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CHAPTER I
INTRODUCTION

The phenomenon of foreign inward investment in the United States has
recently engaged the attention of economists, historians and, to a lesser extent,
of political scientists, but there has been hardly any research by behavioral
seientists into the attitudes of Americans. This oversight is to be regretted, for
the subject may have important implications for both American institutions and
future evolution of cross-border investment flows.

One line of inquiry that may prove particularly fruitful in understanding the
problems foreign investors face in the U.S. is the relationship between charac-
teristics of foreign investment and Americans' attitudes. The current research
attempts to identify and measure some of the elements assumed relevant for
foreign investors in acquiring their legitimacy. Specifically, this study seeks to
explore the nature and intensity of attitudes present in the U.S. towar< the
following aspects of foreign investment: (1) country of origin; (2) type of

business operation; (3) method of entry; and (4) extent of foreign ownership.

BACKGROUND OF THE PROBLEM
The problem is placed in perspective by first examining the evolving
concerns of Americans toward foreign investments. Next, the nature of conflicts
resulting from host society—foreign investors' interaction and recent changes in

the characteristics of foreign investors are examined.

Foreign Investment: The Evolving National Concern

Foreign investment in the United States has aroused conflicting opinions
and arguments among business leaders, government officials and the public since

the infaney of the nation. A look at the history of foreign investment in the
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2
United States reflects the development of three distinet chronological stages in
its expansion, growth, patterns, and the accompanying attitudes toward it, can be
discerned.

The first stage, which could conveniently be dated from the birth of the
Republic to the start of World War I, was characterized by the encouragement of
foreign investment. During this period the economy was developing, inward
investment exceeding outward investment. The beneficial effect of such invest-
ment on the nation's balance of payments, employment, technological progress,
and consumer welfare was recognized as early as 1791 in the remarks of
Alexander Hamilton, the first Secretary of the U.S. Treasury:

Instead of being viewed as a rival (foreign investment) ought to be

considered as a most valuable auxiliary, condueing to put in motion a

greater quantity of productive labor, and a greater portion of useful

enterprise, than could exist without it (quoted in Rolfe, 1970: 121).

A liberal attitude toward foreign investment still prevailed during the
second stage of development., Timewise, this era lasted from World War I to the
mid-1960s when the United States was recognized as a developed country,
serving as the biggest bastion for outward investment. On the federal level, the
government prescribed a passive attitude toward the action of private enterprise,
foreign and indigenous. Internationally, it supported a multilateral philosophy
and participated in various international forums such as the United Nations
Center for Transnational Enterprise and the United Nations Conference on Trade
and Development, seeking to liberalize eross-border investment.

. Although the federal government did not have incentive schemes at this
time to attract foreign investors, as many European countries did, several indi-

vidual states actively promoted inward foreign investment. They developed

eiaborate and well-publicized programs, such as setting up development offices
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3
oversess, and promoting overseas missions by top state officials, leading bankers,
and businessmen of the state. Southeastern states (Alabama, the Carolinas,
Georgia, and Virginia) were quite active in this regard, establishing offices in
Brussels, London, Frankfurt, Switzerland, Tokyo, Mexico, and Taiwan. The
pursuit of these policies over time, coupled with the pervasiveness of a multi-
lateral philosophy on the federal level, led to the growth and rapid expansion of
foreign investment, particularly in those Southeastern states.

A change in attitudes toward foreign investment began to appear during the
third stage. This stage, which began in the middle of the 1960s and has continued
to the present time, can be further subdivided into two phases according to the
nature of concern on the part of the American public. The first of the phases,
beginning in the mid-60s, is concerned with the consequences of outward
investment. Labor union leaders and academia (both neo-Marxist and mercan-
tilists), among others, began to bring to the fore some of the old protectionism
arguments: negative impacts on the balance of payments, balance of trade, and
the impacts on the national industrial base due to "exporting jobs and technology"
to other countries. The concern of the AFL-CIO led to the introduction of the
foreign investment control elements of the Birke-Hartke bill, designed to restrict
imports and to make outward investment unattractive by major increases in
taxes on overseas profits.

The opinions of the American general public began to alter further with the
International Telephone and Telegraph scandal in Chile. Americans perceived
that some U.S.-based multinational corporations were guilty of "immoral
behavior" in the form of briberies and political contributions designed to provide
favorable action on the part of some government officials. Accusations were

also made that the corporations speculated in currencies, leading to the
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4
weakening of the dollar in August of 1971, and some segments of the American
public believed that oil companies were in collaboration with the Arab petroleum
boycott, which instigated the subsequent escalation of petroleum prices following
the 1973 Arab-Israeli war.

Starting in 1971, the second phase witnessed a further, unprecedented
change of the American public mood: investment has become "bad" for the home
country and for the host country as well. The sudden growth, magnitude, and
pattern of investment has triggered in the United States,1 as it has in many other
countries, some concern over the implications of the actions of given foreign
investors. The rise of the welfare state and increased economic interdependence
among nations have further exacerbated the situation and raised greater concern

over the impact and legitimacy of their operations.

The International Scene

A few years ago, Servan-Schreiber noted in his book, The American

Challenge, that multinational enterprises (MNE) is synonymous with "American."

Fifteen years from now it is quite possible that the world's third
greatest industrial power, just after the United States and Russia,
will not be Europe, but American industry in Europe. Already, in the
ninth year of the common market, this European market is basically
American in organization.

The importance of U.S. penetration rests, first of all, on the
sheer amount of capital invested—currently about $14 billion—
($14,000,000,000). Add to this the massive size of firms carrying out

1Some of the factors cited in the literature for the sudden growth of
foreign investment in the U.S. include the following: the two dollar devaluations
since 1971; foreign labor costs equalized to those of the U.S. due to faster rises
in wages abroad; the new floating exchange rates; and more importantly, the
depressed stock market of 1973.
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this conquest. Recent efforts by European firms to centralize and

merge are inspired largely by the need to compete with American

giants like International Business Machines (IBM) and General Motors.

(Servan-Schreiber, 1968, p. 3-4.)

However, in recent years "the American Challenge" has become "multi-
national challenge." Recent U.S. Department of Commerce Studies show that
European and Japanese are globalizing production in the world and are becoming
faster in some cases than U.S.-based MNEs. Leontiades (1970), writing in the

Columbia Journal of World Business, suggested that European MNEs are "pene-

trating or improving their position in the sophisticated and profitable U.S.
market through takeovers and direct investment in new production facilities at
an increasingly fast rate." Moreover, he pointed out that since 1965, rates of
return on foreign direet investment of European MNEs in the U.S. are exceeding
those of U.S. MNEs in Western Europe; these points also were made more
recently by Sametz (1974) and Webly (1974), among others.

Developing countries thus far have only a small share (3 percent) of
outward investment (U.S., 1974, p. 151); and most likely a substantial portion of
this is located in other developing countries. Rose (1977) points out that in
Indonesia, Asizn developing countries are beginning to "successfully challenge"
established Japanese, North American, or European affiliates. Somehow similar
observations were found in Afriea and West Asia by India-based MNEs (Wells,
1977). But the year 1974 marked an important turning point in the evolution of
international investment; for the first time they have shown the capacity to
invest in developed countries as well. Due to a shift in the relative bargaining
power of members of the Organization of Oil Exporting Countries (OPEC) vis-a-
vis multinational petroleum firms, they were able to demand a "fair and just"

return for petroleum products. For some, these returns exceeded their domestic
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needs and consequently they began to reinvest access capital in other countries,
developing and developed. With visions of independence, affluence, and security,
channeling of excess funds into the corporate sector was seen a&s the only
alternative to cover oil resources soon to be exhausted. Thus, today the process
of foreign investment is not a one-directional nature (i.e., "American"), but

rather a two way stream.

Host Country Responses to Foreign Investment

The foreign investors (especially the MNEs) as an institutional instrument,
very new in their structure, financing, and operations, have presented a radically
new social, political, and economie input (U.N., 1974). Policy action by foreign
investors, it has been recognized, affects every concern: economic development,
trade and investment flows, technological progress, military security, cultural
penetration, national identity, and the most sensitive political issue (i.e., the
capacity of the nation state to pursue its national interests without external
pressure). In view of the limited experience with the foreign enterprises, the
interface between foreign investors and modern nation states created consider-
able strains and tensions (Fayerweather, 1974). The growth of tensions has been
more evident in host countries than in home countries, but the problem has been
apparent almost everywhere.

Developing Countries. Historically, the link between the expansion of MNEs and

the growth of tension has been evident in developing countries (U.N., 1974).
These institutions, headquartered in the advanced countries, are known to have
had a relatively large impact on domestic economic activity, both overall and in
particular sectors. Thus, more so than in advanced countries, the presence of
foreign investors is known to have had a larger share of government revenues,

employments, foreign trade and the balance of payments. To these peculiar
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