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4.. The latecomer to foreign investment with little or no investment
g‘;xrmg the base period and thus no base against which to work in the
ture

Division of the world into schedules with preference for developing countries.—
The adoption of the direct. forexgn controls program in one breath 1mp11es a
balance-of—payments crisis’ but in another seems to say the situation is not so
serioys that- we. cannot accommodate the policy objective of assisting develop-
ing countries: Poesn’t the federal government have to make up. its mind as to
which policy objective is more 1mportant‘> The result is to blunt the objective
of balance-of-payments improvement by accommodation of the developing coun-
try policy. The structuring of-thé program into schedules appears to reflect a
determination to force ‘a “retreat of Amierican business from RFurope,” an
area from which substantial' dividends benefiting our balance of payments have
been received. Paradoxically, the program gives favored treatment to invest-
ments in countries which are not, because of the stage of local econemic de-
velopment, capable of a quick and generous payout on such “investments,

If there is to be a control program it would seem the-Administration should
give absolutely priority to.the balanee- ofhpavments objective. At the same time
it should structure the control prograimm in such a manner as to give business
maximum flexibility with regard: to its foreign investment decision making.
This argues clearly for abandonment of the schedule system and the adoption
of: a worldwide single application, Indeed; the Voluntary Program—aeknowledged
a resoundmg suceess by government———had‘ the great virtue of* preserving flexi-
blhty in corporate. decision making. With the mandatory program that ﬂemblhty
is gone.

Obviously, a division of the globe, dictated by political considerations, arbi-
trarily prevents the normal flow of funds to those points whieh offer the greatest
return on investment. Moreover, by “scheduling” the globe in the manner in
which the regulation: does, the Administration’ has created a very great adminis-
trative problem for companies which have investments in more than one schedule
because. of the substantial' lateral dealings between members of a group of
affiliated foreign nationals across these arbitrary lines.

We are critical of the- scheduled: appreoach which compromlses between the
balanvce-oﬂfrpayments improvement objective and the objective of favoring develop-
ing countries. We do not believe, for the reasons stated; that this further sacrifice
of-flexibility for American business within the-control program can be justified
and that the scheduled approach ought to be: abandoned in favor of a single
worldwide approach, Thus, assuming the controls pregram is continued; the total
goal of the. Administration would not be changed. Business would be put in a
more flexible position and the admimstratlve nightmare created by the schedule
approach-would be aveided.

We recognize that the federal government has a 1ong—standmg national policy
of helping developing countries which is believed to be in the interest of the
United States-as well as international development. We adhere without hesitation
and irrevocably to the propesition that pursuit of this objective should not result
in a further burden on or creation of a further inflexibility for, business with
regard:-to the total private investment effort, particularly under a control system.
If the government wisheés to give some extra boost to-the developing countries
in the light of the imposition of a controls program it should not discriminate
against developed countries under the controls program but should provide some
direct incentive for investment in the déveloping countries. This is already being
proposed. threugh: negotiation. of ‘tax treaties and -undoubtedly the Treasury De-
partment together with other interested departments could develop a. more
potent ihcentive in this respect. At the same time that we make this comment,
we ingist that first things must:come first and:if the Administration feels that-the
balance-of-payments problem is the central problem then it ought to treat it as
such and not attempt to splinter-its effort.

A: realistio look. at foreign horrowmg —A central part of the theory of the for-
eign direct investment program is the preoposition that the program is designed
primarily to reduce. overflows and increase repatriation: of earnings: and that
foreign direct investment may be carried on'at a reasonably high level by re-
course to foreign borrowing. This proposition stands up better in theory than it
does in reality because of certain- very important restrictions on borrowing
facilities and: on the Borrowing: freedom:and éapacity of ‘companies involved :
1. In the first place capital facilities abroad are limited, although' they
are developing: This is. true even: in sophisticated areas like Western Eu-
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