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vanced by countries unfavorably affected by our new control pro-
grams. We have already respended to the Canadian difficulty and
in a manner which is hardly consistent with the investment con-
trols philosophy and approach. It is entirely possible that some
private actions in the planning stage which will be interrupted,
restricted, or canceled because of the new controls are of such sig-
nificance to foreign governments that they will receive attention
at the diplomatic level. The international politics will vary from
country to country and from complaint to complaint as they de-
velop among our friends abroad. It is absolutely naive to proceed
on the assumption that our friends abroad will do nothing while
being adversely affected by the controls program.

The relationship between U. S. direct investors ahroad and the
host country, both in the short and long term, is a very important
Tactor in the ability of a company or an industry to operate flexibly
and with dynamism in the foreign area. Sometimes clearances or
government approvals abroad are necessary in order to establish
the proper kind of relationship. When these procedures are inter-
rupted or hobbled by withdrawal action of the U.S. Government
affecting our U.S. direct investors, the impact will not stop with
the short run. The relationship between the U.S. company or
industry and the foreign host country may be interrupted or set
back for a great many vears to come. This, of course, is implicit in
the whole process of international trade including direct invest-
ment abroad which cannot be operated on an “off-again-on-again®
basis.

C. So restricted are the foreign direct investment regula-
tions that they permit no credit to the direct investor’s current
investment quota for such inflows of capital as purchases by
foreign affiliates of American equipment, receipts of royalties or
management fees and receipts representing an increase in export
sales. Each of these items makes a positive contribution to our
international balance of payments and should, in our judgment.
authorize at least a partially offsetting liberalization of the current
investment quota. Indeed, if this program is to be continued in
effect, this kind of safety valve could go far to mitigate the very
harmful long-range effects of the mandatory program by provid-
ing an incentive for enlarged current contributions to our balance
of payments which in turn would make possible current invest-
ments not otherwise authorized and which would yield returns in
the future.

D. Now let us turn to a central problem with regard to the
direct investment controls program; namely, its administrability,
both from the standpoint of government and industry. Before
proceeding with our criticisms, we should like to make it clear
that the Institute is very much aware of the tremendous admin-
istrative burden placed suddenly—almost overnight—on the
Department of Commerce. The personnel involved in this pro-
gram are making a valiant try in administering what we con-
sider to be a nonadministrable program and a program which is
thoroughly fallacious in conception. They have been particularly
zealous to try to assist in urgent situations where, as President



