
THB EFFECTS OF UNITED ST4TB8 DIBECT PRIVATE FOREIGN

INVES1MBNTS ON THE UNITED STETES

BALANCE OF PAYMENTS

A» ̂ OGi^F aunij^

A THESIS

Presented to the Department of Economics
and the Graduate School of the University of Oregon

in partial fulfillment
of the requirements for the degree of

Itoctor of Philosophy

June 1961



.UNIVERSITY OF OREGON LIBRAf?'^
^

ldvi8«r foe (ho fhtcls)



^ •

^FlGv, W'^kh- >
y» v-^-Ti^ V

"®

j^'

jT ** •■ i
• 'a «« X

^.'' j-p

Copyright Iqf

k. Gerloi Hosan

June 1961



FBEFACE

etmididatft first becmae interested in tbe effects of foreign

investisents on tke host country during an investigation of the probleais

of econos^e developioent of listin America conducted 1^ the institute of

International Studies and Overseas Adstinistration at the University of

Oregon in the fall of 19S9, and to which the candidate was a contri

butor.^ This study was finished in early 1960. In Che spring and

stneser of 1960, the candidate participated in a study with Professor

Raymond f. Mikesell on the development of world capital mrkets in the

postwar period as they affect tlmi financing of United States trade and

foreign investments.^ Study of these two aspects of foreign invest

ments ai^ the current deficit in the United States balance of paysMsits

proi^ted this study of the effects of foreign investments on the United

States balance of payments.

Hbm thesis has been prepared under the technical supervision

of the candidate's major instructor. Professor Raymond P. Hikesell,

%. S., Congress, Senate, Committee on Foreign Relations, Sub-
coamittee on African Republic Affairs, Problems of latin ̂ ibBerican
Rconomie Development. 86th Cong., 2d Sess. (Comaittee Print), Report
No. 6, United States-latin American Relations, prepared by Institute
of International Studies and Oversaas A^boinistration, University of
Oregon, February, 1960.

University of Oregon, Institute of International Studies and
Overseas Acbainistration, World Capital Markets, prepared for the Stanford
Research Institute, Menlo Park, California, July, 1960 (unpublished,
86 pp.).
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CHmEE I

INTBOmJCTION

The purpos* of tbis study 1» to analys* how United States

direct private foreign inveetiaent enterprises affect the United States

halance of paysMnts, and to determine the nature and magnitude of this

impact for various types of enterprises. Since the United States

balance of payments has shown a sizeable deficit for the past ten years

and since serious concern has been voiced over this deficit recently,

it was considered desirable to investigate the effects of United States

foreign enterprises on the United States balance of payments,^

This chapter deals with the method of approach of the study,

including a description of the variables and relationships analyzed,

organization of the study, and a susaaary of the primary statistical

sources used.

Method of Approach

United States direct private foreign investments include enter

prises abroad in which United States residents have a sizeable interest.

In the latest census of United States foreign enterprises, direct private

^For an ezpression of concern over the deficit see an address
by Per Jacobsen in International News Survey, Vol. XII, Ho. 64 (Septem
ber 30, 1960), pp. 509-516.



foreign Invostaente are defined to include United States equity in the

following tyi^e of enterprises:^

1« Foreign corporations of which the voting securities are owned to the

extent of 23 per cent or more by persons who are residents of the

United States, and analogous interests in partnerships and other

organizations.

2* Foreign corporations of which the voting stock is publicly held

within the United States to an aggregate extent of SO per cent or

more, but distributed among stockholders so that no one investor,

or group of affiliated investors, owns as much as 25 per cent.

3, Sole proprietorship, partnerships or real property»other than

property held for the personal use of the owner—held abroad by

resld^ts of the United States.

4, Foreign branches of United States corporations.

United States foreign enterprises affect the Unit^ States

balance of payments in many ways. For purposes of analyzing the rela

tionships involved between the balance of payments and foreign enter

prises the following variables snist be considered:

A. The TOthods of financing, Including establishment or purchase, and

expansion of foreign enterprises,

5, Sate of earnings, and the division between earnings transferred and

relnvesti^.

^Samuel fizer and Frederick Cutler, jg. S. Business Investments
in Foreign Countries. U. 8. Department of Commerce, Office of Business
Economics, 1960, p. 76*



G. Mrect trade effect® on the United States balance of payaents fro«

United States inports produced by United States foreign enterprises

and United States exports sold to United States foreign enterprises.

S. Indirect effects on the United States balance of payments from

iaports of United States foreign enterprises; and Indirect effects

on the United States balance of payaents resulting ftom the sales

of Unitsd Statss foreign enterprises in host countriss a^ to third

countries*

All United States foreign enterprises affect the United States

balance of payaents in sosm way, but thare Is considerable difference

in the total effect end in the relative iaportenee of the variables

aentioned above* for exaeple, som United States foreign enterprises

do not trade with the United States at all, while other United States

foreign enterprises aay not transfer any earnings for a period of tiaw

because all earnings are tnployed for expansion.

In order to show the effects on the United States balance of

payments resulting from the establishaent end operation of e msiber of

different types of United States foreign enterprises, simulated eases

Involving certain cooaon features and certain variations are eaiployed

as analytical techniques. It has been postulated that a n«md»er of

different types of $1 million enterprises ere established in e given

year and that they operate and expand for a period of fifteen years on

the basis of the actual experience of foreign enterprises in the 1950-1959

period* United States receipts and payewnts produced hy eeminge,

financing and trade by various types of foreign enterprises can all



b« applit^ to tliio booie aodol and eh* offocta on the United Stetee

halance of payoMtnts eonpared.

The types of foreign enterprises Included In the study are petro-

leua, alnlng and saeltingf nanufacturlng, and trade. The areas of location

of the foreign enterprises are Canada, lAtln daierlca, and Europe, In

addition, there Is a category for all types of foreign enterprises, and

one for all areas.

The Blgnlflcanee of the variables relating United States foreign

enterprises to the United States balance of paynents Is ei^lalned briefly

In the following paragraphs:

A. The nethod of financing the establlshiBent of the foreign

enterprise Is a significant variable, A United States foreign enterprise

sHty be established alnest entirely with United States goods and services,

or with alaost all foreign goods and services. A United States cospany

wty purchase the stock of an existing foreign eoapany and pay for the

full aaount In dollars. A United States eoapany say also acquire a

foreign subsidiary by an exchange of stock of equal value, In which case

no foreign exchange payment Is Involved. Similarly, expanding a foreign

enterprise may Involve considerable amounts of United States capital,

but all or none may be supplied In the form of United States capital

goods.

B, Earnings of United States foreign enterprises, after payment

of all foreign taxes, arc divided Into two major categories, naiaely,

earnings transferred and earnings reinvested. The rate of reinvestment

of earnings determines In part the growth of the foreign enterprise.



Earnings £or soias foreign enteziprlses are relatively high and others are

low} this sets certain liiaits on the amounts transferred and reinvested,

lapid expansion of a foreign enterprise may absorb a large fraction of

the earnings and thus leave little to be transferred to the United States.

In other eases e^q^ansion may be relatively slow, leaving a larger portion

of the earnings to be transferred.

C. Many United States foreign enterprises purchase United States

goods and services, and other United States foreign enterprises supply

the United States with a wide variety of ii^orts. These direct trede

effects of United States foreign enterprises vary a great deal for

various types of foreign enterprises.

D» Indirect trade effects on the United Statee balance of

payments from trade generated by United States foreign enterprises may

consist of effects on the United States terms of trade and effects on

United States exports.

United States foreign enterprises may sell raw materials to

United States parent eoo^anles at lower prices than to other buyers

which in^roves the United States terms of trade.

Sales of sumufactured goods of United States foreign enterprises

In host countries and in third markets may affect United States exports.

But there may he some offsetting effects.

Organisation

In Chapter II an analysis has been mde of the extent to which

changes in financing foreign enterprises can affect the United States



balance of faymente. k mmber of eliaulatred cases bave been demonstrated

to shoff these effects*

In Chapter XIX United States receipts itm earnings and United

States capital flows have been derived for four types of United States

foreign enterprises in various areas for a period of fifteen years* on

th« basis of the actual experience of United States foreign enterprises

in the 1950-1959 period*

In Chapter IV special attention has been paid to the direct net

trade effects on the United States balance of payments from the operation

of United States foreign enterprises. This chapter also contains a

susBoary of all United States receipts and payments* including earnings*

financing and trade effects.

Chapter V deals with the Indirect effects on the United States

balance of payments from the trade generated by United States foreign

enterprises*

Sources of the Pate

The basic statistical sources of the study are publications of

the United States Department of Comeree, and especially the recent

publication* United States Business Investments in Covmtries.

Decead>er, 1960. Other significant sources of the Department of Conmeree

are Direct grivete foreign Investments of the United States* Census of

1950* 1953; United States the l*attn ̂ merteen jeonoiiiiy.

August, 1958; mfti^ issues of the Survey of Current Business; Historical

Statistics of the United States. Colonial Times to 1957. 1960; Statistical



iupplea

of the Ifalted Statee. 1960, and Balance of ta.vmnt§ Stattat

1958* BjqplanacioBS of the data ehoim in the halanee of

{Mcynnats and the problems Involved in interpreting the data are discuss^

Balance of faymente of the Ontted Statee. 1949*1951. 1952.

Other looet useful statistical sources were International Financial

Statistics, hearings held, and studies conducted for conolttees of the

United States Congress. Bspeclally useful were studies and hearings of

the Joint Sconomic Conndttee, the Senate Foreign Relations Comittee,

and the House Ways and Means Comittee.
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POSSZBUE EFFIGTS ON THE UNXIED STATES BALANCE
OF PAYMENTS FROM DIFFERENT METHODS OF

FINANCING FOREIGN ENTERPRISES

in tli« post World War II period the financing of foreign enter

prises and trade has undergone considerable change. The purpose of this

chapter is to show the extent to which changes In the oiethods of financing

a foreign enterprise can affect the Dnlted States balance of paysumts.

In the early postwar period the foreign capital needed for

financing United States foreign enterprises had to eonte entirely from

the United States. However, the United States also supplied most of the

capital goods which reduced the United States capital outflow corres

pondingly. Foreign capital markets have mode substantial recovery In

the postwar period. But, In financing foreign enterprises, considerable

use Is still made of United States capital resources while foreign

capital goods are now widely used. This change affects the United States

balance of payments.

The terms of financing trade have become gradually more liberal

In the postwar period. A shift from short-term capital to mdiusf term

capital produces a reduction of cash receipts. Similar resulte follow

when capital goods esq^orts are financed by accepting stock in newly

established foreign enterprises.



Another nethod of financing the purchase of a foreign enterprise

aay not require United States capital. Control over foreign enterprises

can he acquired hy exchanging equity stock of equal value with a Ihilted

States ccHspany and one or nore foreign co^anles, which does not involve

any dollar outlay, fhe United States balance of payraents will be affected

by differences betwewn the doaAstic and foreign eoapanies in such

variables as profits transferr^ ai^ growth rates.

Effects of the Origin of the Capital

and Capital Goods

fwo hasic methods may first be considered in financing the

acquisition and operation of a direct foreign investment. If the same

direct foreign inveetment enterprise is financed hy these two methods»

the United States net receipts will he quite different*

A. It is first assmmed that a 100 per cmt United States owned

foreign enterprise is financed entirely by United Stetes machinery and

equipm^t for $1 million. In this case^ and in the next, it is assimied

that the depreciation reserve» 5 per cent of net worth, is reinvested

quarterly, that current assete ara equal to current liabilities, and

that no dollars are obtained from the United States during the period

of operation. Given the rate of profit, the rate of profits transferred,

and tax rates, the followltm results msy he observed:



6reB8 freflts, 30X of Hot Worth

All foreign taxes. Calculated as
40% of Gross frofits

Bet frofits

$300 000

120 OOP

$180 OOP

leiBvested frofits, 50% of Net frofits
(9% of Net Worth) $ 90 000

Transferred frofits, 38% of Net frofits 90 000

Thus, at the end of the year, $90,000 Is added to net worth. If

this Investaient continues to earn 30 per cent profits on net worth and

If SO per cent of the net profits are reinvested ammally, 1. e,, 9 per

cent of net worth annually, than over a fifteen-year period Its total

net worth will he $3,462,SOO, and total accumulated transferred earnings

will he $2,SS2,481,

At the end of the fifteen years of operation the Investment may

be sold and the funds rspatrlatsd, miUclng total net potential Inflcw

Into tha United States of about $6,0 million. This Is apprexiimitely

a $2,3 sdlllon return in receipts and a potential return of $6 million

achieved with no foreign exchange outlay.

B. The Unlt4^ Stetes smy not have supplied any goods with the

$1 million of capital used to acquire the direct Investment enterprise.

If all of tha United States equity in the enterprise has been acquired

with dollars and the saimi variables apply as in the above situation,

$1 million outlay will produce transferred aaml^s of $2,532,481; If

the direct Investment Is sold at the mtd of the fifteen-year period and

the earnings repatriated, then another $3,462,500 may he added to the



total returns of the investment, making the total potential returns

#5,014,981.

Next in financing expansion and operation of a direct investment,

other significant aspects are considered in the following paragraphs,

1. Out of the reinvested profits, a proportion may be spent on

United States goods. Either all of the reinvested profits may be spent

on United States capital goods, which will produce $2,552,481 in receipts

from the exports of these goods, or none of the reinvested earnings may

be spent en United States goods.

2. In addition, the direct investsMsnt may have acquired during

this period more capital for additional expansion. The United States

parent eonpany may have financed the acquisition of more equity by

supplying plant and equl|^nt. This actually amounts to added direct

Investment, and over the period the total transferred earnings would

have been proportionately more. All this equipment may have come from

the United States. If the goods have been purchased abroad and financed

with United States capital, then the United States balance of payments

will show a corresponding capital outflow. The additional investment ,

made by the parent coapany, whathar financed by acquiring more equity

or a United States long-term loan, will show up on the balance of payments

as nat outflow of capital only if the capital goods purchased with it

have come from abroad* If the goods have come from the United States,

the capital outflow will ba credited in the United States balance of

payawnts with exports of equal amounts.



3« fbe direct Imreetaeot enterprise my have acquired over the

fifteen years a long-term deht of $1 million. The money capital may

either have been borrowed abroad «ad used to purchase United States

goods, or borrowed in the United States and used to purchase foreign

goods.

4* The direct investment enterprise may also have acquired a

short-term debt of $150,000, for wrklng capital and current assets,

which isay have been borrowed either locally or in the United States;

in the former case it will not affect the United States balance of

payments, and in the latter case It will show up as a short-term capital

outflow with subsequent interest returns. This debt may have been

acquired by borrowing an additional $10,000 each year for fifteen years,

with the old debt annually renewed; Interest income at a rate of 12.5

per cent will be $1,250 the first year and $18,750 the last year. Total

interest im^ome on this debt over fifteen years will be $150,000. If

the capital is borrowed in the United States, the total outlay will he

$150,000, and net returns will be $150,000. After the eighth year

interest payments start to exceed the net amual outflow of $10,000.

Thue, depending on the circumstancee, the United States balance

of payments may be effected very differently by a direct investment

enterprise. For purposes of measuring such differences two extreme

situations are analysed. In the first aetl^ it is assumed that all

financing is transaetad to favor the United States balance of psyauwRts,

In the other, the opposite is assumed. Given nm the above features



of the direct iaveetaent enteirpriee^ the following effects m&y be

observed. See Table II-1.

Thus, two enterprises identical in size, earning rates, growth

rates, and capital requirements show very different results on the United

States balance of peyraents when the methods of financing differ. When

financed in a way favorable to the United States balance of payoenta,

net receipts over a fifteen-year period suiy ha as high as about $7.7

million, and when financing is arranged to be as unfavorable as possible

to the United States balance of payments, the net receipts may be as

tow as $2.5 million.

Effects of Varying Ooeratlng Characteristics of

a Domestic Comnany and a Foreign Subsidlar

A third sMtlsod of financing the purchase of a foreign enterprise

may not raquira awy foreign exchange. A United States company may

acquire control over one or more foreign eompaniea by exchanging a

small proportion of parent company stock for a controlling interest

of that of the foreign coavanies. Such acquisitions may not involve

any cash transactions if the values of the stocks exchanged are equal.

But, the United States balance of payments will be afiected over

time if the rate of profit, tax rate, and rates of profits reinvested

and transferred differ for the United States and the foreign subsidiaries.

The effects of differences In these rates between the United States and

the foreign subsidiary era analyzed below.
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FOfKNtZAL U. S. SICBlfTS fKOM A FOBIIGH StJBSISIAKT

6XVBN WQ IfBUGSS OF FIMIICING

ACOUISIflON AKD OFEBATIOB

I* Aequlfiltlon or Bst^ablifttooart
a. U. S. Exports
b. Oirect Investsaest Equity

Zt transfarred larnlngs!
Gross Profits 301 of Net l^ortli^
Foreign taxes 40% of Gross Profits

Met Profits

transferred SOX

Reinvested SOX

transferred Earnings for 15 tears

3. Reinvested Earnings:
a. SOX of Met Profits| All Spent on

0. S. Goods

$ 1 000 000

<  1 000 000)

300 000

120 OOP

180 000

90 000

90 000

2 552 481

2 552 481

transacted Long-term Debt:
a. Borrowed in the United StateS)

30 tears ®

b. U. S. Goods Purehased
c. Interest for 15 tears

1 200 000

1 200 000

1 440 000

transacted Short-term Debt:

a. Borrowed in the United States

b. Interest @ 12%X for 15 tears
c. Repayment End of 15th tear

total Met Inflow^

-  150 000

150 000

150 OOP

8 7 694 962

^talue at the end of the 15th year given an average growth rate
of 9 per cent per year is |3^462|500.



nmst 11-1 Continued

Hethod XI

1* Acquisition or BstAbllshmnt:
a. Direct InvestOMnt Equity
b. Coods Vurcbased Abroad

2* Transferred Earnings}

The sane for 15-year period

$-1 000 000
(  1 000 000)

2 552 481

3. Reinvested Earnings}
a. 50% of Net frofits; All ip«Bt on

Foreign Goods

4. Transacted iong-term Debt}
a. Borrowed Abroad

b. Foreign Goods furehased

5* Transacted Short-tern Dsbti
a. Borrowed Abroad

(  2 552 481)

(  1 200 000)
(  1 200 000)

(  150 000)

Total Net Inflow*

^alue at the and of the 15th year given an average growth rate
of 9 per cent per year is $3,462,500»

t ̂  n,^ Ji.f



If tAt& df profit oa net worth and tax rates on profits are

the same, but the rates of profits transferred reinvested vary, the

balance of paysaents will show the results shown on Table II-2. If the

rate of profit paid out in the United States is 60 per cent and that for

the foreign cos^nies 50 per cent, 40 per cent, and 30 per cent, i« e.,

for ccaq;>anies I, II, end III, the respective net outflow of profits would

be about $136,000, $333,000, and $607,000 over the fifteen-year period.

Foreign coi^panies acquired by United States companies are often rela

tively small, but have rapid growth potential, especially when aided

by technological assistance frost the United States affiliate. If at

the end of the period the United States Interest in the foreign subsid

iaries ie sold and the funds repatriated, total inflow Into the United

States over this period will he, respectively, about $2*8 nilllon, $3.3

million, and $3.9 million from subsidiary coa^anles I, II, and 1X1.

If, on the other hand, the rates of profit on net worth vary

between the Unit^ States and the foreign subsidiaries while the rate

of profits paid out r^mlns the same, the results will he as shown on

Table II-3.

A difference in gross profit rates on net worth from 20 per cent

of the United States company to 30 per cent, 40 per cent, and SO per cent

of foreign subsidiaries I, II, and IIX--all other things remaining the

same--would produce a net inflow of profits into the United States of,

respectively, about $.9 million, $2.0 million, md $3.6 million over a

fifteen-year period* l^us, if the profit rate abroad changes from 30

per cent to 50 per cent, the profits transferred over this period more



TAMM 11-2

k cfmk&ism OF BiCEi]^ fafhshis m kv, s, ceioAHr ahs
FOBBIGH ̂ SSIDIARH^ 10^01.7^0 Fi^ VkMim UJES

OF H(0FX7S IBASSmUBI}

0. S. CtHqpany
Foreign Subsidiaries

II

Net Worth

Gross Froflts

Taxes

Net Frofits

Tr^utsfem^

Eelmrested

Total

Falue Sad IS Tears

$1 000 000
300 000

$  ISO 000

I  90 000
00 OOP

$  150 000

$2 396 600

Aecuantlated Transfer ( - Ikttflow) « 2 096 022

Net Transfers if either Foreign
Subsidiary I, H, or III is
Acquired

Total Inflow if the Inrestraents
Are Sold and the Funds Repatriated —

01 000 000

30S 300 000
50 150 OOP

$  150 000

SOS $ 75 000
5© 75 OOP

$  150 mo

$2 958 900

1 958 865

135 957

$1 OOP 000
301 300 000
50 150 OOP

$  150 000

401 $ 60 000
60 90 OOP

$  ISO 000

$3 642 500

I 761 654

* 333 168

2 822 953 3 309 332

$  150 000

3^ 6 45 000
70 105 OOP

$  ISO 000

$4 471 300

I 487 700

- 607 122

3 864 178

mu



mStE II-3

k c<mi>smm of mc&ins ahd of a o. s» cmmm
AI0 PfmSieM SUBSIDIARIES, SESULTBI6 FROM

FASIIBS @ROSS PROFIT lAHS

U* S. OoapM^
foreign Subsidiaries

II

Net Worth

Gross Profits

Taxes

000

200

100 OOP

$1 (KM) 000
300 000

150 OOP

$1 000 om
km 400 000

so 200 000

Set Profits 100 000 $  150 000 $  200 000

Tr&naferr&d

Reimreeted

em $ 60 000 em $ 90 ooo
40 40 OW 40 60 OOP

em e 120 000
40 80 000

Total

Value 1^ 15 Tears

100 000

800 9^

Acetxaulat^ Transfer < - Outflos) - 1 201 422

I  150 000

|2 396 600

2 094 822

$  200 000

$3 172 200

3 258 240

Net Transfers if either Foreign
Subsidiarjr I, II, or III is
Acqtiired

Total Inflow if the Investments

Are Sold and the Ponds

Repatriated

893 400

3 290 000

2 ̂ 6 818

5 229 018

3 564 438

7 681 638



than double* If the Immtmntn abroad are sold at the end of the period

and the fuiffiis repatriated^ total net inflows into the United States will

be $3.3 {Billion, $5.2 taillion, and $7.7 million for subsidiaries I, 11,

and III, respectively.

A United States cosqpany may have acquired such foreign affiliates

because of unique profit opportunities abroad in a field that has been

fairly well developed in the United States.

The other major variable is taxes. In many countries, if not

most, total taxes paid by companies are considerably lower than in the

United States. If total taxes, figured on the basis of profits, are

SO per cent in the United States and vary from 40 per cent and 20 per

cent for the foreign eoiqpany, the following results may be observed, as

shown on fahle II-4. Thus, if gross profit rates end profit-transfer

rates ere the same for the tone industry and the foreign companies, a

tax rate on gross profits of 40 per cent, 30 per cent, and 20 per cent,

as compared with 50 per cent at tome, would produce a balance of payments

inflow of about $640,000, $1,435,000, and $2,338,000 for foreign subsid

iaries I, II, and III. Thus, if the foreign tax rate is 20 per cent

instead of 40 per cent, the net Inflow into the United States increases

about 3.5 times. If these foreign subsidiaries are sold end the funds

repatriated, net Inflows into the United States will be $3.5 million,

$4.8 million, and $6.3 million, for foreign subsidiaries I, II, and III.

If, now, all the previously mentioned variables are permitted to

change siimiltaneously for the three foreign subsidiaries, the results

are quite striking. If a United States company with a gross profit rate
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o£ 20 ii«r eeat, a tax rate on gross profits of SO per eent, and a rate

of paying out profits of 60 per cent, acquires control over a foreign

subsidiary with a gross profit rate of 50 per cent, a tax rate on gross

profits of 20 per cent, and rate of profits transferred of 30 per cent

(1. a., 70 per eent reinvested), net Qnlted States receipts will be

about $15*8 ailliOB, If tbe new foreign efflllate hae a gross profit

rate of 30 per eent, a tax rate on gross profits of 40 per eent, and

a rata of profits transferred of SO per eent, the net inflow of profits

will be about $2*6 adllloe*

If the investaents were sold a^ tba funds repatriated at the

«Rd of the fifteen-year period, total net Inflews over the period would

have been $5.0 alllien, $15.3 allllon, and $56.3 million for foreign

subsidiaries 1, Zl, and IZZ. See fable US,

Effects front Pifferent Methods

itnelng Capital Goods Ea^rts

fhe methods of financing direct investments, which are analyzed

above, deal with effects on the Pnited States balance of payments over

a period of fifteen years, lowever, certain effects on the United States

balance of payments from different metl^s of financing capital goods

exports may produce conaiderable loss of cash receipts In the short run,

the same as when different methods are used in financing the establishment

of a foreign enterprise. Capital goods exports previously paid in cash

mmy he financed by stock in foreign enterprises.
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ti, as In ths i>ost World War IX period^ cash e^orra ata

flnancad on Increasingly liberal tan&s, such as the shift from short-term

to medioio*term credit, an inflow of foreign SMdlum-tem capital appears

instead of short-term capital which means, in effect, a decrease in

cash receipts in the short run. If capital goods eiq^rts are financed

by development loans, foreign long-term capital is obtained instead of

cash.

Medium-term credits earn interest annually and produce an

asiortization payment. Iiong-term credits earn interest amioally, a»i

nay be paid off either at the end of the period or may be paid off in

Installnuints.

A sudden upsurge in these types of credits may greatly reduce

the country's cash receipts in the short run. For example, a $1 million

export of capital goods, instead of being paid in cash, may now be

financed either with a five-year sMdlum-term loan, or a ten^year

■wdlum-term loan, or a twenty-year development loan; if the Interest

on all loans is 6 per cent, then the net returns at thi end of the first

year instead of $1 million are, respectively, $260,000, $160,000 (both

including amortisation), and $60,000, not including amortization. Thua,

if at first the balanea of paymants shows no dsflcit, a change to more

liberal terms of financing exports may produce a deficit. The magnitude

of such losses would be the difference between the former cash receipts

and the sum of interest and amortization payments on the loans. It is

possible, of course, that such losses may he eotopensated for by imports

similarly financed instead of paid for in cash.



fotaX receipts oa laterest emortlsstion over e period o£

rlsae within which the loans are to he paid off will be higher than the

aoonst received for cash esqtorta because of the a^ed interest. A

$1 million development loan, to be paid off at the end of the twentyyear

period of the loan, at 5 per cent interest, will produce over this period

$1 allllon in interest. But, as lesre cash exports are continually

financed on medlut»>tera credit or with development loana, or if tha

terms are just heeoming more liheral, the balance of pigments will

initially show greatly reduced cash receipts. After this continual

extension of loans to finance eaqporte has hem going on for many years,

Che annual returns of interest ax^ amortiaation paymenta thus will

eventually exceed the amtuel reduction in eaah receipts. But the time

required for annual receipta to exceed outlaya may vary considerably.

fable Zl-d ehssrs that a $1 million annual increaee in eiq^rts

financed at 5 per cent over a tirenty*year period will the first year

produce a deficit of $tOO,0O0, In twenty years the total amount finaneeil

^11 be $20 million, while returns of interest and amortisation will have

eccumulated to about $17.7 million. It requires at least eleven years

before the annual balance of paymente receipts are equal to the annual

reduction in eaah receipts.

A similar situation prevails with a change frcne cash exports to

direct investments.

fable If-7 shows an axmual Investment of $1 million of cash

eaports into a direct Investment for a period of ten years, the invest-

omnt is assumed to earn 30 per cent net proflta on net worth of which



r Wv

TABLE II 6

EFFECTS OB THE U. S. BALANCE OF PAYMENTS RESULTING FROM $1 MILLION
CASH EXPCHCTS CHAINING ANNUALLY TO LONG-TEDl GAPim

(B7TFL0NS FOR A PERIOD OF TNENTY YEARS

(Loans 20 Years; 5 Per Cent Interest)

Aaortlsatiem Interest

Amortisation

and

Interest

Loan Extend^ at Beginning of
1st Year

Amortization Pa^nsent Received at
End of Ist Year

Outstanding at End of Year
Additional Loan Extended Beginning
2d Year

Icir Outstanding Balance

I 1 000 ODD

50 000

$  950 000

1 000 OOP

S 1 950 OOP

50 000

50 000 $ 100 000

Note: After the 1st year, the reduction in cash receipts Is $900,000. After 11 years, total
cash receipts are $1,035,000, vhich is close to the $1 million annual reduction in
cash receipts. After 20 years, the accumulated cash receipts from the loans in
interest and asortization receipts are $17,675,000 and at that time the total loss
in cash receipts will be $20 million.



19th Year:

tkMM It- 6~-Cont tatted

Aaortlzation Interest

Agiortl^ation

and

Interest

lioan Outstai^ng Beginning of
19th Year

Mew Loan Beginning 19th Year
Outstanding at End of Year
ibaortlzatlon Fajsent End of Year

Mew Outstanding Balance

f 9 500 000
1 OOP OCX?

10 500 000

1 OOP OOP

$ 9 500 OCX?

$ 1 000 0^

$  525 OOP $1525000

If new $1 aiillion loans are extended for
20 years, the total receipts will he: $10 500 OCX? $ 7 175 000 $17 675 OOP





lialf i» reinvested wMch mans tlbafi the InvestaMHat' s net vetth will grow

at a efflq^und interest rate of 15 per c<mt. The other half of the net

profits is transferred to the United States and shows up as receipts in

the United States balance of payments. The annual transferred profits

are $150,000 at tha end of the first year and about $3 million at the

end of the taath year} accusmlated profits transferred over the ten

years will be about $13,350,000. When examine on a year-to-year basis,

the reduction in cash receipts at the end of the first year will be

$850,000. At the end of the fourth year the ri^uetion in cash receipts

will be $250,000, and at the et^ of the next year cash receipts from

the new investstsnt will exceed the $1 million annual reduction in cash

receipts from exports. On a cumulative hasis all the added net annual

reductions in cash receipts from exports—in those years when the reduc

tions in cash receipts from eaq^rts exceed the cash receipts from the

investment—are exceeded by the returns it<m the investments in the

ninth year. At the end of tlui ninth year the total Increase in cash

receipts is $1*3 sdLllion.

A similar situation la stunm below, except that the net profit

on the net worth of the investment is now 50 per cent, of which half

is annually reinvested and the other half transferred, the initial

reduction in net cash receipts will be considerably smaller, and returns

of the Investments will sooner exceed reductions in cash receipts of

exports. See table IX-8. total profits transferred home over a ten-year

period will be about $31.8 million while capital goods exports of $10

million are invested in a foreign enterprise at a rate of $1 million





per year. The transferred profits of this direct Imreetweat enterprise

begin to exceed the reduction in cash receipts in the fourth year at the

end of which net foreign enxhange receipts are about $M0,000. The

first year net cash receipts are $750,000 lover than if cash capital

goods export sales had been maintained. On a eumlative basis, the ,

total added net decline in cash receipts of the first four years was again

exceeded by aceunulated Investment receipts in the fifth year, at the end

of which net receipts are about $260,000.

Thus, if all other things are the sasM, except that the profit

rate on net worth is 30 per cent in the first situation and 50 per cent

in the second, the difference in loss of receipts is considerable. In

the first situation, tha annual nat outflow par year from loss of cash

receipts persists until the fifth year, and in the second situation, the

outflow continues for slightly more than three yeare. On a cumulative

basis, balance of payment receipts do not exceed the annual outflow

until the eighth year* In the second situation, less than four years

are required for the cumulative receipts to exeeed the outflows* ■ —
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ClU^PTER III

SmnS RECBIFTS AND PAYMENTS PRODUCED BY THE

EARNINGS AND FINANCING OF UNITED STATES

FOREIGN ENTERPRISES

In this chapter an analysis Is aade of the available eaqtlrical

evidence of direct effects on the United States balance of payments

from the earnings and financing of various types of United States

foreign enterprises. Earnings of United States foreign enterprises

are after payment of foreign taxes, and United States receipts are

before United States taxes.

United States Foreign Enterprises and the

United States Balance of Payments

The value of United States foreign enterprises and United States

capital flows to the enterprises are not very significant when compared

with similar domestic variables. The value of United States foreign

enterprises averaged only 1.5 per cent of United States national wealth

in the 1945-1959 period. The amount of United States capital invested

In foreign enterprises Is relatively small in comparison to domestic

Investment. United States capital outflows to foreign enterprises in

the 1945-1949 period averaged about 1.7 per cent of gross private

domestic investsient. See Table III-l.

But, United States capital exports to United States foreign

enterprises have been, on the average, about 34 per cent of all United



fkmr* m-l

CiSflPASlSOH OF TKENDS AMD OF KSLATZVg MAOMITUDES OF Slt.iCtXD
D. 8. IMDICATOMS AMD OF U. S. DIKSCT PKIVATB F0KEI6M

IMFB8t{!lMT8» 1929-1959 (IM CimiBMT mClS}

(D,. S* Indicators:
in Billions)

(Direct Investments:
in Millions)

Gross

national Frivate Mational

Incoaa Domestic Wealtb

Capital
Falue Outflow Income

of the to the from the

InvestiMnts Investments Investments

87.8 $
57.1

81.6

181.2

180.9

198.2

223.5

217.7

241.9

279.3

292.2

305.6

301.8

330.2

350.8

366.9

367.7

399.6

35.0 $
16.1

29.0

17.0

42.4

41.5

49.8

38.5

55.9

57.7

50.4

50.6

48.9

62.5

61.7

58.5

47.3

60.2

467

320

413

426

589

869

1 064

1 112

1 294

1 492

1 419

1 442

1 725

1 912

2 120

2 249

2 140

2 228

410.1

344.9

424.2

570.6

I 7 500
7 800

7 300

8 400

7 200

8 400

9 600

602

34

32

100

230

749

721

660

621

528

850

721

664

779

1 859

2 058

1 094

1 310

1929

1935

1940

1945

1946

1947

1948

1949

1950

1951

1952

1953

1954

1955

1956

1957

1958

1959

10 700

11 800

13 100

14 800

16 300

17 600

19 300

22 200

25 300

27 300

29 700

054.7

384.3

682.1

Sources: 0. S., Departmnt of Commerce, Historical Statistics
of the United States. Colonial Times to 1957. 1960,
pp. 139, 143, 564, 565.

U. S., Department of Commerce, Statistical Abstract of
the United States. 1960. pp. 304, 326.

U. S., Department of Commerce, Balance of Payments
Statistical Supplement. 1958, pp. 10-13.

Survey of Current Business. September, 1960, p. 21.
federal Reserve Bulletin. October, I960, p. 1183.



States net capital outflows in the 1946-1959 period. Ontted States

receipts from United States foreign enterprises hare exceeded the

capital exports to the enterprises by a considerable anount in the

post World War 11 period. During the 1945-1959 period total United

States income received from these enterprises was about %2t billion,

while net United States capital outflows to these enterprises were about

fl3 billion; this is a difference of about $9 billion. This coa^ares

with a merchandise trade surplus during this period of $75.7 billion.

While United States foreign enterprises have thus required $13 billion

of new United States capital in thl^period, the value of the enter
prise increased about $21.5 billion, indicating substantial contribu

tions other than United States capitel exports. These may include

reinvested caminge, capital eontributione from other countries, at^

may also have involved United States esiqports of capital goods. United

States foreign enterprises thus involve considerable amounts of United

States balance of payments resources.

the Value of United States foreign Bnttrprises

Before considerii^ the value of and growth rates of United

States foreign enterprises, it it necessary to present a brief outline

of the distribution of United States foreign enterprises by type and

by major geographical area.

%. S., Department of Commerce, Balance of Payments Statistical
Supplement. 1958, pp. 12-13. U. S,, Department of Commerce, Survey of
Current Business, many Issues.



The value of United States direct private Investment enter

prises at the end of 1959 amounted to $29,735 million, of which petro

leum enterprises are 35 per cent, isanufactoring 33 per cent, mining and

smelting 10 per cent, and trade 7 per cent. Table III-2 shows addi

tional details.

USUi III-2

VALUS OF U. S. SIRKT FOKIIGN ENTBBFRI8ES

BY T7FB, ALL AREAS, 1959

Millions of

Dollars Fercentage

Mining and Smelting
Petroleum

Manufacturing
Trade

Other

$ 2 858
10 423

9 692

2 039

4 723

$29 735

9.611

35.50

32.59

6.86

15.89

100.QOX

Source: Pizer and Cutler, U. S. Business Invest
ments in Foreign Countries. 0. S.

Department of Commerce, 1960.

Of a value of United States foreign enterprises of $29,735 million,

about 34 per cent is in Canada, 30 per cent in Latin America, 18 per cent

in Europe, and 18 per cent in all other areas. The distribution of

United States foreign enterprises by types varies also considerably by

area. For emample, almost SO per cent of all United States foreign

mining and nselting enterprises are in Latin America and 38 per cent in

Canada; petroletna enterprises ere largely situated in Latin America,



although Canada alao has a substantial share; close to 50 per cent of

all suinufacturiBg enterprises are In Canada, and 30 per cent In Europe;

trade InvestMnts are store evenly distributed with close to 30 per cent

in all three areas. Table III-3 below shows additional details.

TABLE 111-3

VALUE OF U. S. DIRECT FOREIGN ENTERPRISES
BY TYPE, BY AREA, 1959

(In Percentages)

All Mining
Indus- and Petro- Manufac-
tries Smelting leum turing Trade Other

Canada

I.atin America

Europe
Other

34.21

30.24

17.82

17.73

38.14

49.54

1.75

10.57

23.65

31.78

13.94

30.63

47.03

14.71

30.20

8.06

27.66

33,69

28.50

10.15

31.63

45.52

6.12

16.73

100,00 100.00 100.00 100.00 100.00 100.00

Source: Adapted from Pizer and Cutler, U. _S. Business Invest
ments in Foreign Countries. U. S. Department of
Commerce, I960.

Within each of these areas the distribution of United States

foreign enterprises differs. In Canada in 1959 by far the biggest United

States industry is manufacturing, with about 45 per cent of total. In

Latin America the biggest United States industry is petroleum, with

about 37 per cent of the total, and in Europe United States manufacturing

constitutes about 55 per cent of the total United States direct private

investments in the area. In the other areas taken together, petroleum

is by far the biggest Industry. Table 1II-4 shows additional details.



lABLC III-4

VALUE OF U. S. DIRECT FOREIGN ENTERFRISES

EE INDUSTRY, BY AREA, 1959

(In Vnrenntages)

Mining
and

Eaeltlng
fetro" Manufac-

letxm turlng Trade Other

All

Indus

tries

Canada

Latin Aauirica

Europe
Other Areas

10.72

15.75

.94

5.73

24.24

36.84

27.42

60.55

44.81

15.86

55.23

14.61

5.54

7.64

10.96

3.93

14.69

23.91

5.45

14.98

100.00

100.00

100.00

100.00

Sourcet Adapted from Fiaer and Cutler, U. Business Invest*
aents in Foreign Countries. U. S. Department of
CoiBBerce, 1960.

The value of United States foreign imterprises is a particularly

valuable variable because the earnings of certain groups of enterprises

can be compared when they are figured as a percentage of the value of

the enterprises, which is a iseasure also often used for comparing returns

of domestic enterprises. In addition, a given iiutrease in value over

time gives some indication of earning capacity and capital requirements

of the enterprises.

The growth in United States foreign enterprises has been very signi

ficant when based on either the last thirty years, the last fifteen, or the

last nine years. Warn based on the 1929-1959 period, the average annual

growth rata In tha value of the direct private investments is 4.7 per cent

per year} when based on the 1943-1958 period, the average growth rate is



8.6 par cant par year, ai^ when based on the 1950-1959 period, the

average growth rate Is 10.8 per cant par year. Table III-5 shows the

absolute values of United States direct foreign enterprises major

types for the 1950*1959 period for all areas, Canada, X.atln America,

and Europe, and Table III-6 shows the corresponding average annual

percentage increases based on three different tlsie periods*

United States foreign enterprises in Europe Increased 13.2 per

cent In the 1950-1959 period. In Canada 12.3 per cent, and In Latin

AsMrlca at an average rate of 7.8 per cent per year. Petroleum Invest-

BMnts In all areas Increased fastest In value in the 1950-1939 period,

namely by 13.3 per cent; next, trade by 11.5 per cent, and manufacturing,

and mining and smelting both at 10.9 per cent per year. Exceptionally

large Increases occurred In petroleum Investments In Canada with the

average growth rate of 21.9 per cent per year. See Table III-6 for

further details.

Analysis of Earnings of Direct

Data on the value and earnings of domestic and foreign enter

prises are subject to sMua^ limitations. The following paragraph taken

from the prisiary source of much of the data Illustrates the point:

Comparisons of the absolute ratios, or rates of
return. In the manufacturing Industry as between different
areas abroad, or between United States and foreign firms,
are subject to so many qualifications that all but the most
general observations are likely to be Invalid. The data
for earnings and values are affected by different price
levels and exchange rates; the earning data In particular
are affected by varying accounting procedures and degrees



TABLE III-5

VALUE OF U. S. BIRECT INVESTMENT ENTERPRISES IN CANAOA, LATIN AMERICA. EUROPE,
ALL AREAS FOE SELECTED YEARS. 1929-1959. BY INDUSTRY

(fo Millions of Dollars)

Mining
All Agri and Petro- Manufac Public

Industries culture Snelting leun turing Utilities Trade

All Areas:

1929 $ 7 526 $  880 $ 1 185 1 1 117 $ 1 813 $ 1 610 $  368
1936 6 691 482 1 032 1 074 1 710 1 640 391
1943 7 862 503 973 1 393 2 276 1 390 654
1950 11 788 589 1 129 3 390 3 831 1 425 762
1957 25 262 680 2 361 9 055 8 009 2 145 1 668
1958 27 255 B. a. 2 561 9 817 8 673 2 269 1 785

1959 29 735 662 2 858 10 423 9 692 2 413 2 039

Canada:

1929 2 010 21 400 55 819 542 38
1936 1 953 10 239 108 799 520 79
1943 2 378 34 384 161 941 358 128
1950 3 579 21 334 418 1 897 284 240
1957 8 637 52 856 2 016 3 924 581 499
1958 9 338 B. a. 938 2 293 4 164 601 524
1959 10 171 60 1 090 2 465 4 558 636 564



lABtB m-5—Continued

(In Killlons of Dollars)

All

IiMiuetries

Agri-
eultur*

Mining

Saeltlng
Petro-

leun

Manufac

turing
Public

Utilities Trade

].atln America:

1929 $ 3 519 $  817 $ 732 $  617 $ 231 $ 887 $  119
1936 2 847 400 708 453 192 937 100

1943 2 798 385 405 618 325 875 143

1950 4 576 523 660 1 303 781 942 245

1957 8 052 571 1 232 2 998 1 280 1 049 471

1958 8 447 n. a. 1 319 3 147 1 334 1 095 604

1959 8 990 529 1 416 3 312 1 426 1 150 687

Europe:
1929 1 353 0 0 231 629 145 139

1936 I 259 0 43 278 612 91 153

1943 2 051 5 149 375 879 114 306

1950 1 733 1 31 426 932 27 186

1957 4 151 1 55 1 253 2 195 38 433

1958 4 573 a. a. 52 1 320 2 475 41 480

1959 5 300 1 50 1 453 2 927 44 581

Sources: U. 6., Departstntt of Cofffiaerce, Balance of Payaemts Statistical Suf>pleiaenl
1958, p. 153.

Pizer and Cutler, D. Business Investments In Forelsga Countries. U. S.
Department of Commerce, 1960, pp. 89, 93.



USUL m-6

AnHUUS AHNQAL StOfHTB. BATl OF THB FALDK OF U. S. DIKECT ZHFESTMENT
ENTEBFRISBS CALCUIATK) FOR THREE DIFFERmiT FBRIOOS,

BY INDUSTRY, BY ARSE

(In Percentages)

Mining
All Agri- and Petro- Manufac- Public

Industries culture* Smiting leua turing Utilities

All Areas:

1929-1959

1943-1958

.1950-1959

Canada:

1929-1959

1943-1958

1950-1959

Latin Anerica:

1929-1959

1943-1958

1950-1959

Europe:

1929-1959

1943-1958

1950-1959

Hegative
1.7

1.3

Negative
2.0

Negative

n. a.

Negative
0

Q • & #

Negative
5.5

Negative
Negative

5.6

The second period for agriculture is 1943-1959, Instead of 1943-1958.

Source: Table III-5, and cooipound interest table.



of consolidation; the total of Inveitaent to which these
earnings are to be related is subject to variations In the
valuation of fixed and current assets; there Is no real
equivalent in the foreign firm for the net worth of domestic
firms, because of the dual nature and size of the accounts
with D. S. parent conqpanles; Industries, or even Individual
firms, are often so dissimilar in their physical charac>
terlstlcs or operations that comparisons by rates of return
is not pertlnent--thls applies especially to manufacturing
operations which may emerge from Integrated heavy Industry
to firms primarily assembling and selling products at
wholesale.^

These limitations must be kept in mind. The broad groups of Industries

dealt with in this study located in three large areas is in part a

recognition of the limitations of the data.

Statistical information about the operations and earnings of

United States direct foreign enterprises is very limited, but data

available on earnings and values of the United States direct investment

enterprises penait computing earning rates. Table III-7 shows the

value of United States direct private investments for all areas hy

four types of foreign enterprises for the 1950-1959 period. In addition,

the table shows the earnings of the enterprises, the income received

of these earnings, the undistributed earnings of subsidiaries, ai^ the

net United States capital outflow to the enterprises. The data do not

show the net income received of foreign branches, i. e., the inooma

received minus reinvested earnings. Instead, incoma raceived includes

all branch proflta, whether received hy the United States parent cosqpany

or not, while the outflow data include reinvested branch profits, part

*^fizer and Cutler, jg. _S, Business Investments In Foreign
Countries. U. S. Department of Commerce, 1960, p. 51.



lABLE III-7

ViXUE OF VARIOUS TYKS OF U. S. DIRSCT INVESIMEHT EtTEERFRISSS,
IHCOMB RECSmD AND UNDISTRIBUTED, AND U. S. CAPITAL FLOHS

TO THE ENTERPRISES, FOR AU. AREAS, 1950-1959

(Millions of Dollars)

1950 1951 1952 1953 1954 1955 1956 1957 1958 1959

Value:

Total $11 788 $13 089 $14 819 $16 286 $17 626 $19 313 $22 118 $25 262 $27 255 $29 735
Mining «uui

Snelting 1 129 1 317 1 642 1 931 2 078 2 209 2 391 2 361 2 561 2 858
Petroletas 3 390 3 703 4 291 4 894 5 270 5 849 7 244 9 055 9 817 10 423
Manuf ac turlxig 3 831 4 352 4 920 5 226 5 711 6 349 7 088 8 009 8 673 9 692
Trade 762 883 966 1 049 1 166 1 282 1 444 1 668 1 785 2 039

Income Received:

Total 1 294 1 492 1 419 1 442 1 725 1 912 2 160 2 249 2 140 2 228
Mining and

Smelting 112 159 159 101 154 195 262 210 169 249
Petroleum 555 696 677 759 935 1 026 1 148 1 276 1 189 1 100
Manufac taring 357 331 287 314 346 383 390 429 460 549
Trade 72 79 79 79 76 89 98 101 119 129

Undistributed

Earnings of
Subsidiaries:

Total 475 752 876 776 644 898 974 1 363 945 1 081
Mining and

Smelting 33 56 45 48 29 81 89 56 42 68
Petroleum 74 204 338 238 94 203 258 468 156 109
Manufac turing 266 359 357 361 376 440 468 455 464 574
Trade 44 63 66 '  54 73 78 95 161 118 173



m®US lil.7««Cga£teoci

(Milliona of Dollacs)

1950 1951 1952 1953 1954 1955 1956 1957 1958 1959

Earnings:
1 3 134 1 3 561 4 3 034 $ 3 255Total $ I 769 $ 2 244 1 2 295 $ 2 218 $ 2 369 $ 2 810

Mining and
Smelting 145 215 204 149 183 276 350 266 209 315

Betroleua 629 900 I 015 997 1 092 1 229 1 406 I 726 1 324 1 185

Manufacturing 623 690 644 675 722 823 858 886 926 I 129

Trade 116 142 145 133 149 167 193 263 237 302

0. S. Capital
Flovs to the

Enterprises:
I 439Total 621 528 850 721 664 779 1 839 2 482 1 181

Mining and
Smelting 87 100 278 243 109 48 95 199 177 239

Fetroleum 248 93 248 408 277 369 I 139 1 408 649 511

Manufac turing 192 190 211 - 53 111 173 268 432 269 460

Trade 68 58 17 29 27 42 74 42 12 91

Sources: S. S., Departeest of Conoierce, Balance of gaytaet
1958, pp. 138-51.

Biser ai^ Cutler, B. S. Business Investments la
Bepartaent of Coseaerce, 1960, pp. 130-38.

Statistical Suppleaent

reign Countrlee,



of which nay never have been transferred* But the data do provide smm

useful picture of the streaua of funds to and froa foreign (oiterprlsea

that affect the balance of paystents* even though the actual flow* are

exaggerated.

For exaiB^le, if* aa in 1950* the United States' share in earnings

in United States direct private ixrvestiaents is $1,769 odllion and undis

tributed earnings of eubsidiaries $475 siillion, the income received is

$1*294 ouLllion. But this figure includes all branch profits. In 1950

the earnings of all foreign enterprises were 15.01 par cent of the value

of the enterprises* income received was 73*14 per cent of earnings* and

United States capital outflow was 35*10 per cent of earnings* making

United States receipts of 38.04 per cent of the earnings* The computa

tion is 88 follows:

Millions

Earnings of eubsidiaries and
branches

Undistributed profits of
subsidiaries

Income received (including
all branch profits)

U. 8. capital outflows
(including reinvested
branch profits)

Income received minus U. S«

capital outflows

$1 769 15.011 of value of
investments

$1 294 73.14% of earnings

- 621 35.10% of earnings

$^ 673 38.04% of earnings

Table III-7 shows the earnings* income received* and outflows

for the years of the period 1950-1959 in dollars* and Table III-8 shows

the corresponding percentages.



XA.BL& III>8

BUOnOiSS 07, ASS U. S. CAPITAI. FLOtTS TO VARIOUS TY7BS 07
U. S. DIRECT TRIVATE FOBEIGS SNTBRmSBS,

FOR ALL AREAS, 1950-1959

(In Fercentnges)

1950 1951 1952 1953 1954 1955 1956 1957 1958 1959

Earnings as a
Percentage o£
Value of Direct

Investinent

Enterprises:
Total 15.01

Hinlng and
Sfaelting 12.84

Fetroleuin 18.55

Manufacturing 16.26
Trade 15.22

17.14 15.49 13.62 13.44

16.32

24.30

15.85

16.08

12.42

23.65

13.09

15.01

7.72

20.37

12.92

12.68

8.81

20.72

12.64

12.78

14.55 14.17

12.49

21.01

12.96

13.03

14.64

19.40

12.10

13.37

14.10

11.27

19.06

11.04

15.77

11.13

8.16

13.48

10.68

13.28

10.95

Income Received

as a Percentage
of Earnings:
Total

Mining and
Sstelting

Petroleum

Manufacturing
Trade

73.14 66.48 61.83 65.01

77.24

88.23

57.30

62.07

73.95

77.33

47.97

55*63

77.94

66.70

44.56

54.48

67.78

76.12

46.51

59.40

72.81

84.15

85.62

47.92

51.01

68.04 68.92 63.15 70.53

70.65

83.48

46.53

53.29

74.85

81.65

45.45

50.78

78.94

73.92

48.52

38.40

80.86

89.80

49.67

50.21



fktSJR m-8—Continued

(In Fereentagee)

1950 1951 1952 1953 1954 1955 1956 1957 1958 1959

U. S. Capital Flows
as a Fercentage of
the Bamings of
the Enterprises:
Total 35.10

Mining and
Smelting 60.00

Fetroleum 39.42

Manufactturing 30,81
Trade 58.62

35.10 23.53 37.04

46.51

10.33

27.53

40.85

136.27

24.43

32.76

11.72

32.51

163.08

40.92

• 7.85

21.80

28.03

59.56

25.37

15.37

18.12

27.72 58.67 69.70 38.92

17.39

30.02

21.02

25.15

27.14

81.00

31.23

38.34

74.81

81.57

48.86

15.97

84.68

49.02

29.04

5.06

75.87

43.12

40.74

30.13

Source: Table II-7,



table III-9 shows average earnings and outflows for the 1950-1959

period for an average of all United States foreign enterprises. It shows

that en the average for all enterprises earnings are 14.0 per cent of

the value of the enterprises. Average earnings rates for all petroleua

enterprises are 19 per cent, trade 14 per cent, manufacturing 13 per

cent, and mining and wnelting about 11.3 per cent.

Income received as a percentage of earnings averaged about

48 per cent for all industries, with highest rate for petroleum, 81,5

per cent (which includes a proportion of branch profits actually retained),

and lowest for manufacturing enterprises with 48.5 per cent. United

States outflow as a percentage of earnings averaged 39.5 per cent for

all types of enterprises, with mining and smelting the highest rate,

74.5 per cent, which again includes branch profits, and trade enter*

prises the lowest rate with 26.5 per cent. United States outflow# to

petrolewii enterprises were also relatively high, with 42.5 per cent,

which in part is due to inclusion of a substantial proportion of reinvested

branch profits.

United States balance of payments receipts can thus be derived

from United States Income received minus United States capital outflows, /

both figured as a percentage of all earnings of the enterprises. For

an average of all United States foreign enterprises in the 1950-1959

period about 68 per cent of all earnings constitutes income received.

United States capital flows to all United States foreign enterprises

have averaged about 39*5 per cent of the earnings of the enterprises*

Thus income received minus United States capital flows to all United



'SAMM III-9

ASmAis AVEBAGB BABNINGS 0F» AHD U. S. CAPimL
XO VARIOUS Tim OF U. S. DIBBCT FRIVATB FOBSIOK

XRVESTMEMT BNTSSFRISBS FOR AH. ARSAS»
FOR THE 1950-1959 FBRIOS

Arithmetic Averagee
in Fercentages

Earnings as a Fercentage of the Value
of Direct Inrestment Bnterpriaesi

Total

Mining and Smelting
Fetroleum

Mamufaeturing
Trade

13.96

11.57

19.19

12.92

14.20

Income Received as a Fercentage of
Earnings of the Enterprisesi

Total

Mining and Smelting
Fetroleum

Manufacturing
Trade

67.83

76.54

81.57

48.31

5130

U. S. Capital Flows to Direct Investment
Enterprises as a Fercentage of the
Earnings of the Enterprises:

Total

Mining and Smelting
Fetroleiaa

Manufacturing
Trade

39.54

74.53

42.52

26.95

26.58

Income Received minus U. 8. Capital
Flows, both as a Fercentage of the
Earnings of the Enterprises:

Total

Mining and Smelting
Fetroleum

Manufacturing
Trade

28.29

2.01

39.05

21.36

25.22

Source: Table III-8.



States foreign enterprises was 28 per cent of the earnings of such an

enterprise in the 1950-1959 period. For petroleum enterprises income

received minus Ihalted States capital outflows averages 39 per cent of

earnings, and for mining and smelting enterprises 2 per cent of the

earnings.

ITnited States Income received minus United States capital flews

have been computed for four types of foreign enterprises, namely mining

and smelting, petroleum, manufacturing, and trade In four areas, Canada,

Latin America, lurope, and for all areas. Appendix Tables 1, 2, and 3

show the data In dollars by Industry and by area, and Appendix Tables 4,

6, and S show these data in percantagaa for the 1950-1959 period*

Appendix Tables 5, 7, and 9 show arithmetic averages of the percentages

for the 1950-1959 period.

Table III-10 shows a suamairy of earnings and capital flows by

type of foreign enterprise and by area In percentages. This table

ahows that the four different typea of foreign enterprises In the

various areas have greatly varying net effects on the United Statea

balance of payments, considering both Incoiae received and United States

capital outflows.

In Canada, all United States foreign enterprises produced an

excess of United States capital outflows over Income received in the

amount of 23 per cent of the earnings of these enterprises. But United

States msaufacturlng and trade enterprises In Canada produced larger

Income received than United States capital outflows. United Statea

direct foreign enterprises in Latin America produced an excess of IncosM



■CABLE HI-10

ANNUAL AVEKACS EAKNINGS OF, AND U. S. CAFITAI. TimS TO,
VARIOUS XmS OF U. §. DIRECT INVESIMBNT ENTERPRISES,

BY AREA, 1950-1959 AVERAGES

(In Percentages)

All
Areas

Latin
Canada America Europe

Earnings as a Percentage of
the Value of Direct Invest
ment Enterprises:

All Industries
Mining and Smelting
Petroleum
Manufacturing
Trade

13.96
11.57
19.19
12.92
14.20

14.22
17.12
11.29
15.44
16.95

8.80
9.13
2.74

11.37
10.13

13.11
9.51

22.29
10.77
12.96

Income Received as a
Percentage of Earnings of
the Enterprises ( - Outflow):

All Industries
Mining and Smelting
Petroleum
Manufacturing
Trade

67.83
76.54
81.57
48.31
51.80

52.47
61.35
60.38
52.97
33.43

78.30
92.45
88.05
44.81
51.45

49.76
51.49
54.13
44.08
62.61

U. 8. Flows to U. S. Foreign
Enterprises as a Percentage
of Earnings of the Enterprises

All Industries
Mining and Smelting
Petroleum
Manufacturing
Trade

39.54
74.53
42.52
26.95
26.58

75.72
133.91

1 011.46
26.40
22.83

35.35
81.43
26.21
44.64
38,75

33.99
19.44
87.54
20.28
15.56
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111-10—Continued

(In Percentages)

All

Areas Canada

Latin

Amrica Europe

Xncone Eecelved Bdnus y* S«

Flows to fl* S« Foreign
EnterprlseSfi^ both, as a
Percentage o£ Eamlt^s o£ the
Enterprises ( *• Out£lmr)i
All Iiudustrles

Mining and Siaeltlng
Petroleum

Manufacturing
trade

28«2t

2*01

39.05

21.36

25.22

-  23.25

-  72.56

*l 091.84

26.57

10.60

42.95

11*02

61.84

.17

12.70

15*77

32*05

33*41

23.80

47.05



rscelvsd over United States capital outflows of an avaraga of aloost

43 per cent of earnings, vltli petroleum the highest rate, 62 per cent,

and manufacturing the lowest with .15 per cent.

In Europe, all Ihilted States direct foreign enterprises aaraai

an excess of Income received over United States capital outflows of

about 16 per cent of the earnings of the enterprises, with trade the

highest rate, 47 per cent; but, petroleum enterprises show an excess

of United States capital outflows over Incosw received of 33.5 per cent

of earnings.

Incoms heceived Minus United States

Capital Outflows

m order to be able to coit^are dollar income received minus

United States capital outflows for various types of enterprises in

various areas over extended period of tim, it has been postulated

that a nunAer of $1 million foreign enterprises are established in each

of the types and areas considered in Table 111*9, and that the enterprises

expand, produce earnings, and obtain United States capital contributions

according to the actual experience of the 1950*1959 period. The enter*

prises will operate for a period of fifteen years.
¥

On the basis of the actual growth rates in the 1950-1959 period,

earning rates can be derived accordingly. Table 111*11 shows the

earnings. Income received by the United States and the United States

capital outflows, both figured as percentages of earnings, and as shown

In Table 111*10, can thus be obtained from earnings of the foreign



TABLE III-ll

1ABHIK6S OF FAEIOOS TYPES OF FOBEIGN BfrTEBPRISES, WITH AH INITIAL VALUE
OF $I MILLION^ OVER A FIFTBSN-YBAR PBRICH>. BY INDUSTRY, BY AREA

(BASED <m 19S0-1959 AVSRA6B8)

All

Industries

HinlBg
and

Smelting Petroleum Manufacturing Trade

$4 726 898 $3 949 015 $7 947 289 $4 409 790 $8 608 168

Canada 3 360 931 4 002 802 2 247 193 3 670 338 3 218 544

Latin America 3 504 723 2 727 268 7 607 911 2 685 639 4 870 511

Europe 5 841 377 3 836 352 5 198 582 6 552 196 7 134 662

Note: Earning rates are based on the 1950-1959 experience. See Table III-10.
Investment values are based on growth rates shown on Table III-6.



«ae«rpciBet. Thft net result—oincone received minus United States capital

outflows—for a ntnttber of types of foreign enterprises over a fifteen-year

period is shown on Table 111-12.

An average of all types of enterprises in all areas produces

about $1.3 million in receipts—income received by the United States

minus United States capital flows—over the fifteen-year period, hut

there is considerable difference for the various categories. Petroleum

enterprises earn net receipts of about $3.1 million, trade $2.2 million,

manufacturing $.9 million, and mining ai^ smelting only about $80,000

over this period. There are also substantial differences between the

industry tjrpes within the various areas. Mining and smelting in Canada

produced an eiceess of United States capital outflows over income received

of $2.9 million. Petroleum enterprises in Canada produced an excess of

outflows over income of $24.5 million, but in Latin America an excess

of income received over capital outflows of $4,7 million. Manufacturing

enterprises earned an axcass of income over capital outflows of only

$4,600 in Latin America, hut $1.6 milHon in Europe, Trade enterprises

in Canada aamad an excess of income over capital outflows of $340,000

and in Europe of $3.4 millien.

Purchases of Capital Equipment

Keinvested earnings of foreign enterprises and United States

capital outflows to the enterprises are used In part to buy capital

goods in the United States for expansion and replacements. Also in the

initial establishment of a foreign enterprise a proportion of the value



TfcBLE III-12

IHCOME KSCEmD FtOH VARIOUS TtrSS OF FOREIGN ENTERPRISES WITH
AH INITIAL VALUE $1 MILLION, MBIUS U. S. CAPITAL ODTFLCRJS

OVER A FIFTEEN-YEAR RRIOD, BY TNOUSTRY, BY AREA
(BASED ON 1950-1959 AVERAGES)

All

Industries

Mining
and

Eaelting PetrolevBS Manufacturing Trade

All Areas $ I 337 239 $ 79 375 $ 3 103 416 $ 941 931 $ 2 170 980

Canada 781 416 - 2 904 433 - 24 535 752 975 209 341 166

Latin Aarairica

Europe

I 505 279

921 185

300 545 4 704 732

1 229 531 - 1 736 846

4 566

1 559 423

618 555

3 356 858

Itote: Based on 1950-1959 growth rates, and average earnings, ndLnus undistributed
earnings of subsidiaries and outflows. See Table III-10.



of the enterprise way have been supplied in the form of Qinited States

eapital goods. Data on capital goods purchases from the Bnited States

by tiM United States foreign enterprises are available only for 19S7.

The analysis of receipts and payments produced by foreign enterprises

is based on averages of the 1950*1959 period. Capital goods purchases

for the year 1957 proiiably are not average for this period. Host major

industrial countries exported very little in the early postvar years.

But by 1957 nearly all these coimtrles had recovered beyond what night

be considered typical for the 1950-1959 period. Thus United States

eacports to United States foreign enterpriees will be underestimated

if 1957 export data are uaed to represent an average for the 1950*1959

period. Also, the use of data for one year is a poor basis for a

fiftaen-year projaetion. Boweoar, it was fait necessary to ineluda

receipts from capital goods and therefore the date for 1957 have been

used as the only available bench laark.

In order to include in the analyais receipts fron capital goods

exported to United States foreign enterprises for the fifteen-year

period, the exports must be related to the value of the foreign enter

prises. Subsequently, the eapital goods exports must be related to the

•un of relnveatad earnings and United States capital flows in order to

obtain a division between eapital goods used for establislment and

expansion of the enterprises. Total capital goods purchases of United

States foreign enterprises have been computed as a percentage of the

total value of United States foreign enterprises in 1957. See Table XXI-13

shows the percentages.



mSLB lit-13

mCIUkSES OF CAPXm EQUinaENT BY U. S. DIRECT INVES'Ddffif
BiniRrRZSIS FlQlf THE UNITBD STATES, CAIXHJLATED AS A

PEBCBNTAOB OF THE VALUE OF THE ENTBRFRISES,

BY INDUSTRY, BY AREA, 1957

(Millions of Dollars)

All Minis^
Indus" as4 fatro- Monufac-

trlas 8inel£lng lauia Curing

All Araas:

Valua U. 8* Enterprises
Capital Equii^ant Furchasas
from tha United States

furchasas as a farcentaga of
tha Valua of tha Enterprises

Canada:

Value U. S, EnCarprises
Capital Equipnent turchases

from tha United States

furchasas as a farcentaga of
tha Valua of the Enterprises

Latin America:

Valua U. S. Enterprises
Capital Equipment furchasas
from the United States

furchasas as a Percentage of
Che Value of the Enterprises

Europe:
Value U. S. Enterprises
Capital Equipment Purchases

from the United States

Purchases as a Percentage of
the Value of the Enterprises

$25 262 I 2 361 $ 9 055 I « 009

2.60E 3.47X 4.52X 1*17%

$ 8 637 $ 856 $ 2 016 $ 3 924

I 7 434 I 1 112 $ 2 702 $ 1 270

4.84X 6,471 7.70X 1.73X

$ 4 151 $ 55 $ 1 253 $ 2 195

43 negligible

1.04X 0 1.36X 1.18X

Source; Adapted from fi^er and Cutler, U. 8. Business Invest-
aents in Foreign Co:mtrles. U. 8. Departaeat of
Commerce, 1960, pp. 90, 121.



Thtt values of United States foreign enterprises can be eonputed

for tlie fifteen-year period with the growth rates shown on Table IH-6.

Total capital eguipffient purchases from the United States can then be

determined on the basis of these values for the various types of enter

prises# Table III-14 accordingly shows the capital equipment purchases

for fifteen years for tte various industry eategories.

Mo information is available on the division of capital goods

esqpenditures between those used for establisteent* and expansion. It

has been assuswd that the funds spent on United States capital goods

in establishing new enterprises is the same as the proportion of all

reinvested earnings plus United States capital outflows annually spent

on both new plants and esqpianslon of existing plants. Thus, for exan^le,

if all United States foreign enterprises spent on the average 26 per cent

of all reinvested earnings plus United States capital outflows en United

States capital eqnifmeat, then also 26 per cent of the initial fui^e

employed to establish a plant is assumed to be epent on United States

capital goods.

Sxpendltures for United States capital equipment have next

been ccnsputed as a percentage of reinvested earnings and United States

capital flows for 19S7. These expenditures average 26 per cent for all

industry eategories, 39 per cent for all petroleum enterprises, 31 per

cent for mining and smelting, end 12 per cent for all manufacturing

enterprises. For all United States foreign enterprises in Canede,

is^endituree for United States capital equipment as a percentage of

reinvested earnings plus United States capital flows on the average



TABLE III-14

PURCHASES OF CAPITAL ejDXIIfBiiT BY fAlXODS TYfIS OF U. S. SXUCT
HiPESTMINT ENTERPRISIS FICM THE UNITED STATES FOR A

FIFTEEN-YEAR fERXQS, BY IHDCSTIY, BY AREA

(Based on Direct Investnents with an Initial Value of $1 Million; in Dollars)

All

Industries

Mining
and

Ssaelting Patroleum

All Areas $  880 368 $1 184 363 81 871 899

206 239 254 285 205 036

Latin Asutrica 1 293 887 I 855 460 2 628 126

427 217 626 224

Source: Based on the accumulated values of $1 nil lion invesCstents computed from the
growth rates of Table III-6. These values have been multiplied by the 1957
rate of capital equipment purchased In the United States by direct investments.
Sea Table III-13.



Is 5 psr cent. In Burope 9 per cent, and 65 per cent for Iiatin Anerica.

See Table III-15.

The explanation for this wide variation is probably, in part,

the availability of such equipment in the country of location of the

enterprises. The results of this analysis are presented below under

"Summary of United States Keceints and Favments from laminas and

llnancina Bfnited States Foreign Boterprtses.**

Value of the Ent at Bnd of the Feriod

The investment values do not enter into the accounts and,

therefore, are not of direct significance to the United States balance

of pajnaents. But, the value of the enterprises is of soiae indirect

significance, first, the value of foreign investaients is pertinent

if the investments are sold at the end of the period and the funds

repatriated. The solvency of the United States is related to, and in

part dependent upon. United States-owned foreign investments of all

sorts, of which direct private investment enterprises are one of the

most Important single categories.

It is well known that after World War XX several western

European countries forced many cosvanies and individuals to sell

interests in foreign conpeaies in order to obtain foreign exchange.

If a coimtry can forasee the possibility of liquidating soma

direct foreign inveetmente to sieet short-torn belence of payments

deficits, rather than telling gold, the foreign exclurage that can

be realized from selling foreign investments may be estimated. The



T&HX III-15

fUBCmSXS OF CAFim IQDIPHENT BY FAKIOOS TYFXS OF U. S. FOBEZGN EHTXBPRISES
FBCM THE UNITED SIATES. CALCUIATED AS A PEKCEMTAQE OF THE SIM OT

KEINVESTED EABNII»3S OF, AND U. S. CAPITAL Ficm TO U. S<
FOBEIGN KH1XBMISES, BY INDUSTRY, BY AREA, 1937

All Industries

Hining and
Saelting Fetroleua

All Areas 25.97X 30.61X 38.64X

4.98

Latin Anerlca 64.71 76.46 90.53

Europe

Source: Tables III-10 and Table III-14*



discount rate to be applied should be a social discount rate, because

the resources to be supplemented are social and national rather thaxi

private. The rate to be used would be a function of the size of the

deficit to be covered.

Second, the value of an enterprise alse expresses earning

capacity, A foreign enterprise amy for a nimber of years obtain heavy

United States capital contributions, and in addition reinvest nearly

all earnings. During such a period, a foreign enterprise may have been

hullt up to the point where it is about to become a large producer of

receipts. The United States balance of payments does not show potential

earning capacity.

If a country were to regulate the outflow of capital to foreign

enterprises. It should be recognized that come types of foreign enter

prises may require net payments for quite a number of years. The

potential earning eapaelty thus built up may be In^uted to the value

of a foreign enterprise.

Table 111-16 shows the value of the $l million foreign enter

prises et the end of the fifteenth year of operation, figured on the

basis of growth rates of the enterprises of the 1950-1959 period.

United States mining and smelting enterprises in Canada expanded fast;

an average of this type of enterprise with an initial value of $1 million

will be valued at about $7.1 million at the end of the fifteenth year.

During the fifteen years of operation, an average mining and smelting

enterprise in Canada required $2.9 million more In United States capital

than It produced In United States receipts from earnings. (See



nsut m-16

VAI^ Gi VARIODS TfTES OF U. S. OIRKT IHVBSIianifS WITH AH IMITIAL
VALOI OF $1 MILLIOH AT US) OF FUTEBHTB YEAH OF OFEBATIOH,
BY IHSDSTBY» BY ARBA (GROWTH BATES BASED ON 1950-1959)

All

IndttStrlAS

mad

Sneltlxig PetrolMai Mnufacturing Trade

All Areas I 4 656 900 $ 4 720 300 $ 6 508 000 $ 4 720 300 8 5 118 300

Canada 5 697 700 7 137 900 19 324 280 4 292 600 4 177 200

Latin Amarlca 3 085 200 3 495 000 4 720 3(M} 2 720 600 5 547 300

Europe 6 422 400 2 232 500 7 722 700 6 771 300 6 682 500

XeCa: Derived froim grei?th rates ef Table II1-6 and coepound interest tables.



Tables II1-8 «sk4 111-10.) If capital outflows were regulated it would

thus not be desirable to Judge capital flows to this type of enterprise

solely on the basis of recent net receipts.

fiiuMMn-y of pnlted States Receipts and Tayiaents from
Earnings and Financing United States

Foreign Enterprises

The results nay now be suaearised for the various types of United

States foreign enterprises over a fifteen-year period, using all the

variables involved in the earnings and financing of the foreign enter

prises.

For all typss of enterprisss in all areas, on the average, a

dollar outlay of $740,000 is required to establish a $1 million entar-

prise, and this aauunt is returned three times in fifteen years, which

Is a pay-back period of five years; for mining and smelting the return

is 1.3 times the outlay, for petroleum 8.1 tims, manufacturing 1.5 times,

and trade 2*2 times, or respective pay-back periods of eleven and one

half yaara, two ycara, ten years, and seven years. See Table III-17.

For all the typea of United States foreign enterprises taken

together in the various areas, the return on the dollar outlay is tha

greatest in Latin America, where the income is on the average 8 times

the outlay, and in Europe 1.5 times, or pay-hack periods of about two

years and ten years. For United States foreign enterprises in Canada,

United States outlays exceeded United States income.

Within Latin America the results are extreme. In patroleum.

United States incoow was 77 times the outlay in the fifteen-year period,



TABLE in-17

BALAHCE OF PAYMENTS IMCC»1E FIUM VARIOOS TYPES OP U. S. FOKKXiai
EHTBBPRISIS WITH AH INITIAL VALUE OF $1 MILLION OVER A

FIFTEEN-YEAR WmOD^ AVERAGE OF ALL AREAS^
(BASED OH THE 1950-1939 EXPERIENCE)

All Areas

All Mining and Hanufac-
Iiuiustrles Saeltlng Petroleua Curing Trade

Financing Eatablishment::
U. S. Exi>orts
Dollar Outlay

Incosae and Esiporcs over IS Yctara:
Incoae Reeal-ved adnus S. S.

Capital Outflows
Esports of Capital Goods for
E^ansion and ReplaeeoMit

Balance of INywsats Income

Value of the Enterprise at the Rnd
of the 15th Year of Operation

Income-Outlay Ratlo^

$  260 000 $ 306 000 $ 386 000 $ 115 000 0
<  740 000) ( 694 000) < 614 000) ( 885 000) ($1 000 000)

1 337 239

620 368

79 375 3 103 416

878 363 1 485 899

941 931 2 170 980

284 339 0

82 217 607 $1 263 738 $4 975 315 $1 341 270 $2 170 980

$4 656 900 $4 720 300 $6 508 000 $4 720 300 $5 118 300

3*(M) 1.27 8.10 1.52 2.17

1See the preceding tables for the appropriate rates on growth, earnings, esqports, and year-wad
Investment values4

2
If the dollar outlay In establishing the foreign enterprise Is $740,000 and the income over 15

years is $2,217,607, then the income-outlay ratio is 2 217 607 » about 3.00} when expressed in terms of
pay-back period, an Income-outlay ratio of 15.(K) is one year and a ratio of 3.00 glvea a pay-back period
of 5 years.



which is largely caused by the very high contribution of United States

capital goods in the establishiaent of this type of enterprise. In manu

facturing, United States Income is only .5 times outlay, or a pay-back

period of thirty years, which is largely caused by a relatively high

proportion of earnings reinvested for expansion and by a relatively high

dollar contribution in establishing this type of foreign enterprise*

See Table III-18*

In Europe trade enterprises have the highest income-outlay ratio

with 3.4, which ia a pay-back period of about four and one half years.

Fetroleum anterprises in Europe have the lowest income-outla; ratio

with 1.22. Sea Table III-19.

In Canada the incwae-outlay ratio is positive only In manufac

turing and trade, with ratios of 1,4 and *7, or pay-back periods of

about tan years and twenty years. See Table III-20.

Income on all United States foreign mining and smiting enter

prises is relatively low, in part because the benefits of foreign

production are preferred to be passed on to United States parent

companies in lower prices rather than in transferred profits. Income

on all Uitlted States foreign manufacturing enterprises Is also rela

tively low because of reinvestment of a relatively large proportion of

earnings.

United States Income of United States foreign petroleum enter*

prises is relatively high, in part because of depletion allowances, ai^

perhaps to some extent because of loiperfectly coB^etitive conditions

prevailing in the Industry.



T&BUS 111-18

BAIAICB OF FAYlffiNTS IBCOIflS FROM VARICCS TTRS OF O. S. FOmCK
ENTB8FRISBS WITH AN INITIAL VALOE OF $1 MILLION 07E& A

FIFTSim-YEAR PESI(H> IN LATIN AMERICA^
(BASED ON THE 1950-1959 EEFE&IENCE)

All

Industries

Mining ai^
Smltiiig Fetroleua

Manufac

turing Trade

Financing SstablislsaeBt:
U. S. Everts
Dollar Outlay

Income and Exports over 15 Tears:
Income Received mixms V. S.

Capital Outflows
Export of Capital Goods for

E^qpansion and Replacsnant

Balance of Payments Income

Value of the Enterprise at the End
of the 15th Tear of Operation

Income-Outlay Ratio^

$  647 000 $ 765 000 $ 905 000 $ 160 000 0
(  353 000) ( 235 000) < 95 000) ( 840 000) ($l 000 000)

I 505 279 300 545 4 704 732

646 887 1 090 460 1 723 126

4 566

271 398

618 555

♦2 799 166 $2 156 005 $7 332 858 $ 435 964 $ 618 555

$3 085 200 $3 495 000 $4 720 300 $2 720 600 $5 547 300

7.93 9.17 77.19 .52 .62

Sec the preceding tables for the appropriate rates on growth, earnings, transfers, exports, and
year-end investment values.

2If the dollar outlay in establishing the foreign enterprise is $353,000 and the income over 15

years is $2,799,166, then the income-outlay ratio is " 7.93; expressed in terms of pay-back
period, an income-outlay ratio of 15.00 is ona year and a ratio of 3.00 gives a pay-back period of 5 years. »



TABLE 111-19

BAX.ANCE OF PAYMBBTS mCOMB FBKBi FABIODS TYPES OF U. S. FOBEIGN

ENTBBPRISBS Km AN INITIAL VALUE OF $1 )fILLI«l
OVER A FIFTEEN-YEAR PERIOD IN EOR(^^
(BASED TBE 1950-1959 EXPERIENCE)

All

Inedustries

Mining and
Saelting PetrolewB

Manufac

turing Trade

Financing Establishnent:
D. S. Eiqwrts
Dollar Outlay

Income and Exports over IS Years:
lncoB» Received i^nus

U. S. Capital Outflows
Export of Capital ̂ ods for
Ejq^nsion and Replacenoat

I  87 000 0 I 90 000 # 100 000 0
(  913 000) ($ 1 000 000) < 910 000) ( 900 000) ($ 1 000 000)

921 les 1 229 551 -1 736 846

340 217 0 536 224

1 559 423

400 751

3 356 858

Balance of Payments Income $ 1 348 402 | 1 229 551 9-1 110 622 $ 2 060 174 9 3 356 858

Value of the Enterprise at the
of the 15th Year of Operation

Income-^tlay Ratio^

9 6 422 400 9 2 232 500 9 7 722 700 96 771 300 9 6 682 500

1.48 1.23 -1.22 2,29 3.36

See the preceding tables for the appropriate rates on growth, earnings, transfers, exports, and
year-end investsMnt values.

2
If the dollar outlay in establishing the foreign enterprise is $913,000 and the incrae over 15

years is $1,348,402, then the income-outlay ratio is " 7.93; expressed in terms of pay-back
period, an incoa»-outlay ratio of 15.00 is one year and a ratio of 3.00 gives a pay-back period of 5 years.



IIABLE III-20

lAMscs m mitams hk:^ wwh vkmrns vms of o, s. FORsiGir
ESmFRISBS WITH AN BIITIAZ. FAI2IE OF $1 HmiOH

OVER A FIFTEEN-YEAR HBIRIOD IN CAHAM^
(BASES cm THE 1950-1959 EXFBRIENCE)

All

Xx^ustrles

Hl&iag and
Smelting Fetroletoei

Kanufac-

tvrlng Trade

Financing EstablialoMaits
0, S» Exports i
Dollar Outlay (

Income and E:i^rt8 over IS Years:
Income Received minus

U. S. Capital Outflovs
Export o£ Ci^ital Seeds for
Expansion and Replacsasmt

Balance of Fajmsats
Incoaie ^

Falue of tbe Enterprise at tbe
End of the 15th Year of

Operation i

Xncooe-^tlay Ratlo^

$

50 000 $
950 000) <

37 000 $
963 000) (

7 700 i
991 300) <

'781 416

156 239

-2 904 433 -24 535 752

217 285 197 336

100 000 0

900 000) ($ I 000 000)

975 209

171 160

341 166

-575 177 $ -2 650 148 f-24 330 716 $ I 246 369 $ 341 166

 5 697 700 1 7 137 900 $ 19 324 280 $ 4 292 600 $ 4 177 200

- .61 -2.75 -24.52

'^See the preceding tables for the appropriate rates on growth, earnings, transfers, exports, and
year-end investment values.

^X£ the dollar outlay in establishing the foreign enterprise is $950,000 and the income received

over 15 years is $ - 575,177, then the income-outlay ratio is HI " -.61j ea^resaed in terms of
950 000 Ok

pay-back period, an income-outlay ratio of IS.CK) la one year and a ratio of gives a pay-back period «
of 5 years.



.1

of Balance of yaymenta Incone gonaula

the analyele of United States balance of payments receipts and

payments presented in the preceding sections can be en^loyed to derive

a formula with which receipts and payments can be confuted for any type

of enterprise over any period of time, given the value of the five

variables*

The data as reported in the primary sources consist of five

basic variables. Birst, there are the data on the absolute Increase

in the value of United States foreign enterprises for the 19S0-1959

period, by industry and by area. These data can be used to determine

average annual growth rates with the aid of compound Interest tables.

The second variable is earnings, figured as a percentage of the value

of the foreign enterprises. Earnings of various types of foreign

enterprises are also available for the 1950-1939 period. With this

information, growth rates and earnings can be determined for a number

of types of $1 million enterprises for a fifteen-year period.

The third major variable is the division of earnings between

those transferred and reinvested. As explained more fully above.

under "i of Earnings of Direct Investment j," this

information is not avallabls In detail because Income received as

reported the primary sources include earnings of foreign branches

not actually transferred. There is available United States income

received from foreign enterprises and United States capital outflows

to foreign enterprises, and addition of the two gives net receipts



and. In sone cases, net payments. Both of these variables can be

calculated as a percentage of earnings for the 1950-1959 period for

various types of enterprises, and the average of this percentage can

he employed to derive Ineofae received minus United States capital flows

to foreign enterprises for a fifteen-year period for the four types of

enterprises in the four areas.

The fourth variable is the purchase of United States capital

goods by the foreign enterprises. Data on United States capital equip

ment exports to United States foreign enterprises are available for

only one year, and have been figured as a percentage of reinvested

earnings plus United States capital flows to the enterprises. This

relationship has been assumed to hold for fifteen years. In addition,

the proportion of the initial value of the foreign enterprise contri

buted in the form of United States capital goods is assusmd to be the

same as the proportion of reinvested earnings plus United States

capital flows spent on United States capital goods.

In coiqiuting an income-outlay ratio, the Initial United States

outlay required to establish the foreign enterprise is a vary significant

element in determining the pay-back period. This will become apparent

in the formula presented below.

The fifth variable is the extent of allowance made, if any,

for the value of the foreign enterprise at the end of the period. It

has been assumed that aome percentage of this valua can be conqputed

as receipts.



With these verlables, the lncoae*outlay ratio of any type of

foreign enterprise ean be eoo^uted over a given period with the following

Fonsula A:

£  .r.y + <£ (iti)"*^ r(l.y) F + f'(l+i)®

I(l-F)

X «• iPCOBte
outlay

I " investsMnt value

F •* fraction spent on United States goods; figured as a percentage of
reinvested earnings plus United States capital outflows

X(1«F) " balance of paynents outlay

i « coapound rate of growth of the investswnt

r  rate of earnings after foreign taxes; figured as a pereentage of
investoMint value

y •> fraction of earnings received as incosui, i. e., income received
minus United States capital contributions

1-y fraction of earnings reinvested plus United States capital
contributions

f* - fraction of the value of the direct investment counted as receipts

n " nundier of years of operation of the investment enterprise.

fhis formula expresses the balance of paytsents receipts from

earnings and United States exports of capital goods and subtracting

United States capital contributions*

Another way of expressing the ineosM-outlay ratio is to divide

the tisM period Involved bp the income-outlay ratio and arrive at the



S0-ealle4 "payback" pariod. See formula B below;

I  (l+i)° ̂  r.y. + i (1+i)®"^ r<l-y).? +
i«»l , Lt»l J

ia-F>

£*m 0

for exao^le. If tbe variables ares

f » payback period la years * * 14«0

I • 11,000,000 f * 28.3

f m ,26 i'" 0

1 - 10.8 a - 15

iben a dollar outlay of $740,0<X) produces a Imlaace of paywrnts lacoisM

of about 12,200,000 over a flffceen-year period, or aa IneooMi of about

3 times t!Ni outlay. Whea eapressed la formula B the outcome thui isi

' - "OsmF "
740,000

A.t the ead of the period the value of the lavestmeat will be about

14.65 million, for which no credit has been ellowmi.

This outc<»ae probably closely ressaibles the payback period of

an average $l million of all Baited States direct private Investmeats

for a £lfteea*year period, wh«a the 1850-1959 esperieaee is telmm as a

basis.

The significance of the year-end value can be demonstrated by

as hi]g^ a social discount rate as 8 per cent to determine the



I'-/?,

present value of a foreign enterprise. A discount rate of 8 per cent

makes tlia present value of the enterprise ahout $1.47 million.^ If this

amount Is added to the balance of payments Income oMsntloned above, the

pay-back period will be shortened, from an average of five years to

four years.

^!he present value of I Is detendaed hy the fonmila;
V* ■ (1+1)"®.



CBAPTSR XV

DIBSCT TRADE EFFECTS OK THE UNITED STATES EAI^B Of

FAYMmS FROM TRADE BSTHEEK THE UNITED STATES

AND UNITED STATES FOREIGN ENTERFRISES

United States foreign enterprises generate a considerable amount

of trade with the United States and with third countries. The purpose

of this chapter Is to extend the analysis presented In Chapter III and

to deteradne the magnitude of United States net trade with various

types of foreign enterprises over a fifteen-year period. The Indirect

effects on the United States balance of payments from United States

trade with United States foreign enterprises are dealt with In Chapter V.

United States eiq^rts of capital equipment to United States

foreign enterprises have been Included In balance of payments receipts

In Chapter III because these esports directly affect United States net

payments for financing foreign enterprises. United States capital goods

exports thus are not included In the net trade effects here considered,

but are Included la the summary of all direct receipts and payments

shown In the last section of this chapter.

]Unlted States Exports to and laports from
United States Foreign Enterprises

The eiqports of United States foreign enterprises to the United

States and the Imports of United States foreign enterprises from the

United States together produce a net trade position for the foreign



enterprises. Table IV*! shows the net trade by area and by industry

for the year 1957. The over-all net trade position of United States

foreign enterprises with the United States was favorable in 1957 in the

aaK>unt of about $1,800,000 which SMsns to the United States a net laport

position of that assjunt. But there is much variation by type of enter

prise. Trade of all United States enterprises in Canada shows a surplus

for Canada of about $520 siilllon, and United States foreign enterprises

in Latin Asaeriea show a surplus for that area of $1,120,000. United

States foreign enterprlsee in Burope produced for that area a trade

deficit with the United States of about $200 skllllon. Thue, for all

areas together only United States enterprises in Europe earned a trade

surplus for the United States. United States foreign mining enterprises

produced the largest Unit^ States Isqtort surplus, $840 million, next

United States petroleum enterprises with a $680 million ii^ort surplus,

while United States foreign manufacturing enterprises earned a $190

sftillion export surplus for the United States. This sMsns that only

United States foreign manufacturing enterprises earn a trade surplus

for the United States, and of thase enterprises actually only manufac

turing enterprises in Latin imierlca produce a surplus for the United

States. Other major types of United States foreign enterprises producing

a trade surplus for the United States are petroleum enterprises in

Europe and Canada. See Table IV-1.

For the purpose of including these direct trade data with the

ether receipts and payments arising from earnings and financing, net

trade must be related to the value of these enterprises. See Table IV-2,



a

Tr J

Z4BLS IV~1

HBT mms OF U. S. FOSSIGN I^TlirKISES WITH TB

HNrOB^ STATES, BT IHSOSTBY, BY ASMk, 1957
(EXCUJDING CAJPIT4L EQDIFMBff FBBCBILSSS)

(In Millions of Dollars; Met Import • )

All

Industries

IMLning and
Smelting Petroleum Maaufacturlag

II 799 I  841 I  685 I  19

Latin America 1 119 - 169

Europe - 202 - 253

Source: Adapted from Pizer and Cutler, U* S. Business Investments In
Foreign Countries, U. S. Oepartmmt of Cosanerce, 1960,
pp. 110, 111, m.

Mote: A net import figure of the enterprises constitutes a U. 8.- trade surplus.



•EABLI I?-:

U. S. NET TEAOE WITH U. S. FORBIGM ENTBRfRISES AS A IKHCQnAGE OF
fOK FALBE OF THSSB BNHSFKISES, S7 IKHUSTRY, ST ABIA» 1957

(EXCLBSBS B. S. CAPmL EQOinfSin; EXPORTS)

Olet B. S. Import Percent«g« •> )

All

Industries Mining Petroleua Manufacturing

All Areas -  7.1 - 35.6

Canada -  6.0 - 46.6 -  4.3

X>atin America - 15.0 - 25.9

Europe -  5.5 -  2.4

Source: Fizer and Cutler, B, S. Business Investments in Foreign Countries.
B. S. Bepartrasnt of Conmerce, I960.



fha direct trade eflecte arc expreseed in this table in terms c£ a

United States surplns cr deficit. In 1957 the United States shows a

net isftort with United States foreign enterprises of about $1,SOO,000,

which is about 7 per cant of the value of all United States foreign

enterprises. Actually, the United States net in^ort balance with United

States foreign enterprises is smaller because of the omission of United

States sales of capital equipment. United States capital goods exports

to United States foreign enterprises have been included in Chapter III

in the section dealing with the financing of foreign enterprises.

It is not known how much the net trade effects have been with

United States foreign ansiterprises for any other year during the 1950-1939

period* If the relationship betwean United States net trade witb United

States foreign enterprieee ewi the value of United States foreign enter

prises for the year 1957 ie applied to the fifteen-year period, then

the net trade results will be as shown on Table IV-3. harge net United

States imports will come from all United States petroleum and mining

enterprises, while all United States foreign manufacturing enterprises

will produce e relatively small United States export surplus. As between

areas and types of enterprises, the United State# will show a particu

larly large it^^rt surplus with petroleum and mining enterprises in

Latin America, «id mining enterprises in Caniuia, while United State#

petroleum enterprises in Surope and Canada and United States manufac

turing enterprises in Letin America will show large United States

eiq^orts surpluses. Trad# enterprises also will sfeww a very substantial

export surplus.



IIABLS XV-3

V. S. HXT TB4SB WITH U. S. 101X101 QiTXlPKtSXS OfXl
▲ FIFTBEN-mi PERIOD, BY IHDDSTBY, BY AKX4^

(BRSED ON THE 1950>1959 EXPXUENCS)

(In Dollars; Met Inport - )

All

Industries Mining letroletsB Manufacturing Trada^

All Areas

Canada

2 404 000 $-12 151 000 $- 3 147 000

- 2 292 000 -20 431 000 2 214 000

68 300 $ 8 738 000

- 1 388 000

Latin Asterica - 4 010 000 - 7 428 000 - 9 659 000 3 317 000 B. a.

Europe 2 OU 000 - 1 232 000 9 301 000 - 1 018 000 n. a.

^Bascd on growth rates of U. S. direct inwestBents in the 1950-1959 period. See
Table III-5; and on net trade data of the United States with these enterprises shown on
Table IY-2. U. S. exports of capital equipnent to these enterprises is i«»t incliided. Trade
data are available only for 1957 ami are assumed to bear the same relation to the value of
the enterprises in other years as in 1957.

2.U. S. esports to trade enterprises in 1957 were $407 million, which was 24.4 per cent
of the value of U. S. direct investments in all trade enterprises abroad in 1957. It is not
sure If there are atgr U* S« imports frm these trade enterprises.



Adding All United States and gavaents

The trade data for varioi'S types of enterprises for a fifteen-year

period have next he«s added to the balance of paysMnts Income developed

In Chapter XZX and shown on Tables III-17, III-18, III-19, and 111-20.

for an average of all United States foreign enterprises total United

States receipts cover nearly all payments, considering earnings, financing,

and trade. See fable IV-4. United States petroletmt and nannfactnrlng

enterprises in Europe and in X.atln Aawrica show large net receipts,

while United States adning and smelting and petroleum enterprises in

Canada show large United States net payments over this period.

Formula for All Direct Balance of gayiMtnte Effects

A formula has been derived in Chapter III with which United

States- receipts and payments can be detarmiCMid from earnings, and

financing various types of enterprises. This fomwla can now be

extended to include also the net United States trade results with

United States foreign enterprises. The extension to the formila will
n  n

he i (l+i)®*"^.T where ^ <l+l)""^ is the accumilated year-ei^ values
i""l i^l

of a SI million foreign enterpriae expanding at a rate already deter

mined, and for a period of fifteen years. T is tha United States net

trade position with the foreign materprise figured annually as a

percentage of the value of the foreign enterprise.



Thus. 17-4

SU!Qi4KY 07 V, S» BAL4NC1 07 FAYIOIITS RXCSIPTS iUB) VAYMnfS
FitOM lABHINGS, FIN4NCIN6, AfiD FIOM TSABE MITH TABlOiS

TTFBS OF U. S. FOREZ^ ENIERFfllSBS, BY ABBA^

(THe foreign nnterprlses, with an initial value of $1 Billion^ are aasu^d to operate
for 15 years on the basis of the 1950-1959 ei^erl«ace. In Dollars)

All

Industries

mning and
Soeltlng Fetroleun Manufacturing Yrade

All Areas:

Balanee of Faynents
InCOBM

Yrade (Not bqport - )
Net Effect

$  2 218 000 $ I 26k 000 $ 4 975 000 $ 1 341 000
- 2 404 000 -12 151 000 - 3 147 000 68 300

o  186 000 -10 887 000 - 1 828 000 1 409 300

Cani^:

Balance of Faysinits
Zncoae

Trade (Met Im^rt - }
Net Effect

575 000 $- 2 650 000 $-24 331 000 $ 1 246 000 $ 341 00<
- 2 292 000 -20 431 000 2 214 000 - 1 388 000 n. a.
- 2 867 000 -23 081 000 -22 117 000 - 142 000 n. a.

^Receipts and pi^ramits frtna earnings and financing,^ respectively, have been
called Balance of FaysMnts Incoae.



table IV-4—Continued

All

Xsdustrifta

Mining and
Smiting Petrolem Manufacturlx^ Xrada

Latin Aaarica:

Balance of Pi^^aants
Incone

Irade (Net Xaport « >
Net Effect

$  2 799 000 $ 2 156 000 $ 7 333 000 $
- 4 010 000 - 7 428 000 > 9 659 000

- 1 211 000 - 5 272 000 - 2 326 000

436 000 $
3 317 000

3 753 000

619 000

Balance ef Payments
Income

Trade (Net Import • )
Net Effect

$  1 348 000 $ 1 230 000 $•> 1 111 000 $ 2 060 000 $ 3 357 000
2 013 000 > 1 232 000 9 301 000 - 1 018 000 n. a.

3 361 0^ " 2 000 8 190 000 1 042 000 n. a.

Soarcea: Tallies HI-18, HI-19, and m>20, and Table If-7.



Th« fonaula vlth which the income-outlay ratio e«a he computed.

iaeluding eamixigs, financing, and direct trade effects, will thus be as

follows:

n  , n
^  (l+i)n-l .r.y+ £ (141)®"! r(l-y).r 4 f'(l4i)»
i»l - L i"!

I(l-F)

where, as shown in Formula A (Chapter 1X1, page 72} t

4 £ <l4i)®"^.T
i«l

n  1 r ® n-l
^  (l4i)®"^ .r.y 4 £ (l4i) .r<l-y)? - United States receipts

from earnings, considering income received and United States capital

outflows, and United States capital goods exports: f'(l4i)® » United

States receipts attributed to the value of the foreign enterprise at the

end of the period; I(l-F) * outlay or United States balance of payments
n  ̂

payment to establish the foreign enterprise; and £ (141)®*^.! » direct
i»l

net trade effect.



CmPTER V

uroisicf IFFECtS OH THE OHITED SlATES MMHCS
OF FATMENTS FROM THE OUTFUT AND TBADE OF

HHITB0 STATES FOEEIGH EFTESFRISES

United States foreign enterprises produce a significant output

ywA volume of trade, including trade with the Unit^ States. In 1957»

United Stafcas foreign enterprises sold $38,154 nillion, ai^ purchased

$37,274 million in goods and services. United States foreign enter

prises produced in the swae year $10,459 million of ea^rts, including

$3,770 million to the United States, and $5,298 million of ii^rts, of

which $2,628 came from the United States.^ The trade carried on between

the United States and United States foreign enterprises, and between

United States foreign enterprises and third countries, has considerable

ia^lications for the United States balance of payments beyond receipts

and payments. United States isf^orts from United States foreign enter

prises affect the United States terms of trade. Sales of manufactured

goods of United States foreign enterprises In the host countries and

to third countries adversely affect United States exports of manufactured

goods.

In the first section of the chapter an examination is made of

trends in the relative position of United States esq^rts and imports.

^Fizer and Cutler, U. S. Business Investmente Foreign
Countries. U, S. Department of CoHaierce, I960, pp. 110, 115.



The next eeetlon deals with the effects of the sales of United States

foreign enterprises on United States exports. In the third section an

analysis is nade of the effects of three categories of United States

■importfl ftoa United States foreign enterprises on the United States

balance of payswnts. In the final section a comparison is oade hetveen

the indirect and direct effects fron United Stetes Is^orts on the balance

of pajments.

Trends United States gxports and I^orts

United States loports and exerts are directly related to the

growth in United States foreign enterprises, but the impact on United

States trade is not readily sieasurable. The value of United States

direct foreign enterprises increased from $7.2 billion in 1946 to

$29.7 billion in 1939, which is about a fourfold increase.^ There was
no significant increase in the value of United States foreign enter

prises from 1928-1929 to 1945-1946. Although it is certain that United

States trade has been aifected in various ways by the rapid Increase

in output of United States foreign enterprises, no substantial shifts

in the relative magnitude of exports and la^rts are apparent. United

States merchandise exports averaged 6 per cent of United States national

^Table IH-3 and U. S,, Department of Commrce, Historical
Statistics of the United States. Colonial Times to 1957, I960, p* 565.



Ineone In 1926-1929 and averaged 4.6 per cent in 1958-1959.^ This

decline aaay be typical for an industrial country where growth in service

industries is exceeding that of isanufacturlng, and the output of service

industries does not as readily enter into international trade. Ho signi

ficant change can he observed either in relating United States exports

to world exports. Xn 1928 United States exports were 15.6 per cent of

total world exports, 14.0 per cent in 1938, 17*2 per cent in 19S8, and

17.0 per cent in 1959 of total world eaq^rts.^

United States isqports, as a percentage of United States national

ineone, have also dropped soaewhat in the past thirty years. In 1928-1929

is^orts were, on the average, 5 per cent of United States national ineone,

and an average of 2.5 per cent in 1958-1959. As a percentage of total

world Inports, United States inports have increased slightly in percentage,

from 12 per cent in the late twenties to an average of 14 per cent in

1958-1959.3

Thus, the level of United States vxpotta has decreased 1 to 2

per cent as a percentage of United States national ineone in the past

thirty years, and iaports have decreased about 2 to 3 per cent. In

relationship to total world trade, United States trade also changed^

U. S., Department of Conaaerce, Historical Statistics of the
United States. Colonial Times to 1957. 1960, pp. 139, 562; Federal
Reserve Bulletin. October, 1960, p. 1183; U. S., Departnent of Commerce,
Statistical Abstract of the United States. 1960. p. 867.

^International Honetary Fund, International Financial Statistics,
many nonthly issues.

^Ibid. See also Table 1II-4.



slightly. Onitad States exports as a percentage of total vorld exports

Increased p«rliaf« 1 per cent, while Qnlted States Imports as a percentage

of total world Imports Increased perhaps 2 per cent.

Another variable that suiy have been affected by the foreign

enterprises Is the United States trade surplus, although the relative

positions of exports and laports shown above do not suggest this, from

1956 through I960 the excess of United States exports of merchandise

over laports averaged about $S billion per year, and during this period

United States sMrchandlse exports averaged $17.5 billion par year.^

In the late twenties the United States merchandise eaport surplus

averaged about $700 million a year when United States merchandise

exports averaged about $4.7 billion per year.^ This indicates actually

a relative increase in the United States export surplus.

The position of United States trade in terms of the prices

paid for Imports relative to those received for exports shows no

discernible unfavorable trend. The United States terme of trade in

the fifties Increased from 100 In 1950 to 108 In 1960.^

^U, S.. Department of Gonmeree, Survey of Current Business,
many issuas.

S*. Departm«tt of Comnwrce. Historical Statistics of the
United States. Colonial Times to 1957. 1960, p. 537.

^International Monetary ftaid, International financial Statist
February, I960, pp. 34-35.



■Iffecte on Pnlted Statee Exporto from Output and Foratgn
Sales of United States Foreign Enterprises

About 72.5 per cent of the output of United States foreign enter

prises. valued at $38,154 million in 1957, was sold In the host countries

of the enterprises. 17.5 par cent w<mt to countries other than the United

States, and 10 per cent went to the United States. See Table V*l. But.

there is much variation between the types of United States enterprises.

United States mining enterprises sold only 16 per cent of total sales

locally, and exported 40 per cent to third countries, and agricultural

enterprises sold 37 per cent locally, and 25 per cent to third countries.

The sales of United States foreign mining and agricultural enterprises

are only 7.5 per cent of the total sales of all United States foreign

enterprises, and probably do not affect United States exports very much,

because the United States is a major net iaporter of most of the products

from these foreign mtcrprises.^ United States foreign petroleum enter
prises sold in 1957 about 38 per cent of all the sales of all United

States foreign enterprises. Of these sales. 66 per cent was sold

locally and 24 per cent to third countries. The United States is also

a major oil importer, and sales of petroleum products of United States

forsign enterprises probably do not seriously affect United States

exports of petroleum products. United States exports of petroleum

products largely consist of more complicated finished products--re£lnery

S. cotton enterprises in Mexico, for exaiq^le, may adversely
affect U. S. cotton exports, ferhaps other factors are also respon
sible for lagging U. S. cotton exports.



TABUS V-I

SALES Of U. S. fOBBIGN EHTBKPRISES JJH Tm HOST COUNTRIK
OF THE EHTEEfRISBS AJBS TO COOHTKXBS CnSBE TBAH TM

UHITBD STATES, BY INDOS'nQr. BY AlBA. 1957

(In Millions of Dollars)

All Mamifac-

Induetrles Mining fetroleun tmring Agriculturo

All AreasX

Total Sales

Exqports other than to the
United States

fercentage of Total Sales
Local Sales

fereentage of Total Sales

Canada:

Total Sales

Exports other than to the
Unlt^ States

Percentage of Total Sales
Local Sales

Parentage of Total Sales

$38 154

6 689

17.53X
$27 695

72.58X

$11 704

651

5.561

$ 9 691
82.801

$ 2 032

809

39.811

$  325
15.991

$  740

216

29.181

$  124
16.751

$14 501

3 539

24.411

$ 9 519
65.641

$ 2 098

3

.141

$ 1 971
93.941

$18 331

1 819

9.921

$15 419
84.111

$ 7 897

432

5.471

$ 6 637
84.041

212

24.761

$  318
37.141

0

0

181

97.311



mSLE V-l->Continuei

(In Millions of Dollars)

All ttanufae-

Industries lUaing fetrolem tnrlag AKrieulture

Latin Aaeriea:

Total Sales

Bxports other than to the
Ihtited States

Sercttntage of total Sales
Local Sales

Percentage of Total Sales

Surope:

Total Sales

Exports other than to the
Qnlt^ States

Percentage of ̂ tal Sales
Local Sales

Percentage of Total Sales

sm

I 473

19.61X
« 4 472
59.55X

$11 181

1 605

14.35X

$ 9 379
83.88X

365

45.17X

$  104
12.87X

47

67.14X
$  18

25.71X

$ 2 981

827

27.74X

$ 1 232
41.32%

$ 4 449

373

8.38%

$ 4 075
91.59%

$ 2 425

61

2.52%

$ 2 323
95.79%

$ 6 313

1 174

18.59%

$ 4 950
78.40%

$  595

Source: Adapts fron Pizer and Cutler, U. Business Investments in
0. S. D^artuent of C^aaaerce, 1960, pp. 110-11.

m Countries.



petro*-eh«atcal Industry «ad products—than tlu)se produced hy Baited

States foreign enterprises.

Bowever, the sales of United States foreign laanufacturlng enter"

prises, which are about 48 per cent of all the sales of all United States

foreign imterprises in 1957, do affect United States exports. About

84 per cent of the output of United States foreign xBanufacturln^ enter*

prises was sold in the host countries in 1937 and 10 per cent in third

cotmtries. United States total merchandise exports of finished smnu-

factures in 1957 were $11,800 million, which eoapares with the total

sales of United States foreign nanufaeturing anterprises of $18,331

million. United States foreign manufeeturing enterprises have eiqpanded

rapidly in the poet World War II period, fhe value of United States

foreign manufacturing enterprises increased In the 1950*1959 period from

$3,831 million to $9,692 million. See Table III-5. The capital*sales

ratio of United States foreign manufacturing enterprises is available

only for the year 1957; in that year it was 1}2.288. If thla ratio is

applied to the value of the enterprises in 1950 and 1959, then the sales

of United States manufacturlxig enterprises increased from $8,765 million

to $22,175 million, or an absolute Inoreese of about $13.4 billion over

ten years. United States eiqports of finlshsd manufactures increased

during the 1950-1957 period about $6 billion.^ It is very likely that

%* S,, UepartsMnt of Gommeree, Statistical Abstract of the
United State#. 1960. pp. 890-91; see also Table ?-l,

%» 8., Department of Coimerce, Historical Statistics of the
United States. Colonial Times to 1957. 1960, p. 544,



this increase in production of sianufactured goods of United States

foreign enterprises seriously affected United States exports of oanu*

factured goods. United States exports nust continually mke readjust-

aents to iseet this increase in production abroad. The aost notable

change has been in the eosiposition of exports to n»re finished aaim-

factures. Xn recent years United States eiqports of finished sianufac-

tures averaged 60 per cent of all United States aerchandise exports,

which eoaqpares with an average of about 45 per cent in the late twenties.^

It is difficult to sMasure the nagnltuds of the ispact on United

States exports from production abroad of United States enterprises. As

slnwn in the preceding section, the position of United States exports

has not deteriorated tMasurably, either in relation to the United States

national incone, or world exports, or United States iq^rts. But, it

is clear that aany new United States foreign enterprises have replaced

United States exports. Hew United States foreign enterprises are estab

lished when conditions in the foreign oarfcet are right. The establish-

SMUt of new United States enterprises abroad holds these awrkets for

the United States, and the forawr export receipts are being replaced

by other receipts produced by the United States foreign enterprises,

such es transferred earnings end United States exports of goods to

establish and expend the enterprises, end current goods for operation.

If non-United-Statea-owned enterprises take over foreign aarkete, the

%. S., Department of Coaneree, Statistical Abstract of the
United States. 1960. pp. 890-91; see also Table V-1.



United States will not obtain any receipts from earnings, and United

States sales of eapltal goods and current goods to foreign-owned enter

prises will be relatively small. As shown in Table ?-2, United States

foreign auumfaeturing enterprises purchased 78.5 per cent of all imports

from the United States In 1957. United States manufacturing enterprises

in Canada and in Xiatin America imported an especially large proportion

of their total ii^ports from the United States; for Canada this was

93.5 per cent, and for Latin America 84.5 per cent. All United States

foreign petrolexim enterprises bought 27 per cent of all imports in the

United States in 1957, and mining and smelting enterprises bought 88

per cent of total imports in the United States.

As shown in Chapter If, United States payments made to finance

the establishmmit and eacpansion an average of all United States foreign

enterprises, and payments for United States Isports from the foreign

enterprise, arc nearly fully covered by receipts from earnings and

exports. But there are large differences by the type of enterprise

and by area. For exasple, United States manufacturing enterprises in

Latin America show a particularly large surplus of receipts over payments,

primarily due to a relatively large United States <UEport surplus with

these enterprises. See Table If-4.

The lose of export merkets from n«w production facilities in

the foreign country requires adjustment. When a foreign market has

been built up over the years to a point which allows local production

to he undertaken and to earn a profit, new production facilities will

probably be established soon, because competitors of the United States,



TABLE 7>2

AL nffOSXS ASS IMP(»TS FK^ TIS BBITBS STA!EES Of XS, S
nmistl ISiTSESlZSES, by XHSBSIXY, AHD by AKEA, 1957

iTsamms castsal Eqsmmm ass othee items)

(In Millions of Dollars)

All Mining and Maaofac
Industries Sneltlng Itetroleua turlng

All Areas:

Total ̂ ^rta $6 155 6  158 64 272 61 536 6  614
Ii^rts from the S. S. 2 628 139 1 165 1 206 407
fercentage from the S. S. 42.701 87.97% 27.27% 78,51% 66.29%

Canada:

Total laports $1 249 6  6 6 494 6  739 n. a.

Imports from the S. 8. 892 6 184 692 a. a.

Percentage from the Q. S. 71.42X 1OO.O0X 37.25% 93.64% n. a.

Latin America:

Total Imports 61 182 6 UO 6  677 6  274 ' n. a.

Is^rts from the U. S* 804 124 364 232 n. a.;

Percentage from the B* 8, 68.02% 88.57% 53.77% 84.67% n. a.

Europe:
Total la^rts 62 227 6  1 61 891 6  327 n. a.

Im^rts fr<Mi the U. S. 440 1 270 163 n. a.

Percentage from the U. S. 19.76X 100.00% 14.28% 49.85% n. a.

Source: Adapted from fizer and Cutler, S. Itosiness Igyestgents In foraian Countries
D. S. Separti^it of Consaerce, 1960, p. 121*



including local or foreign companies, maj seek to take over the market.

Moreover, the foreign country can apply incentives to induce local produc

tion. Therefore companies of an industrial country usually consider

trade to be closely linked with investment. Many United States coi(q>anies

hold foreign markets by establishing production facilities in the foreign

country.

But the adjustment process does not stop here. If a new enter

prise is built in a foreign s»rket, perhaps new additions must also be

atade to utilities servicing the netw plant, which may require additioital

ia^rts.l Or the new enterprise may need large imports for operation.

United States manufacturing enterprises In Latin America, for example,

still require relatively large imports from the United States for

operations. See Table IV-4.

Another basis for ascending trade through investment may be

created by foreign exchange earnings of United States foreign enterprises.

United States rew-material-producing enterprises in Latin America, for

exaa^le, earn sizeable foreign exchange receipts for the area; this is

shown on Table IV-4. In addition, if new manufacturing plants are

established in the foreign country, local output and esployment uy

increase, which over tims laay call for additional iaqports of all sorts,

including imports from the Unit^ States. As new foreign enterprises

take over United States export smrkets. United States capital contributions

^It is likely that these additional ioporte may have to be
financed on swdlum-term credit, or with a long-term development loan,
in which case additional investments must be mode.



my b« required for a suraber of years. For example, United States

petroleum enterprises in Canada have required large net United States

outlays in the past ten years. See Table ZF-4.

It is thus evident that companies of an industrial country that

export manufactured goods must perpetually seek new markets for displaced

exports, and that financing new foreign investments has become a neces

sary link in retaining foreign markets and in expending trade. The

eosqposition of United States exports must also continually transform

to meet the changes in the foreign mrkets. Kew and more complex

products must he introduced, while less advanced countries begin the

asttufacture of less complicated products.

In summary, it may be stated that United States exports of

manufactured goods are up against formidable competitors in United

States foreign enterprises. Frobably a portion of nearly all increases

in output of these enterprises displaces United States exports. In

part this is caused by the access of United States foreign enterprises

to the latest United States technological knowledge, managerial talent,

and access to United States capital markets.

However, new United States foreign investments also assist in

holding markets for the United States, and in creating new markets

for United States ei^orts. United States companies retain foreign

smrkets by establishing new enterprises abroad, and the resulting loat

receipts from snorts are replaced by receipts from earnings of the

new foreign enterprises, from United States exports for expanding and



operating th« antarpriBes, and possibly from additional United States

exports to the host country.

Bffects on the United States Balance of

from Imports of United States

Foreign Bnterprises

The United States obtains considerable quantities of material

from United States foreign enterprises. United States Imports from

United States foreign enterprises require payment. But these imports

also may hare Indirect effects on the United States balance of payments.

These indirect effects supplmrat the total net United States direct

receipts or paymmats arising from the operation of United States foreign

enterprises.

Before looking into the indirect effects of United States

liq»ort8, a few data must be presented first to show the type and value

of various United States io^rts produced by Unltmi States foreign

enterprises.

United States foreign enterprises shipped to the United States

in 1957 about $3»770 million of goods and services, which was about

10 per cent of total sales of the enterprises, but which was 36 per

cent of the exports of tto enterprises. See Tables V-3 aid U-4.

United States merchandise loports in 1957 were $12,921 million, and

sales of United States foreign enterprises to the United States $3,770

million, which means that about 29 per cent of United States Imports



VAUIfK 7-3

•ma^L SAUBB AMD SUSMS W TBE DIIZZED SXAXI^ m U. S. SZBECf
TOBoeM wmimmsss, m tmmim, m asm, 1957

(In Millions of Bollars)

Msnofae

tnarlng
Agri-

enletse
All

Industries fetroleomMining

All Areas:

Total Sales

To tb» O. S.

Pereentime tDo tfeke
Canada:

Total Sales

To the C. S.

Terceatage to the
Xiatin Aaerica:

Total Sales

To the S. S.

Percentage to the
Burope:

Total Sales

To the 0. S.

Percestirae to the

§18 331
1 093

5.96Z

§  856
327

38.20%.

§14 501
1 441

9.94%

§ 2 032
898

44.19%

§38 154
3 770

9.88%0. S.

§ 7 897
828

10.4^

§  186
5

2.69%

§ 2 098
125

5,96%

111 704
1 363

11.65%

f  740
400

54.05%0. S.

§  595
260

43.70%

I 2 425
41

1.69%

§  808
340

42.08%

§ 2 981
920

30.86%

§ 7 509
1 563

20.81%0. S.

§ 6 313
189

2.99%

§ 4 449
0

0

§11 181
195

1.74%

70

4

5.71%

Source: Adapted from fiser «OMi Cutler. 0. S. Business Inyestments in
9* S. O^artment of Commerce. 1960. pp. 110-11.

Countries.
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UStM, ¥-4

•arm, wtms akd mom to tee ohheo miEs o? c. siotscx
FOREICN SSTraraiSlS, BY MDCSTBY, BY AREA, 1»57

(In Hlllloss of Dollars)

All

Zadostrlas Mining Eatrolew

Manufac'-

turlng

All Areas;

Total Bbqrarts
To the U. S.

Perc<mta^a to D. 8.
Canada:

Total S:^rta
To the U. S.

Terceatage to the 6, S.
Latin AaMrlca:

Total Exports
To the Q. S.

Perc^tage to the U. S»
Europe:
Total Exports
To the U. S.

Percentage to the U. S.

$10 459
3 770

36.05E

$ 2 014
1 363

67.68X

$ 3 036
1 563

51.48i

$ 1 800
195

10.83%

$ I 707
898

52.61%

$  616
400

64.93%

$  705
340

48.23%

$  51
4

7.84%

$ 4 980
1 441

28.93%

$  128
125

97.66%

$ I 747
920

52.66%

$ 2 921
1 093

37.42%

$ 1 260
828

65.71%

$  102
41

40.20%

$ 1 363
189

13.87%

Source: Mapted fWMa Pizer and Cutler, B, S. Business Investsaents in Foreign Countries.
0. S. Departskent of Connerce, 1960, pp. 110-11. '



cose from United States foreign enterprises.^ lot there is Bwch varia

tion between various types of foreign enterprises and geographical areas,

As a percentage of total sales of the foreign enterprises, only mining

and agricultural enterprises sold a large proportion to the United

States, namely 44 per cent and 38 per cent, while petroleum enterprises

sold 10 per cent, and manufacturing enterprises sold only 6 per cent of

total sales to the United States in 1957. The United States is parti

cularly dependent upon raw-aaterial-produeing enterprises in Latin

America, including petroleum, and also upon mining enterprises In

Canada. The only area from which the United States imports a signi

ficant volunmt of mamifactured goods is Canada. See Table V-3. United

States foreign enterprises in Europe sell, on the average, only a few

per cent of total salas In the United States.

Ml li^ports require payment of some sort, but there are signi

ficant differences between isports in their effect upon the United

States balance of payments. Imports may be classlfiiNt here by tbeir

effect upon the United States balance of payments. Class I is^orts

are products not produced in the United States, but are available to

the United States at much lower prices, because they are produced by

United States foreign companies which affects the United States terms

For purposes of co]!q>arison, the U. S, Department of Commerce
adjusted U. S. imports and U. S. imports from direct investment enter
prises to $13,291 million and $2,610 million, respectively, which
makes the percentage 27,2 per cent instead of 29 per cent, fizer
and Cutler, U, S. Business Investments in Foreian Countries. U. S,
Department of Coamierce, 1960, p. 114,



of trade. Class II inserts are raw taaterlala that supplement domestic

produetloni these Inports may keep down the cost of domestle industrial

production, which In turn aiay affect the price level of United States

esports. Class III liq^rts are manufactured goods which may have

predominantly adverse effects on the United States balance of payments,

but may also exert some downward effects on the United States price

level.

These classifications overlap to some extent. For exasple, an

Imported commodity that Is available to the United States at lower

price than to other countries will not only affect the United States

terms of trade, but may also affect the United States cost of production

and hence the United States price level. Hevertheless, United States

lis^rts have been pieced in one of three classes. Froduets not produeed

In the United States, or only in relatively email amounts, have been

placed In Class I Imports, and consist of such products as tropical

agricultural products, newsprint, and such vital minerals and metals

as copper, nickel, ttmgsten, beryllium, and manganese.^ Class II imports

consist primarily of petroleum products. Class III Imports consist of

finished manufactured goods,

IsBwrts. Class X

The United States balance of payments Is probably affected

favorably by Imports from United States foreign enterprises. These

^fhe Chase Manhattan Bank, I.atln Anarlcan Business
Vol. 10, Ho. 4 (Fourth Quarter, 1960), p. 11.



indlr«ct advantages are realized by effects on the United States terns

of trade. The prices United States buyers pay for isgtorts is prinarily

a function of the elasticity of domestic demand and the elasticity of

foreign supply.

The demand for many United States imports in Class I, consisting

of industrial rear materials not produced in the United States, such as

tungsten, nickel, and manganese, is probably highly inelastic because

there are no close substitutes for these products. Moreover, the cost

of these metals is, in many processes in which they are used, probably

a relatively small proportion of the total cost of production. If this

is true. United States Industries using the metals probably will prefer

to pay a nueh higher price for imports than they are paying mv, rather

than to do without them. The output of many imported Industrial raw

materials can probably be increased by relatively small increases in

costs.

An inelastic demand for inqports can greatly affect the tetma

of trade of the importing country if the cost of production rises

rapidly with expanding output. An elastic supply of foreign production,

on the other hand, ean cancel these adverse effects. A foreign enter

prise that inereasee output and causes prices of e seeree rew meteriel

to drop, improves the terms of trede of the iaporting country. But

there are also other significant factors that aust be included if the

effect on terms of trede is to be significant. The level of technelegy

of the foreign enterprise must be relatively high, productivity muat

increase at a relatively rapid rate, and the benefits of low-cost foreign



production and Increasing productivity oust be passed en to United States

buyers.

Perhaps in only a few cases will the United States teras of

trade be affected by iaports produced and purchased under the nost

favorable conibination of circuaistanees, but the over-all effects on

the United States tersw of trade from Class I inports are clearly

favorable.

United States foreign enterprises nay sell to United States

parent coapanies at a lower price than to non-United States buyers,

because the conpany may want to realize the benefits of foreign epera>

tions in the United States rather than abroad* If the foreign subsidiary

sells to the United States parent conpany at a lower price, the earnings

of the foreign operations will be lower ami those of the United States

parent cospany higher. Tax rates in the United States and abroad nay

induce such a pricing policy. United States foreign mining enterprises

show relatively low earning rates, which nay be caused in part by such

a pricing policy. Saa Table 111-10.

United States foreign enterprises, established abroad with the

epocific intent to produce products needed by the permt eoapany, can

also in many oases be expected to produce at the lowest possible cost,

if for no other reason than that conpatitive forces in the domestic

mrket dttoand the lowest possible combinetion of Inputs into United

States processing or nanufacturing. dnother reason nay be that conpanies

of other Industrial countries own and operate foreign enterprises, and

United States companies engaged in international trade will force their



foreign enterprises to supply thera at costs at least as low as foreign

coi^anles supply their parent coapanles. A third reason that forel^

enterprises my supply parent conpanles at relatively low prices asiy

be that operations such as mines, including ej^loratlon and production

activities, my use the latest available modem United States technology

and mthods to which they have access.^

On the other hand, there my be United States foreign enter

prises operating under noneonpetitive coxiditlons, in which eaee the

United States buyers do not obtain the full advantage of foreign output

by United States enterprises.

The United States demend for agricultural products in Class I

in^orts is probably more elastic then for industrial raw mteriels.

Bananas are not produced in the United States, but several domestic

fruits and vegetables are close subetltutes. Coffee, on the other

head, my not have as close substitutes as do bananas, but there are

other beverages as substitutes. Foreign production of bananas, coffee,

aiml other tropical products is quite inelastic in the short run because

new plantings take a number of years to mture. In the long run the

output of mny tropical agricultural products tends to increase faster

than the demnd in the industrial countries, with the result that world

prices begin to sag relative to prices of mnufactured goods. The

United States terms of trade improve fnm such a trend in declining

^Uavld MaoEachron, "The Is^act of Overseas Investmnt on Jobs
and Tax Revenues at Borne," Rxport Trade. June 15, 1959, pp. 10-11.



primary commodity prices, but United States esqports will eventually

also feel the consequence of a relative decline In purchasing power of

the countries exporting the primary eoimaoditles.

If the output of the foreign enterprise is geared to meet the

requirements of the United States parent conqtany, no such overexpansion

of production will occur.

Finally, there is, with all categories of United States isqports

from United States foreign enterprises, the advantage to the United

States balance of paymnts of receipts from earnings and exports to

the enterprises. On the basis of the 1950-1959 experience, an average

United States mining and smelting enterprise in Latin Aamrica with an

initial value of $1 million, operating for fifteen years, will produce

United States receipts from earnings and capital goods exports of about

$2.2 million, after subtracting all United States capital flows needed

to establish the enterprise and to finance expansion over this period.

See Table III-20. The goods shipped to the United States by this type

of foreign enterprise require paymmnt In the amount of about two and

one half times United States receipts from earnings and from exports

to the enterprise.

Thus, while the indirect effects of Class I inserts generally

inqprove the United States terms of trade. United States receipts from

United States foreign enterprises producing these materials are exceeded

by United States payments, if an average United States foreign adning

end snmlting enterprise is assumed to supply this category of United

States imports. See Table IV-4.



Class

The next category of United States is^orts fron United States

foreign enterprises consists of products produced in the United States,

but at higher costs than abroad. Class ZI Isqports are donlnated by

petroleum and petroleum products. United States imports of petroleum

can have a downward effect on domestic petroleua prices, which may

cause similar effects on the United States price level, and thus on

the prices of United States exports. In order for this effect on the

prices of United States exports to materialize, it is first of all

necessary that petroleum products be more widely used in tlM United

States econoi^ than in other countries. If this is true, and if all

countries are paying the same prices for oil imports, the United States

will experience more of a relative benefit from lower oil prices than

other countries. Lower cost isqports will have a greater possible iaqiaet

on domestic prices if the United States demand for oil products is

inelastic, if the supply of domestic production is inelastic, and that

of foreign production is elastic. Oil isports smy thus keep down the

domestic price of oil products. If the relative imgnltude of the cost

of oil products is significant in the total costs of the net national

products, the United States price level my be affected. If thus the

United States price level is held down, the prices of United States

exports will also be affected. The eospetitive position of United

States e^^rts will benefit from a reduction in the United States price

level, or from a smaller rate of Increase. United States export receipts



t7ill inersase as 0nited States export prices are reduced, assuming that

the elasticity o£ demand for and supply of United States exports Is

elastic; it must also he assumed that the prices of similar exports of

other countries remain the same and that their output decreases.

The possible Indirect benefits from Class II imports on the

United States balance of payments are thus subject to many qualifications.

On the other hand, the direct effects from United States foreign petro

leum enterprises are clear. United States petroleum imports come largely

from Latin America. An average United Stetes foreign petroleum enter

prise with an Initial value of $1 million in Latin America earns, over

a fifteen-year period, about $7,3 million In United States net receipts

considering aamings, and financing the enterprise. See Table 17-4*

United States net Imports from this enterprise will be $9.7 million

over the fifteen-year period. Thus about 80 per cent of United States

payments to an ar«'erage United States foreign petroleum enterprise in

Latin America are covered by United States receipts. For an average

of all United States foreign enterprises in all areas. United States

total receipts exceed total United States payments, including payment

for liquorts»

Imports. Class III

The third category of United States Isports from United States

foreign enterprises consists of finished laanufactured goods. Well known

li^orts of finished manufacture from United States foreign enterprises

are such products as automobiles, business mehines, and sewing maehines.



In 1957 the total sales of Uniteii States foreign laanufaeturlng enter

prises were $18,331 nilllon, but only 6 per cent of these sales went to

the United States.^ United States Isq^orts of finished nanufaetures

increased in the period 1950-1957 froa $1,504 nillion to $3,527 nillion.^

Of these i^orts $1,093 sdllion cane frost United States foreign enter

prises in 1957 which is about 31 per cent.

United States imports of manufactured goods generally affect

the United States balance of payments adversely, but there appear to be

a number of mitigating circumstances. Many of these inports constitute

a welcome addition to the variety of goods available in the domestic

amrket. But, mere is^rtant, the Inports may increase competition in

the domestic market which spurs technological change and increases

efficiency in the allocation of resources.^

The United States domestic price level increases, at timss

perhaps, beyond increases in productivity. United States eospanies

competing with imports from United States foreign enterprises may offer

more resistance to wage increases above productivity increases than

'  ̂Pizer and Cutler, U, S. Business Invcstamnts in Foreign
Countries. U. S. Department of Commerce, 1960, p. 110.

^U. S,, Department of Commerce, Statistical Abstract of the
United States. 1960. p. 891.

%or exai^le, sxHsh changes as have occurred in the U. S. auto
mobile Industry In recent years can he attributed largely to Isport
eospetition. For an analysis of U. S, imports forcing changes at home,
see: J. S. Revls and R. W. Hardy, "International Gospetitlon In the
American Steel Market," Business Hori?enB. Vol. 3, No. 4 (Winter, 1960),
pp. 30-37.



those which do not face it^ort coit^otitlon. Moreover, United States

exports experience the effects of undue ̂ toMstle price advances^

and companies Involved in export trade will no doubt offer also more

resistance to wage rises.^

About 30 per cent of United States ioports of manufactures are

supplied by United States foreign enterprises, fhis may provide sooni

safeguards frcm new tariffs for these products and all similar products

from non-Unlted-States-owned foreign enterprises. United States liqports

of finished manufactured goods constitute only a small fraction of the

domestic market of all these goods, and the liqpact of these la^orts

on United States prices Is probably of minor algnlflcance. But» if it

Is felt at all. It produces favorable effecta on the United States

balance of paysHmta. United States eiqsorts of finished msnufaetured

goods are facing more competition In world markets than right after

World War XI, end the relative movmeent of domestic prices, 1. e.,

relative to these other countries, Is very Important for further expan

sion of United States exports. Any additional pressure against undue

price advances in the United States will assist the competitive position

of United States exports.

Thus, although the Indirect effects of Class III Imports are

perhaps generally unfavorable, the direct effects on the United States

balance of payments from United States Imports of foreign manufacturing

^See E. Sohmen, "Competition snA Growth: West Germany,"
I Economic Review. Vol* ELIE, Ho. 5 (December, 1959), p. 994.



entsrprlses are definitely favorable. United States receipts fre«

United States foreign manufacturing enterprises from earnings and

United States exports exceed United States payments for in^rts plus

United States capital outflows* An average of all United States

foreign manufacturing enterprises in all arsas* with an initial valua

of $1 million, will aam during a parlod of fifteen years of operation

$1.4 million in United States receipts from earnings and exports over

United States payments for isports plus United States capital required

to finance the enterprise over this period. See Table IV-4.

Summary of the Indirect and Direct Effects on
the United States Balance of Payments from

Three Classes of Imports

Class I imports, consisting of industrial and agricultural

ssaterlals, clearly hava favorable effects on the United States terms

of trade. On the other hand, the direct effects are negative. For

exaiqple, an average United States foreign mining and smelting enterprise

produces United States peymnsts to the foreign enterprises for inports,

and capital flows for financing that far exeesd United States receipts

from earnings and United States exports.

Effects on the United States balance of payments from Class II

isports, consisting of materials produced in the United States but at

higher cost and consisting predominantly of petroleias produets, are

less clear, depending on supply and deatand functions and other factors.

But, United States total direct receipts from an average of all United



States foreign petroleiHiii enterprises well exceed total United States

pajna^ts to this type of enterprise.

Class III i^orts, consisting mainly of finished mantifaetured

goods, generally have an unfavorable effect on the United States balance

of payments. Itowever, United States direct receipts of United States

foreign manufacturing enterprises from earnings and United States exports

are considerably larger than United States payments to the enterprises

for isports plus United States capital contributions for financing the

enterprise.

If Unit^ Stetes cospanles hed not established enterprises

abroad to supply the United States with these ixporte, noa<*United-States-

owned foreign enterprises probably would have. United Stetes foreign

enterprises have the advantage for the United Stetea balance of payments

of producing receipts from earnings, and the enterprisee tend to buy a

larger proportion of their isports from the United States than do

non-United-Statee-owned foreign enterprises.
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Th« objactlvtt of the study is to analyze Iww ITnited States

direct private foreign InvestsMnt enterprises affect the United States

balance of payisents, and to detersilM the nature and nagnitude of this

liqpact for various types of Investoents In various areas.

The variables Investigated are the nethods of financing the

foreign enterprises, the proportion of earnings transferred, Inports

and exports associated with the operations of the foreign enterprises,

and the Indirect effects on United States trade resulting from foreign

enterprises.

There Is little doubt that the direct effect of United States

foreign enterprises on the United States balance of payments has been

favorable. Total receipts from earnings of the foreign enterprises

have In most years exceeded direct capital outflow. In addition, the

terms of trade of the United States are probably la^roved by Imports

from United States foreign enterprises producing vital Industrial raw

materials and tropical agricultural products not produced In the United

States, or produced only at much higher costs.

Trade Is closely linked with Investment. For the conduct of

trade. Investment capital must be available to finance the establishment

and expansion of foreign enterprises, because exports are continually



displaced new plant and facllitlea established abroad. New United

States foreign enterprises replace former escorts receipts by new receipts

from earnings and trade.

Xf the present deficit in the United States balance of paysMmts

were to be dealt with by restricting the outflow of capital to finance

the establlshsMmt of new foreign enterprises, the long-run outlook for

United States receipts would be unfavorable because losses In export

receipts would not be replaced.

For the purpose of making coiaparlsons of dollar receipts and

payments arising from foreign enterprises under various assui^ptions

of methods of financing and other relevant variables, It was postulated

that a number of $1 million foreign enterprises are established, that

they operate for fifteen years, transfer earnings, require United States

capital for financing, and generate trade with the United States,

according to the actual experience of several typta of United States

foreign enterprises during the 1950-1959 period.

A fonmile has been devised for eoi^utlng United States receipts

from earnings and from caports of capital goods, and United States

capital outflows for financing the hypothetical foreign enterprises

under varying assuaptlons. The formula can express the results either

in terms of an IncoiM-outlay ratio, or in terms of a paycheck period.

On the basle of the actual experience of United States foreign

enterprises in the 1950-1959 period, the Income-outlay ratio for an

average of all United States foreign enterprises was 3.0 for a fifteen-year

period. This means that over the period United States receipts from



earnings and froa the export o£ capital goods to an average foreign

enterprise, which has an Initial value of $1 atllllon, are three tlaes

as large as United States capital flows re(|ulred to finance the enter

prise. The pay-back period Is thus, on tlM average, five years. For

an average United States foreign petroleua enterprise the Income-outlay

ratio Is 8.1, for a foreign trade enterprise 2.2, a manufacturing

enterprise 1.5, and a mining and smelting enterprise 1.3, which are

pay-back periods of, respectively, two, seven, ten, and eleven years.

United States foreign enterprises In Latin America produced

the highest Incosm-outlay ratio. The ratio here was 8.0 which Is a

pay-back period of less than two years; next Is Europe with a ratio

of 1.5, or a pay*back period of ten years. In Canada, an average of

all United States foreign enterprises there produces United States

capital flows In excess of United States receipts from earnings, and

from exports of capital goods.

Trade between the United States and United States foreign enter

prises, excluding United States exports of capital goods, has next bten

Included in the analysis of receipts and payments. When all United

States receipts from exports and from earnings are included, and all

United States payments for Imports plus capital flows for financing,

an average United States foreign enterprise engaged in trade becomes

the largest producer of net receipts; next In size Is petroleum, followed

by manufacturing enterprises; an average United States foreign mining

and smelting enterprise, on the other hand, shows large United States

net payiMsnts.



Aa average o£ all United States foreign enterprises in Latin

America generated United States net payments. But, an average manufac

turing enterprise in Latin America earned net receipts primarily because

of a United States trade surplus with this type of foreign enterprise*

An average United States foreign enterprise in Europe showed

substantial United States net receipts, especially an average petroleum

enterprise which purchased considerable United States supplies; an

average United States manufacturing enterprise in Europe earned United

States net receipts primarily from transferred earnings*

An average of all United States foreign enterprises in Canada

produced considerable United States net payiaents; an average petroleum

enterprise in Canada obtained particularly large United States capital

contributions*

The indirect effects on United States trade resulting from

foreign enterprises are less tangible. The United States has a siceable

net ii^ort surplus with United States foreign enterprises. However,

since a large proportion of the iaports from United States enterprises

operating abroad consists of raw materials upon which this country is

partially or wholly depandant, foreign production benefits the United

States balance of payments by ia^roving United States terms of trade.

United States imports from United States foreign enterprises

have been divided into three categories for purposes of analysis* The

first category of inserts are raw materials not produced in the United

States. Here the balance of payments advantage of foreign production

is quite clear. At tha same time, an avaraga United States foreign



mining and smelting enterprise scpplyicg this type o£ Is^orte requires

United States payment for imports and requires capital for financing,

which together far exceed United States receipts from earnings and

exports to the enterprise,

A second category of imports consists of petroleum products

and other raw materials that supplement United States domestic production,

which is subject to rapidly rising costs while foreign costs of produc*

tion are lower. In this case, the balance of payments advantage of

the foreign enterprise is less clear than for the first category,

depending upon the nature of the dmand and supply functions and other

factors. But, an average United States petroleum enterprise earns for

the United States considerably more receipts from earnings and exports

than payment for imports plus capital to finance the foreign enterprise.

A third category of United States Imports from United States

foreign enterprises is finished manufactured goods. The effect of such

isqports on the United States balance of payments is generally unfavor

able. However, an average United States foreign manufacturing enter

prise also produces for the United States considerably more receipts

from earnings and exports than payments for inports plus capital to

finance the enterprise.

Thus, in the case of inserts from all United States foreign

enterprises there are mitigating circumstances. These imports might

otherwise have been produced and shipped to the United States by

non-Unlted-States-owned foreign enterprises and United States-owned

foreign enterprises earn balance of payments receipts from earnings.



while nen-United-States-owned enterprises do not. United States enter-

.prises also tend to purchase more goods and services from the United

States than non>Unlted-States-owned foreign enterprises.

Sales of United States foreign oanufacturing enterprises in

foreign narkets affect United States exports. The output of these

enterprises Increased about $13.5 billion In the 1950-1959 period.

Probably a portion of the output of ®ost of these enterprises will
>

displace United States exports. But, in this situation there are

sinilar nltigatlng clreuastanees because non-United-States-owned

foreign enterprises probably would have been established to produce

this output If United States foreign enterprises had not done so.

Mew United States foreign enterprises tend to replace lost United

States export receipts while non-United-States-owned foreign enter

prises do not.
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APPENDIX

APPENDIX TABLE 1

VALUE <Er U. S. DIRECT INVESTtSMT ENTERmSES IN CAMDA,
INCCMS SKEIVm) AND UNDISTRlimXD, AND U. S. CAPITAL

FLONS TO Xm ranSKRtlSES, BP INDUSTSP, 1950-1959

(Millions of Dollars)

^."V: i i*'

■ -"iif t
'*<« !"

^  Si*' f ^ .j

>  - _ J3

1950 1951

Value:

Total

Mining and
Siaelting

Petroleum

Manufacturing
Trade

Income Received:

Total

Mining and
Smelting

Petroleum

Manufac turing
Trade

3 579 $ 3 972 $ 4 593 $ 5 242 $ 5 871 $ 6 494 $ 7 480 1 8 637 $ 9 338 $10 171

334 400 550 677 792 862 938 856 938 1 090
418 562 715 933 1 152 1 350 I 752 2 016 2 293 2 465

1 897 2 000 2 241 2 418 2 592 2 841 3 186 3 924 4 164 4 558
240 262 284 330 358 383 426 499 524 564

294 236 223 208 237 293 341 335 315 345

31 34 36 26 39 44 55 40 30 32
*  3 - 17 - 20 - 22 - 11 4 27 56 27 41
211 164 139 146 138 170 156 171 188 206
17 13 14 11 5 10 10 13 20 10



AFnSHDIX IkUM l-»Contlnued

<Mill£ons ef I^llari.)

1951 1952 1953 1954 1955 1956 1957 1958 1959

O&dlscrllmted

Earnings of
Subsidiaries:

Total $ 146 $ 181 1 199 1 259 $ 232 $ 298 $ 360 $ 357 $ 279 $ 393
Mining and
Snelting 18 30 14 16 21 37 40 32 5 32

fetroleun 20 20 31 36 25 39 48 67 40 44
Manufacturing 85 101 120 153 123 166 237 180 168 240
Trade 12 16 20 22 27 24 31 37 27 46

Earnings of
Direct Investment

Snteri^rises:
Total 440 417 421 467 469 591 701 653 569 713
Mining and
Si^ltif^ 49 64 50 42 60 81 95 70 37 67

Petroleua 17 3 11 14 14 43 75 112 57 74
Manufac turlng 296 265 259 299 261 336 393 342 349 438
Trade 29 29 34 33 32 34 41 49 47 56



APPENDIX TABLE l-»ContlBued

(Millions of Dollars)

1950 1951 1952 1953 1954 1955 1957 1958 1959

U. S. Capital
Flows to the

Enterprises:
Total î  287 $ 240 $ 420 $ 387 $  385 $ 300 $ 544 8 718 $ 421 $ 409
Mining and

Smelting 29 36 134 110 85 33 34 60 78 120

Petroleum 122 124 122 181 190 146 280 250 237 113

Manufacturing 88 30 121 27 51 53 101 184 72 139
Trade 32 6 2 25 negligible 1 13 -  2 -  2 6

Sources: U. S., Departirant of Conraerce;^ Balance of Payments Statistical Suppl«
pp. 153-65.

Pizer and Cutler, D. S. Business Investments in Foreign Countries. D,
of Commerce, 1960, pp. 124-38.

gent, 1958,

S. Department



APFENDIX 1ASSM 2

VALUE OF D. S. DIRECT HfVESIMEHT fOrTERFRISES IM LATIN AMERICA,
INCOMS RECEIVED AND UNDISTRIBUTED, AND U. S. CAPITAL FLOWS

TO TEE ENTERPRISES, BY INDUSTRY, 1950-1959

(Millions of Dollars)

Value:

Total $4 735 $5 176 $5 758 $6 034 $6 244 $6 608 $7 408 $ 7 434 $7 751 $8 218
Mining and Smelting 628 736 871 999 1 002 1 024 1 090 1 112 1 182 1 258
Petroleum 1 408 1 408 1 577 I 684 1 689 1 801 2 227 2 702 2 825 2 963
Hmufacturlng 780 992 1 166 1 149 1 240 1 372 1 515 1 270 1 316 1 405
Trade 242 303 344 354 405 442 495 545 567 641

Income Received:

Total 522 652 599 570 590 678 840 880 641 600
Mining and Smelting 64 87 31 31 65 91 120 91 80 135
Petroleum 262 327 303 341 345 420 530 576 382 292
Manufacturing 55 72 64 64 54 44 53 62 47 50
Trade 17 26 25 27 27 26 29 24 33 39

Undistributed

Earnings of
Subsidiaries:

Total 109 249 303 152 125 192 212 239 143 202
Mining and Smelting 4 16 15 11 - 15 13 20 8 11 10
Petroleum 14 82 135 51 29 47 67 64 13 31
Manufacturing 49 96 94 54 69 77 72 67 58 71
Trade 12 23 30 13 17 23 25 58 32 62



AmNDZZ xmi 2«»Conttnued

(Millions of Dollars)

Earnings of
Dlracc luvestnent

Enterprises:
Total $
Mining and Eaeltlng
Petrolcnisi

Manufacturing
Trade

U. S. Capital
Flows to the

Enterprises:
Total

Mining and Sas
Petroleusi

Manufacturing
Trade

siting

I  901 $ 902 $ 722 | 714 | S70 #1 052
103 96 42 50 104 140
409 438 392 374 467 597
168 158 118 123 121 125
49 55 40 44 49 54

n 096
95

638

129

81

$  760 $ 774

40 166 277 117 88 193 612 1 163 299 338
29 60 120 120 17 7 50 131 76 75
69 - 75 32 58 - 22 72 365 862 147 129
64 116 80 - 73 24 66 76 102 63 63
18 38 11 «  3 34 18 37 25 1 20

Sources: 0, S,, Departaent of CoosMrce, Balance of PavB»nts Statistical Supnl<>aent. 1958x
pp. 153-65. *

Pizer and Cutler, U. S. Business Investments in Foreign Countries. D. S. Separta^t
of Commerce, 1960, pp. 124-38.



AnmDIX TkSLE 3

VAUIE OF 0. S. SIBSCT IHVESfMSHT fflmffiFftlSES IS EU80F1»
mCOMB SICEIFED ASS UKD1STRXSS1XD, Al® S. S. CAFim
FLO«S TO THE EHXEBPSISES, BY ISDOSTRY, 1950-1939

(Hillions of Bollars)

■1950 1952 1953 1955 1956 1957 1958 19591951

Value:

Total $1 720
Miniag and Sffleltlng 21
FetroleuiB 424

Hanufacturiag 932
Trade 186

$1 979
23

511

I 070

207

$2 639
35

668

1 451

253

$3 004
40

764

1 640

286

$3 493
44

994

1 835

3U

$4 151
55

1 253

2 195

433

84 573
52

1 320

2 475

480

85 300
50

1 453

2 927

581

82 146
26

532

1 187

218

82 369
30

609

I 295

232

Itecoe^ Becelved:

Total

Mining and Sawlting
Fetrelena

Manufacturing
Tr»lc

143

1

30

71
24

186

2

32

109

22

281

11

58

145

47

339

10

95

165

49

443

11

125

226

61

111

1

9

69

21

119

1

15

71

20

127

1

33

56

24

255

2

73

124

33

277

2

76

135

34

Osdistrlbuted

Earnings of
Subsidiaries:

Total

Mining waA SsMtlting
Fetroleuai

Manufac turing
Trade

181

3

33

122

14

174

4

45

111

9

198

5

36

134

17

219

5

41

143

17

208

4

63

111

23

294

0

95

154

32

238

1

8

180

38

258

1

7

207

151

2

32

101

13

173

2

45
115

6



APmn)IZ TABLE 3"-Confclntted

(Millions of Dollars)

1950 1951 1952 1953 1954 1955 1957 1958 1959

Earnings of
Direct InvestfMBt

Enterprises:
Total $ 262 $  300 $  303 1  316 1  384 I  474 6 485 1  582 1  583 $  709
Mining and Smeltli^ 3 4 5 3 7 7 6 12 9 10
Petroleum 41 48 78 75 68 114 139 152 103 114
Mffimfacturing 170 193 167 186 243 267 246 306 349 444
Trade 34 34 33 30 39 50 57 81 88 107

D. S. Capital
Flows to the

Enterprises:
Total 119 62 -  8 51 50 139 456 287 190 466
Mining and Sawltlng 0 0 0 0 0 0 0 1 1 0
Petroleum 73 37 • 24 33 20 53 344 135 67 148
Manufacturing 32 17 6 -  7 21 41 83 120 92 231
Trade 7 7 2 8 - 14 15 3 11 12 59

Statistical SuiSottrces: D. S., Department of Comnerce. Balance of Payments Statistical Supplement. 1958.
pp. 153-65.

Plzer and Cutler, D. Business Investments In Foreign Countries, D» S. Department
of Commerce, 1960, pp. 124-38.



APPENDIX TABLE 4

EARNINGS OP, AND U. S, CAPITAL PLOWS TO 0. S. PDREIGH
ENTXSPKISES IN CANADA, BY mmJSTBY, 1950-1959

(All In Percentages)

1952 1953 1955 1956

Earnings as a
Percentage of
Direct Investaent

Enterprises:
Total 12.29 10.50 9.17 8.91 7.99 9.10 9.37 7.56 6.09 7.01
Mining and

Smelting 14.67 16.00 9.09 6.20 7.57 9.40 10.13 8.18 3.94 6.15
Petroleum 4.07 .53 1.54 1.50 1.21 3.19 4.28 5.55 2.49 3.00
Manufacturing 15.60 13.25 11.56 12.37 10.07 11.83 12.33 8.71 8.38 9.61
Trade 12.08 11.07 11.97 10.00 8.94 8.88 9.62 9.82 8.97 9.93

Income Received as

a Percentage of
Earnings of the
Enterprises:
Total

Mining and
Smelting

Petroleum

Manufacturing
Trade

66.81 56.59 52.97 44.54 50.53 49.58 48.64 51.30 55.36

63.27

17.65

71.28

58.62

53.13

-566.67

61.89

44.83

72.00

•181.82

53.67

41.18

61.90

-157.14

48.83

33.33

65.00

78.57

52.87

15.63

54.32

9.30

50.39

29.41

57.89

36.00

39.69

24.39

57.14

50.00

50.00

26,53

81.08

47.37

53.87

42.55

48.39

47.76

55.40

47.03

17.86

- \ ■j- j^.t



smm Tkmx 4—continued

(All In Percentages)

1950

u. S. Capital Plows
to 0. S. Foreign
Enterprises as a
Percentage of the
Earnings of the
Enterprises:
Total

Mining and
Saelting

Petroleum

Manufacturing
Trade

65.23 57.55 99.76 82.87 82.09 50.76 77.60 109.95 73.99 57.36

59.18 56.25 268.00 261.90 141.67

717.64 4 133.33 1 109.09 1 292.85 1 357.14

29.73 11.32 46.72 9.03 19.54
110.34 20.69 5.88 75.76 0

40.74

339.53

15.77
2.94

35.79

373.33

25.70

31.71

85.71

223.21

53.80
. 4.OS

210.81

415.78

20.63
-

179.10

152.70

31.73
1071

Source: i^ppemdlx Table 1.

_ -i-'; ■ -.dfe* ■
':v i, r
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APPENDIX TABU 5

ANNUAI, AVERAGE EARNINGS 0F« AND U. S. CAPITAL FLOWS
TO U. S. FOREIGN INVESTMENT ENTEP^SES IN CANADA

BY INDUSTRY, FOR THE 1950-1959 PERIOD

Arithmetic Average
in Percentage

Eamlnge as a Percentage of the Value of
Direct InvestMnt Enterprises:

Total

Mining and Smelting
Petroleum

Manufacturing
Trade

Income Received as a Percentage of the
Earnings of the Enterprises;

Total

Mining and Smelting^
Petroleum

Manufacturing
Trade

U. S. Capital flows to the Enterprises as a
Percentage of the Earnings of the Enterprises:

Total

Mining and Smelting
Petroleum

Manufacturing
Trade

8.80

9.13

2.74

11.37

10.13

52.47

61.35

80.38

52.97

33.43

75.72
133.91

1 011.46

26.40

22.83

^When hased on the last five years this percentage is 39.61.

Source; Appendix Table 4.



Earnings as a
Percentage of
Direct Investaent

Enterprises:

APPENDIX TABLE 6

EARNINGS 07, AND U. S. CAPITAL FLOHS TO U. S. DIRECT INVESTMENT
aiTEBPEISBS IN LATIN AMERICA, BY IND6STXY, 1950-1959

{All in Percentages)

Total 13.33 17.41 15.67 11.97 11.43 13.17 14.20 14.74 9.81 9.42
Mining and
Smelting 10.83 13.99 11.02 4.20 4.99 10.16 12.84 8.54 7.28 11.21

PetroleuB 19.60 29.05 27.77 23.28 22.14 25.93 26.81 23.61 13.91 10.83
Manufacturing 13.33 16.93 13.55 10.27 9.92 8.82 8.25 10.16 7.90 8.54
Trade 11.98 16.17 15.99 11.30 10.86 11.09 10.91 14.86 11.11 15.29

Income Received as

a Percentage of
Earnings of the
Enterprises:
Total 82.73

Mining ai^
Smelting 94.12

Petroleum 94.93
Manufac turing 52.88
Trade 58.62

72.36 66.41 78.95 82.63 77.93 79,85 80.29 84.34 77.52

84.47

79.95

42.86

53.06

84.37

69.18

40.51

45.45

73.81

86.99

54.24

67.50

130.00

92.25

43.90

61.36

87.50

89.93

36.36

53.06

85.71

88.78

42.40

53.70

95.79

90.28

48.06

29.63

93.02

97.20

45.19

52.38

95.74

90.97

41.67

39.79



ASVtmiX TkSLB, 6--Continued

(All in fercentages)

1952 1953 1954 1955

U. S. Capital Flows
to U. S. Foreign
Enterprises as a
Percentage of the
Earnings of the
Enterprises:
Total

Mining «ad
Saelting

Petroleum

Manufac turing
Trade

18.42 30.71 16.20 12.32 22.18 58.17 106.11 39.34 43.67

42.65

25.00

61.54

62.07

58.25

18.34

69.05

77.55

125.00

7.31

50.63

20.00

285.71
14.80

- 61.86

-  7.50

34.00

5.88

19.51

77.27

6.73

15.42

54.55

36.73

35.71

61.14

60.80

68.52

137.89
135.11

79.07

30.86

88.37

37.40

60.58

1.59

Source: Appendix Table 2.

'/r. ' .'-fn



APPENDIX TABLS 7

ANNUAl. AVBSAGl EABNINGS OF, AND U. S. CAPITAL FLOWS
TO D. S. FOREIGN INVE8TMBNT ENTERPRISES IN

LATIN AMERICA, BY INDUSTRY, FOR THE
1950-1959 PERIOD

Aritfaaetlc Av«rag«
in Perecneage

Earnings at a Percantaga oi tbm Valxta of
Direct InvettMnt Entarpriaes:

Total

Mining and tawlting
Patrolana

Manufacturing
Trade

tneoma lecaivad as a Percantaga of the
Earnings of the Enterprises:

Total

Mining and Snelting
Petroleua

Manufacturing
Trade

13.11

9.51

22.29

10.77
12.96

78.30

92.45

88.05

44.81

51.45

U. S. Capital Flows to the Enterprises as a
Percantaga of the Earnings of the Entarprisest

Total

Mining and SsMlting
Petroleua

Manufacturing
Trade

35.35

81.43

26.21

44.64

38.75

Source: Appendix Table 6.



APPENDIX TABLE 8

SAXNINSS OF, AIO) U. S. CAPITAL FLOWS TO D. 8. DIRECT INVESTMENT
ENTSIPRISES IM EUROPE, BT INDUSTRY, 1950-1959

(All in Percentages)

1950 1951 1952 1953 1954 1955 1956 1957 1958 1959

Earnings as a
Percentage of
Value of Direct

Investment

Enterprises:
Total 15.23 15.16 14.12 13.34 14.55 15.78 13.88 14.02 12.73 13.38
Mining and
Smelting 14.29 17.39 19.23 10.00 20.00 17.50 13.64 21.82 17.31 20.00

Petroleum 9.67 9.39 14.66 12.31 10.18 14.92 13.98 12.13 7.80 7.85
Hanufac tur ing 18.24 18.04 14.07 14.36 16.75 16.28 13.41 13.94 14.10 15.17
Trade 18.28 16.43 15.14 12.93 15.41 17.48 18.33 18.71 18.33 18.42

Income Received as

a Percentage of
Earnings of the
Enterprises:
Total 42.37 39.67 41.91 45.25 48.44 53.80 57.11 48.28 58.25 62.48
Mining and
Smelting 33.33 25.00 20.00 33.33 28.57 28.57 33.33 91.67 111.11 110.00

Petroleum 21.95 31.25 42.31 40.00 47.06 64.03 54.68 38.16 92.23 109.65
Manufacturing 40.59 36.79 33.53 38.17 44.85 46.44 54.88 47.39 47.28 50.90
Trade 61.76 58.82 72.73 80.00 56.41 66.00 59.65 58.02 55.68 57.01



AFPENDIX TAMJ! 8—Continued

(All in Percentage#)

1950 1951 1952 1953 1954 1955 1956 1957 1958 1959

C. S. Ci^ltal Flows
to 0. S. Foreign
Enterprises as a
Percentage of the
Earnings of the
Enterprises:

Total

Mining aiul
Smiting

Petroleum

Manufacturing
Trade

45.42 20.67

0

178.05

18.82

20.59

0

77.08

8.81

20.59

26.40

0

30.77

3.59

6.06

16.14 13.02 29.32 94.02 49.31

0

44.00

3.76

26.67

0

29.41

8.64

35.90

0

46.49

15.36

30.00

0

247.48

33.74

5.26

8.33

88.81

39,21

13.58

32.65 65.73

11.11 0

65.05 129.82

26.36 52.03

13,64 55.14

Source: Ai^endlx Table 3.



APflNDXX mBlE 9

ANNUAL AVSRAGI EABNINGS OF, AND U. S. CAFITAL FLOWS
TO U. S. FOllIGN TN?BSlia®T ENTSIPRISES IN EOSOFI

BY INDUSTRY, FOR THE 1950-1959 PERIOB

Arithmetic Average
in Percentage

Eaminge as a fereentage of the Value of
Direct Investment Enterprises:

Total

Mining and Smelting
petroleum

Manufacturing
Trade

14.22

17.12

11.29

15.44

16*95

Income Received as a Percentage of the
Earnings of the Enterprises:

Total

Mining and Sawltlng
Petroleum

Manufacturing
Trade

49.76

51.49

54.13

44.08

62.61

U. S. Capital Flows to the Enterprises as a
Percentage of the Earnings of the Enterprises:

Total

Mining aiui SsMilting
Petroleum

Manufacturing
Trade

33.99

19.44
87.54

20.28

15*56

Source: Appendix Table 8.
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