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We will further confine our attention to controls on European in-
vestments since this has been the area of greatest investment activity in
recent years and is now subject to the most rigid controls. We pose the
question, “What would have been the result had the controls instituted
on January 1 of this year been introduced on January 1, 1959, follow-
ing the large balance-of-payments deficit in the preceding year?”
(These controls prohibit capital flows to direct investment in most
Furopean countries, excluding the United Kingdom and certain less-
advanced countries, and permit reinvestment of earnings in an amount
no more than 35 percent of average annual investments in Kurope
during 1965-66. The remainder must be remitted to this country.) The
consequences of introducing this program 9 years ago, when the U.S.
balance of payments was first recognized to be a problem, would have
been roughly as follows.* ‘ : )

Adwerse impact on balance of payments—The book value of direct
investments in Europe (excluding the United Kingdom) would have
been in the neighborhood of $4 billion at yearend 1966 instead of $10.5
billion. Earnings from such investments would have been about $517
million in 1967 instead of actual earnings in the neighborhood of
$750 million. Remittances would have totaled $233 million in 1967
instead of roughly $473 million. Exports to European affiliates of U.S.
companies would have totaled some $417 million instead of roughly
$1.1 billion. (We have excluded from both export estimates, those
which could have been expected to take place in the absence of U.S.
affiliates.)* Management fees and royalties from U.S. investments in
Europe (excluding the United Kingdom) would have been roughly
$119 million instead of $297 million.

In 1967 the dollar inflow from these three factors combined—i.e.,
remitted earnings, royalties and management fees, and exports would
have been in the neighborhood of $769 million instead of some $1,878
million. Assuming actual outflows in 1967 of $1,129 million to Europe
(excluding the United Kingdom) the balance-of-payments effects
would have been only slightly more favorable if the ban on capital
outflows (inflows totaling $769 million) had been instituted in 1959
than they actually were in the absence of the controls (i.e., $1,878
million income less $1,129 million outflows for a favorable balance of
$749 million).?

It is true, of course, that our international reserve position would
have been somewhat improved inasmuch as the net impact of the con-

1 It should be stressed that these figures represent only the roughest of approximations.
Again, our purpose is only to give some general notion of the magnitudes involved. Assump-
tions underlying these computations are described in the appendix. Results are shown in
the tables attached to the appendix.

1a We should note in this connection that, given the nature of the export impact, even the

immediate effect of the ban on capital outflows is vitiated to a marked degree by a significant
reduction in the exports that otherwise would have taken place. This is because a significant
portion of U.S. capital invested in U.S. affiliates abroad has been in the form of capital
equipment for installation in new, expanded, or modernized facilities and there has also
been a substantial export of materials, parts, and components for further processing or
assembly in U.S. facilities in Europe.
. 2 Less onerous restrictions have been applied to investments in other developed countries
including the United Kingdom, Canada, Australia, Japan, and the oil-producing countries of
the Middle East. The adverse impact would have been correspondingly less than that for
investments in continental Europe. For example, rough estimates suggest that if these con-
trols had heen instituted on Jan. 1, 1959, the value of direct U.S. private investments in
these countries at yearend 1966 would have been roughly $21.8 billion instead of an actual
value of some $26.8 billion. It appears on the basis of historical data that the restrictions on
investments in countries other than those comprising these two groups would have a mini-
mum impact on the investments of a majority of companies.



