614

D. Invitation:to protectionism.—These controlg represent an open invita-
tion for:the Congress to proceed toward protectionist measures with respect
“to imports, and a similarly open invitation to industries concerned with im-

. port problems to press for quotas and tariff increases. The Administration
cannot have it both ways. It cannot expect to adopt a restrictionist approach
to foreign investment and hold the line with regard to the theory of free
trade in other respects.

E. A long-range problem.—The balance-of-payments problem has been with
us for a decade. In our judgment, no long-range program for its solution has
been developed by government and yet it is clearly a long-range problem,
not a short-range difficulty which lends itself to opportunistie, ad hoe, short-
range palliatives. Not only does it not lend itself to this type of correction
but the short-range prescription would be bad medicine in the long run. Not
only has there been weakness in government policy making with respect to
the long-range solution of this problem, but government insists on trying to
isolate from the balance-of-payments problem many domestic economic
policies which have a direct and significant impact on our international
payments position. Only when the Administration desperately tries to find
a new rationalization for a tax surcharge and avoid a substantial program
of reduction in nonessential government expenditures does it attempt in its
rationalization to relate domestic economic policy to international economic
policy. On matters of domestic interest rates, for example, the government
posture is to proceed on the basis that the interest rate policy in this country
must be set for domestic reasons irrespective of international balance-of-
payments considerations. With respect to budgetary policy the same approach
is adopted. -

F. An unbalanced program.—The President’s message of January 1 re-
ferred to a multifaceted program to deal with the balance-of-payments
situation. From an implementation standpoint, the multifaceted program
has, for all practical purposes, been discarded and reliance has been placed
on controls, and in this respect controls primarily on private investment
abroad. This is not a balanced program. It is not a program sound in its long-
range implications. It even has strong disadvantages for the short run. And
it would seem to reflect a preoccupation with control for control’s sake.

G. Bias against private investment abroad.—Aside from the clear drift
toward controls over private decision making affecting private investment
abroad, we are concerned that there is present in government, at least to some
degree, a tendency to frown upon private investment abroad, to punish-it in
some respects, and to attempt to direct, influence or control it for a variety of
reasons. As we look back over the last several years, we believe that the rec-
ord evidences these tendencies. For example, there is the attempt to control
private investment abroa« because of our policy with reference to developing
countries. This involves a desire to direct private foreign investment into the
developing areas and away from the developed countries, an objective which
unfortunately not only is unrelated to balance of payments but is in conflict
with balance-of-payments objectives because of the much greater ability of
developed countries to produce a prompt and significant payback from invest-
ment therein. As previously suggested, the Revenue Act of 1962 ig in some
respects a control device with respect to private investment abroad. There
have been statements made by government officials to the effect that business
hag not done a good: job in making its private investment decisions with re-
spect to foreign countries, particularly in Western Europe in the last few
years. Thig suggests that government may undertake to second-guess deci-
sions on matters as to which business is more experienced than government ;
namely, where and why and how to invest their resources abroad.

Beyond this retrospective audit tendency, government policy makers have
said on occasion that private investment abroad has been “overdone.” Such a
statement, referring specifically to “the early 60’s,” wag included in the 1967
Economic Report of the Council of Economic Advisers and quoted with ap-
proval by the “Blue Book”* of the Treasury just published. There undoubt-
edly is in the minds of some a conflict in reference to allocation of U.S.
resources between domestic investment and foreign investment, between
domestic programs and .proj‘ecbs abroad. And there undoubtedly are some in

By’ aintaining the Strength of the United States Dollar in a Strong Free World Hconomy,
U.S. Treasury Department, January 1968, : i



