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basis of alleged legal authority grounded in an ancient statute and
without consultation or approval by the Congress in which is
vested the taxing authority. Finally, as indicated elsewhere in
this statement, the administration has apparently dropped its
tentative plan to offer tax inducements to repatriate accumulated
earnings.

AFFIRMATIVE RECOMMENDATIONS

We turn now to an identification and discussion of certain affirma-
tive recommendations which we believe should be considered, first as
an alternative to the controls programs that have been instituted or
proposed, or as accompanying steps in the event the investment con-
trols remain in effect for at least a limited period of time and the pro-
posed tourist restrictions are legislated. We recognize, of course, that
Congress may choose to permit the foreign direct investment program
to continue solely as an executive branch effort, although it may see
the need for legislation in some areas such as those aspects of the pro-
gram involving taxation. We will deal first with the nontax aspects.

1. 4 prompt return to a voluntary system affecting direct invest-
ment abroad.—Although we have certain misgivings about even a vol-
untary system of restrictions on foreign investment, it is clearly pref-
erable to mandatory controls. It preserves maximum flexibility for
decisions to be made in the marketplace and for management to con-
sider various approaches to meet established goals. It avoids the very
costly machinery of control from the Government viewpoint and it re-
lieves business of the tortured process of formal compliance, Gov-
erniment conferences, tedious paperwork, exacerbation of relationships
with partners abroad, etc. By preserving an important degree of flexi-
bility, it will make business better able to avoid some of the perverse
effects of the mandatory program—as, for example, a reduction of ex-
ports and a disruption of total world trade planning—swhich will in-
evitably flow even in the short run from a rigid system of controls.
Both from the Government and private viewpoint, it will facilitate
the avoidance of gross inequities arising either from the fabric of the
control system or from the varying circumstances attendant on indi-
vidual company positions.

As already acknowledged by Government, a voluntary program can
accomplish a substantial adjustment in the balance-of-payments situ-
ation at an acceptable cost in terms of both national policy and private
impact. In sum, when all of the adverse factors of mandatory direct
foreign investment controls, as outlined herein, are taken into con-
sideration, it is our firm belief that the net performance of the volun-
tary system will be at least as productive as that which can be achieved
under mandatory controls. We recommend, therefore, that the
spectacular move which the administration felt obliged to take on
January 1 should be reversed at the earliest possible date.

9. Foreign investment and domestic fiscal policy~—TUp to a point we
agree with the administration’s position concerning the fiscal situa-
tion in the United States. We accept the proposition that perhaps the
most serious aspect of our balance-of-payments problem is to be found
in domestic policy. Continuing budgetary deficits—huge deficits—
which inflate the economy and thus raise the costs of exporting com-
panies are a grave threat to our international competitive position.



