.l-

) b

In evaluating the effeet on U.S. scecurity of internationalized pro-
duction in key industries, it is useful to look at cffects perceived
elsewhere. The PEC has published a detailed study of U.S. investments
in the eleetrical indust>y of the EEC countries, which notes that one-sixtli
of the LLC production is controlled by U.S. corporations with a dominant
U.5. MNC position in such key sectors as integrated circuits and computers,
The study coneludes that Europcan competitors forced into a secondary
position constitute "an unacceptable limitation or. the cconomie sovereignty
of the European states since an industry is involved which is of strategic
economic importance."l2 The study, of course, was designed to support
recomnendations for common European policy for the eleetrieal-eleetronie
industry, even though the study finds that the MNC effect on cmployment,
industrial development, balance of payments and technology in the host
countries is favorable. The significant point is that the basis of
European concern is cconomie and industrial competitiveness rather than
security, per se, cven though the scetor iavolved is a ceritical one from
the standpoint of modern military technology.

Jules Brackman, Rescarch Professor of Economics at NYU, has donc a
study of eleetronie imports and their impact on the U.S. consumer and on
employment, commissioned by the Electronies Industry Association of
Japan. Professor Brackman discusses international trade, the U.S.
kalanee of payments, the growing U.S. television and radio market, tele-
vision imports, employment and productivity, prices, and the consumer,
in an effort to assess the effeet of eleetronie imports on the U.S.
economy. He concludes that the overall effect was beneficial to the
U.S. economy, although he did not consider national scecurity ramifications.
In short, there is mueh literature on the effeets of international in-
vestments on production, employment, trade and balance of payments in
the cleetrical industry, but little discussion of its consecquences to
national sccurity.

11 Layton, Trans-Atlantic Investmerts, eited.

12 conmission of the Furopean Communities, The Electronie Industries
of Countries of the Commmity and Amecrican Tnvestments, Brusscls, 1909,

13 Juies Brackmam, Nlectronic Imports: ‘The U.S. Consumer and
Emplovment, Sydney §. Baron, New York, Septenber, 1972,




c. Acrospace: For the past generation, the United States has
dominated the acrospace industry. Overall, the United States has pro-
duced about 80 percent of the aireraft of the free world airline fleets.
It has generally been assumed that this industry will remain sccurely
dominated by U.S. production because it is strong in exports (in the
period 1965 to 1970 there was an acrospace trade surplus of nearly $10
billion), is high in technology and beecause it continues to receive
large military aireralt orders which help bolster its viability.

Several studies challenge this opinion. Andrew Biemiller, Director,
Department of Legislation, AT'L-CIO, testificd before Senator Ribicoff's
Subcommittee on International Trade of the Senate Commnittee on Iinance
that the American aerospace industry was steadily being exported abroad.
He gave as examples the sale of an envire missile system (the Thor-Delta
launeh rocket); the licensing of military aireraft manufacture abroad,
(the -4, the F-5E ard the F-104 Starfighter) ; and the assembly of com-
ponents abroad, (the memory core of the Safeguard anti-missile system and
the engine of the B-1 bomber) .14

Industry spokesmen vehemently deny that they are exporting the aero-
Space industry overseas. But they do conecd: that the Ameriecan hegemony
in the acrospace field is declining. -

Karl G. Marr, Jr., the President of the Acrospace Industries Asso-
ciation (AIA) has predicted that competition for the aircraft market
for the period 1974 to 1985, which has been estimated at $148 billion,
will become much fiercer as Great Britain, Irance, West Germany, Italy
and Japan center the market.

This theme has bcen repeated other publications by the AJA,
raising the specter of Ameriecan technologiecal strength deelining beeause
of the limited finaneial reccources available to U.S. manufacturcrs.

These publications note thai foreign competition is moving into the long-
range aircraft area, ineluding the Concorde SST, the .iedium range, in-
cluding the twin engine A-300B airbus, and the short range, including

the STOL aireraft, all supported by foreign government subsidies.l0

For a European view of the acrospace industry, it is helpful to
look at Christopher Layton's work.l7

1% Andrew Biemiller's testimony before Subcommittee un International
Trade, cited.

15 Technolooy nd Trade: Fssential Fconomic Partners, AIA Speech
by Karl G. Harr, Jr., President, January 4, 1972,

16 Acrospace Tacts and Tionwoes 1972-1973, Acrospace Industries
Association, Washinoton, D.Coy, 19730 Cce also International frade --
Compote or Retrveat, theme ol the International Committoo, meetimr at
Williamsburg, Va., October 20-29, 1971, Acrospace Industries Associatiorn.

17 Laycon, Trans-Atlantic Tnvestments, eited.
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This is a fruitful area for research, particularly in viecw of the
military sensitivity of the industry. The recent GE-SNLCMA controversy
has highlighted the strategie and politieal importance of the aerospace

field.

d. Shipbuilding: Generally the shipbuilding industry is not

considered to be a "multinational enterprise,” although competitive
bidding is often on an international scale. This industry is mentioned
in this study because ol the strategie importance it holds within the
transportation industry. While there is no literaturc about the effecets
of MNC's on the shipbuilding industry, we have found referenees to its
national security role, notably in George Lincoln's Lconomies of National
Security, cited. The shipbuilding industry is important beeause all
available studies indicate that it is Japan and Curope who are most com-
petitive in this field. It is also an area whiech U.S. MNC's have appar-
ently overlooked.

c. Traditional Armaments: Our rescarch has not come across

any studies on the role of MNC's in the armaments field, but there are
studies availahle ig the traditional armaments procurcment poliecies of

the United States.

For the most part, defense equipment is purchased

directly from industry here in the United States. In same rare cases,

it has been produced by a consortium, as exemplificd by NATO's effgrts.lg
There are also examples of military aireraft being licensed abroad,0 but
this production has been for local defense rather than for export hack to
the United States.

f. Transportation Equipment: Therc have been several studics

on the transportation equipment industries. The Stobaugh study for the
Commerce Department, eited, eontains a case history involving an in-
vestment in the Philippines in a plant to asscmble motor vehicles.

The Conference Board study for the Commerece Departi 2nt, cited,
contains an analysis of six companies whieh are primarily engaged in
the manufaeture of automobiles and of automobile parts. This study
outlines the reasons for the foreign investment, the exchange of tech-
nology and the relationship hetween domestic and foreign production.

The Implications of Multinational Firms also contains a detailed

breakdown of the impaet of MNC's on labor in the United States and
abroad in sueh areus as employment, sales, unit labor costs, and com-
pensation in the transportation equipment indvstry.21

18
19

20
21

Especially Lineoln, Economics of National Security, eited.

Behrman, Multinational Production Consortia, cited.

Bicmiller testimony, cited.

Senate I'inance Committee Compendiwn of Papers, cited.
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Other studies of interest are J. Wilner Sundelson's article, "U.S.
Automotive Investments Abroad,"?2and Jack Baranson's Automotive Indus-

tries in Developing Comntricsé3

A Luropean view of the auto industry is found in Layton's Atlantic
Institute study.?2't .

In terms of national security, the Amecrican transportation industry
would not seem adversely affeeted by the activities of MNC's. Most of
the companies in this group do import raw materials, semi-manufactuges,
and components (as well as complete automobiles from subsidiaries) to
be used and sold domestically. But according to the Stobaugh Commerce
Department study, cited, the imports are the same or similar to those
made or purchased in the United States prior to the establishment of over
overscas operations; the products imported were manufactured at consider-
ably lower labor costs.

There is also a large body of literature on the Canada-U.S. Auto-
motive Agrecement¢® This agreement was originally intended to be a
sectoral free trade pact providing for ine eventual elimination of
barriers to North American trade in aulomotive products and to proteet
and incrcasc Canada's share of North American automotive production.
While the United States has been in deficit with Canada for the past
few years in automotive trade, in part because of the agrecement, there
does not appecar to be any cause for concern that the U.S. would be
wholly dependent on Canadian automotive production in a time of mili-
tary preparcdness--the relative sizes of the industry on either side
of the border preclude that.

g. Nuclear Industry: Little information on the role of the
MNC's in the nnelear industry has been located. Considering the im-
portance of this industry to our national sccurity, this lack is in-
irigaing, if not startling. Onc of the major tenets of American foreign
policy is nonproliferation of nuclear weapons and the capability to

produce such weapons. MNC-borne transfer of technology in the nuelear

22 3, Wilner Sundelson, "U.S. Antomotive Investments Abroad," in
The International Corporation: A Symposium, Charles P. Kindleberger, ed.,
M.I.T. Press, Cambridcge, 1970,

23 Jack Baranson, Auntomotive Industries In Developing Countrics,
World Bank Occasional Papers No. 8, 1969.

2tk payton, Trans-Atlantic Investments, cited.

25 The Canada-U.S. Automotive Acrcement: An Ivalnation, Carl E.
Beigie, NPA, 1970. Sce also Toward a More Realistic Appraisa% of the
Automotive Agreement, Canadian-American Comnittee, NPA and Prlyatc
Plaunine Association of Canada. Also Hearines before the Committee

on rinance, U.S. Senate, United grates-Canadian Automohile Aorcement,
1.S. Government Printing Oftice, Washington, 1965; Conadian Antomn)}Jo
Acgrcement, Sth Amwual _Report of the 'resident to Convrross ot Operation

of the Automotive Products Act ol 1905, Senate Tinauce Committee, U.S.

Govermmenl pPrinting Office, Washington, 1972,




industry would obviously have a great impaet on national sceurity., The
Atomie Lnergy Commission is presently studying the transfer of nuecliear
technology, under the direcetion of Dr. Ielix Ginzburg; the study is
expeeted to be published shortly. Achille Albonetti has examined the
nueclear industry from a European viewpoint in a book entitled Lurope
and Nuclear l)ncrgy.ZG Christopher Layton and S’‘ney Rolfe have dis-
cussed joint LEuropean efforts in the nuelearp energy field.27Tor a
discussion of the nuclear energy industry in Japan, one should sece the
1972 testimony of Dr. Keichi Oshima before the lHouse Seience and Astro-
nauties Committee Subcommittec on Science, Rescarch and Developments,

in the licarings on Scienece, Technolooy, and the LLconomy, eited.

The whole subject of peaceful uses of atomic energy, proliferation
of nuelecar technology and the role of MNC's and their effeet on national
Security neceds to be studied.

h. Chonical Industry: Both the Stobaugh and the Conference
Board studies in thie Commecrcoe Department's The Multinational Corporation,
Volunes I and II, cited, contain analyses and casc histories of foreign
investment in the chemical industry.

The Tariff Commission report to the Senate Finance Committee on
the "Implications of Multinational Firms," ecited, also contains rathor
detailed tables based on data scleeted from corporate interviews and
questionnaires., These tables map the impact of MNC's on labor in the
United States. In a field where little hard data is available, this
compilation should be interesting to researchers.

Layto.."'s Trans-Atlantic Investments, cited, contains an analysis
of the impact of foreign investment in the chemjcal industry in Europe
that is also quite interesting.

_ The Trade Policy Rescar.h Centre in Great Britain published in
1971 a study on the chemiecal industry which provides an assessment
of impact which free trade treaties have on the chemiecal industry in
the United Kingdom, the United States, and West Germany<8 Professor
Jules Brackman of NYU examines the internationalization of the chom-
ical industry in his book, The Economics of the Chemieal Industry<9

- 26 Achille Albonetti, Europe and Nuclear Eneray, Atlantie Institute
for International Affairs, Paris, I'rance, 1971.

27 Layton, Trans-Atlantic Investments, and Sidney E. Rolfe, Canital
Markets in Atlantic lLoonomic Relationships in The Atlantice Papers, ecited.

28 Dunean Burn, Chemicals Under Free Tradoe: Furopean and Global
Options, The Atlantie Trade Study, Trade Poliey Research Centre, London, 1971,

29 Jules Braclian, The Leonomics of the Chemicnl Industry, Manu-
facturing Chemists Associalion, Washincton, l'ebruar 1970.
0y b4 [ve] 9
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There is no known study on the interrelationship between the chemical
‘industry, the MNC's and national security. C

i. Heavy Industry: Studies of the role of the MNC's in heavy
industry arc found in the U.S. Tariff Commission study and in the Stobaugh
and Conference Board Commerce Department studies, all cited. A study of
the steel industry is found in Layton's Atlantic Institute work.30 Imports
of steel, particularly Japanese imports, have come under serutiny by the
Senate Tinance Committee.31 The American Iron and Steel Institute (AISI)
has published several articles on the steel import problem, whieh deal
with the imports ol steel and our national seeurity. Steel industry
spokesmen have argued that unless the rising trend of steel is arrested,
there will not be enough continuing investment in additional stcel pro-
ducing and processing equipment to prevent eritical bottleneeks in the
nation's defense preparedness.32 The situation has eased somewhat in
the past two ycars and the recent devaluations have benefitted thc com-
petitiveness of American steel in world trade.

The steel industry is traditionally a nation-based industry, few
steel companies having expanded internationally, except to scecure raw
materials. Although the industry is important to national security,
and the extent of dependence on foreign sources is important, this is
a question of trade policy, and not a function of MNC's.

B. Effecets on Military Technology

1. Research and Development

A dccade ago the Danish economist, Erik Hoffmeyer, studied the pat-
tern of U.S. trade and found that U.S. exports of "high technology" pro-
duets had inereased twenty times in the period between World War_ I and the
mid-fifties, whilc exports of traditional goods merely trebled.33 This
ampact of technology and research and development (R&) raises some
issues of national poliey. The MNC's tend to be among the most innovative
enterprises, and therefore play an important role in the area of R&D

There are several important sources of information available on the
R&D rolc of MNC's. Jack Behrman of the University of North.Carolina

30 Layton, Trans-Atlantic Investments, cited.

31 stecl Tmports, Staff Study of the Committee on Tinance, U.S.
Scnate, U.S. Govermment Printing Office, Washington, December 19, 1967.

32 qhe Steel Import Situation, spcech by George A. Stinson, Chicf
Executive OFficer, National Steel Covporation, Junc 29, 1970, AISI Publie
Affairs Tumeheon. Sec also The Steel Tmport Problem, AISI, New York,
October, 1967.

33 2 : . . . .
Sce Policy Aspeets of Toreion Investment by U.S. Multinational
Corporations, p. 3L in The Multinational Covporalicn, Department oi
Comncrece, cited.




has studied their effect on the development of local research and de-
velopment [acilities in Europe3'

He concludes in part that:

The multinational enterprisc helps the host
country reach a higher level of technology.
‘But it also raises problems of a elaim on
national rcsourccs for research. And it
leaves a major problem of who controls

the results of the research. So long as
domestic ownership and control over key
sectors and key technology are not achicved,
national governments will feel threatened.
The conflict of ownership will become
increasingly important even though the
research base is expanded by the activities
of the multinational cnterprise. The
multinational enterprise cannot reduce
tensions by responding inducements to place
rescarch activities abroad, for the abscnce
of domestic ownership and control is likely
to become an even more serious source of
tension.

Similarly, John Dunning has studied loecal R & D by foreign MNC's
in the United Kingdom?- A.E. Safarian nas studied it in Canada30and
Donald Brash has studied it in Australia3’ i

The Proeeedihgs of the 1970 Symposium of the National Academy of
Engineering contains much information on the research and development
factor in technology. Of particular interest is Dr. Michael Boretsky's

34 Jack Behrman, Multinational Tnterests and the Multinational
Enterprise: Tensions Among the North Atlantic Countries, Prenticc-
llall, Englewood Clitfs, New Jerscy, 1970.

35 John 1ll. Dunning, American Investment in British Manufacturing
Industry. London: George Allen and Unwin, 1958,

36 A.L. Safarian, Torcicn Ownership of Canadian Industry. New York:
McGraw Hill, 1966,

37 Donald T. Brash, American Investment in Australian Industry.
Cambridge: Harvard University Press, 1906,
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article on the "Coneerns About the Present American Position in Inter-
national Trade."38

Dr. Boretsky has also condueted several studies fcv the U. S.
Commerce Department analyzing the relationship between .‘esearch and
development and trade performance. Boretsky argues that for the past
few years the United Stutes has been losing its technologice™ leader-
ship in the production and export of high technology items tnat require
intensive rescarch. lle attributes this deereasing competitiveness to
the inereasing intensity of foreign R & D efforts, slower rates of pro-
ductivity increase in the U.S., the ability of foreign countries to
readily adopl "old technology®, exchange rates that put the United States
at a disadvantage, and the ability of foreign countries to purchase and
assimilate relatively new technologies from innovator countries. Dr.
Boretsky's thesis---that if the trend of deercasing U.S. competitiveness
is not reversed soon, the United States will face a continually worsening
balance of payments and competitive situation---was not universally
accepted, however, at the time.

Professors Robert Stobaugh and Raymond Vernon of the Harvard Busi-
ness School have also investigated the rescarch and development factor
in international trade and have advanced the theory of the "produet
eycle". The "product cyele" starts as a product is developed for the
U.S. market; it proceeds to the point where the product is exported
abroad. The product is then licensed and general manufacturing begins
as the technology is diffused overseas. The final stage of the ey-le
begins as the competition becomes keener and production moves to coun-
tries with low costs of export, at which point the U.S. MNC has little

o ]

choice but to invest abroad or lose its market to competitors3?d

38  Michael Boretsky, "Concerns About the Present American Position
in International Trade,"™ pp. 18-66, and also the artide of J.R. Picrce
and E.C. Fubini, Technology and International Tradc, Proceedings of the
National, Academy of Enginecering, 1971. Professor Boretsky's line of
research has also been followed by Professor Donald Keesing who found a
strong corrclation, industry by industry, between sales and the U. S.
share of OECD country exports of manufactures and the U. S. expenditures
for rescarch and development. See Donald B. Keesing, "The Impact of
Rescarch and Development on United States Trade," The Journal of Political
Economy, The University of Chicago Press, Vol. 73, No. 1, February 19067.

39 Robert B. Stobaugh, "Utilizing Technical Know-llow in a

Foreign Investment and Licensing Program,™ Procecedings of the rhemical
Marketing Rescarch Assoeiation, llouston, February 19705 Robert B. Stobaugh,
"The Neotechnology Account of International Trade: The Case .. Petro-
chemicals," Journal of Tnternational Business Studies, II (Fall, 1971),

pp. "1-60; The Stobaush study in the Commerce Department's The Multinational
Corpovalion, cited; Raymond Vernon, Soverciculy at Bay, Basic Books, Now Yo
1971, Raymond Vernon, "International Investment amd International Trade

in the Produet Lile Cyele." Quarterly Journal of Iconomics, LXXX, (May 19606),
pp. 190-207.
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Both Behrman and Scrvan-Schreiber have noticed that the contribu-
tion of U.S. subsidiaries in Lurope (as a proportion of output produccd)
is most pronounced in two arcas: first, the scionce-based or rescarch-
intensive industries, industries that supply both producer and consumer
goods; and second, industrics subject to cconomies of scale and pro-
ducing goods within a high income elasticity of demand'0 Grubcr, Mchta,
and Vernon ir an article in The Journal of Political Economy noted that
the four most rescarch-intensive industries of the United States spent
more than 2% times the amount spent by 14 other industries for ncw plant
and equipment in Lurope. Morcover, they concluded that thesc four
"knowledge" industries (i.e., computers, instruments, clectronics aid
chemicals) act as a catalyst for growth that outwpighs the normal spill-
‘over from the initial demand-stimulating effects. ™ All four, it should
be noted, are significant from the standpoint of military technology
and production and highly concentrated in MNC's.

The Williams Commission Report to the President, the Tariff Com-
mission Report on the "Implications of Multinational Firms Tor World
Trade and Investment ana for U.S. Trade and Labor," and the Comncrcc
Department's collected studies on The Multinational Corporation, all
cited, contain sections that refer to rescarch and development efforts
of the multinationals. The Organization for Economic Cooperation and
Development (OECD) has studied the problem for a long while, particu-
larly in rcfercnce to the technology gap betwcen the United States and
Lurope'’? The House Committee on Science and Astronautics hearings on
"Science, Technology and the Economy," cited, cover many of the broad
issues that involve rescarch cnd development as an aspeet of competi-
tiveness.

This thesis has also becn propounded by Hirseh in his book, Location
or Industry and International Competitivencss, Clarendon Press, Oxford,
pngland, 1907, as well as by L.T. Wells, Jr., "A Product Life Cycle for
International Trade,™ in Journal of Marketinc:, Vol. 32, No. 3, July 1968,
pp. 1-6; L.T. Wells, Jr., "Test ol a Product Cycle Model of International
Trade: U.S. Exports of Consumer Durables," in Quarterly Journal of
Lconomies, Vol. LXXXIII, February 1969, pp. 152-162; B. Wilkinson, Canada's
International Trade: An Analysis of Recent Trends and Patterns, The
Private Plinning Association of Canada, Montreal, 1968; The Product Life
Cyecle and International fTrade, Lewis T. Wells, Jr., ed., Division of
Rescarch Books on Multinational Interprise, Harvard University, Cambridge,
Massachusctts, 1972.

l
S J.J. Servan-Schreiber, The American Challence, Hanish Hamilton,
London, 1906°,

' W. Gruber, D. Mchta, and R. Vernon, "The R&D Factor in Interna-
tional Trade and International Investment of U.S, Industrices,” The .Journal
of Polilical Lconomy, Vol. LXXV, Iebruary 1967, pp. 20-37.

12 C. I'meeman and A. Young, The Researceh and Development: Bflort in
Western Barope, North America and Lhe Sovict Union, OLCD, Paris, 1965;
The Level qnd Structure of Luvopean's Rescarch_and Development Bffort,
OLCD, Paris, 1908,
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It is noteworthy that of all of the liteorature mcntioned apove,
none bears significantly on the specific issug of natfonal securl?y
except as this may be indircetly related to 1nte?nat10nal ccoqomlg
competitiveness. Vietor Basivik, in a book publlshgd b¥ the Iorelgn
Policy Association refers only bricflxato the secur%ty issue, despite
its title, Technolocoy and World Power.” George A. Lincoln in the
Economics ol National Security, cited. discusses R & D at lcng?h but
there is no refercuce t. the MNCs' contribution to (or dgtractlon frcm)'
the national security interests of the United Statcs.. ”1F0h and M?Kcan s
The Economies of Defense in the Nuelear Age, cited, llkeW1se contains an
excellent analysis of the relalion of military research and dev?%opmgnt'l
to national security, but it does not rofer anywhere to the muli%natlond
corporation, or the potential problems crgated by the transfer of tech-
nology abroad, discussed in the next seetion.

Despite the pieity of specifie information on the interaction
of MNC's with the national seecurity and military technology, the
argunent is sometimes made that the diversified base of thg MNC
permits an cconomy of scale in research and development which may
benefit the general state of U.S. technology and thus have some
militarcy applications.

2. Transfer of Techinology

The United States has transferred its technology and its know-how
to other countrics through various means--{oreign assistance technical
aid; the licensing of patent rights and sale of industrial know-how
and the expansion of U.S. direet investments abroad. In recent years,
with our deficits in the balance of trade, the question has been raised
as to whether this "export of technology"doesn't harm the United States

This concern has been nanifested through several legislat ive pro-
posals whose avowed purpose is to control the dissemination oi teciuio-
logy and prevent economic dislocation, unemployment, and plant closings,
which are the result of technological imports. The most controversial
and well-known of these proposals is the Hartke-Burke bill' Seetion 602

2

43 Vietor Basivik, Techrology and World Power, New York, Toreign
Policy Association, 1970,

h The Hartke-Burke bill is known in the Senate as §.151 and in
the louse as H.R, 62. Tts formal title is The Foreign Trade and In-
vestment Act of 1973, copy ol the bill may be found on page S-364 of

the Conaressional Record, U.S. Goverument Printing Office, Washington,
January 9, 1973,
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would give the President the authority to prohibit any holder of

\ « U.S. patent from manulfacturing the patented product abroad or licensing
t its usc outside of the United States, if in his judgment, the prohibition
P . would lead to increased employment in the United States.

t
Organized labor spokesmen have been particularly active in raising
objections to this "export of teclnology ., "H5

Industry spokesmen, on the other hand, arguc that the diffusion of
technology helps the United Statoes cconomy by permitting more cffective
i access to overscas markets and that the fees and royalties earned from
| licensing agreements and other arrangenents have totaled nearly $23
billion from 1969 to 1972. It is also argued that controls are self-
defeating, since Torecign countries will either bny it elsewhere or
i develop it themselves, and that in some cases patent protection abroad
b | - does not apply if the patent is not worked. They also point to the
general futility of attempting to limit the flow of scientific and
technical information't6

The transfer of technology issue has brought forth substantial con-
| gressional testimony; and the Subecommittee on Science, Research, and
{ Development of the House Science and Astronautics Committec has held

hearings for two years which have provided a very large source of infor-
mation and opinion.

The Department of Commerce studies on The Multinational Corporation,
cited, arec also invaluable in rescarching the transier of technology
question. The Department of Commerce study concludes:

In sum, the regulation of technology should not be
' looked to as a significant response to .S, balance

of payments or domestic cmployment problems. Such

a policy would not be iapossible to implement, and

5 Stanley Ruttenberg and Associates, Needed: A Constructive
Foreign Trade Policy, Industrial Union Department, AYL-C10, Octouber
1971; Biemiller, and Meany, testimonies before the Subcommittoc on
International Trade of the Senate Finance Committee, cited; Hearings
before the Subcommittee on Scicnce, Rescarch and Development of tho
Committee on Science and Astronautics, House of Representatives on
Science, Technolocy and the Economy, cited; Hearings before the Sub-
committce on Foreign Leonomic Policy of the Joint Leonomic Committee
on A Torcign Economic Policy for the 1970's; cited.

146 Information on the Multinationals, Goodycar Tire & Rubber Co.,
Akron, Ohio, 1972; Multinational Covporation I'act Tiile, International

Telephone & Telesraph Corp., New York, 19733 Tho Mul Linational
Opervations of Owens=-N1inois, ne., Owens-T1linois, Inc., Toledo,

Ohio, 1972,
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might cause some short-term gain, but it scems
doubtful that the gain would equal later losses
The type of program positod would, of course,
influence its reeeption in the world, butl the
net ceffeet would most probably he only to en-
courage additional Toreign efforts to develop
their own new technologics and to independently
imitate those of the United States'V

The one other major study is that of the Tariff Commission, done
at the request of the Scenate Finance Committee, Noting that MNC's
accounted for 90 percent of the royalties and fees flowing to the
United States in 1971, the Tariff commission study considers that the
gains offset any losses and finds that, in fact, the MNC's do not ex-
port their most advanced teclnology either to their own affiliates or
to unaffiliated forecigners, but rather retain it initially at home.

In the academie world, there is also a large boay of research on
the general question of transfer of technology, the so-called "teeh-

nology gap," and the role of technology and know-how in economic de-
velopment'}

7 Office of International Investment, Burecau of International

Commerce, "Policy Aspeets of Foreign Investmont by U.S. Multinational

Corporations," pPp. 39-140 in U.S. Department of Commerce, The Multi-
national Corporation, Volume I, cited,

"8 Jack Behrman of University of North Carolina has studied the
European fear of technological dependence and export and technology
controls. See National Intercsts and the Multinational fnterprise,
cited. Sec also "Some Patterns in the Risc of tho Multinational Enter-
prise," Graduate School of Business Rescarch Paper No. 18, University

of North Carolina, 1969. John Dunning has looked at technology transfor
from the viewpoint of the costs of acquiring technology from abroad. Sce
John H. Dunning, "Technology, United States Investment and European
Economie Growth," in Kindleberger, The International Corporation: A
Symposin, cited; See also J. 1. Dunning and p. Steues, The Lifecots of
U.S. Tnvestment on U.K. Technoloay, Moorgate and Wall Street, 1969,
Allen, Piepmeir, and Cooney have examined technology transfor and its
effect on the ceonomic growth of the less developed countries,

Sec Allen, Piepmeir, and Cooney, Technolocy Transfor to Developine
Comntries: The International Teehnological.Gutokecpev, Working Paper
No. 507-71, Alived P. Sloan School of Managoement,. MIT, Cambridage, Mass. ,
1971. The effecet ol Last-West trade on technologeial transfep is examined
in a number of artiecles for the Pracger Series on International Economics
and Development, edited by Stanislau Wasowski, Sce East-West Trade and

Toohnn]qgv Gap: A Political ad Beonomie Apprnisul, Ld., Stanislau

eneral nature on

Wasowski, Now York, Pracger, 1970, Books of’ a more g
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Although the importance of technology to military capabilities
and hence to national seeurity is generally recognized, very little
in the literature noted above has dealt with the problem. Books .
such as Lincoelu's The Iconomies of National Sceurity, of course, do i
consider military teclmology, and Raymond Vernon's essay on "The
¢ Multinational Enterprise and National Security" raises the subject

of technology transier as a matter of "national interest" but not
national security. '

i

ey e T

As necarly as this survey iLias been able to determine, there is
very little discussion ol the "spillover" of international transfes
of business technology into the military area. This might be a
subject for [ruitful research.

oamE——

3. National Sceurity Controls on Tcchnological Transfer

The 1917 Trading YWith the Encmy Act is the basis for regulations |
| imposed by the Treasury Department which prohibit persons subjcet to !

the jurisdiction of the United States from entering into transactions !
with nations of an enemy country

technology transfer are Gruber and Marquis, Ed., Factors in the Transfecr
of Technolooy, MIT Press, Cambridge, Mass., 1968 and Danicl L. Spencer,

! Techuology Gap in Perspective: Stratecgy of International Technolooy

' Transier, New York, Spartan Books, 1970.

J. Tilton discusses the transfer of technology and its subsequent
K effect on this technology gap and American competitiveness in the clec-
tronics industry. See J. Tilton, International Diffusion of Techunology:
'l The Case of Semiconductors, Brookings Institute, 1973, The United
Nations Institute for Training and Research (UNITAR) has produced a
voluminous body of literature on the role of MNC's in technological
1 . transfer to the LDC's and in specific industry groups.

UNITAR Research Reports, United Nations Institute of Training and
Research, New York. Because of the large body of literature, it is
impossible to list all germane’ reports but three of particular interest
are The MNC Role in the Transfer of Technolocy in the Pharmaceutieal
Industry, UNITAR Research Report No. 14, 1971 and Trausicr of Technolovy
from Japan to the Developina Countrics, UNITAR Rescarch Report No. 7, i
1971, and Y.S. Chang, The Transior ol Technolouy:  Feonomics of 0Offshore
Asscmbly, The Case of Scmiconductor Industry, UNITAR Rescarch Report No. 11,

1971, New York, United Nations.
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Trading with the Enemy Act, Oct. ', 1966, Pub. L. 89-619, 80

Stat. 871 (Title 50 App Scec. 39)

Y
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The Export Control Act permits the President to prohibit or eurtail
the exportation of any items or technical data in order "to further the
foreign policy of the United States and to aid in fulfilling its intcr-
national responsibilitics" and to excreise the necessary vigilanee over
exports from the standpoint of their significance to the national
sccurity of the United States."s0

The Munitions Control ActSlprohibits the sale of munitions without
approval of the State Department, and the Battle Act provides for a
cutoff of funds if a foreign country permits exports of strategic items
to prohibited destinations22 s

There is a very extensive literature on these laws and their appli-
cations and on the various government procedures that have becn developed.
Regular annual reports are issued, for example, on the administration of
the Battle Act?3

The relevanee of national sceurity to this subjcet is fairly elecar;
for example, the transfer abroad of the "gascous diffusion” technology
or spacc satellitc related technology could be applieable to nuclecar
or missile programs of a potential cnemy--or simply to an "Nth" country,
increasing international instability. And it is U.S. poliey, as noted
previously, to diseourage the proliferation of modern nuelear-missilc
capabilities.

There is, however, debate on the adequaecy of suech controls?t
Another controversial area is the interaction between strategic and
“"competitive". The recent GE-SNECMA licensing eontroversy is a case
in point. The initial denial of license to a Freneh firm to produee
GE engines was based on the claim that it involved the same engine
technology used in advanced military aircraft such as the B-1 bomber.

50 Export Control Act, October 15, 1970, Pub. L. 91-452, Title IT,
Sec. 250, 84 Stat. 931 (Title 50 App Scc. 2026) Scc Quarterly Report on
Export Controls, Department of Commercc.

51 fhe Munitions Control Act, Title 22, Chapter 26, Sce. 1934,
Mutual Security Assistancc.

52 pattle Act, Sept. 4, 1961, Pub. I 87-195, Pt. IV, Scc. 703 (a)
75 Stat. U63 (Title 22 Sce. 1613d), Mutual Defense Assistance Control Act.

53 gee Mutual Defense Assistanee Control Act of 1951 - 25th Annual
Report to Congress, (May 1, 1973) Department of State.

5% gae for example the testimony of Andrew Biemiller before the
Senate Tinance Conmittec, Subcommitlee on International Trade,. cited,
in which he notes that the United States has permitted the transfer ol
military technolog abroad through licensing and salcs.
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The French, however, apparently felt that the deeision was motivated
by competitive considerations. The subjeet escalated to the summit
level, and President Nixon apparently agreed with President Pompidon
at the Ieeland sumnit that the deeision would be reverscd.

Although most of the literatnre described in the preceding sections
and others?”discussed the control of technological transfers in consi-
derable detail, they did not rcally address the national security aspeets.
This does appear to be an area where more scrious research could be
profitable, although it is not knmwmtgﬁwhaf extent governmer? ugengics
have or are examining these questions:

The key question is whether the inherent flexibility of the MNC
in the many different jurisdietions in which it operates, enables it to
bypass the U.S. control strueture described above?/ Surprisingly, we
have not fonnd this question extensively dealt with in the MNC literature.
It should be noted, however, that the laws apply to persons, including
corporations, over which the United States exercises jurisdiction, and
these include the American parent corporations. By virtue of their con-
trol over foreign subsidiaries, the laws ave interpreted to apply to
U.S. MNC's worldwide on an extraterritorial basis. (Indced the argument
is made that these laws also apply to foreign corporations doing busi-
ness in the United States.) Although, as noted later on in this survey,
the extraterritorial aspcets of controls do occasionally generate inter-
state political frictions, most American-based multinationals gencrally

55 In The Economics of Defensec in the Nueclear Age, cited, Hiteh
and MeKean argue that in some cases, control of technological infor-
mation is synonymous with national security. They noted that a "few
years of superiority may be deeisive." The potential asset repre-
sented by military technolozy is suggested by looking at how U.S.
security would be affccted if the Russians had the technological
initiative and the U.S. was fTorced to follow their developments, let
us say of missile systems with a lag of several yecars. .

56 Thomas J. Allen, Manacing the Flow of Scientific and Techno-
logical Informaition, Thesis submitted to the Alfred P. Sloan School
of Management, MIT, Cambridge, Mass., 1966, and E.J. Gernowski, Inter-
national Ixchanee of Technolocy - Incentives for the 1970s, Presented
at the Conference on International Exchange ol Teehnology, Oct. 29-30,1970.

57  Jack N. Behrman, @ former Assistant Seerctary of Comnerce for
Domestie and International Business from 1961-196f, is a leading author-
ity on export and technology controls. Perhaps the best analysis of
these controls is found in his article, "U.S. Goverwnent Controls Over
Export of Technical bata," IDIA (Fall, 19064), pp. 303-15. TFor an ex-
cellent analysis of controls {rom the legal and administrative stand-
point, sce Harold J. Berman and J.R. Carson, "United States Export Controls-~
Past, Present and Fnture," Columbia Law Revicew (May 1967), pp. 791-890,
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follow U.S. law on these topies as a matter of course, although they
are constrained to avoid potential confrontations with the government
in ecach area in which they operate. In conclusion, the question of
bypass of controls may appear to be a "non-problem™; but more research
would be necessary to validate such a judgment.

.  Dependency on Foreicn Know-How and Technology

Although the Tariff Comnission study notes that the United States
exports far more technology than it imports, many significant indusw
trial proeesses have been developed abroad--for example, the oxygen
process for steel refining, the jet turbine and Wankel engine, The
two-way {flow of techmnology is highlighted in the discussions of this
gencral topic28

There is at least one exccutive who feels that the United Statoes
may soon become a net reeipient and Europe a net exporter of techno-
logy. Antonie T. Knoppers has argued that some MNC's whose activities
are technology-oriented often resist innovation. Knoppers maintains
that we will soon see a major "reverse transfer of technology" and the
United States will become dependent on Europe for our technology 29
This trend to resist innovation is also scen by former Assistunt Sce-
retary of Commerce Myron Tribus. He says that ercative breakthroughs
most often come from outside large corporations for simple reasons:
creative ideas rock the corporate boat; and if too many approvals are
required before an idea can bear fruit, the probabilities are over-
whelmingly against it00 This view that small corporations have an
advantage because big ones are hidebound has also been developed clsc-
wherc0l

58 See Christopher Layton, European Advanced Technolooy,
Maemillan, London, 1963.

59 Antonie T. Knoppers, "Transferring Technology: A New
Situation," Interplay, 2, November 1968.

60 Myron Tribus, "Applying Science to Industry--Why America
Falls Behind," U.S. News & World Report, January 18, 1971, p. 36.
Sce also Scleeted Reading on Science, Teehnolooy and the Lconomy,
prepared for the Subcomnittee on Science, Rescarch and Devalopment
of the House Committece on Science and Astronauties, 92nd, lst, 93,
October 1, 1971,

g Donald I. Baker, learings before the Subcommittee on Seience,
Research and Development, House Committee on Seience and Astronautics,
Science, Tcchnolocy and the Economy, previously eited.




21

The question is whether the United States might somecday become
dependent on Toreign know-how for military technology or production,.
We have cncountered no arguncnts in the litcrature that this is the
case, although it is conceivable if ecertain types of industrial
opcrations should be transferred cntirely outside the United States,
whether beeause of foreign-developed technology or teclinology trans-
fer by U.S. toechnology developers. In this conncetion, the Tariff
Commission, in its study of the imports of Tirms utilizing items
807.00 and 806.30 of the U.S. TarifT Schedules found that during
1966-69, the volume of item 807.00 imports of capacitors increascd ,
twenty-fold, transformers six-fold, clectronic memoriecs more tham
tripled, and scientifie instruments doubled. The Commission found
that imports of aircraft parts (primarily wing and tail asscmblies
and fuselage pancls), semiconductors, aluminum mill, and copper mill
products imported in 1969 under Schedule 806.30 accounted for 71 per-
cent of the total value of all 806.30 imports. All of thesc com-
poncnts in some way contribute to the military and industrial pro-
duction base. The Tariff Commission does not give any data comparing
the preportion of imports under Schedules 807 and 806.30 to the
overall domestic consumption of such items, but certainly the amount
appecars to be significant.

The Office of the Chief of Naval Operations (CNO) has also donc
a statistiecal analysis of our dependeney on foreign sources in an
annual report, U.S. Lifelines: Imports of Fssential Materials02
While this study does not cover the dynamies of the situation, it
does point out on which items we arc particularly dependent.

Morc research into the depcendeney on forcign production of
technologically advanced and militarily significant items might
develop the national sceurity implications further.

C. Effeets on National Control of Information

Thus far we have been talking about technology, but the general
subjcet of "information" also should be mentioned bricfly. This
ranges from managecment techniques o systems analysis as a defensce
management tool. The Department of Defense has long maintained a
program to assist allies in the development of their own capability
for modern defensc analysis and management, and presunably it is
not beyond the bounds of possibility that onc may someday sec ox-
changes’ of information with the Soviet Union about defense manage-
ment techniques! The point is that the "software" must be included
along with the "hardware" in considering the general subject of
strategic controls. On this point, too, there is relatively little
reference in the literature to national sccurity implications. Some
Turther refercnces are made to this subjecet in Scction III D on
Economic Warflare.

Ge U.S. Lifcelines: Imports ol Issential Materials, Chief of
Naval Operations (CNO) , Department of the Navy, Washington, D.C.
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Finally, there is the Qquestion of information in the intelligence
gense; not nccessarily elandestine, but general politieal—military-
economic data plus information on Key political personalities. lere
the MNC does have a role--one whieh we have not found developed in any
of the literature. There is, of course, an interaction between U.S,
corporations abroad and U.S. embassics, especially in the commercial

‘ seetions. This is a two-way streect, since the purpose of the commer-
ceial attache is to help U.S. business. The expericnee of many know-
ledgeable businessinen, however, suggests that they often know more
about the countries in which they are operating than do the U.S,
government agencies with which they come in contact. Thus MNC affal-
iates around the world do provide a potential "intelligence assot™
and this is equally true for Toreign multinationals operating in the
United States and elsewhere. There is, of course, considerable sen-
sitivity to corporate identity with the U.S, Govermment, and most
businessmen arc concerned to avoid offending host country sensitivities.
The role of the MNC in acquisition and disscmination of information,
therefore, may be substantially less than Teared by crities of tho MNC.

D. Effects On Availability of Critical Raw Materials

U.S. dependence on foreign sources for nonagricultural raw materials
is currently growing rapidly, and is of major concern. Some projections
estimate a net minerals import bill of over $60 billion in the year 2000
(at 1970 dollar values, per the Department of Interior). A more short-term
estimate is for a gross $16 billion of mineral imports in 1985 (per the
Bureau of Mines) ; similarly high estimates have come from other sources,
all in contrast with $4 billion net and $5 billion gross of minecral
imports in 197003

Even more Trequently commented upon is the cruecial dependence of
the United States on foreign petroleoun Sources, expeeted to rezch nearly
50 pereent of domestio petroleum consumption by 1977-1980. 1In 1985
this may amount to imports of. at least 8 million barrels of oil per day,
and perhaps 19 million, costing an estimated $4 to $5 per barrel, and
. vielding an estimated import bill totalling from $11.5 to $35 billion
| annualiy,

Judging the validity of these various estimates is beyond the. scope
of this paper, although it should be noted that the final report of the
National Commission on Materials Policy has concluded that:

The import bill for materials in 1985 may thus be in the

$25-30 pillion range commred with $10.6 billion in 1972.
Assuming appropriate policies with respect to prices,
rescarch and development of substitute processcs, con-
servation and recyeling, the import bill might be $20
billion or less. Estimates in'the $45 billion range
result from assunptions that appear to be mutually in-
consistent or wunreasonablel!t

63 Material Neceds and the Fnvivonment, Todav and Tomorrow, I'inal

Report of the Natlionagl Commission on Matorials Policy, U.S. CGovernment
i Printing 0ffice, Washington, June 1973
6% National Commission on Materials Policy, cited, pp. 9-21.




Regardless of changing tastes and consunption demand, new tech-
nological developments, and unforescen market forces, it is certain
that the United States will be highly dependent on foreign sources
for the mineral and fuel supplies essential to modern industry--and
to military capability and national seeurity as well. Whatever
methods are utilized to solve the balance of payments problems ac-
cruing from this dependenee (see the discussion of MNC contributions
to the U.S. balance of payments below, under Economie Effcets), this
dependency has major national security ramifications.

In the narrow military-capability definition of security, the 2
first question is whether the United States can obtain, in time of
need, raw materials in sulficient quantity to maintain its military
arsenal. The second would be, in a broader, economic warfarc cate-
gory of seeurity, whether raw material supplies essential to the
orderly operation of the domestic economy will be regularly available
or whether they could be arbitrarily eut off, eausing at the very
least, serious sectoral cconomic dislocation. The third is a more
general question of whether there will be produetion of sufficient
inercmental quantities of raw materials to provide not only for the
U.S. military and industrial production base, but simultancously for
the burgeoning worldwide demand for raw materials, so that harmful
political and cconomic competition for sources can be avoided.

Three somewhat distinct although overlapping categories of raw
material shortage ean be discerned for the United States. First
and most critical are thosec items which are unavailable in the United
States, or ncarly so, and which have almost irreplaccable application

in defense and other technology--for example, platinum, mercury, and
chromium.

On a second level would be those materials which are available
ir a limited quantity in the United States, have vital industrial
applications and a lack of ready substitutes, and for whieh a sudden
loss of foreign supply would disrupt the U.S. industrial economy,
even though available domestie supplics could be wholly or partly
diverted to military usc during the period of shortage. Included
in this eategory would be petroleun, copper, nickel, lead, manganese,
tungsten, and others. :

The third level of shortage would include those raw materials
of which domestic production is not currently economically feasible
or desirable in sufficient: quantities, primarily beeause domestie
reserves are far less rich and therefore -far more coslly to exploit
than foreign reserves. The lack of available foreign supplics of
these goods would affeet the national. security by disrupting pro-
duction until less ceconomic domestic exploitation was tooled up,
and by making the United States less wealthy in a real income sensc.
Items in this eategory could include aluminun (for which forecimm
bauxite for cefining is preferred to domestie high-alumina sands) ,
petroloum (despile risine OPLC oil prices, Mid-Lustcern oil is still
more cconomical than exploitation of the vast U.S. oil shale and
tar sand resources), copper, and iron ore, wamoug others,
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Thesc broad levels of national security importance depend on one
important point: there are probably very few, if any, specific items
in the inventory of m:iineral and fuel raw materials which are absolutely
irreplaceable by substitutes--if the added costs of substitution are
accepted.  Examples abound of technological substitution born of neces-
sity. A prime example is the World War II development of butyl rubber
to substitute for inaccessible supplies of natural rubber after the
Japanese captured the Malay Peninsula. Autarchy, however, is in most
conceivable cases an uncconomic national policy, in that it thecoreti-
cally would result in a less than optimal final production and con-
sumption mix from a given set of national resource inputs than that
available through tirade. Any set of policices requiring raw material
independence regardless of cost is similarly wasteful--although pos- -
sibly desirable from the narrowest military self sufficiency viewpoint??

The inevitably inereased U.S. dependence on the outside world
for raw material inputs and its concomitant negative national sccurity
effects lead to several considerations of the MNC's effeet on the
availability of critical raw materials.

It is obvious that a large part of the world's mineeal and fuel
wealth is located in poor, sparscly populated and/or unc erdeveloped
regions-~-in contrast to the coal and oil of Pennsylvania and the iron
of the Rulir and the English midlands, which are politicelly and geo-
graphically within advanced industrial/financial arcas. There is,
for example, the copper of Chile and Zambia, the oil of the American
Southwest and the Arabian peninsula, the diamonds and gold of South
Africa, the platinum of Rhodesia, the rubber of Malaysia,and the
bauxite of Jamaica, Surinam and Australia.

The essential characteristics of these natural resource regions
have neccessitated inflows of investment for mineral and petrolewn
exploitation from the develiped industrial regions. These countries

-are in the advanced category in part because of an initially suitable
mix of recsource endowment, which has been exhausted op outgrown.

Raw materials investment was historically carried out under
various political umbrellas--originally under a regime of colonial-
ization and political imperialism, later under various forms of
economic penetration, often involving substantial although informal
control of supplier arcas. 1In the past scveral decades, as the
colonial era ended and independence came to virtually all {ormer
colonies, raw materials were developed and financed through the
agency ol multinational corporations engaged in minerals and petro-
lemwm. Of course, through all periods of development of resources

65 Sce National Commission on Materials Policy, pp. 9-23 to 9-26,
for a discussion of raw materials and national sceurity. Also sce
Sehultze, "rthe Leonomic Content of National Sceurity Poliey,™ cited,
Tor anr analysis of raw material dependency completely different from
the assumptions of this paper.
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in the less developed countries, most of the investment was carried
out by private corporations--but in the post-World War II cra parti-
cularly, the varions multinational firms operating on their own,
without the formal cover of political conlrol. of the resource area
by their parent states, have provided development of new rew material
supplies. '

Currently a new stage of natural resource development can be
seen evolving throughout the world. The LDC's have in many instances
decided that MNC's extract more benefits from their mineral or fossil
fuel activities than they provide the host state--and a round ol eox2
propriations, loecal participation requirements, and hard bargaining
for the lion's share of the profits has set in. LExamples are Chile,
the Andean Pact countries, and OPEC's relationships with MNC investors
in their raw material resomrces. The difficulty with these government-
business adversary relationships is that the LDC's cut off not only
outward profit repatriations but also the further inward flow of new
business investment from the advanced arecas, for further development
of their rescurce as well as manufacturing seetors--and it is uncertain
that they have captired enough additional current profits to substitute
home-generated new investments. Unfortunately this half of the equation
is often overlooked in the fervor of nationalism®

The questions abont MNC effeets on availability of eritical raw
materials in most part have been neglected in the literature--which
is of course extensive on the general problem of investment in the
developing countries, and on the "energy crisis" aspeets0?

A Tirst question is whether MNC activities in developing raw
material resources abroad tend to unduly increase U.S. dependency on
foreign raw material sources. That is, without avenues for investment
in more cconomie foreign resource deposits, would U.S. corporations
::ave developed less rich domestie deposits, yielding a greater national
sclf sufficiency? The answer hinges in part on the nature of foreign
direct investment--does it displace or supplement investment by foreign
owned Iirms? Further, the answer velates to general trade poliey--in
a rclatively open economy, unfettered by protective tariff walls,
forcign raw materials would have entered the U.S. without foreign
dircet investment by U.S. firms. But the speed of development of
foreign sources probably wonld have been retarded without the MNC's
with acecess to the capital available in the United States.

66 Sce "Foreign Trade and Foreign Investment: Hard Choices for
Developing Comntries,” pp. 23-42 in Vernon, An Antholovy, cited.

67 Sec James L. Akins, "The 0il Crisis: This Time the Wolf is
Here," pp. U62-490 in Forcicn Affaivs, April 1973.
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The answer to this question, which has generally not been considered
because of its cconomics texthook simplicity, is that the MNC investment
has followed the paths of economice rationality, of least cost (and highest
profit) resource exploitation. The alternative to the profit motive
behind MNC activities leading to foreign dependence s a national policy
of semi-autarchy, of tariff walls and subsidization to cncourage or
forece use of high cost, unceonomic, domestie materials and substitutes.

If national security, in a narrow sense, is thought to require such
autarchy, it must be (and at times has been) specified and implenented
on a national policy level, setting conditions which change the entire
nature of business aectivities and the U.S. economy. The history of®
U.S. petrolewn quotas is a ocaso in point, but the current Literature

has few references to the "autarchy" issue, having consigned it to past
periods of history.

The second question is moroe complex and uncertain. -Are multinational
corporations the preferable vehicle Tor making eritical raw materials
available for the United States? ‘that is, do they best insure timely
development of ‘ineremental resources; do they best insure stable and
sceure supplies of eritical raw materials; do their activities as the

agency of supply present the best long-term mode of reliance for the
United States?

The first asneet is dealt with adequately by the general literature
on MNC's and indeea by the normal assumptions on the desirability of a
private market ceconomy, with deeentralized and competitive deeisicimaking.
By seeking to satisfy demand and realize a profit, private cconomic
activity has engaged in hioh-1isk activity, such as geologic exploration
and mineral prospeeting, and in investments to develop located deposits
when they promisc to be marketable, Indeed, the existence of numerous
competing MNC's in the raw material business insures that now sources
are scarched out, rather than monopolistic profits being garnered by a

c.ngle supplier sitting on a previously discovered and presently worked
deposit or region.

“The stability of sggply of MNC-worked raw material deposits abroad
is a less certain point,® given today's ambiguous political climate in
the producer countrices. Without political interference, MNC's presumably
would follow the profit motive and continue to supply, af the world market
price, but it is unlikely that the United States would enjoy preferential
prices .for materials developed by U.S.-based MNC's. (On a balance of

U Sece Joseph Akins' "Lvolving Relat ionships Among the 0il Companies

the 0il Producing Governments, and the Major Conswumers: Confrontatim

or Cooperation," Pp. 75-91, in World Energy Demands and the Middle Fast,
1972 AMmual Conferonce Record, the 20th Amual Conlerence of the Middle
East Institute, Waslhiington, 1972,

b

Raymond Vernon's "Long Run Trends in Concession Contracts,” pp, 81-89

in The Iroceedings of the American Socicty ol Tnternational Law, Vol, 061,
1967,

Dolf Warren Zink's The Political Risks Ffor Multinaliona?t Interprise
in UQgﬂQuﬁuLpnnwhﬁoﬁ\vUjlu Case Shudy ol Pern. Pracocn, 1973,

Raynond Mikesell s 1ove i lvestment” 0 PelvoTou wd Mineral

Tndustey, Johns Hopking Trcss, Baltimove, L9710,
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payments basis, however, foreign mineral supply by U.S.-based Tirms is i
3 probably preferable. The corporation profit component of tlie world

price will acerue to the U.S balance as repatriated ecarnings, and the
‘ - capital goods used {or resource development will more likely be of U.S.
E origin, thus aiding U.S. exports.) "

. move o sommeon DSy W T

Delicate political interaction between host governments and MNC's,
however, has beeome a permanent Tactor with which to reckon. At onc
level it has croded the possibilities of MNC's engaging in intracorporate
transfer pricing arrangements that permit the bulk of the profit batween
extractive cost and royalities, and the world price to be realized in the

' United States ratler than in the LDC producer country, subjecet to its #
taxes and repatriation restrictions. The LDC's have beeome too sophis-~

ticated to be satisfied with a small slice in royalities when they can

garner most of the pie; and at this time the cconomic rents appear to

aceruc in large part to the LDC governments and not the MNC's parent

{ home offiec and parent country balance of payments. This aspect is
fairly well presented in the business and economie literature 09

—

A sccond level of political interaction has to do, of coursc, with
the threat and reality of foreign host country takeovers and rigid ncw
local participation requirements. Natural resources have always been
considered a unique national patrimony, and the partiecipation of forwign
MNC's in their exploitation is increasingly challenged by burgconing
national prides often stimulated by demagogues for their own purposcs
claiming nco-eolonial exploitation of the host country. As noted in
Section II, there is a substantial literature on MNC-LDC confliets.

In this environment, the multinational corporation cannot always
be considered a secure and stable supply of eritiecal raw materials, for
its investments may be confiscated and its estalilished pattern of ship-
ments to the United States disrupted with scant prior notiee. The
problem lies, however, not so mueh in the nature of the MNC, as in the -
irrationality of nationalism, whieh sometimes overrides economic logic
| in the produetion and sale of resources by LDC's to the world market.

The answer to the question of sccure long-term supply of raw

material inputs to the United States thercfore lies in the virtue
of alternative resourec exploitation arrangements. Presumably, in

' the absence of irrational motivations, the sceurity ol supply will
hiqage wpon the economic advantages aecruing to tlhe supplier state.
If multinational corporations provide, in the current or an evolved
relationship, superior advantages to the liost eountry--throush ceco-
nomie development stimulation, econtributions of private development
capital, education of an industrial working force, balance of payments

T s

69 See Christopher Tugendhat, The Multinationals, Random llousc,
New Yovk, 1972,

Michacl 7. Brooke and 1. Lee Renmers, The Styatecy of Multinational :
Enterprise:  Orcammization and Finimee, American Elscvier, New York, 1970, i
and Sidney M. Robbins and Robert B. Stobauch, Money in the Multinational

e g e

Mterprise: A Study in Pinaneial Policy, Basic Books, New York, 1473
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gains, and the like--then the current relationship will be continned,
anu MNC raw material exploitation will provide the United States a
secure supply.

P L e

Other exploitation arrangements than those involving the MNC-
lost country relationship may be more conducive to a sceure, long-
term source of supply.7(J In some cases, the extra cost to a major
importing country, such as the United States, may be warranted by the
added reliability. The current Japanese overtures and agreements with
the Arabian peninsula oil-producers to provide major capital invesignent
in non-oil industries in exechange for long-term petrolcun supply con-
.cessions arc a case in point, as is the discussion of joint U.S.-
Japanese development of Siberian resources. U.5. efforts to develop
a "special relationship" with Iran are another. These extra expenses,
concessions aad national political involvement may seem particularly
- necessary for the Japancse, with their absolute domestic shortage of
| alternative petroleum sources.

Other nation-to-nation agrecments and understandings may be
appropriate to the United States as well--but this Ffield has only
hesitatingly been explored, and detailed analyses are lacking.7l On
the general topie of relationships of MNC's with the LDC raw material
producer_states, the two maijor viewpoints are represented by Jack
Behrman,’2 who is oriented to continued presence of MNC's adgpted to
changing investment elimates; and from Albert 0. Hirschman,’” a
proponent of LDC divestment of resource-exploiting foreign firms.7”

The entire problem, however, scoms to require lengthier study,
focusing on the naticnal security importance of resourecs and the
special role and problems of the MNC. A preliminary conclusion would
be that there is little in the involvement of MNC's in supplyiug raw

70 Richard D. Robinson has written on this topie in "The Developing
Countries, Development and the Multinational Corporation," The Multi-
national Corporation, The Amnals of the American Academy of Polilical
and Social Science, Vol. 103, September 1972.

7l
9-18.

National Commission on Materials Policy, eited, pp. 9-11 to

I

72 See U.S. International Business and Governments, MeGraw-1ill, |
1971, and "International Development:  Panacea or Pitlall?" in Looking

Ahcad, Novenber-lecember 1970,

73

Scee "llow to Invest in Latin Amecrica and Why," Essay, Intcr-
national I'inance No. 76, International Finance Scetion, Department of
Economics, Princeton University, Prineeton, N. J., November 1969,

' Also sco Louis T. Wells, Jr., "The Multinational Pusiness
Lnterprise:  What Kind ol International Orvgemization,” pp. $7-110 in
Robert 0. Keolane, and Joseph S, Nye, Jr. (Bds.) Transnat ional Relations
and World Tolitics, Iarvard University Press, Cambridge, 1972

4
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materials which is deleterious to U.S. national sceurity and some
‘that are helpful. But the key question may be that of U.S. dependence

on foreign sourcing which would require major study and in-depth
analyses of available materials beyond the scope of this survey.
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II. THC POLITICAL ETTECTS OV MULT INATIONAL CORPORATIONS

The degree to which MNC's are a source of conflict or stability
in the international system is one of the major research topics
emphasized by the academic community. This is affirmed by the fact
that the Foreign Policy Research Institute's annotated bibliograpiy,
"Multinational Corporation--Nation-State Interaction," lists 714
items in the broad area! Very few of them, however, concern
"nmational security,” so that the interaction is indirect via thd
effect on pelitical attitudes and potential frietions.

A. MNC's as Sources of Confliet

1. Confliets Between the MNC and the Nation-State

These can be divided into concerns and problems of the host
country on .the one hand, and of the "home" country on the other.
The literature generally distinguishes between the advanced or
industrialized host ecuntries such as Canada, Western Europe and
Japan, and the developing or third world countries. (It should be
noted in passing that as of 1971, U.S. direet investment overseas
was divided roughly three-tenths in Canada, slightly more in Western
Europe, one-fifth in Latin Ameriea, and one-fifth in the remainder
of the world. Only two percent of all U.S. direet investment is in
Japan.)l

Since the rescarch in these areas is often overlapping, it is
useful to review it as a whole, in terms of tha major eenters of
rescarch.

M.I.T. scholars were zmong the pioncers in the arca of MNC
researcli, notably Professors Kindleberger2 and Robinson3 with an
initial emphasis on the business management aspects of MNC-host
country relations, and general economic development.Y

1 my.s. pirect Investments Abroad in 1971," pp. 21-34 in
survey of Current Business, U.S. Department of Commeree, November
1972. :

2 Sece Charles P. Kindleberger, Editor, American Business
Abroad: Six Lectures on Dircct Investment, Yale University Press,
New iaven, 1909, and The Mmternational Corporation: A Svmposium,
The M.I.T. Press; Cambridge, Mass., 1970.

3 Sce Richard D. Robinson, International Business Policy,
Holt, Rhinehart & Winston, New York, N.Y., 1904,

" oSee w. W, Rostow, The Staces of Jeonomic Growth, Cambridge
University Press, Cambridge, Great Britain, lYol.
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The most prolific research project has been the larvard
Business School multinational eorporation projeet under the
general direetion of Raymond Vernon with the help of Robert B.
Stobaugh and others. Under the first phase of the study, eon-
centrating on the operations of U.S.-based MNC's, at least a
half dozen books, ineluding Soverecimmty at Bay,d a summary volume,
two dozen Ph.D. dissertations, nearly 100 articles, plus numerc s
working papers and data compilations have heen issued. Al thougn
Vernon himself has concentrated most reeently on the confliet R
between the MNC and host eountry sovereignty, other sectors of the
researeh have eovered Loth the business management problems posed
by these eonfliets and eonsiderable cconometrie work, as well as the

eompilation of mueh data on a representative sample of U.S. corpora-
tions. '

Professor Jaek Behrman, formerly Assistant Seeretary of
Commerce, has had a small rescareh projeet underway at the
University of North Carolina of whieh he is the prineipal rescarcher.
His book, Mational Intercsts and the Multinational Enterprise,
explores tie area indieatod by the subtitle "fensions Among the
North Atlentie Countries." It is noteworthy that Behrman touehes

“on national security only in passing and tends to equate it with

national ceonomie eontrol. His researeh, like that of most other
writers, tends to identify sueh "sove spots" as size (giant-ism) ,
coneentration in sensitive industry seetors and products, ecompetitive
behavior, obstacles to national eeonomie planning, preemption of
high teehnology R & D, and in partieular, the destabilizing effeet
of eapital flows and banking and finaneing developments, sueh as
the Euro-dollar market, which are not under effective national
eontrol.’ Behrman's quotation of objections raised by LCuropean
leaders such as Franz Josef Strauss and Prime Minister Pompidou
confirm that the range of objeetions during the late sixties mostly
eoneerned alleged "eolonization" of Lurope, or certain key sectors,

by Ameriean investment, and thus were politieal and economie rather
than seeurity.

See Raymond Vernon, Sovereignty at'Bay, Basic Books, New
York, N.Y., 1971.

6 Jaek Behrman, National Tnterests and the Multinational
Enterprise, Prentiee-Hall, Lnglewood Clilis, New Jersey, 1970,

7 Tor an interesting banker's view of this last topic, sce
"Multinational Interprises,” a presentation at a colloquium,
reprinted in the Bank of England Quarterly Bulletin, Volume 13,
June 1973, p. 184,
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The New York University Graduale School of Business Admninistration
also has a broad research program on "The Multinational I'irm in the
U.5. and World Economy," (whicli has ineluc=d some cooperative rescarch
with IEPA's Center for Multinational Studies in Washington) .8 At
NYU, Professor John Fayerweather has done a comprehensive study of
attitudes toward foreign investment in Canada and some Jluropean
countries, Jean Boddewyn is doing extensive resecarch on similarp
attitudes in Western Lurope, particularly in Belgium, and numerous
studies of the cconomic effeets of MNC's have been undertaken by
faculty members and graduate students. ’

The University of Pemusylvania also has undertaken a ma;jor
projeet at the Multinational Enterprise Unit of the Wharton School
of Finance. This project is under the dircetion of Professor
Howard Perlmutter, who has contributed a number of articles to
various scholarly quarterlies. It is understood that this rescarch
is currently contemplated to include an extensive series of inter-
views with business leaders to determine how they would react to
various nation-state - MNC conflicet situations, but publication
plans are not yet known.

The Yorecign Policy Rescarch Tnstitute in Philadelphia (no longer
affiliated with the University of Pennsylvania) under the direcetion
of William Kintner, has published the comprechensive bibliography
previously noted and a number of scholarly artiecles, The Institute's
ongoing resecarch will look at particular conflicts surrounding MNC
activities in both host and home countries. It is possible that a
number of "national sccurity" implications may be developed in the
FPRI and Wharton projeets.

The above listed rcsecarch centersl0 are of course also spawn-
ing a considerable body -f Ph.D. theses, and the subject of MNC-
host country relations and conflicts, especially in the developing

8 Examples are the two Center Occasional Pepers by Professor
Robert Hawkins cited elsewhere in this paper.

9 Forcign Tnvestment in Canada: Prospects for National Poliey,
International Arts and Seicnces Press, White Plains, New York, 1973,
with a summary printed in MSU Business Topies, Winter 1973.

10 the list is by no means inclusive; other centers of activity
are the University of Chicago and UCLA Business School of the
Econcmics Department; but these have so far been more oricnted towards
the business and cconomics-finance area. “
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countries has been a popular student topie.ll The gencral subieet

of "development cconomics," which was popular with a generation of

: graduate students in the fifties and sixties, has now shifted more

: - inte the MNC area; and there will be no dearth of research in this
generdal aree, albeit of uneven quality and varying scope.

i
i

.

A prineipal issue is the role of foreign investors in the
extractive industries {(minerals, petroleum, ete.) in the less
developed eountries. llere a body of thought has developed to the
effeet that the developed countries and their multinational investors

i . have been, in effect, robbing the less developed countries of their
only signifieant natural resources on unfair terms. This is, of
course, the battle ery of nationalist sentiment throughout much of \
Latin Ameriea and has bLeen the prineipal cause of numerous invest-

ment disputes. (It should be noted here that the State Deparilment

i has ecmpiled a useful listing of expropriations involving U.S. firms.)12

= mane S

A leading academie proponent of "divestment" of foreign direct }
! investment in the developing countries in the long-range interest of
both host and home countries has been Albert Hirshman of Princeton.
His monograph on the subjectl3 has been answered by, among others, A
Jack Behrman in a paper issued by the National Planning Association.

In summary, the LDC host eountry concerns are well documented
in the literature. One possible rescarch projeet would be a detailed
ceview of the iiterature, and partieularly the surveys of opinion, to s

11 See Rao & Shakun, A Normative Model for Negotiations Between
the Multinational Corporation and thc Host Covernment, New York
University Graduate School of Business Administratio: Working Paper,
October 1972, and D. W. Zink, The Politieal Risks of Multinational
Enterprise: A Study of U.S. Direet Investment in Lesser Developed
Countries With Partieulur Refercnee io Perwv, Ph.,D. Dissertation,
University of Pennsylvania,1971, now published by Praeger, 1973,
cited. :

j ' 12 office of Economic Researeh and Analysis, Burcau of
+ Intelligence and Reseuareh, Nationalization, Ixpropriation and Other
Takcovers of United States dnd Certain Forcien Properiy Since 1960,
RECS-11, U.S. Department of State, November 30, 1971. An updated
listing is eurrently in preparvation but the date of availability is
not yet known.

13 Albert lirschman, eited in Section I-D.

1% Jack Behrman, Looking Ahcad artiele, cited in Section I-D.
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try to determine the extent to which sccurity considerations,

not overtly identified as such,may he implicitly involved in many
] concerns cxpressced about loss of cconomic control, the issue of
corporate power versus national sovereignty coatrol, the question
g of translerring resourees from LDC's, and alleged unfair tax and
transicr pricing practices. The purpose would be to determinc
whether the concept of "eollecetive seeurity," or some modificd
version, could influenee political thinking along more positive
lines in terms of a community of interest betwecen host and home
countries. »

!
!

P

! Turning new to the home country coucerns, the prineipal
objeelion appcars to be the ability of an MNC to escape regulation.
Most of the concern in this arca is cither cconomic, e.g., alleged
"export of jobs," or loss of tax revenue, as deali with in Scetion
ITI, or involves the question of extraterritorial application of
! home country laws to overscas affiliates, discussed below. As
i noted in Seetion I, there arc some national security risks (as well
as gains) from the dispersion of production Taeilities abroad.
d Raymond Vernon notes that thesc do "raise questions about the
. internal suffieiency of the Ameriean industrial complex," but that
' "they are not very serious questions," in his view.l5 Countrics
such as Britain and Sweden (which arc host, as well as home countries)
b have produced some research on the home country perspective, but
these have foeuscd more on the eeconomic aspects rather than on
politieal security.l6

) The problems dealt with in the foregoing section suggest that
the MNC - nation-state conflicts are primarily problems for host
governments and, from a management standpoint for the MNC's them-
selves. However, to the extent that such host-country problems as
| - nationalism-indueed expiopriation or discriminatory treatment
signifieantly cut back the home country's access to resources and
the balance of payments ineome from fo.eign investments, then its
' cconomie posture, and at lecast indircetly its national seeurity,
may sulfer, as discussed in Seetion III. This is especially true |
for the United States.

15 wMultinational Enterprisés and National Sccurity" in
An Anthology, cited, p. 103, '

16 professor John Dunning (The Multinational Enterprise,
Pracger, New York, 1971) is onc of Britain's most prolilic MNC
writcers; other UK references are given in the NPA British-North
American Committee bibliography (cited) United Kingdom seetion,
which notes that there are relatively feow govemment studies and
proposals.  The Swedish Covernment, however, is understood to be
studying MNC's effeets on Sweden's cconomy and national intoevests,
both from Lhe host and "home" country standpoint, via an inter-
ministerial working ¢roup,




2. Conflicts Between Host and Home Countries

Here MNC's themselves are involved less as prime actors
than instruments, sometimes as quite innocent bystanders in a clash
of national polieies. The classic case of such conflict involves
an attempt by a home country to extend its valid jurisdiction
over its own corporations to their overseas operations, amcunting
sometimes to claims of extraterritorial jurisdiction.

Highly publieized easecs have arisen with Canada and other
countries over U.S. insistence that foreign-based affiliates of
its corporations must comply with U.S. strategic trade controls
vis-a-vis China, Russia or Cuba, or that because of their only
hypothetically eompetitive U.S. activities, the U.S. Justice Depart-
ment would oppose mergers betwecen two Swiss firms on antitrust
grounds. There are also interstatc eonflicts over taxation policy,
ameliorated, however, by a nctwork of double taxation treaties or
conventions. And an emerging area may be environmental and con-
sumer protection controls--on which, some useful resecarch has been
done by Professor Ingo Walter of New York University.l7

There is an cenormous body of literature decaling with the
"extraterritoriality" problem, much of it understandably by
lawyers. Georgetown University's Journal, cy in
International Business, has been a forum tor many articles in
this field. One of the best is that by Seymour .J. Rubin.l8 Rubin
agrces to the need for some consultative mechanisms, but casts
doubt on the feasibility or desirability of international rules or
codes such as those advocated by Professors Charles Kindleberger and
Paul Goldherg.l9 Professor Stobaugh of Harvard has also issued a
proposal in this regard, published as an NYU Working Paper: "A
Proposal to Facilitate International Trade in Manag.ment and
Tcchnology, 20

17 Ingo Walter, Environmental Control and Consumer Proteetion,
Occasional Paper No, 2, Center for Multinational Studies, June 1972,

18 “Multinational Enterprise and National Sovereignty: A
Skeptic's Analysis," Law and Policy in International. Business,
Volume III, No. 1, 1971.

19 wvroward a GATT for Investment: A Proposal for Supervision
of the International Corporation," Law and Policy in Tnternational
Business, Volume 1I, No. 2, 1970.

20 New York University Graduate School of Business Administra-
tion, Working Paper sceries, swimer 1973,




A number of major international conferences have been held
on related topies. A recent one (sponsored by the Institute for
International and Foreign Trade Law of the Georgetown University
Law Center), held at Dussecldorf, Germany, will be issuing papers
on the gencral subject of international controls of investment
later in the year. The thirteenth Strategy for Peace Conference
at Airlie, Virginia in October 1972 was devoted to "multinational
enterprise and world sceurity," and recommended self-restraint,
codes of conduct, and eventually intecnational arbitration and ’
regulation.

It is significant that cconomists and political scientists
tend to take the more serious vicw of the extraterritoriality
problem as a potential cause of eonflicts in the international
system, while lawyers point out that these problems arec nothing new
in international relations, and that an entire body of international
law has grown up under the heading of international confliet of laws,
or private international law, to deal with them in accordance with
established principles. Treaties are, however, ‘useful vehicles for
harmonization.

The literature in this area is too vast to revicw in detail;
but it does appcar that a relatively few highly publicized cases
have given rise to a disproportionate political outery; and the
potential for serious conflict ‘depends on the sensitivity with whiech
home countries secck to eontrol these nationals' overseas affiliates,
To be sure, conflict has been and ean be produced with host countries
by rigorous attempts to define policies for MNC affiliates contrary
to host country wishes or policies. On the other hand, rather than
sceking to enforee extraterritorial jurisdietion in an offensive,
mandatory fashion, most modern industrial states have at their
disposal such a varicty of regulatory devices and pressures (ranging
from taxes to licensing to administrative regulation) that the
corporate headquarters of an MNC is inelined to comply with national
policy insofar as possible, while trying to minimize confliets with
host countries which could jeopardize the status of its affiliate.

The major Security implication herc would occur in the event
of a major conflict involving cconomic, if not military warfare.
For example, if a eonfliet arose in which the United States were
involved but the EBuropecan ecountrics op Canada were not, and if the
United States were to try to use in the confliet the assets and
influence of U.S. MNC affiliates in thosge areas, U.S. relations

21 See Eric Stein (whosec writings in this area are extensive)
"Conflict of Laws Rules by Treaty: Reeognition of Comnanies in a
Regional Market," Michivan Taw Review 1327, June 1970. -
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with its allies would be subjeet to major strain. This area is,
therefore, dealt with separately in Seetion I1II.D. '

A more serious eause of eonfliet between the host and home
country eoncerns the treatment of eorporate eitizens doing busincss
abroad in terms of expropriation, nationalijzation, and diserimina-
tory treatment, and retaliatory measures sueh as denial of aid or
trade econcessions., There is a substantial body of research and
writing on this broad areca gojing baek to the days of "gunboat
diplomaey" and "eonecssions."¢¢ And here there may be both dirlct
and indirect eonsequenees for national seeurity. An example of
the former is the efiecet of expropriations on the U.S. soureing
of vital raw materials, already noted, or loss of military base
rights as a result of investment disputes.

The indireet effeets may be cither economie, e.g., a deerecasec
in the investment base from whieh ineome important to the national
economy is derived, or politieal, namely that U.S. seeurity ean be
affeeted by major eonfliets with key allies, or strategie eountries
sueh as the Middle East, over investment disputes. To the extent
that threatened loss of a major asset overseas, sueh as oil aceess,
might lead to military intervention, other larger powcrs might also
intervene, threatening scrious military eonfliet. The Suez Canal
seizure is a elassie case in point.

Recent aetions by Chile in nationalizing both the eopper
industry and eertain 1TT subsidiaries are also illustrative of the
problem. This area has been the subjeet of important congressional
hearings and promises to feature in several more, notably those of
the Subeommittee on Multinational Corporations of the Senate Foreign
Relations Committee, headed by Senator Frank Chureh (D.—Idaho).23
One of the arcas whieh t.e Chureh Subeemmittee is eonsidering is
whether "there is a eoincidenee of interest between the U.S. MNC
and U.S, foreign policy objeetives in seleeted key areas of the
world."2% It will not be surprising if the business eommunity
answers the question affirmatively, while the erities of interven-
tionism ehallenge this premise.

22 Marjoric M. Whiteman, Assistant to the Legal Advisor,
U.S. Department of State, "Damages in International Law," Vol. III,
U.5. Government Printing Office, Washington, 1943; John T. Mareus,
Mareus Nadler and Harry C. Sauvain, America's Fxpericonee as a
Creditor Nation, Prentiee-Hall, New York, 1937.

23 A report on the first phase of the Subeommittee on Mulij.
national Corporations' inquiry, entitled The International Telephone
and _Telearaph Compiany ind Chile, 1°70-71 (Gro, Washington, D.C.) was

issucd June 2L, L9973, 1'1M''s alleced el Tort to invelve CIA suesests
some potential national sceurity interaction, although more about
the character of the regime than the specilic investment dispute.

I v Al A i * g
2t Speech by Scenator I'rank Clmreh before the Business Financ-
ing Conference, New York City, Decemboer 5, 1972.




One can casily write a "eonfliet seenario" in which the
politieal feedback from investment disputes adds to xenophobia
and nationalistic feelings in an LDC, and produces a correspond-
ing politieal reaetion in the eountry whose investments have been
seize¢ or unfairly treated, with a consequent rise in politieal
tension. But while national seceurity might he indirecetly affected
by politieal tensions, the days of solving such confliets by
military operations appear to be over. In any ease, these problems
have existed for a long time; and eould exist with any direet in-
vestment, regardless of the institution of the multinational »
corporation. It ean be argued, of eourse, that such disputes and
tensions are fertile ground in which ideological opponents ean
seek politieal advantage. TFor example, the World Federation of
Trade Unions, which is sometimes regarded as communist-inspired,
if not dominated, held a conferenece in Santiago in the spring of
1973 which sought to eapitalize on the "MNC" issue and develop
sentiment for undermining and limiting it.

These politieal xenophobie problems are, of course, not
exelusive to the developing countries, but are familiarp issues in
the literaturc eoneerning investment in Europe, Canada, and more
reeently, Australia. Japan's inhospitality toward foreign direet
investment is well known; and while now somewhat more liberal,
there is still a basic asymmetry vis-a-vis inward and outward in-
vestment. Prompted, in part, by the example of Canada (whieh has
had an endemie resentment against the high degree of eontrol of her
eeonomy exereised by foreign, mostly Ameriean, investors),
Australia's Senate recently issued a report.2° Canada has held
not one, but five major surveys by task forces or comnitices on
their own problem, which is concerncd less with the MNC per sc
than with dircet investment in their eountry, and their overall
eeonomic relations with t'.e United States. 20 Sweden, as noted
earlier, also has an inquiry underway, Britain (which is both a
host and a home country for foreign investment) has had at least
quasi-offieial inquiries, quite apart from many aeademic studies,

25 Report of the Australian Seleet Committ.e on Foreign
Ownership and Control, prepared prior to the passage of the Companics
(Foreign Take-overs) Aet, No. 134, November 2, 1972, Canberra, 1972.

26  These arc the Watkins Task Toree, 'orcign Ownership and the
Strueture of Canadian Industry, Ottawa: Queen's Printer, 1908; the
Walhn Committee ("Eleventh Report of the Parliamentary Standing
Committee on External Affairs and National Defense,' Ottawa: Queen's
Printer, 1970); The Gray Task Vorce: 'oreimn Dirccet Investment in
Canada, Ottawva: Information Canada, 1972, and two investicalions
by the Ontario Provineiul Government (Report of the Interdepartmental
Task T'orce on Foreien Investment, Toronto, November 1971, and Pre-
liminary Report of the Seleet Committee on Economie and Cul tural
Nationalism, Toronto, Mareh 1972.




as have many if not most of the governments of Europe, along
with the EEC itself and the OLCD.27

B. MNC's as Sourecs of Stability

The other side of the coin of international eonflict is that
of econtributions to stability, for example, through the cconomiec
development of ILDC's. A very substantial amount of research has
been done on the development aspeet--the 1960's abound with both
aeademie and eon&re951onal studies of the role of private invegt-
ment in development.28 A good survey article is that by Professor
Riechard D. Robinson, "The Dcveloping Countries, Development and
the Multinational Corporation."29

Numerous of the other rescarch eenters and authors eited have
contributed inr this area, and a good bibliography is eontained in
the FPRI review of the literature. The Columbia Journal of World
Business has a number of artieles, and both the larvard and NYU
projeects arc engaged in a variety of scholarly explorations of
the impaet of direet investment and the MNC on growth in the less
developed countries and a substantial body of writings exists on
their effeets in developed countries, both pro and eon.

To the extent that the multinational enterprise and its
assects such as capital, technulogy, know-how, and marketing ean
improve the quality and quantity of economie development in the
most eost-effeetive (although not always the most politiecally
acceptable) manner, it is surecly a eontribution to general inter-
national stability, and presumptively at least, to international

27  fThe issue of the MNC and U.S. investment in Europe is
widely regarded as having been raised by Jean Jaeques Servan-
Sehreiber in The Ameriean Challence (1967) but this was preceded
by works entitled: fThe American Invasion by William Franeis (1962),
The Americanization of TDurope by Edward MeCreary (196M4), and followed
by The Ameriecan Takcover of Britain by MeMillin and Harris (1968).
And thesce, in turn, g¢o baek to the early years of this eentury
when T.A. MeKenzie's The American Invaders and William Stead's The
Ameriecanization of the World, both published in 1902, first raiscd
the nationalist flag against American overseas investment. In
short, there is a definite eyelieal aspect to the literature on this
subjcet.

28 gee the Williams Commission Report, eited, Volume IT, Part
III, Chapter 11, and Partners in Development, Report of the Commission
on International Development, Lester B, Pearson, Chairman, Praecger,
1969, Chapter 5. Also Peter Ady, ed., Private lPorcicn Investment and
the Developing World, Pracger, 1971,

29 1In The Annals, cited, pp. 67-79.




T e s e e St MR S

peaee.30 There is, however, a signifiecant amount of writing

which takes a highly critieal view, cmanating both from academie
sources in the industrialized countries and from the less developed
countries themseclves, as well as various "New Left" sources.

Essentially, this outlcok considers MNC's as an instrument
of an imperialistic Amcrican drive to assert economic hegemony on
a worldwide scale. Aeclually this viewpoint finds onc of its first
statements in the writings of Lenin, who believed capitalist -
cconomies were compelled to seck out foreign markets to absorb
exeess production and surplus eapltdl 31 As the period of greatest
MNC growth gol underway, econtcmporary American revisionist historians
have sought to interpret modern U.S. economie developments from the
above frame of refercnee. For cxample, William Appleman Williams
imputes that the nced for pcace and stability as the most suitable
environment, for the internationalization of businecss (especially
in Latin America and Asia) resulted in a special government-
business. PCldthDShlp. Hle describes it as an "effort to expand
American exports, devclop and control’ raw matcrlals and initiate
corporatc enterprises--while at.the same time devcloping a .
rcgional politieal systom based on loeal rulers loyal to the bkasic
intercsts of the U.S."32 Gabriel Kolko goes further to assert
that the goal of cconomie expansion into foreign economies has
constituted a rationale for military intervention.

A lucid application of such theorics of U.S. cconomic imperial-
ism direcetly to the MNC's is.Harry Magdoff's The Acc of Impecrialism--

The Cconomics of American Foreien Policy.3% The author concludes

30 The case for the MNC as a veniele of deve Lopment has bheen
made by a number of economists, notably Harry G. Johnson and Enna
Hobbing. Sce their articles in the Columbia Journal of World
Business, May 1970, and August 1971, respcctively.

31 vy, 1. Lenin, Imperialism, The Hichest Stage of Capitalism,
New York, International Publishers, New York, N.Y., 1939,

32 william A, Williams, The Tragedy of American Diplomacy,
Dell Publishing Co., New York, N.Y., 1962.

33 gabricl Kolko, The Roots of Americuan Forcion Policy,
Beacon Press, Boston, Mass., 19069. Sce also Kemneth L. Boulding

.and Jukerjec,Japan, eds., Economic Tmperialism, A Book of Readings,

University of Michigan Press, Amn Arbor, Mich., 1972.

3% Monthly Review Press, New York, 1969.




that the motivation behind foreign investment by U.S. firms is
control of raw material sources and markets in order to protecct
their domestic position, but he emphasizes that what really
matters most to the usiness system is simply that the option of
foreign investment & ould remain available; he states that govern-
ment cnllaborates to preserve this option.

EF s SRR

MNC activities in the less developed countries have received
especially harsh treatment from the New Lelt crities. In particular,
they castigate firms which derive cconomic advantage from their
opcration in LDC's without making substantial contributions toward
their development beyond forming small "pockets' of modernization
from which most of the population never benefit. Criticism is
also made of extractive industries acting without due consideration
for the eawvironment, and price differential policies for products
sold in the less developed and the developed countries, which the
crities interpret as evidence of exploitation.35 The points above
arc common to New Left analyses of U.S. foreign economic policy in
general, and the MNC in particular. The theoretical link between
such interpretations and MNC's as a potential source of conflict
is obvious,

There is definite room for morc high quality, objective
research on the actual political as well as econcmic effects of
MNC's in developing countries. Answers to criticisms, many of
them ill-lTounded, could be developed in the light of the practical
alternatives facing a developed country and the unavailability of
adequate resources from public inveutment institutions, as opposed
to privatce capital. The rclationship with national securlty,
however, is indirect at best.

Another significant contribution of the MNC concerns economic
interdependence, again on the assumption that regional economic
integration is a generally desirable development in maintaining
international stability and cooperation. This point has been
written about by a number of authors including Pierrc Uri,36
Sidney Rolfc,37 Raincr Hellman,38 Jack Behrman,39 znd many others,

35 sce Ronald Muller, The Earth Manacers and Abdul Said,
The MNC and World Politics, 'both to be published in September 1973,

36 "Multinational Companies and Europcan Integration," Interplay,
-Novemnber 1968.

37 Sidney Rolle and Walter Damm, The Multinational Corporation
and the World Leconomy: Dirccetl Investment in Perspective, New York
Pracger, 1970,

38 e Challence to 1.5, Domimnwee of the International Corpora-
tion, Duncllen, New York, 1970,

39 vmdustrial Integration and the Multinational Lnrerprlse,
pp. M6-57 in The MAmals, cited,
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It is undoubtedly true that the MNC, by creating a demand for
the Turo-dollar market, helped to ercate it, and that the
transnational flexibility of MNC's in financing as well as
production and marketing has stimulated cfforts to develop a
common l'inaneiol and industrial polizy by Lurope and generally
has promoted cconomic integration in Lurope,

The notion that the multinational corporation, if not a causc,
is at lecast a significant accelerating force in global ccononmie
interdependence (and thus the creation of a true "world cconomy™)
has attracted the imagination of scholars in many countiries.

Four articles in The Multinational Corporation issue of The Annals
of the American Academv ol Political and Soeial Science, 1972 (eited)
deal with the conscquences ot the MNC for the international system,
and this is also a major part of the work at both the University

of Permsylvania and the Foreign Poliey Research Institute,. George
Ball, Kindleberger, and Vernon have also addressed themselves at
considerable length to this issue in numerous bocks, articles

and congressional testimony. There is also an important book

on the subjeet by Werner Feld,"

"MNC" studies by international organizations are multiplying;
in addition to thosec already underway in the 1LO, UNCTAD, and OEED;
the latest entry is the UN's Leonomie and Social Council, which
has appointed a group of twenty "international personalities" to
examine the MNC's impaet on "international relations" as well as
development.

Both hopes and fears are involved; the hope being that the
essentially nonpolitical naturc of the multinational enterprise
(i.e., its instinet to avoid political complications that can
affeet its profitability), plus the interdependence which it promotes
can insure a healthy pattern of both stability and growth in the
world system. The fears raise many of the points noted earlier
about the conflict potential of the multinational corporation and
also the feeling that an international oligopoly of one or two
hundred multinational corporations producing most of the world's
goods and scrvices by the 1980's could substitute inajor inter-
national economie conflict among various groupings for the confliets
historically associated with the nation-state, One important
article on this is that of Howard B, Perlmutter, "The Multinational

£

Firm in the Tuture,"l yhile a dissenting view (from the proposition

l . . . .
10 Iransnational Rusiness Collaboration Amona Common Markoet

Countrics, Tts Inplications fon Political lLiateoration (Pracger, New

York, 1970).

' pp. 139-152 in The Amals, cited.




that countries are becoming more cconomically interdependént)
is contained in Kenneth N. Waltz, "The Myth of National Interde-
pendence, "2 .

Obviously, a true global economy, regardless of whether
productive of political conciliation or political conflict,
caimmot help but have some consequences for "national security."
If political attitudes toward international cooperation and
securilty are favorable, and xenophobia and extreme nationalism s
reduced, U.S. security should benefit. If, however, the
political polarization of the world shifts from Last-West to
North-South, that stability could be endangered from a new
dircction. But the security impacts are indirect, long-term and
almost philosophical in nature and therefore very difficult to
come to grips with in empirical rescarch.

C. MNC's asna Source or Channel of Influence in International
Politics

This aspect has some potential impact on national security,
ITT's alleged pressures on the U.S. Goverrment in connection with
Chile's expropriation of its property have been widely reported
in the press and congressional hearings., Aside from such special
situations, Dennis M. Ray has. noted that: '"There are thrce avenues
of influence which may be open to corporations., These sten from
(1) their capacity to take independent action in the international
arena through foreign investment; (2) their direct and indirect
influence on foreign policy decisionmaking; and (3) their capacity
to shape public opinion in such a way as to leﬁitimize governmental
action in favor of business interests abroad."%3

There appears to be room for more empirical research on the
foreign policy-MNC interaction, recognizing, however, that both
governments and multinational corporations are going to be
reluctant to discuss their relationships in such sensitive areas
as political influence. We have not encountered much objective
case study research in this area.

It is not widely recognized, however, that the role of the MNC
is a two-way chamnel; there are cases in which Foreign governments
seeking to influence U.S. policy, let us say on trade policy--or

) 42 pp. 205-226 in Kindleberger, The International Corporation,
cited.

143 "Corporations and Amcrican loreign Relations,”" pp. 80-92
in The Amals, citoed.
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indeed on a more general foreign poliey proposition, have made
communications ranging from subtle hints to direet threats

against local affiliates of Ameriean firms, hoping that the

parent would exert its influence on the U.S. Government in the
desired direction. Carried to extremes, this raises the impor tant
question of the multinational as "hostage" to foreign governments
which have generally been negleeted in research, although the
potential is pointed out by Raymond Vernon, among others. 'H

It is possible that this aspect will surface in the "gaming'" 3
analysis based upon numerous corporate interviews being undertaken
in connection with the Wharton Business School project. The
question of the MNC and ceonomie warfare--a negleected area of
research, discussed in Seetion III.D--is also related.

iyt e . L . s
H Vernon, "The Multinational Enterprise aid National
Security," cited.




IIT. THE ECONOMIC LFFECTS OF MNC's

This section poses the general question of whether the cconomic
repercussions of the multinational company are, on balance, a net
contributor to national security or a complicating or negative fac-
tor in maintaining it. The assumption is that a nation's ability to
provide for its national sceurity depends on its overall cconomic
position™ and tha* international politiecs is increasingly focused
on economie competition.

»
A. The Effects of Toreien Investment on the U.S. as a Home Country

1. Lffects on the Balance of Payments

During the 1960's, U.S. wmultinational companies were the
subject of a great deal of research and publication focusing ini-
tially on the business management aspects, but moving rapidly to
encompass the balance of payments effects as one ol the primary im-
pacts of foreign direet investment (which is used in this survey as
substantially synonymous with the multinational company). It is
fair to state that this subject has now been rescarched exhaustively
through theoretical studies and models, by analysis of the compre-
hensive data published by the Commerce Department, and through
surveys conducted by numerons individual organizations. Starting
with the imposition of U.S. investment controls in 1965 (which beecame
mandatory in 1968 under the Offjice of Foreign VDircect Investments, or
OFDI, in the Departiment of Commerce), studies focused on the effeot
of capital movements on theo balance of payments. The Conference
Board published a major survey in 1966, followed by one of the more
important studies by lufbauer and Adler Overseas Manufacturing
Investment and the Balance of Payments.é

In their study Hufbcuer and Adlep examined the basic assumptions
which have to be made about balance of payments effects; that is,
whether direct investment supplements’ host country investment and
replaces home country investment; whether, on the othep hand, it
substitutes for host country investment but does not affect home
country investment; or whether Toreign dircet investment supplements
host country investment but does not decrease investment in the home
country. The authors have also tried to establish the range of the

y

1 Not all writers, of course, share this assumption. In "The
Economie Content of National Sccurity Policy" artieloe cited, Charles
Schultze asks: "Does our national sceurity depend upon maintaining a
healthy rate of growth in our cconomy--is it dependent on our cconomic
strength? Surprisingly the answer is '"No!'" Schultze gives the same
answer to sceurity dopendence on overseas raw materials and U.S.
investments abroad!

Tax Tolicy Rescarch Study No. 1, u.s. Treasury Nepartment,
Washington, b.C. 1968
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"payback" period for a given investment, that is, whken the dividends,
income; royalties and fees repatriated have caught up to the initial
investment outf{low.

The President's Commission on Foreign Trade and Investment
also produced considerable information on this subject. 3 The con-
sensus in the business comwmunity, with considerable academic
support, is that the direct investment controls are eounterproduct-
tive and muet be phased out--as the Nixon Administration has promised
to do by the end of 197Y4. Y

The Harvard Business Sehool's major study under the leadership
of Professors Raymond Vernon and Robert Stobaugh has amassed a
considerable data base and published extensively on the many aspects
of the MNC and its ceoromic effects at home and abroad. One part of
this research projeet, L Robert Stobaugh and Associates, was pub-
lished by the Commerce Department in 1971. On the bLasis of the
detailed ease studies developed for the Harvard researeh, this
survey concluded that mosu foreign investments go abroad to keep
from losing markets or to gain access to new narkets and do not
displace investments in the United States. This conelusion was
further elaborated in a paper by Professors stobaugh, Telesio, and
de la Torre, published by the Center for Multinational Studies.

Research at the New York bniversity Graduate School of Business
Administration and clscwhere has tended to support this conclusion.

The basic facts about the effeets of U.S. dircet foreign invest-
ment are readily available through the Commerce Department's regular
Survey of Current Business series. An analysis of the ecumulative
outflows and returns on investment shows that c imulatively between
1948 and 1972, there were $51 billion of capital outflows for direct
investment, of which abou. $3 billion were raiced through foreign
borrowing for a net capital outflow of $48 billion. Against this,
interest, dividends, and branch carnings plus fees and royalties
totaled $101 billion, so that the net balance of payments effects on

3 Williams Commission Report cited, Papers, Volume 1. See
especially the eontributicns of Professors llouthakker and Krause.
E U.S. Miltinational Enterprises and the U.S. Fconomy, Part II
of the Commerce Department's The Multinational Corporation, Volume I,
cited.

Occasional Paper No. 4, The Effcet of U.S. Foreiem Dircet
Investment in Manufacturine on the U.S. Balonce ol Payments, U.S.
Employment:, and Chunges in Skill Composition ol _liwployment, Center
Tor Multinational Studics, Febroary 1973,
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the Unitgd States were positive by over $53 billion for this
period. .

The methodological problem in analyzing the sigaificanee of
such data is that of making realistic assumptions about what would
have happened in the absence of this investment. Since eeonomics,
like history, does not diselose its alternatives, the assumptions
are neccssarily hypothetical. The Senate Finance Committece
direeted the fariff Conmission to undertake a eomprehensive study
of all aspeets of multinational companies a9d the Committee published
the Tarifl Commission report carly in 1973. The alternative assump-
tions about whether Toreign direct investment was additional to or a
substitute for domestically generated investment in home and host
countries were used mainly to develop different estimates of employ--
ment effcets. The Commission showed that multinationals "made a
major positive eontribution to the current account of the U.S.
balance of payments"--a conclnsign also reached by the Commerce
Department survey of 298 Tirms.

This eonclusion is highly significant to U.S. national seeurity,
for foreigm aid and military deployments cause Toreign exchange
outflows and can only be maintained by the income earned from foreign
investments, now that the U.S. trade balan.e is in deficit. The
very substantial evidenee which has been compiled through the above
study and numerous others is that the multinational corporation has
had a definite and sizable, positive impact on the U.S. balanece of
payments even after all capital outflows are taken into account.

There is also a substantial body of literature relating to the
theoretical effects of Toreign direct investment on the balance of
payments of host countries ani within the interrational system,
although here there are still some technical @ud methodologieal
disputes. One ean coneluile that the balance of payments effects of
dircet investment have been thoroughly researched.  But the cffeets

- b -

The International Economic Policy Association's series of
books on the U.S. balance of payments has also carefully documented
the role of foreign direct investment and the multinational corpora-
tion on the U.S. balance of payments: The United States Balance of
Payments: An Appraisal of U.S. Leonomic Stratecy: The United States
Balance of Payments: A Reappraisal ;. and The Unitod States Palance of
Payments:  I'rom Crisis to Controversy, ILPA, Washington, D.C. 1960,
1968, and 1972,

U.S. Tarif{ Commission Report, cited.

Burcau of Lecnomice MAnalysis, U.S. Depavtment of Commerce,
Special sirvey ol Mol tinational Companics, 1970, (COM-72-11392)

Hational Teclmical Inlormation service, Springlicld, Va., November
1972.
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on host countries, particularly LDC's, still remains in dispute.
There is need for detailed, thorough, country-by-country studies in
this areca.

2. Effects on the Balance of Trade

Much the same conclusion can be reached in this area, namely,
that the effeets are well rescarched and understood. Here the
Commerce Department has generated a broad data basc in its compre-
hensive 1966 benchmark survey, which COllccgod mandatory data sub-
missions from all forecign direcet investors,” and further data for
the 298 sample firms in the Special Survey of U.S. Multinational
Companies, 1970, cited above. Numerous companies, such as Union
Qarbidc,lo have also published exhaustive studies of their own
expericence with trade and investment, and business organizations
have issued comprchensive studies derived from surveys of their
member companiecs. These include: ECAT the National Forcign
Trade Council, e Business Intcrnational*3,and the National Associ-
ation of Mamufacturers.

The Harvard Studies and the Tariff Commission study previously
cited have also contributed to the literature in this area, as have
Robert lawkins' Occasional Papers 1 and 3 for the Center for Mult’-
national Studies. The National Bureau of Economic Rescarch_is alo
undertaking an claborate study of the MNC and U.S. trade. >

? U.S. Direct Investmeits Abroad, Part I: Balance of Payments |
Data, U.S. Goverumeul Printing Office, December 197035 Parl I11:
Investiment Position, Iinancial and Operating Data: Group J, Petroleum
Industry (COM-72-10097), December 19713 Group 2, Manufacturing lndustry
(COM-72-10096), January 1972; Group 3, Other Industry and All Tndusirics
Summary (COM-72-10041), May 1972; National Technical Information
Service, Springficld, Virginia. . .

10 Union Carbide Corporation, Union Carbide's International
Investiment Benefits the U.S. Economy, New York, 1972.

11 Energeney Committee for American Trade, The Role of the
Multinational Corporation in the United States nnd World Ioonochs
Washington, Febroary, 1972.

12 The Nationul TYoreign Teade Council, The Impact of U.S. Foreign
Direct Investment on U.S. Employment and Trade--An Asscosment of Criti-
cal Claims and lecislative Proposals, New York, November 1971.

L3 Business International, The Effects of U.S. Corporate Toreim
Investment, 1969-70, New Youk, November 1972,

! 3 e = 3 3
14 National Associatioun of Mamufacturers, The U.S. Stake in World
Trade: and Investment, New York, January 1972.

15

Preliminary results and methodology .are outlined in Lipscy
and Weiss, "Analyzing Divect Investment aud Trade at the Company Level,"
in the American Statistical Association Amual. Proceedings, 1972.
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All of the foregoing generally support the proposition that
most multinational eompanies export more both to their affiliates
abroad and to forcigners in general than they import either from
affiliates or in gencral. The muliinational scanent of the U.S.
business eommumity, thereforc, has a better than average perfor-
mance in the trade field and has gencrated a consistent surplus.
Th*s eonelusion is most clearly shown by the Commerce Department's
Sperial Survey., 1970. The question of whether multinationals
con “vabute to an unhealthy dependenee upon imports in any given %
eritieal seetor is dealt with elsewhere (sce Section I above); but
in terms of the overall impaet on the U.S. economy, the MNC is seen
to be favorable in trade terms.

+ Labor organizations such as the ATL-CIO have challenged this
conelusion by blaming the MNC for loss of jobs attributed to
imports or to the "export" of the U.S. production base. The faets
are that less than 10 pereent of the global manufacturing produc-
tion by U.S. manufacturing {irms enters the United States--and )
more than half of that comec from Canada, with which the United
States has speeial arrangements for free trade in automotive
produets.

The notion that direct investment in manufaeturing faecilities
abroad displaces U.S. exports has also been examined in the litera-
ture, and although there are proponents of this concept ubroid and
some in the United States, such as Professor Pegay Musgrave, the
weight of the evidence is that the exports eould not have been made
from the United States for a large variety of reasons, of which
labor costs are only one--and in many eases, tiie least significant
factor.

It is important to dfstinguish the investment issues raised by

. the multinational eorporation from the trade issues--although labor

spokesmen have tended to confuse the two. Multinationals, to bhe
sure, are an important and growing factoe in U.S. exports--which, as
noted above, are helpful to the U.S. economy and, presumably, to
national security. They are a mueh less significant faetor in
imports; and the so-ealled "trade poliey" issues, while important
matters of both international relations and U.S. Govermnent polieies,
are not centrally linked to the multinational company. 1t is true,
however, that many investments abroad have been made beeause of the

8 Peggy B. Musgrave's statement to the louse Committce on
Ways and Means, Panel No. 11, Taxation of Forcion Tucome, U.S. Govern-
ment Printing Offiec, Iebruary 28, 1973; and "Tax Prefcrcences to
Foreign Investment," pp. 176-219 in The Leonomies of Vederal Subs idy
Progeams, A _Compendium ol Papers, Part 2-Tnternational subsidics,
Joint Leonomice Committee, Congress ol thoe U.5., U.5. Goversuent
Printing Olfice, June 11, 1972,
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trade policics of other countries, e.g., the LEC's common
external tariff, and numcrous nontariff barriers, such as local
content requirements.

Thus, U.S.-based MNC's can and do have a not inconsiderable
impact on trade patterns in the world generally. An important
paper on "National Security Considerations Affcctin% Trade Policy"
has been written by Thomas C. Sehelling of Harvard.t’ Sehelling
notes that trade policy is an instrument for shaping the domestic
cconomy, in particular in preparation for wars or other emergencles;
that it is an instruwnent for affecting the cconomies of other
countries, friends and allies or potential encmies; and that since
trade is vulnerable to war and other disruptions and emergencies,
trade poliey can be used both defensively and to mitigate the
damage {rom actions by others. IHis paper does not, however,
inelude investment questions or the role of the MNC. The MNC does
have a potential role to play in the national sccurity aspeets of
trade poliey, and this is dealt with in 3Section III D under the
"Eeonomic Warfare" heading.

By and large, the s bjeet of MNC's contribution to U.S. trade,
and any derivative conelusions one wishes to draw from the facts,
is pretty thoroughly cultivated and little original work can Le
done, except for the Department of Commerce to update their statis-
tical compilations. "

Sis LEffeet on Domestic Investment and Jobs, Finanees, and Taxes

This question has becen at *iie heart of domestic eontroversies
about the muitinational corporation, owing to the efforts of organized
labor to make the MNC a scapegoat for alleged job displacement.
Unfortunately. these allegntions iuitially tended to gererate more
politieal polonies than analysisj; but the business conaunity has now
responded with an impressive array of studies dealing with this
question in dep*+h. In addition to those by LECAT, Bus:iness Inter-
naticnal, the NAM, the National Toreign ‘Irade Council, and the Center
for Multinational Studies eited above, the Tariff Commission study
has specifically examined this area on an industry-by-industry basis
and concluded, in ecffect, that only highly unrealistie assumptions
about the ability of the United States to export would support the
notion that therc has been a net job displacement.

Occasional Papers 1, 3, and U of the Center for Multinational
Studies have explored this area. 1In No. 1, by Professor Hawkins,
the domestie ceonomic performance of industries with high and low
intensities of foreign investiment are compared. It found that the
higher intensity industries have, on average, performed well in
terms of shipments, exports, growih and cmployment, and better than
national averages. ‘The poor performers have been in industrics Llike

17 In the Williams Commission Report, cited, Papers 1.
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textiles where there has Leen little U.S. foreign investment. This
conclusion, which is supported by the Business International Survey
(Note 13 above) is sigificant both {rom the standpoint of labor's
criticism and national secerity. It indicates that whatever cause
and effect there may he in the relatively good MNC perlormance,
MNC's have not caused the problems of other scctors, nor have they,
in the ageregate, noved substantial elements of the U.S. production
basc offshore. The possihle exceptions, such as consumer electronics,
have been discussed in Section I.
’

Occasional Paper No. !, based on fhe Harvard Business School
MNC rescarch study, concludes that some 600,000 jobs nct have becn
created, due to the pull effect of direct investment upon exports
and the employment effeets of such additional exports, both in
procuetion jobs and in associated home office and indircct support
activitios. Professor Hawkins' Occasicnal Paper No. 3 is a method-
ological review of six studies in this field, including one sponsored
by labor, as_ well as a survey oy the Chamber of Commerce. All the
stiudies, except that by the AFL-CIG, sfiow a positive effecet ranging
from counsideraible to very substantial.l

The question of the qualitative impact has also been assesscd
in Occasional Paper No, 4, and the tendency noted for foreign dircct
investment to have an effect of upgrading the level and pay of U.S.
dobs hecause of theinr higher technological conient. Whether "mational
security" might be involved in +he displaccment of certain skills
relevant to defense production appears not to have been studied,
insofar as this survey could determine; but there may well be studies
by the Defense and Labor Departments which are not publicly available.

On balance. this area is bc nd to contimic to be a controversial
onc, because of the scnsitivity 1. labup's concerns. When looked at
obiectively, however, that concern scems to be more cver the acceler-
ation of changes in employment patterns in rbhat a joh crecated in the
United States due to a company's overseas activities may be in a
Jdifferent locality, a different. union, or ceven no union. Labor,
thevefore, perhaps with some rcason, sces a threat to its general
bargaining position in the U.S. national nicture, in part duc to the
internationalization of production, imports, shifts in consumer pre-
ferences, and the like. liere labor hos done some case studics of parti-
cular companies or industrics such as acrospace!? where a part of i1he
U.S8. production base has been moved off'shore. This is one of the ar: as

18 g0 others were the studics by BI, LCAT, NI'C, and Stobaugi
previously cited (See p. 7 of Occasional Paper No. 3)

19 Sec testimony of Andrew Biemiller, Director, Department of
Legiislation, AI'T-CT0, before tle Subcomnittece on International Trade
ol the Scenate Pinmaneoe Committec, Maveh 6, 1973, not yet published hy
U.S5. Covermment Printing Oflice.
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that might have an impaect on national security beceause of its
spccial relevance to the defense produetion base, as noted in
Seetion I,

Many studics of adjustment assistanee have made a good case
that the burden of adjusting to changes in skill patterns required
for industry and the general tendency to shilt from a production
to a service-oricnted economy can be more equitably shared by the
national ceconomy as a whole instead of left to rest on the shoulders
of particular individuals, skill levels, and communities. This »
subjeet is also fairly well resecarched however, and extensive
congressional hcarings have been held.20

With respcet to the effeet of foreign investment and the MNC
on U.S. finances and taxes, the argument has been made both by
labor erities of the MNC and by so-called tax rcformers that the
U.S. could eapturc a significant additional tax incomc if it elimi-
nated preferences now said to apply to internaiional as opposed to
domestie investment. This case has been made very strongly by
labor and others sueh as Stanlecy Surrey and Peggy Musgrave.2l The
business community has, however, strongly rcbutted these assumptions,
in voluminous testimony given to the House Ways and_Means Committece
during tax refowrm hearings in the spring of 1973.

The issues here are about the credit now given for foreign
income taxes paid, and the so-called "deferral" question. In con-
nection with the tax eredit, it should be nnted that these arc estaly-
lished by a network of bilateral treaties designed to avoid double tax-
ation, of whieh the United States is currently a party to more than
thirty.?43

20 gee Trade Adjustment Assistance hearings beiore the Subcom-
mittee on Torcign Leonomic Policy, House Committce on Toreign Affairs,
April 24, 25, 26, and May 9, 10, 11, 17, 1972, U.S. Govermment Printing
0f¥ice, 1972.

el See statements of Stanley'S. Surrey and Peggy B. Musgrave to
the House Ways and Means Committec, Pancl Discussions on 7Tax Retorm,
Panel No. 1, Objectives and Approaches to Tax Relors and Sinplification,

February 5, 1973, and Panel No. 11, Taxation of Yoreign Income, February
28, 1973, U.S. Government Printing Olfiec, Washington, 1973.

22 See Testimony before the House Ways.and Means Committee on Tax
Reform, March 6 through April 6, 1973, on Taxation of Forcign Income by
Donald M. Kendall (Emergency Comnittee for American Trade), Harry leltzer,
(3M Company), Paul D. Seghers (Internationa’ Tax Institute), N. R. Danicl-
ian, (ICPA), Robert M. Noriss (National Foreign Trade Couneil), and
others; the hearings have not yet been published by the U.S. Government

Printing Officc.
see Appendix A, Multinational Taxation, An Analysis of the

23

Taxation Provisions of the Foveion Teade_and _Investment Act of 1972,

International Leonomie Policy Association, Washington, 1972,

"
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According to Treasury estimates, elimination of the tax credit
could lead at least to an additional $3 billion of taxable incomc
an amount which could be strategiecally significant in tcerms of
national sceurity. 7The problem is, however, that such gains woul .
probably prove illusory, since the handicap on U.S. firms operatiig
abroad in terms of their foreign competition would force many of
them out of business, with serious, if not disastrous, effeets on
the stoek market. (Professor Robert Stobangh has estimated that
this impaet eould be as much as $200 bhillion in stock market valucs,)2Ur
By the time Congress adjourned in the summer of 1973, it -
appearcd that the notion of eliminating the tax credit, as proposed
in the llartke-Burke and other labor-sponsored bhills, had been dropped,
and the issue had eome down to that of "deferral."

This issuc could be more aceurately described as onc of, taxing
the income of forecign affiliates currently, without regard to whether
the ineome had beer repatriated and thus brought within the tax juris-
diction of the United States. Apant from the "extra-territorial”
legal aspects of the problem, mary witnesses before the House Ways
and Means Committec felt that here, too, there would be serious
competitive handicaps imposed on U.S. business companics who would
have to eut into the amounts whieh could otherwise be used in expand-
ing the overscas investment basce and market accoss by remitting
money for the additional tax obligations. Illowever {rom a government
finanec point of view, the amounts involved arc relatively insignifi- t
cant, estimated to be on the order of $325 million annually.

As Congress adjourned it scemed likely that the tax reform
issue might be put off until fall, although the Ways and Means Com-
mittec still had on its agenda both the Administration proposals
to tax certain "runaway plants," and "tax holiday" situations on a
eurrcnt basis, and the Committee proposal to tax at lcast 50 percent
of foreign-souree income on a currcent basis.

The literaturc and analyses in this area are very extensive,
and detailed eitations sce~m vnneeessary sinec there is little, if any,
national security impaet. The testimony of IEPA to the Ways and Means
Committee explored in detail the national economic interest involved
in the question of foreigi-souree taxation; and the matter does not
appear to require further examination in this survey.

| .

2l Statement of Robert B. Stobaugh to the louse Ways and Means
Committee's Taxation of Foreign Income Panel No. 11, February 28,
1973, cited.

€n N. R. Danielian, "Taxation of Foreign Ineome,"” Statement

before the House Ways and Means Committee, April 3, 1973.
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In concluding this survey on the cffects of foreign investment
by U.S.-based nultinationals on the United States, we should make a
brief cross reference to the role which sueh MNC's have in providing
vital natural resources which was discussed in Section I D, and to
the impact of the transfer of U.S. technology f(and receipt of foreign
technology) on U.S. competitiveness, which was analyzed in Section I B.

One can conclude from the extensive literature in the cconomic
-arca that, on balance, the U.S. nultinational firm has enhanced Qmeri-
can competitiveness in the world economy, and has helped the U.S.
balance of trade and payments. On an agurcegate level, it also
appears to have helped U.S. employment and production, both quanti-
tatively and qualitatively, although by accelerating the pace of
adjustment to new technological progress and consumer preferences, it
has crecated some dislocations. These scem better met by more ef-
feetive adjustment assistance programs than by shackling America's
multinational corporations. ~

The submission of ILPA's Center for Multinational Studies to
the 3enate Finance Committee reached the following conclusion:

While . . . therec are some problems as well as advantages

to be had from the institution of the multinational corpora-
tion, the latter arc identifiable and quantifiable, for
example, the gains for the balance of payments and trade.
The problems, on the other hand, tend to lie more in the
qualitative area--and coften involve factors of which the
multinational firm is mercly a manifestation rather than

a contributing cause, such as the increasing interdependence
of the world economy and the acceleration of technological
imnovation. This tends, however, to make the MNC vulnerable
to political attacks as a convenient scapegoat.<0

As previously noted, the national security interaction with the
economic effects of MNC's depends largely on the proposition that
national security, in its broadest sense, depends upon the strength
and potential of the U.S. economy. All in all, it is hard to sce
how the United States can conduct effective policies to maintain or
advance its 'mational security,” however that term may be defir »d,
withont intrinsic economic strength in domestic terws as well as a
profitable relationship with the *international econony. It is clear
that, whatever its problems, the American MNC has advanced rather
than retarded such viability. :

The facts in this arca are available. The controversy is politi-
cal. It is difficult to Iind necw areas of exploration. ‘The remaining
problem is one of public education. :

20 " . . i
"The Benellits and PMroblems of Multinational Corporations,"

senate Tinance Comnittee, Multinational Corporations, A Compenclivn of
Papers, U.0. Govermment Printing Office, Washington, 1973, p. 108.
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B. The Impact of Foreigm Tnvestment on the United States as
a llost Country

1. The Effeet on the U.S, Balance of Trade and Balance
of Paymcnts ‘

The basie principles of the effeots of MNC's on the balance of
trade and the balance of payments ol the home comtry, as deseribed
above for the United States, may apply in reverse at least in part
for forcign dircet investments in the United States as host courftry.
As outlined in previous sections, the effects of MNC's on tho United
State. ns home country have been volumninously covered in the litera-
ture on Mi'C's and dircet investment--although rarcly with any dis-
cussion of national sccurity implications. Foreign dircet investments
in the United States, however, have not been as carcfully rescarched
and analyzed, in part becausc of their relatively small macnitude
($13.7 billion in accumulated book value of investment in 1971 and
$0.9 billion in repatriated carn.ngs in 1972, in contrast with $86
billion and $10.u4 billion, respectively, for U.S. direct investments
abroad) . 27 : )

In recent years, it has beern a policy of the U.S. Government to
encourage foreign investmentis in the United States iii order to
bolster the U.S. balance of payments; and this will continue in the
future.2%pg @ conscquence, t"e seccurity ramifications of this invest-
ment inflow, which will most likely be controlled by foreign-based
MNC's, descerves more extensive and careful consideration.

Although the activities of U.S.-based MNC's have tended to
bolster the U.S. balance of payments, it is not necessarily true that
the cenverse holds for investment by foreign MNC's in the United
States. In the short term, such investment clearly helps the U.S.
balancec of payments, and hence the U.S. capability 1o support the
national security in ways which depend on foreign exchange expenditures,
In the longer term, however, probably a decade for an average invest-
ment, the cumdative U.S. balance of payments out{low will overtake
the initial inflow as earnings and royalties build up.

27 "Forecign Dircct Investments in the United States, 1962-71,"
pp. 29-10 in the Suprvey of Current Business, U.§, Department of Commerce
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February 1973, und Burcau of International Commerce, U.S, Department
of Commerce, "A Sumnary Vicew of Foreign Direet Investment in the United
States," pp. 121-167 in Rolfe and Damm, cited. '

28 Sce Walter Dumm, "The Leonomio Aspeets of Furopean Direot Ine
vestmenlt in the Unitoed states,"  pp. 35-51, in Rolfe and Dawn, cited,
Also sce Bureau ol Tnternationa? Commerce, Toveivn Direcr Tnveslops
in_the Iited Stales, 1ist of Fope o Viems wilh Sonce (doerest Ao rol
in Amcricon domtacturine and Potvoloun Companioes in the linilred Sthaloes,
U.S. Department ol Commercee, Pebruavy 1972, Tor an dindication o the
extensiveness of existing [oreivn economic involvement,
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Broadly speaking, there are four basic motives for foreign MNC's
to invest in the United States.2Y9 First is the currcntly deflated U.S.
stock market, a transitory phenomenon which makes the acquisition of
existing plant desirable., ' :

Second, the devaluation of the dollar has also made new invest-
ments in the United States, for a given level of productive capacity,
competitive in cost with new investments clscwhere.

Third, the changed exchange rates and resulting price factors
make continucd import sales to the United States uncompelitive. Profit-
ability for both the foreign manufacturer/cxporter and the sales ssubsid- _
iary or importer in the United States has decreascd lately. Nonetheless, i
the interest remains to stay active in the lerge and usually profitable
U.S. market, :

The fourth motive is the threat of protectionist trade policies
in the United States. U.S. labor's shift from a free-trade stance to
protectionism (witness the AFI-CIO-supported Hartke-Burke bill and
its rigid import quotas) is well noted above,

The exact relative magnitudes of the balance o7 payrents impact
of forcign investment cannot be casily ascertained. An inf ow of foreign
capital will finance the investments, aiding the balance of payments.
Part of the composition of U.S. imports will shift to components, and
products complementary to U.S.-made produet lines, possibly reducing the
total import bill. U.S. exports to other foreign MNC affiliates and
markets as part of the MNC's global interaction may pick up. And
finally, remittances of ecarnings to the foreign home office will grow.

Even assuming that the net of these flows may ultimatcly be nega-
tive on the U.S. balance of payments, there may not be a feasible
alternative to the incrcase of foreigr MNC activity here. For not only
do foreigners hold over $90 billion ef U.S. dollars which can readily
be spent in the United States, but maintenance of a relatively open
economy, extending the same privileges of national trcatment to forcign .
dircct investments as foreign countries do to our dircct investors,
is nceessary for continued U.S. competitiveness abroad,31

This open poliey also may prove relatively harmless to our
balance of payments and to the long-term ability of the United
States to carn sufficient forecign exchange to pursuc its national
security objectives abroad. Much depends on the relative rate of

29 John D. Danicl, Recent Toreign Direct Manufacturing Investment
in the United States - An Intervicew Study off the Decision Process,
Pracger, New York, 1971,

30. Sce S. Stanley Katz, Toreign Dircet Investment in the United
States, pp. 965-980, in the Williams Commission Report, Papers 1, cited.

31 lowever, Rep. Dent (@-Pa) has introduced a bill which would
limit Lorcien ownership ot U.S, firms; the Porceign Investors Limi-ation
Act, LR, 8951, introduced in Congress on June 26, 1973, See Conress-
ional Record, June 26, 1973, p. 11-5172.
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growth of U.S. investments abroad and foreign investments here.
Only a rapid upsurge in the latter, combined with stagnation in
the former, would cause a scrious problem.

The climate in whieh U.S. direet investments and MNC expansions
were made abroad differs from the elimate in which foreigners will
inereasingly inveg! in the United States in the following respeets:
First, the U.S. dircet investments in Evrope were made in an economy
recovering from World War II's ravages, and creating a vast new
market, the EEC, which was not yet used to advantage by wide-scale,
domestic commercial ventures. U.S. MNC's led the way in realizing
the potentials of cconomic scale, and thereby profited immensely.

In contrast, the new foreign investments in the United States will
enter a market well utilized by preexisting nationwide firms, with
access and familiarity with the most modern technology and management
techniques. Furthermore, the U.S. economy is entering (or has cntered)
a new period of adjustment to searcities, and of reorientation from
mere growth in goods measurcd "standard of living" to "quality of
life." The foreign entrants may face mueh stiffer competition for

a share in a slowly growing pic.

The effeet of this different environment may be a slow growth
of foreign MNC's in the United States--and consequently a more
manageable problem in relation to the U.S. ability to gencrate
net foreign exchange surpluses to finance nati~nal security interests
worldwide. The basic issue is the transformation of the United
States from a creditor to a debtor nation. The implications of this
for U.S. national security requires much rigoirous study, which is
so far lacking.

2. The Effecct on Domestic TIavestment, Jobs, Finances and Taxes

The most probable effect on U.S. taxes from foreign investment
in the United States will be an inerease in revenues--to the dcgree
that foreign direct investments add to production and business
profitability, rather than merely transferring ownership to foreign
hands. Assuming the current network of tax treaties remains in
effeet, the U.S. as host country would have the first tax claim on
subsidiary profits within it, just as foreign countries do on U.S.
MNC's. The MNC tax issues and their impact on public revenue
reviowed above should prove equally applicable lto inward end
outward investments.

Increased foreign investment in the United States will probably
bolster the finaneinl and security markets of the United States by
inerecasing foreiegn demand for borrvowings to finance their invest-
ments. To the extent such enterpriscs beecome truly multinational
in ownership as well as operations, they will further inercase
integration of world financial markets just as U.S. MNC's have done.

In the area of jobs, investment and agerecate cconomic perdlormance
in the United States, the entry ol foreiegn MNC's scems generally
desirable. 7This arvea has also been seantily treated in the




literature to date, but has a tangential national sccurity impact
revolving around the general strength of the American ccanomic
system, and, where new skills are introduced, in the expansion

of the technological base of the U.S. cconomy.

On one level, new foreign investments entering the United
States create jobs--or often appear to do so. The tukcover of
a closed plant, or the ereation of a wholly new one, contributes
to growth, production, and employment. It thus may aneliorate the
opposition of urg inized labor to liberal foreign trade policics»
and to U.S. outward investment, which is the other side of the
coin.

In the case of the foreign acquisition of a preexisting U.S. -
owned firm, there is obviously no immediate inceremental impact on
employment--indeed, old employces, especially on managerial levels,
may be apprehensive as to their continued cmployment.  (This type
of problem in takcovers has recurred Tfrequently in the history of
U.S. firms in the European Community.)

It has been argued (in the Tariff Commission report already
noted, among other studies) that a proper combination of monctary
and fiscal policies, and investment incentives fop wholly domestie
firms might have accomplished the same procduction and job cxpansion.
Therefore, the foreign MNC employment impact may be more superficially
apparent than rcal. 0On the other hand, forcign investors may bring
innovative technology, marketing, and products to the United States,
just as U.S. firms have done abroad.

There is also a question of structural impact on the industrial
cconomy. Does the entry of foreign competitors into domestic
production inercase or drerease competition in the United States?
Superficially, it would seem to lead to an increase-~-espeeially
when the foreign MNC constrnets new plants and facilities. But in
the case of takcovers of preexisting domestie firms, the foreign entry
may well deereasc competition--espeeially when the acqguired firm
was previously competing with the MNC's shipments for import into
the United States. The entire question is under continual considera-
tion by the Antitrust Division of the U.S. Department of Justice,
which has repecatedly stated that mergers and acquisitions by foreign
firms will be treated on the same basis as those by domestic firms,
and consequently the applicable previsions of +he Sherman, Robinson-
Patman, and Clayton antitrust acts will apply. This, of course,

32 On this general question, sce Richard V. McLaren, "U.S.
Intitrust Policy and Dircet Foreign Investment," pp. 72-75, and
J. J. A. Ellis, "rhe Legal Aspeets ol Enropeman Direct Investment
in the United States, pp. 52-71, in Rolfe and Danmn, cited.
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sometimes appears to be extraterritorial application of U.S. anti-
trust policy to lorcign parents, which has caused some political
resentiment.,

To the degree that foreign entry represents increments of
vigorous competition into the domestis marketplaces, then it probably
should be judged beneficial, despite the complaints of domestic
competing firms which feel unwanted new pressures.

By the same light, new foreign investment in the United Stites
may be beneficial to the general productivity of American industry,
especially where new and modern plant construction or existing plant
modernization ensues. To the degree that foreign investments in the
United States serve to make the U.S. industrial plant more dynamic,
more immovative, and more modern, foreign MNC entry may have a bene-
ficial effcct on nstional sccur%ty through additions to the national
economic strength and dynamism. 3 '

These arc all imponderable questions. 1In ‘a free economy it is
not possible to guide foreign investments only into those sectors which
may appear to have an additional dimension of national interest such
as practiced by France and Japan. A detailed study of what forcign
technology we would like to import from a national sccurity point of
view, and what steps, dircet and indircet, the U.S. Government can
take to encourage such investments, may be a worthwhilc undertaking.

3. thc Effcct on the Control of Sperific LEssential Industries

It should be noted that certain cconomic activities in the
United States are not permitted to aliens: coastwise and fresh water
shipping, tclccommmications, domestic air transportation, atomic
energy facilitics, hydroclectric power facilities on navigable water-
ways and mining operations on ederal lands.3% These restrictions stem
from the defense essentiality of the enterprise, the public trust
nature of the activity, or the historical alien exclusion from natural
resource exploitation in the United States. Tn addition, varions
states have regulations speecially governing alien land-ownership,
foreign-owned banking, and forcign-government-owned insurance
companies, as well as exélusion of aliens {rom aspects of the
alcciolic beverage industry.

Despite these formal limitations and exclusions, however, Toreign
MNC's arc able to engage in the specified enterpriscs through minority
participation in corporations chartered under domestic U.S. law (in

33 Tor a discussion of the general question, sce Stefan 1.
Roboclc, "The Silent Invasion," pp. 26-30, in World, Januavy 16, 1973,

3 Sce Chiamb.er of Commerce o.” the U.S., Stall’ Report on Poveion
Tavestmenl in the hited States, July 20, 1973, for a discussion ol Lhese

and other legal problems velated to loreign MNC's operating in the
United States.
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which aliens own 25 percent or less of the voting stock). In some
cascs the ownership restrictions are even more limited: only a
majority of stock must be owned by U.S. citizens in international
E shipping lines for than to be eligible to receive construction and
operating differential subsidies from the U.S. Government, |

-

The political consequences of allowing foreign MNC's to engage I
t in defense-related industries (from which they are not specifically
excluded) are only passingly considered in the literature. 35 One can ,
envisage a foreign MNC reluetant to engage in nroduction for U.S. [
i defense contracts, perhaps, because of home country objections to the .
U.S. foreign policy goals supported by a military buildup, but it
scems likely that a domestic concern would readily move into the gap,
and unlikely that a material need could be fulfilled only by technology
{ exclusivel y owneuw, but not yet licensed out, by a foreign conceiir.
i T, Morcover, few foreign governments apply the "global concept" of
Jurisdiction over the activities of their citizens which the United .
States has sometimes sought to enforece in analogous cases.

Just as it is difficult +o control the outward flow of U.S.

! teclinology (save by Manhattan-project types of sccurity measures,
which themselves have not been very succesful in the long term), it
seems unlikely that foreign firms could prevent the United States
from acquiring, duplicating, or refusing to honor patent rights to

! technology refused it from abroad. There are many technical questions

here, not covered in the MNC literature reviewed, which may be |
discussed in technical and patent law journals not inecluded in this
survey. i

A different political consequence of foreign MNC operations in
] the United States might be their stimulation of rabid nationalism
and xenophobia, which would threaten the continued national treatment
granted foreign corporations here. The wellsprings of such moves
[ appe r emotional, rather than logical in view of the extensive U.S.-
owned share in foreign economies hostage to a reciprocal hostility. |
It should be hoped that the U.S. public is more sophisticated than
the nationalists of some LDC's, and thai the political leudership ,
of the United States would prove more sophisticated and open-minded;
but the possibilities certainly exist that high levels of foreign

35 Most of it is legalistic in nature, dz2aling with the assets
of German indust:>y in the United States which was scized in World
Wars I and II.
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cconomic activity within the U.S. ceonony eould stimulate isolationist
ciotions, just _as inereascd imports from abroad have stirred up
protectionism, ,

.
3
i
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The conscquences of heightened levels of Toreign MNC investment
in the United States on war mobilization are also relatively unstudji
On the first level, it would seem that in time of need, uncooperative
foreigm assets could be frozen or expropriated, new managements
installed, and (at the cost of some disruption) production continuecc
. as happenced with German assets in World Warp IT. The requirement of

U.5. ownership and management in the essential industries specificd
above would obviate this problem; in other, less directly defensec
related industries, the disruption probabliy could be casier borue.
In short, what Raymond Vernon calls the problem of "multinationals

\ trojan horses" is not apparently a major one for U.S. sccurity,
In terms of internal security, however, the problem may he different
Soviet trade missions and quasi-governmental entities like Amtorg
liave been notorious as "covers" for intelligence and espionage
activities. This aspect does not scem to he dealt with in the MM(
literature surveyed.

A more complex question is whether the existence of significan
foreign MNC investments could weaken the U.S. research and develop
' base, especially from a military technology standpoint. Forcign
observers have charged that U.S. direet investmants have left their
countries dependent on continued imports of new technology and R&D
from the U.S. parent firms. The chances of weakened U.S. industry
would depend in part upon relative R&D costs here and abroad, as wel!

1 36 The Dent bill, H.R. 8951, cited, and Representative Dent'
| speeeh accompanying its introduction, p. H. 5471, C.ngressional Re q
June 26, 1973, U.S. Government Printing Offiee, Wachington. Onc L 1]
has already passed the California Assembly that would prohibit a
foreign bank from starting business or adding branches in the statc
unless the bank's home country extends equal privileges to Califor
based banks. One very large opponent of any such legislation is tl
multinational Bank of America, which fears foreigit retaliation again
its operations abroad. See "California legislators take aim at fou
owned banks in the state, much to distress of Bank of America," The
Wall Street Journal, August 6, 1973. A new Illinois law, effective
Oetober 1, 1973, bans foreign branches whose governments won't allo
! Chicago banks to establish themselves there. The fllinois law sever
£ restricts branch banking of any type. Foreign banks must operate
i under Illinois eharters and regulations which require that two-third
of their direcctors be Illinois residents. The Wall Sireet Journal ,
August 20, 1973,

37 "Multinational Enterprise and National Security," p. 113,
An_Antholoey, cited.
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whether MNC's gencrally excercise an ethnocentric preference.
Another consideration is whether foreign MNC's could ever beeome
sole or dominant sources ol production of catevory ol goods,

he Literature on U.5, MNC Ren aclkivity, reviewed in the tirs!
section of this report, would appear to apply, but it should be
noted that foreign MNC's seem generally more eonservative in their
planning and internationalization than Ameriean MNC's, and therel
presumably more prone to retain research budgets abroad.

The national seeurity problem relates in the end to the balan
to be struck between the eoncepts of international eeonomic inter-
dependence based upon rational allocation of resourees versus the
more narrow "self-sufficiency" coneecpts. Can the Vaited States,
for example, afford to rely upon forecign sources of teehnology or
Foreign-controllcd imports in any group of advanced technological
industries? ‘the saving graee is that it does not appear likcly
that foreign MNC investments ecould ever become the only firms
producing in a given field of endeavor. Given the lead of U.S.
firmms in high-technology industries, foreign competitors probably,
at best, will compose only a share of participants in any area,
rather than the sole providers of a whole class of goods.

In summary, apart from the long-range balance of payments
eonsequenees, the dangers of xenophobia, or the possibilities of
foreign MNC's becoming intelligence acquisition centers, the
"national seeurity" interaetion with investments in the United
States by foreign MNC's appears small.

The United States nor only requires U.S. ownership of certain
industries, but it excrcises strategie trade eontrols as well as
other forms of jurisdietion over all firms doing business in the
United States, regardless of ownership. For this reason, perhaps,
literaturc is generally lacking in this area. Nonetheless, the
stralegie consequenees of the rapidly growing foreign direet invest-
ment and opcrations by foreign MNC's in the U.S. may merit further
study to verify whether the foregoing swmmary impression is valid
or whether some security implications have been overlcoked, or,
perhaps, have not yet emerged.

C. Effect of MNC's on the Global Eeonomy and Monetary System

The question of whether the multinational eorporation is causin
(or merely reaeting to, or possibly aceelerating) a shift to a genuine
world eeonomy based on a world marketplaee, and whether this is,
on balance, a good or a bad thing, has been debated by a number of
writers.

Judd Polk has made some admittedly speculative forecasts to
the effect that the world economy may be dominated by 200 giant
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firms by 1985.38  on the other hand, Kenneth N. Waltz questions

the growing cconomic interdependence of countries.39 The political
consequenies of Polk's economice projections are enthusiastically
embraced by Richard Barber,Y0 and George Ball,"! the former Under
Secrectary of State. As already noted, Kindleberger and Vernon arc
among the eminent scholars who have urged that, in effeet, since th
multinational corporation is here to stay, nation-states must adapt
to it by developing international controls and greater internationa
cooperation.

The global economy, unfortunately has neither yet arrived nor
can its arrival be predicted with the confidence asserted by sonc
scholurs. Moreover, its national sccurity implications defy ready
chavacterization, since they imply basic ehanges in political
behavior and perceptions. Vernon concludes his essay on "Multinal
Enterprise and National Security""2with the observation that multi-
national enterprises will be "even less available as instruments of
national strategy" than heretofore, and that:

The willingness to entertain a multi-governmental approach
to the eontrol of multinational enterprises will grow.

Once that door is orened, the position of the multinational
enterprise in international relations will be greatly
changed, and the relationship between multinational
enterprises and national security will become more
attenuated than ever.

If the impact of the MNC on the creation of a "global economy
appears too philosophical for cmpirical research as to the national
security implications, this is not true of the impact of the MNC on

38 Sec for cxample, Jndd Polk, "The New World Economy,"
Columbia Journal of World Business, Vol. 3, No. 1, pp. 7-16, January-
February 1908. llis thesis appears in a number of articles and has
been widely quoted by cther writers.

39  "The Myth of National Interdependence," in Kindleberger,
Ihe International Corporation, cited.

40 The Amcrican Corporation, Dutton and Company, New York, 167

"L Numerous articles in various periodicals, e.g., Colunmbia

Journal of World Business, November-December 1967; Dunn's Revicw .
February 1968; a particularly representative view is in The War/
Peace Report, '"Making World Corporations Into World Citizens.™

2 Cited, pp. 122-123.




the world monctary system. Again, it has to be assumed that a
stablec world monetary system is important to the national sccurity
ol all major countries, including the United States.

The effcet of MNC's,with their global financing, profit centers,
and ability to transfer fimds, to play "lcads and lags"” in settling
accounts, and to hedge against changes in currency valuation was
largely ignored in the literature until the monctary crises of
1971-73.

At that timc, numerous periodicals and news media began to
accuse the MNC's of being "major international speculators" and of
being responsible for this or that run on the dollar, or inflow of
Foreign exchange into Germany. Although the Commercce Department's
Office of Voreign Direet Investments did issuc a press relcase
iundicating that, on the cvidencc available, American multinationals
had not transferred significaut amowunts of currency in the period
preceding the May 1971 crisis,uj the U.S. Government had not added
to the data available on this subject wuntil the issuance of the
Tariff Commission report for the Senate Finance Committee. And
this, as it turned out, mcrely added fuel to the fire. The report
says, in essencc, that although few, if any, multinational corporation
and banks actively cngage in speculation, they nevertheless controlle
some $268 billion in short-term, liquid assets, of which the movement
of only a tiny part could produce a massive monetary crisis.

The data from which this generalized judgment is derived is
highly questionable~--as are the commonsensc implications, since
most of the assets indicated are not readily transferable. But
as a recsult of the publicity growing out of this study, the
Federal Reserve Board has undertaken a study of monetary movements
by the MNC's. The results arc not yet available.

In the academic world, work is underway at UCLA, among other
research centers. There, Dr. John R. Domingucz has specialized in
this area, and Professor Bcnjamin Klein is doing a paper for thce
Center for Multinational Studics, to be published in the fail of
1973. Professors Robert Stobaugh and Sidncy Robbins of the Harvard
and Colambia Business Schools, respectively, have issued a book on
Monecy in the Multinational Entgrprise,”” of which a summary recentl
appeared in Fortunc magazinc.'d

I3 Department of Commerce News Release, Office of Forcign
Dircct Investments, Thursddy, May 20, 1971.

" Stobaugh and Robbins, cited. S$ce also, Bernard A. Lietaucr,
Financial Management of Foreign Exchange, M.I.T. Press, Cambridgc,
1971, Like Stobaugh and Robhbins, this is basically a "how to" bool,
wLthongh more conceptuwal and mathematical in content.

U5 "How the Multinationals Play the Money Game," Fortune,
Anagust 1973, p. 59.
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The problem in this area is to distinguish cause and effeet.
Yor example, the U.S. imposition of investment controls forced many
U.S. companies to borrow to finance their expansion abroad; this,
in turn, ecreatced a demand, et by the large number of dollars
available in Furope on account of U.S. balance of payments deficit
a combination which led to the creation and phenomenal growth of
the Euro-dollar market. This Euro-dollar market, since it is not
rceally subjeet to the cffeetive control of any single nation, has
becen a pool of liquidity which has spilled over international
boundaries, ercating considerable instability in currencies. In
a very rcal scnse, the MNC appcars to be both the vietim and a
contributor to such developments.

0f course, to the extent that U.S. multinational ecorporations
collcetively represent considerable finaneial elout, and to the
extent that their judgments about the future value of a currency
lead them to hedge, let us say against the dollar, there can he
serious consequences, both for the dollar's value and indirectly,
at least, for U.S. seecurity. (Each devaluation of the dollar
probably adds a nearly equivalent pereentage to the cost of U.S.
troops and faeilities abroad.) On the other hand, there is some
cvidence that the impact of banks, especially in Britain and
Switzerland, and Middle East oil imoney have been at lcast as large
as, if not larger than that of the American multinationals. In
any case, in the long run, it is likely that the inereased Americ:
demands for importcd Middle East o0il will ereate many billions of
reserve assets in the hands of the Arab states which may represent
a far greater threat to international monetary stability than the
operations of multinational eompanies.u6 For the latter are in
business to muke money by selling goods and services, and not by
speculating or hedging, cexcept as a defensive measure. Neverthelcss
this subject is so important that additional research could well
be justified. The problem, however, is to obtain accurate data
on the finaneial aectivities of individual actors (MNC's and others).
It is to be hoped that the Federal Reserve or other government
studies will inereasc the available data.

R The MNC and LEeconomie Warfare

During Woxida War II and the post-war period, no American war
college worthy of the name was without a course on "ceconomic
warfarc.” Among the clascic texts were George A, Lincoln's

U6 See John G. McLean, Chasrman and Chief Executive Officer
of Continental 0il Company, U.S. Responses to the Energy Situation,

statement before the Subcommittee on the Near East and Southeast
Asia, llouse l'orecign Affairs Committec, May 16, 1973. The hearings
have not yet been published by the U.S. Government Printing Office.
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1!; The Lconomics of National Scecurity, "7 and Hiteh and McCain,

The Economies of Defense in the Nuclear Ace. W% 1In any all-out
conllict, ecconomic warfare is widely recognizea as an important
instrument, whether by disrupting cnemy access Lo supplics

s (preclusive buying, embargoes, cte.) or by insuring one's own
aceess to essential supplies. The latter, of course, was a key
clement of British glabal strategy with regard to thec resources
of the Middle East and India until after World Wer II.
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In the nuclear age, however. it is widely thought that all.
out confrontations are suicidal, at least among major nuclear
{ powers, so that "economic warfare" has heen downgraded as a
’ "respectable” subject. Logic, howevcr, suggests that it may be
of cven greater importance in politico-economic conflicts, given
i the reluctance to employ military force because of the dangers
i of nuclear escalation.

The United States has maintained both a unilateral strategic

cmbargo on certain items and a multilateral strategic trade control
| through COCOM. The so-called Battle Act provides the legislative

authority for strategic trade controls and an annual rcport on

implementation of the Battle Act is issued by the State Department . '

Hlowever, as detente diplomacy overcomes the legacy of the cold war

such controls and restrictions appear to be in the process of

being lifted or eroded.

Looking ahecad, the relationship of the MNC to cconomic warfare
liabilities and potential, both offensive and defensive, appears tc
be almost completely overlooked in the literature. As previously
noted, there are orly threce references bearing directly on the
point in the rescarch covered in this survey, although, of course,

l there may be many others in government departments to which we have
not had access. >0 This appears to be an area defiritely worthy of

"7 Prentice Hall, Englewood Cliffs,.N. J., 1954,
48 MNarvard University Press, Cambridge, 1960.

49 Battle Act Report, 1972, Mutual Defensc Assistance Control
Act of 1951, 25th Annual Report to the Congress, U.S. Department of
State, May 1, 1973.

50 The three are: Thomas Schelling, "National Sccurity
Considerations Affecting Trade Policy,” in the Williams Commission
1 Report, Vernon, "Multinational Enterprise and National Sccurity,”
and Lt. Coloncl Richard Bowen, Strategic Implications of Multi-
national Tutorprise, all previously cited
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more detiiled rescarch. Imagine, for instanee, a U.S. "cold war”

Type conllict with smother ua jor country oy coal ifion of commireic
I i

L ) : : C ’ Wk T 3 o olaure
YRE ILv Wiapsdhas ol uleJiulvs ol h.S.-buscd multinationals asscts
or liabilities? They may be subject to seizure, of eourse. They
may be regarded as "Trojan horses."” They may be compelled by theix
host governments to follow polieies inconsistent with the strategi
interests of the United States. They may be used as "hostages" |
blackmail purposes. On the other hand, with well over $86 biltion
of book value assets (as of the end of 1971, and doubtlessly far
more now, as well as in terms of market value), they represent a
signifieant potential for control of important seetors of the
world's economy, often in strategic areas, depending, of course,
on the nature and participants in the confliet envisaged in the
scenario.

L2

The question that has to be asked is, ean the United States,
in peacetime, make eontingeney plans for the effeetive mobilization
and employment of these corporate assets, without generating major
domestie controversy--and undoubtedly, serious opposition by the
business commmity--and risk jeopardizing these potential asscis
by inereasing the su.picions of host governmments? In the literatu:
rescarehed, we have not cncountered a serious discussion or analysi
of the pros and eons on this issue.

A case in point was the determination several years ago by th
Defensc Department that the acquisition of the most sophisticated
offensive and defensive missile systems by the Soviet Union was
handicapped by their backwardness in computer technology.
Aceordingly, eomputer production facilities were on the controlled
list. These eontrols were, of eourse, administered in conjunction
with other NATO eountries through COCOM. About this time, however
the Soviet Union for politieal purposcs was promoting a "technolog
entente”" with the Freneh Government of Charles deGai.le. TFrance
was also sceking eamputer technology. This must have put‘ IBM and
other Ameriean affiliates in France and luropean eountries in a
fairly serious dilemma. It seems prolable that there are extensiv
diseussions of the problem in the files of both the companics
concerned and government ageneies; but the issue does not appear
to have been diseussed to any extent in the public literature,
perhaps hceause of its sensitivity.

Researeh into the seleetive applications of strategie trade
eontrols or other techniques of economic warfare may, of course,
be difficult to conduct on an unelassified basis. But a more
careful search, under appropriate governmental auspiees in this
area, to inelude the literature in the National War College and
Industrial College of the Armed Forecs, definitely seems warranted.
The research should specifically include the role which the MNC
can play in "defensive" economic warfare, that is cireumventing
cconomic pressures brcught by other countries against the United
States. Ixeept for Schelling's article noted above there appears
to be very little current literature on this subject. The dispersal
of faeilities throughout the world also has some advantages from

the point of view of post-attaek recuperation and survival, shonld
thermonuelear conflict arisc.




TV. © AREAS OF SPLCTAL IMPACT: M [LITARY, POLTICAL AND

ECONGLIU LIELCES O niC'y AMD LAY widy RELAT juNg

Although the broad term "Last-West relations™ ercompasses
China and Eastern Europe, as well as the Soviet Union, the
developing relationship with China is still too new to have
produced much literature other than in popular and some business
journals, In any case, the prospeccs for U.S.-Chinese economic
relations appear limited by economic as well as politieal tactox
and will probably progress more slowly, with less involvement by
multinational companies operating under contraets or eoncessions
thun is likely to be the case for the Soviet Union. This section
therefore, deals primarily with the strategic impact of MN“'s on
relations with the Soviet Union, and to a lesser extent with
Eastern LCurope.

b4

Each of the headings of possible MNC-national security inter-
action previously discussed——military and defense production,
political, and economie--has special relevance to the U.S8.-Soviet
relationship, There is, of course, a large volume of literature
dealing with the general subject of East-West trade. A good data
base is available in the form of the UN's Erunomic Commission for
LCurope (ECE) economic bulletins and surveys, and various reperts
on industrial cooperation which are issued as ECE documents. As
previously noted, the U.S. Government makes available information
through the annual reports on the Battle Act, and the Department of
State has issued a research study on Trade of NATO Countries with
Comnunist Countries. 1967-70.1 Congressional hearings are also a
prolific souree of papers on this subject.?

It is noteworthy, however, that little of the literature
sampled makes specific reference to the important role of multi-
national companies. The Center for Multinational Studies has

1 Department of State Research Study, Washington, D.C.
June 29, 1972,

2 See A Toveign Economie Policy for the 1970's: _Part 6-
East-West Lconomic Relations, hearings before the Subcomaittee on
Foreign Economic Policy of the Joint Economic Committee, Decemboey
7, 8, and 9, 1970, U. S. Government Printing Office, Washington,
1971; People's Pepublic of China: An Eeonomie Assessment, A
compendium of papers submitted to the Joint Eeonomic Committee.

May 18, 1972, U.S. Government Printing Office, Washington, 1972
Observations on Fast-West Eeonomic Relations: U.S.S.R. and Priand,
A Trip Reporl, Novenmber-Necember 1972, submitted to the Joinc
Leonomic Comuittee, Uebruary 16, 1973, U.S. Government Printing
Oltice, Washington, D.C., 1973; and Last-West Trade, bcarings befope
the Subcommittee on International I'irance, Senate Banking and
Currency Committee, June W, 13, 27; July 17, 24, 25, 1968, U.s.
Government Prinrting Office, Washington, 1968.
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recenfly issued Dr. Thomas Wolf's Fast-West Economic Relations
and the Multinatjonal Corporation,? whieh is one of the few

doecuments to concern itself specifically with this subject. Oue
can expeet the literature to grow fairly rapidly, not only in

the West, but also in the LEast. One reeent paper submitted to

a symposium on "The Growth of the Large Multinational Corporation™
notes that Hungary alone has about 200 cooperation agreements
with Western partners and this number is increasing by 30 to 4O
percent per annum.'t

The upsurge of activity in this field is brought about by a
longstanding interest on the part of Western companies in access
to markets and resources in the Soviet Union, wich what the
Dircctor of the State Department's Bureau of Intelligence and
Research calls an eagerness on the part of the USSR "to obtain
cquipment and technology from many countries, and this includes,
e.g.. U.S.-invented machinery produced in Europe with American
parts by multinational corporations."5 As this official notes,
the Soviet Union is secking to proceed on the most cost-effective
basis to improve its standard of living and the quality and
quantity of consumer goods without sacrifieing its defcnse posture
or general cconomie structure, so that it seeks access to Western
capital, technologv, and know-how within the constraints of its
balance of payments. Whether gains for the Soviet economy, at
least in the serse of lower "opportunity eosts" for military
programs, have an adverse efiect on U.S. security depends on one's
assumption about long-range Soviet intentions.

Howard Perlmutter of The Wharton Business School speaks of
"trans-ideological™ enterprises arising out of this coincidence
of inter2st.0 The gener-1, if somewhat cautious, pursuit of
"deter.te” by both Last and West has, in effect, made respectable

3 Center for Multinational Studies, Occasional Paper No. 5
July 1973.

?

4 Gyorgy Adam, "The Big International 'irm and the Socialist
Countries: An Interpretation,” in the C.N.R.S. International
Symposium on "The Growth cf the Large Multinat:ional Corporation,"
p. 7. -

5 Statement by Ray S. Cline before the Joint Economic
Committee on U.S.-Soviet economic relations, July 18, 1973.

6 "Em~~ging East-West Ven'uvres: The Ideological Enterprise,”
Columhia Journal of World Busincess, September-October 1969, p. 39.
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the more active pursuit of these sclf-interests by Western
firms and the Soviet Union and other countrics of Eastern
Europec.

Senator Ribicol'f has pointed out that:

While politicians and diplomats still argue over the
same old tired political issues, businessmen and
bankers are rcarranging the basic nature of rclations
between states and peoples. While the generals still
busy themselves with planning their war games and
mancuvers, increasing commerce between East and West,
and the growing internationalization of production
arc making the idea of a major armed conflict in
Europe an absurdity. The activitics of multinational
corporations . . . arc crossing frontiers and crasing
national boundaries more surely and swiftly than the
passage of armies and the conclusion of peace treaties.’

If, as Senator Ribicoff suggests, "eco-politics" is replaeing
"geo-politics," then the intcraction between the MNC and national
security is likely to be particularly relevant in ‘he area of
East-West relations. This aspect docs not appear to be adcquately
resedarched in the literaturc; and it appears worthy of morc
scrious study.

On the military side, there are clear implications for the
plans of assorted U.S. companies (many, but not all, MNC's) rto
invest what vill amount to billions of dollars in the development
of mineral, petroleum, and natural gas deposits in tlie Soviet
Union and to be repaid for their investment largely in kind, that
is, with the extracted product. In the military seasc, this couid
increase U.S. vulnerability to a cutoff of important sources of
supply for political or ideological reasonc.

The cffects of such potential vulncrability can only be
assessed in the context of overall demand and supply, and while
it is probable that the various government agencies have done

studies, we have not_encountered any major analytical work in the
literature surveyed.

7 "Is This the Age of Ecopolitics," speech by Hon. Abrahan
Ribicoff, Chairman, International Trade Subcommittee, Committee
on Finance, U.S. Senate, in Hungary and Romania, as quoted in
The Wall Street Journal, September 2, 1971, p.y.

Raymond J. Albright, Siberiun Encrey for Japan and the
United States, 15th Session, Scnior Seminar in Forcign Policy,
Foreign Sceevice Institute, Deparment ol State, 1972-73,




From a political stand:oint, both sides will tend to create
"hostages" to the good behavior of the other by increasing their
nutual dependence: the United States on Soviet resources, the
U.S. companies in terms of their substantial investment, and the
Soviet Union on the Western eapital and teehnology involved.

There may be a narallel here to the arms contvol efforts to limit
both the U.S. and the Soviet Union to second-strike, or retaliatory
strategic postures, If damage-limiting strategies (offensive or
defensive, e.g., ABM) are avoided, eaeh power becomes a defensel:s:
hostage to the other to a quite unprecedented degree. This may
make the "economic hostage" aspect less traumatic for all concerned.

Even more significant may be the long-term political and
idcological effect of intensified contaet and exposure. Soviet-
ologists differ as to the degree to which the Soviet eeonomie
interest in expanded Fast-West relations can lead to a willingness
to make political eoncessions; for example, in mutual foree
reductions or the Middle East. To the extent that such a willing-
ness exists, however, it is hard not to characterize it as a
development of strategic significance.

However, the Soviet Union may be banking on the fact that the
creation of a vested interest in eontinued good relations may wovk
to their long-term advantage; one can surmise that a major
agrecment such as that bejig negotiated by Occidental Petroleum
could lead it to be a potential eonduit for Soviet influence agains
a line of U.S. policy that might lead to U.S.-Soviet friction.
Cynics about the probability of a major ehange in the basic Soviet
hostility toward the West could also point out that the emerging
pattern of cconomic relationships gives the Soviet Union at least
as many opportunities to conduct "subversive" operations against
the West as the other way around.

On the cconomic side, it eannot be denied that, in the long
term, the United States is going to need additional sour-es of
raw materials; and it may very well be able to use additional
markets--although the "grass" on the Soviet side of the market
fence may not prove to be that much "greener"! The problem here
is in the nature of the financing and the type of "dividend" payment.
On the former, therc has been criticism tha: leag-term, low-interest
loans or credits amount to subsidized trensictions, and that the
Soviets are getting financial "bargains' unavailable to others.
Payments for investments are mostly in kind, except for the rela-
tively rare ases where the Soviet need ifor a partieular technology
warrants the expenditure of their scarce foreign exchange resources.

The Eastern European countries, as well as the Soviet Union,
have become quite adept at bargaining for deals whereby the
investor or exporter must take in exchaiage hard-to-markei products
ol’ those countries, to dispose of as he ean. The danger of "dumping”
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from this type of relationship is recognized in the U.S.-Soviet
trade treaty and its provisions against "market disruption.”
Nevertheless, a centrally controlled economy of the size of

the Soviet Union's could exert significantly disruptive effects
on commodity markets in the United States by its selling practices,
as well as its buying. The latter is illustrated all too elearl
by the agricultural purchases which have, in part, resulted in
the current shortages of several key feedgrains, with a resultant
rise in domectic prices and the imposition of export controls.
The seeurity aspects here are indireet, to be sure; but the
potential for th®-~ kind of closcly-noncerted operation has been
clearly demoustr. _ed.

While the United States is in a position to eontinue enforcing
those strategie trade econtrols which still apply to the Soviet
Union, Fastern Europe, and China, the current political climate
creates almost a presumption in favor of evport lieensing, rather
than the almost automatic decision against borderline cases which
was the practiee of the "cold wap" period. This proecess will not
be limited to goods, for it is apparent that the MNC involvement
in the Soviet Union is leading to a diffusion of technology and
management services as well. Since the Soviet Union is especially
ncteworthy for paying for such imported merchandise or ideas only
until it is feasible to copy and produce them at home, the long-
terr balance.of interest is ambiguously defined.

The affirmative case for continuing and exganding East-West
relations has been made by a number of writers;9 but the risks
have not been fully pointed up in the literature, except in the
polemices of irreeoncilable anti-communists., Some more obhjective
research and thoughtful analysis seems called for, if only to
analyze fully the potential pitfalls ahead.

The gencral subject of East-West trade and most-favored-nation
treatment for the communist countries, partieularly the Soviet
Union, is now before the Ways and Means Committee. The Administra-
tion's trade legislation requests inelude authority to srant MEN
treatment to countries not now having it, e.g., the Sovie+ Union,
for the duration of the three-year general agreement with the
Soviet Union. American labor has not reacted very enthusiastically
to this proposal; it may fear, perhaps justly, that a "state-
trading" ceconomy where the conecept of cost is arbitrary could

9 Ssee Joseph Wilczynski, The Economies and Politics of East-
West Trade, Praeger, New York, 1969; and Thomas A. Wolf's forth-
coming U,S, Cast-West Trade Poliecy: FLeonomic Warfave Versus
Feonomie Welfare, D.C. Heath, Boston, 1973; and Samuecl Pisar,
Coexistence & Commerce:  Guidelines for Transaetions between Fast

and West, MeGraw-lill, New York 1970.
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flood the market with imports of eheap, not to say "slave" labor,
(One of the selling points of the socialist countries in their
proposals to the West has been that they can provide "eheap and
reliable” labor.) 1f sueh a pattern does develop rapidly, it is
easy to prediet many politieal eonsequences, partieularly the
wrath of organized labor in Western Europe and the United States.
A worsening of the overall politieal elimate between East and
West may result from sueh controversy.

In summury, while there is a vast literature on the subject
of Last-West cconomic relations and U.S.-Soviet trade, the role
ol the MNC is a relatively untreated topic, and the potential
risks to national seceurity do not appear to have been objeetively
studied. Onc is reminded by Lenin's dietum that "when the time
comes to hang the eapitalist class, they will compete with each
other to sell us the rope," of the diehotomy between the interests
of the Russian sta’e and the eommunist ideology. It is ironic
that the multinational corporation has beeome not only the whipping
boy ol leftist agitators around the world (as, for example, in
the Santiago eonferenee eited earlier) but simultaneously the
Soviet Union's ehosen vehiele for an infusion of Western capital
and technology!

There are, in short, both pros and eons unexplored during the
current cuphoria in the United States and other Western govern-
ments about expanded economic relations with the Soviet Union and
Fastern Lurope. How these balanec out may depend on the answer to
the classic quesiion of whether the eommunist ideology or the
interests of the nation-states in the Eastern system are going to
be dominant in the years ahead. This question is un..nswerable at
this time; but Western businessmen and governments seem willing to
place large be<s on the "national interest'" horse.
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