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T
he first report of this assessment, Mulitnationals and the
National Interest: Playing by Different Rules, identified
broad asymmetries in the policy regimes of the major
trading nations+ specially market access, foreign direct

investment, financial, and industrial policies related to the activi-
ties of multinationals. ] These asymmetries, it suggested, might
have adverse consequences for the health of the U.S. technology
base. The report discussed a range of informal barriers to interna-
tional trade and investment, particularly in Japan but also in Eu-
rope, that have inhibited the full realization of an open,
comprehensive multilateral trade regime that is transparent and
mutually advantageous to trading partners. OTA thus raised the
concern that widely divergent policy systems and business prac-
tices among states in the Triad might disrupt trade and investment
relations among the major economic powers.

THE POLICY CONTEXT
In the past year, significant progress was made at multilateral, re-
gional, and bilateral levels in negotiating formal trade agree-
ments. In December 1993, the Uruguay Round of multilateral
trade negotiations was concluded under the General Agreement
on Tariffs and Trade (GATT). The new GATT agreement estab-
lishes a World Trade Organization (WTO), which, if ratified by all
member states, would greatly strengthen multilateral provisions

1 U.S. Congress, Office of Technology Assessment, Multinationals and the National
Interest: Plav~ng  by Diflerenf Rules, OTA-ITE-569  (Washington, DC: U.S. Government
Printing Office, September 1993). The report is summarized in appendix B.
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24 I Multinationals and the U.S. Technology Base

for dispute resolution .2 In an effort to expand re-
gional trade, supplemental agreements on labor
and the environment were negotiated for the North
American Free Trade Agreement (NAFTA), and
Congress ratified implementing legislation for
NAFTA, which entered into force on January 1,
1994. Progress toward expanded trade and invest-
ment in the Pacific Region was also achieved in
the context of the Asian Pacific Economic Coop-
eration (APEC), where high-level meetings were
held and a Committee on Trade and Investment
was established.

In addition, considerable progress was made in
a variety of bilateral market access agreements, in-
cluding the eliminat ion of duties affecting approx-
imately $1 billion in U.S. trade with Canada,
dramatic reduction in tariffs on a variety of goods
with China, and elimination of discrimination by
European Union (EU) member states against for-
eign heavy electrical equipment. The United
States and the European Union were, however,
unable to resolve disputes over the sale of tele-
communications network equipment in Europe
and, accordingly, the United States imposed sanc-
tions against the European Union in this areas
Nevertheless, as the data presented in chapter 1
and in Part 111 indicate, the United States and Eu-
rope have achieved in the aggregate a relatively
balanced relationship with regard to investment
and trade—including intrafirm trade conducted
by [J. S.- and European-based multinational enter-
prises (MNEs).

I U.S.-Japan Economic Relations
In contrast to these successes, the U.S.-Japan eco-
nomic relationship continued to deteriorate dur-
ing the past year. The U.S. merchandise trade
deficit with Japan expanded despite a steady de-
valuation of the dollar against the yen, partly in re-
sponse to the rapid U.S. recovery from the
recession of the early 1990s and sustained reces-
sion in Japan, which reduced import demand.
U.S.-based MNEs made limited headway in in-
vesting in Japan, despite partial correction of
overvalued land prices in Tokyo. The U.S. direct
investment deficit with Japan remained substan-
tial, albeit somewhat reduced from the previous
year. Moreover, the Framework for a New Eco-
nomic Relationship talks between the United
States and Japan collapsed in February 1994, con-
firming a long-standing pattern of disappointing
bilateral trade negotiations.4 Several weeks later,
the President reinstated the Super 301 provisions
of the 1988 Omnibus Trade and Competitiveness
Act by Executive Order. 5 Although the Frame-
work negotiations resumed in May, it was still un-
clear whether a common understanding of the
objectives of the talks was achieved.

Japan poses a special problem not only for the
United States, but also for other nations with
chronic bilateral trade deficits with Japan,6 and
whose MNEs still face stiff resistance to entering
the Japanese market through direct investment.
But beyond these bilateral imbalances and the ris-

~ oftj~~ ,,f the ( lnlt~d St:ites Trade R~pr~S~nta[l\~,  I 994 ~rfltjc  />O/IC~~l~Cn~/~  and 1993 Annual  Rciwrf  (!t’the Pwsidcnt  0/ (11C Un/tcd .~t(ites

on fhe ‘/}f~Jc  Agrcementr  Pro,qrmn (Wash ing[t)n, DC: U.S. Govemnwnt  Printing Office, 1994), pp. 14-15 and passim.

4 In p:irt]~l]liir, the Marlwt-oriented Sect(~r-Spcc}fic (MOSS) talks of the middle 1980s and the Stm~[urid  ln]pedimcnts  Inltiatlvc (S11 ) of
1989 and 1990 litrg~l~ !iill~d t{) product the Intended results. SW ibid., p, 61.

s W.J. Cl int(m. Prcsi&nt, United stattx, ‘“E\ccuIive  order  12891 -–ldcntlficatl~)n of Triid~  E\pimslon  Pri(~ritics, ” Weekly (’on) pll{J(lon”  ()/

Pre.\ldcn(ial  110(  lmIttz{\  30(9)  422-423,  Miir~h 3, 1994.

6 According to the Japanese M]nlstr) t)f Flniincc,  Japan’s trade surplus in 1993 was higher with [~thcr  Asian c(mntries than it was with the
IInlted States. “J~p:in’S sl]rp]i]~ w lth ,4sIa on a cil~tonl~-cleare(i  hasis in fiscal  1993 through March 31 julnpcd 25. I percent fr(~nl  the prcvi[)us

year t[~ S55.948 hllll(m Tk siqlus w ]th the LJn]td  S[;ites grew 1 I.8 percentto$51. 14 bllll~m. . . Wi[h the Eurt)pean  Union, [hc surplus fell I(J
$~~,~~ bl]lion< d[~wn  2 I.8 p’rccn(  t_r(~nl fiscal I W2.’” i’-he Nllkei  \+2ekl>,  p. 1 April 25, 1994.
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ing trade frictions associated with them, Japan
presents a significant challenge to the post-WWII
system of international trade and investment. The
challenge is to integrate all nations, including Ja-
pan, more fully into the world system—which
means convincing them to open their economies
both to imports and to foreign direct investment,
in a way that is comparable to the openness of the
United States and the European Union. Failure to
do so will almost certainly generate economic dis-
location and severe pressure on the maintenance
of a global economic order based on the principles
of free and open markets, national treatment, and
multilateralism. 7

Although underlying macroeconomic factors
drive aggregatc trade and investment balances,
their composition and character can have micro-
economic roots. Chronic bilateral trade and in-
vestment deficits between advanced industrial
nations matter. In part, deficits reflect competitive
disadvantages of firms based in deficit countries;
but they can also reinforce those disadvantages.
Where comparable market access is effectively
blocked, many U.S. business leaders. for exam-
ple, reluctantly conclude the odds are rigged
against them and lower their expectations accord-
ingly. In such circumstances, some settle for a mi-
nority equity position in a joint venture company.
others feel compelled to license their technology,
even when experience teaches it may ultimately
be used to compete against them in their own or
third-country markets. Foreign-based MNEs face
few comparable restraints to investment and trade
in the United States. In the case of Japanese
MN Es, this has often translated into head-to-head
competition with U.S. companies in America
from a sanctuary base at home.

Building on the analysis of the first report of
this assessment, in the chapters that follow, OTA
present  a comprehensive array of macroeconom-

ic data, detailed trade and investment statistics,
and information based on extensive staff inter-
views in Japan, the European Union and the
United States. These data confirm that globaliza-
tion has proceeded at different rates, both in terms
of the kinds of MNEs that have emerged (see table
1 -1), and in terms of sectors of the international
economy. In addition, industries of different na-
tions have globalized at different times and in dif-
ferent ways. Taken together, the data presented in
this report characterize trade and investment rela-
tions in the Triad, and also indicate the extent to
which Japan has become an outlier in the global
economic system.

1 Comparable Market Access

In addition, this analysis moveS beyond identify-
ing asymmetries among the policy regimes of the
United States, the European Union, and Japan. It
describes the nexus between trade and invest-
ment--demonstrating the importance of intrafirm
trade among affiliated companies, which is cir-
cumscribed when direct investment is limited.
The central issue is comparable market access,
that is, the expectation that U.S.-based MNEs will
be afforded the same access to foreign markets
that foreign MNEs enjoy in the United States.
Here it is critical to distinguish between formal
national treatment and effective national treat-
ment. When foreign companies meet sustained re-
sistance to their imports and investment, even
where legal and regulatory restraints have been re-
moved, equality of competitive opportunity has
not been achieved. The test is whether actual mar-
ket access is comparable, both for trade and in-
vestment. especially in industries based on
critically  important  technologies. ”

Several members of the advisory panel
associated with this study suggested that market
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access problems are not limited to Japan, but may
also extend to a number of newly industrialized
and advanced developing countries in Asia, most
notably China, Indonesia, Malaysia, the Republic
of Korea, and Taiwan, all of which run trade sur-
pluses with the United States and have placed
conditions on investments by U.S.-based firms.8

Similar views were expressed to OTA in industry
interviews. These observations imply that there
may be fundamental differences in the organiza-
tion of capital and the conduct of business from
one region to another, compounding the difficulty
of finding multilateral solutions to a widening
array of disputes associated with international
trade and investment.9

OTA conducted very limited research on this
point, primarily because the activities of MNEs in
these countries are still very small when compared
to the advanced industrial nations. U.S. direct in-
vestment in most East Asian economies is an or-
der of magnitude smaller than it is in Japan: in
1993, for example, it was $3.0 billion for the Re-
public of Korea, $3.1 billion for Taiwan, and $0.9
billion for China. In addition, U.S. direct invest-
ment in these countries exceeds their investment
in the United States by approximately 3 to 1.’O Fi-
nally, in interviews conducted by OTA, U. S.-
based MNEs reported they are generally less
concerned about restrictions on their ability to in-
vest in other Asian countries than in Japan.

I Multilateralism Beyond Trade
Large-scale trade and investment imbalances
across the advanced industrial nations must bead-
dressed. The Japanese economy, for example, has
become too powerful to be ignored without detri-

ment to U.S.-based MNEs and, ultimately, to the
U.S. technology base. Moreover, for Japanese
MNEs to continue to benefit from relatively open
trade and investment regimes in the United States
and Europe without Japan reciprocating consti-
tutes a threat to the long-term viability of the mul-
tilateral system itself. To the extent that other
nations are unable or unwilling to extend recipro-
cal market access to foreign-based firms, the prob-
lem is that much more critical. The United States
has pursued a post-WWII policy wedded to the
principle of national treatment, which has been
applied in the areas of trade, investment, taxation,
and (with important exceptions) to technology
promotion funding.

11 For this reason, many ana-
lysts argue that exceptions to the principle of na-
tional treatment should be made only with great
circumspection, if at all.

From this perspective, the answer to Japanese
exceptionalism is to create the normative and le-
gal conditions for a convergence of differing na-
tional trade and investment practices toward a
global standard, exemplified by the relative open-
ness of the U.S. economy. There is a considerable
body of opinion that identifies institutions like the
WTO as the long-term solution to broad asymme-
tries in market access policies and diverging busi-
ness practices among nations in the Triad. In this
view, what the Uruguay Round of GAIT negoti-
ations has done for trade, the next round could do
for investment, i.e., establish a minimum code of
conduct that would prohibit policies that discour-
age foreign direct investment. As the analysis in
Part III of this report indicates, trade and invest-
ment are so interdependent in the 1990s, it is un-
likely that a solution to unfair trade conditions can

8 The OTA Advisory Panel on Multinationals and the U.S. Technology Base is listed in the front of this report.
9 For a discussion ~)fhow different historical pa~erns  and hst]wtk)nd  structures have resulted in different kinds Of capitalism ad different

rates of economic development, see J. Zysman, “HOW Institutions Create Historically Rooted Tm@ctories  of Growth,” in /ndusrrial  and Corpo-
rate Change 3(1 ): forthcoming, 1994.

10 In 1993, direct investment in tie United states was $().8 bl]]ion  for tie Repub]ic  of Korea, $ ] .3 billion for Taiwan, and for China it was

negligible. U.S. Department of Commerce, Economics and Statistics Administration, Bureau of Economic Analysis, United Slates  Depurlment

of  Commerce News (Washington, DC: June 28, 1994), tables 2 and 3. All figures are on a historical cost basis at year end.
I I me ~ue5tlon  ~)f e]iglbl]ity for foreign-based MNEs  in U.S. technology programs k discussed in d~e next section.
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be crafted without also addressing imbalances in
FDI among major trading nations. But as Part IV
suggests, convergence toward international
norms may be less important than recognizing the
differences between the U. S., European, and
Asian economic systems, and learning how to live
with them.

For these reasons, some observers now advo-
cate a two-tiered foreign economic policy: one
policy for countries that practice effective national
treatment and extend a high degree of market ac-
cess to foreign merchandise, services, and invest-
ment; and another policy for countries that do not.
(Presumably, developing nations could be held to
a different standard, in view of their need to devel-
op indigenous industrial bases.) Atone tier, policy
would be geared to recognize, promote, and ex-
pand the benefits of the post-WWII open system
of international economic relations to additional
countries. At the other, it would recognize the
challenge posed to that system by nations that do
not offer comparable market access, and take steps
to limit potential damage to U.S.-based MNEs
and, more broadly, the U.S. technology base. This
approach would place conditions on national
treatment, and meet infractions of international
trade and investment treaties with specific mea-
sures designed to counter them. (Conditional na-
tional treatment is discussed in the next section.)

Other voices suggest a middle ground, that is, a
U.S. approach that continues its commitment to
multilateralism and national treatment but, at the
same time, crafts specific bilateral and domestic
policies to offset persistent imbalances in trade
and investment with some of our trading partners.
This might entail compensation at the national
level to make sure, for example, that technological
resources and competencies are retained within
the United States at levels sufficient to ensure the
long-term viability of the U.S. economy and the

technology base on which it depends. Such a
policy would require, for example, highly effec-
tive coordination and implementation of a range
of U.S. technology promotion programs. (U.S.
government support for technology development
is discussed in the section on policy issues and op-
tions below.)

Still others contend that a special policy for Ja-
pan is unnecessary and ill-advised. They point out
that Japan has removed most tariffs and other for-
mal and legal barriers that had hitherto blocked ac-
cess to the Japanese economy. The increase in the
U.S. trade deficit with Japan over the past year,
they suggest, resulted largely because the United
States economy recovered from the 1991-92 re-
cession more quickly, thus increasing the U.S. ap-
petite for foreign-made goods and services. They
also argue that exchange rate changes have made it
more difficult for U.S. MNEs to invest in Japan,
just at a time when land prices have been adjusted
downward and the Japanese Government has
instituted reforms to promote foreign investment
in Japan.

I Conditional National Treatment
As Parts III and IV of this report demonstrate,
there is, at best, only limited convergence toward
global norms regarding foreign direct investment,
corporate governance, and the long-term financ-
ing of MNEs. Globalization of production and in-
formation systems has not led to harmonization of
rules across nations, with the possible exception
of international trade. Countries deviate from na-
tional treatment and comparable market access
when national interests are believed to be at risk,
such as national security and areas of strategic sig-
nificance for economic development and compet-
itiveness. 12

12 “Areas in which  foreign-owned”  c(~mpanies are often treated differently include ownership of domestic firms, paIllClpatl(m  in national

R&D and technology programmed and public pr(~urement  contracts. In additi(m,  Iiberalising measures may be accompanied by recipnxity
conditions under which foreign-owned companies are treated as domestic ones, only if other c(mntries  do the same. Such c{mditi(ms  are justi-
fied on grounds of increasing the openness of countries to foreign investment and creating a ‘level playing field’. ” R. Brainard,  “Globalisa(itm
and Corporate Nationality,” S7/ Re}’iew  ( 13): 179, December 1993.
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Proponents of conditional national treatment
(CNT) contend that unilateral application of na-
tional treatment will not ensure the long-term
vitality of the U.S. technology base and the indus-
trial sectors that depend on it. When many global
industries are characterized by increasing price
competition, consolidation, and short-lived tech-
nological leadership, it is difficult to sustain com-
petitive advantage in the face of large-scale
asymmetries in market access, both for trade and
investment. As one prominent analyst has sug-
gested, foreign firms “may actually displace or de-
ter the entry or expansion of American companies
that might normally be expected to locate more of
their production in the United States, thereby gen-
erating better jobs, more R&D, closer linkages
with local suppliers, and more technical spill-ov-
ers.” If a foreign firm “knocks out one or more do-
mestic competitors . . . the final result may be a
more oligopolized industry, where the remaining
firms exercise significant market power.”] 3

Another aspect of CNT focuses on the principle
of specific reciprocity. It stresses that MNEs must
have the capacity to compete equitably across na-
tional borders. In this approach, U.S. government
policies would condition the treatment of foreign
companies in the United States on whether U.S.
MNEs are treated comparably in the relevant
countries with regard to imports and inward direct
investment. Proponents of CNT point out that
while the Trade Related Investment Measures un-
der the new GAIT treaty, as well as the guidelines
on investment issued by the Organisation for Eco-
nomic Co-Operation and Development (OECD),
are first steps toward an international investment
regime, they are limited. Moreover, there are no
multilateral agreements respecting other impor-
tant areas such as corporate governance, finance,
and competition policy.

In practice, this means that if foreign investors
are to have the right to invest in the U.S. economy,
then U.S.-based MNEs should also have the right

to comparable access abroad. Reforms throughout
Europe suggest that access for foreign investors to
EU markets and research projects has improved
significantly in recent years, although counter-ex-
amples still exist. The evidence, however, does
not point to the same conclusion for Japan.14

Advocates of the CNT approach believe that if
the United States continues to provide unfettered
access to foreign-based MNEs despite foreign re-
strictions on U.S. firms, then U.S. policy favors
foreign investors over domestic ones. In this view,
asymmetric FDI can create an uneven playing
field: foreign-based MNEs enjoy access to financ-
ing, technology, and markets that is denied to
many U.S.-based MNEs. They argue that CNT is a
highly flexible policy approach that can deploy a
large number of instruments, such as performance
requirements for investment, domestic content
and export requirements, and program require-
ments for participation in publicly funded
technology projects.

Congress has written the principle of CNT into
a variety of laws over the past several years, and a
large number of legislative proposals in the 103rd
Congress contained similar provisions (see box
2-1 ). The CNT approach can be applied broadly
as, for example, in the American Technology Pre-
eminence Act, which permits participation in the
Advanced Technology Program (ATP) only when
the Secretary of Commerce finds “that the compa-
ny’s participation in the program would be in the
economic interest of the United States, as evi-
denced by investments in the United States in re-
search, development. . . .“ It further provides
either that:

(i) the company is a United States-owned com-
pany: or (ii) the Secretary finds that the compa-
ny is incorporated in the United States and has a
parent company which is incorporated in a
country which affords to United States-owned
companies opportunities, comparable to those
afforded to any other company, to participate in

13 L. D. Tyson, ‘Why They Are Not US. Why Ametican  Ownership Still Matters,” The American Prospect  (4):37-49,  winter 1991.

14 For ~etall~ see us. CongmSS,  OTA, MU/f;~/i~~/S  and fhe National Interest: PkJyin~  By Diflerenl  Rules, op. cit., fo(~~~)te 1.
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any joint venture similar to those authorized un- Another bill, H.R. 820, goes beyond these re-
der this Act; affords to United States-owned quirements. It would amend the Stevenson-Wyd-
companies local investment opportunities com- ler Technology Innovation Act of 1980 to define
parable to those afforded to any other company;
and affords adequate and effective protection
for the intellectual property rights of United
States-owned companies.

Consistent with this language, H.R. 1675, sec-
tion (b), of the “Aeronautical Technology Consor-
tium Act of 1993” defines an eligible firm as one

an eligible company as one that maintains sub-
stantial employment in the United States, agrees
to manufacture resulting products here, and agrees
to procure parts and materials from U.S. suppliers.
In addition, it contains specific reciprocity provi-
sions, requiring that the home country must afford
U.S.-based MNEs comparable treatment to that

that “conducts a significant level of its research, found in the United States on a variety of terms.
development, engineering, design, and manufac- These include access to participation in publicly
turing activities in the United States.”16

IS American  Technology”  Freernimmce  Act  of 1991 (Public Law 102-245).

16 see us, congre~~, Houw of Repre~entatlve~,  HR. ] 675,  and Senate, S.419, Aer~nUufj(.~/  ~e(,~~~/~gy  cwzs~rfjur?j  A(’[  of f993 (Wash-

ingt(m,  DC: U.S. Government Printing office, 1993).
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funded technology programs and to other national
resources, the employment of transparent stan-
dards of regulation, provision of local investment
opportunities, and the protection of intellectual
property rights—all to same degree as found in the
United States. 17

Similarly, U.S. defense authorization legisla-
tion requires a participating foreign-based compa-
ny to conduct a “significant level of its research,
development, engineering and manufacturing ac-
tivities in the United States” and have a foreign
government that encourages the participation of
U.S. companies in government-funded R&D con-
sortia. 

18 These kinds of policies emphasize per-
formance standards, measures of reciprocity
based on multilateral rules and, potentially, do-
mestic content requirements for manufacturing.
Those who favor a CNT approach would, accord-
ingly, look critically at the R&D activities of for-
eign investors seeking to participate in publicly
funded projects, rather than assuming positive
spillover effects from their activities.

Some opponents of CNT legislation point out
that this approach risks unintended consequences
for American firms abroad. To the extent that
U.S.-based firms are not currently constrained by
comparable foreign regulation, CNT provisions
in U.S. law increase the risk of retaliation. As an
alternative, they suggest that ambitious new mul-
tilateral codes---covering, for example, invest-
ment, market access in key sectors, and acceptable
business practice—be negotiated by countries
willing to accept greater and measurable liberal-
ization obligations. The codes themselves could
then be opened to other countries, who would ac-
cept those obligations, and receive attendant re-
ciprocal benefits, when they are ready to do so.
(CNT is discussed further under the subheading,
"Eligibility Requirements” below.)

POLICY ISSUES AND OPTIONS
The discussion of policy options that follows is
the product both of the policy context addressed in
the previous section and the major findings pre-
sented in chapter 1. It proceeds from a record of
solid but limited progress in both bilateral and
multilateral trade relations, interpreted against a
backdrop of enduring asymmetries in market ac-
cess, direct investment, and the way in which
MNEs of different nations are financed and gov-
erned across the Triad. Chapter 1 describes three
principal findings of this OTA assessment, which
can be summarized as follows:

● MNEs develop core technology at home.
~ Trade follows investment in the 1990s.
= Corporate governance and long-term financing

diverge across the Triad.

Taken together, these findings suggest that the
United States has a direct interest in the global
success of U.S.-based MNEs, to the extent that
such prosperity translates into more innovation
and technology development in the United States.
In this respect, all Americans stand to gain or to
lose from the achievements of U.S.-based firms,
particularly in the high-technology sectors that
promise the greatest returns and the best jobs of
the future. As suggested earlier, however, the defi-
nition of an American firm would not necessarily
have to be based on a firm’s country of origin or
ownership. The nature of the contribution that the
firm makes to the U.S. technology base and, ulti-
mately, to the U.S. economy and standard of liv-
ing, might turn out to be of greater importance.

Additional data and analysis on which these
findings are based are presented in Parts II, III, and
IV. Each of the findings suggests policy issues
and options that Congress may wish to consider.
These are presented below in separate sections.

17 See U.S. Congress, House of Repr~Sen[atiVeS,  H.R. 820, Narional  Con~pefi[i\’enessAc”/  of  1993 (Washington, W: U.S. Government finl-

ing Office, 1993), sec. 206, subsection 20, parts A, B, C, and D.

IS ~p~nlent  ,)f ~fense  Authorization” ACI (Pub]ic Law 102-484); Nati(mal  Defense Authorization Act for Fiscal Year 1992 and 1993

(Public Law 102- 190); and National Defense Authorizati(m Act for Fiscal Year 1993 (Public Law 102-484).
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I MNEs Develop Core Technology at
Home (Policy Implications)

Part II of this report analyzes the national innova-
tion systems of the United States, Japan, and the
European Union (chapter 3). It then assesses the
contribution that MNEs make to those systems,
focusing on where technology is developed and
the extent to which it is diffused across national
borders by MNEs (chapter 4). A key finding is that
the technology innovation activities of MNEs re-
main highly centralized compared with their in-
ternational production networks.

Government Promotion of
Indigenous Technology
OTA’s findings are consistent with efforts by the
Congress over the past several years to support
and maintain the U.S. technology base. U.S. poli-
cymakers have recently reemphasized what other
countries have long recognized: to a very large ex-
tent, the health of the economy and its competi-
tiveness rests on the strength of the national
technology base. While this view is not new in the
United States, it seemed less important during the
quarter century following WWII, when U.S.
technology led the world and U.S. military
technology was in a class by itself.

The debate on the need for government support
of the U.S. technology base stemmed largely from
congressional concerns in the late 1980s about the
relative decline of U.S. technology leadership,
and the apparent inability of the executive branch
to coordinate technology development funding in
an efficient and effective manner. Beginning in the

military field, in 1989 and 1990, Congress man-
dated that the Department of Defense produce a
“Critical Technologies Plan” to identify and foster
the development of key technologies that under-
pin U.S. national security and economic prosperi-
ty, and specifically to ensure the long-term
superiority of U.S. weapon systems. ] 9 At that
time, the U.S. military budget associated with re-
search and technology development amounted to
approximately $10 billion.20

Although the initial emphasis focused on coor-
dination of Department of Defense technology
base programs, this approach was soon applied to
broader economic concerns as reflected in another
congressionally mandated review, this time a De-
partment of Commerce study of ● ’Emerging
Technologies” in 1990. Z In 1992, Congress
created a National Critical Technologies Panel
associated with the Office of Science and Technol -
ogy Policy (OSTP). It was charged with identify-
ing areas of technological development essential
for the long-term economic prosperity and nation-
al security of the United States. Later that year,
Congress established a National Critical Technol-
ogies Institute to support the Panel de] iterations
and to coordinate its recommended actions.

In this way, a level of agreement was achieved
not only on the need for technology promotion
and coordination of U.S. government technology
funding, but also on the technology areas in need
of support.

22 By late 1993, the critical technolo-

gies perspective had worked its way into the
White House and was endorsed by the Presi-
dent.23 Further, the OSTP issued a plan to begin
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coordination of a large number of government-
funded technology programs, including the
Technology Reinvestment Project, the Advanced
Technology Program, the Partnership for a New
Generation of Vehicles (PNGV), the National Flat
Panel Display Initiative, SEMATECH, Energy
Department cooperative R&D agreements (CRA-
DAs), and the Manufacturing Extension Partner-
ships, among others.24

Technology Funding and Foreign
Economic Policy
Programs to promote the development of new
technologies could constitute a strategic domestic
response to long-term trade and investment defi-
cits with some U.S. trading partners. But to do so,
the range and focus of present programs would
have to be changed in two ways. First, it would be
important to ensure that they contributed to the na-
tional interest, while still extending national treat-
ment to foreign-based MNEs; and second, they
would have to be coordinated a good deal more ef-
ficiently than they are at present. These issues are,
of course, intertwined, and each is addressed be-
low.

With regard to the public interest, it is appropri-
ate to ensure that technology benefits arising from
participation in programs funded in part by gov-
ernment ultimately accrue to the U.S. taxpayer,
who will be asked to foot part of the bill. The con-
nection may not be easily measured, but it should
be cast in terms of a contribution to the indigenous
American technology base. In most cases, the re-
cipients of public technology promotion funds
will be corporations that match public funds on a
50-50 basis, bring extensive technology assets to
the table, and help define the research to be under-
taken. They have a right to benefit as well. How-
ever, the question of eligibility of U.S. affiliates of
foreign-owned MNEs arises. Foreign affiliates ar-
gue that they provide jobs for hundreds of thou-
sands of Americans and so should be eligible for
participation. Conversely, a displaced auto work-

er from Michigan, whose job may not be restored,
might not agree that his or her taxes should sup-
port foreign auto companies, for example, even if
those companies employ thousands of Americans
in other locations.

Eligibility Requirements
In recent years, Congress and the Administration
have experimented with a variety of approaches to
the question of eligibility. In the PNGV, participa-
tion is restricted to the Big Three U.S. auto mak-
ers, without the possibility of Japanese or
European participation. In the ATP, Congress leg-
islated a broad array of conditions, including re-
ciprocal access for U.S. companies to similar
programs abroad. In other programs the require-
ments are far less restrictive, and the question of
foreign ownership is less prominent. In short, dif-
ferent programs take different approaches. As a re-
sult, an ad hoc and inconsistent body of law,
executive orders, and administrative practices has
built up over time, with little consensus among
policy makers about who should be eligible for
U.S. government technology funding.

In the interests of fairness and administrative
consistency, Congress may wish to enunciate a
single set of eligibility requirements that would
apply to all U.S. technology promotion programs,
with some few exceptions, perhaps requiring a
presidential finding when national security inter-
ests are at stake. This could involve a national
benefits test, with several constituent elements.
Perhaps the most important element would be a
requirement that companies receiving U.S.
technology funds demonstrate a clear prior com-
mitment to the U.S. technology base. Companies
that could not point to existing R&D facilities and
technology infrastructure in the United States,
sufficient at a minimum to support the project in
question, would not be eligible. It would be un-
necessary to make national ownership a criterion
for inclusion or exclusion for funding. Some for-
eign-based MNEs might be persuaded to develop

24 Ibid.
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more technology in the United States if they
thought they could benefit from participation in
U.S. technology promotion programs.

As OTA suggested in the first report of this as-
sessment, the answer to the policy question of
what should constitute an American company is
tied not so much to the ownership or home base of
particular MNEs, but rather to how a firm affects
the economy and standard of living where it oper-
ates. The purpose of a benefits test would be to en-
sure that firms receiving public funds contributed
to the national interest. In this view, MNEs should
be considered American, and therefore eligible, if
and when they contribute in a meaningful way to
technology innovation in the United States. Even
though this approach stems from unilateral or na-
tional concerns, eligibility requirements could be
written to be both consistent with the principle of
national treatment, and legal under the terms of
the new GATT Treaty and other international
agreements.

The following criteria could form the basis of a
test to determine the eligibility of both foreign-
based and U.S.-based firms for all publicly funded
R&D programs. No distinction based on national
ownership would be necessary or appropriate, but
each funding authority might employ the follow-
ing conditions :25

1. A measure of R&D presence in the United
States, perhaps as a percentage of U.S. sales, of
global sales, or of the company’s overall
technology development budget;

2. A set of specific technological and financial
contributions the company would make to the
project;

3. An agreement on the part of the company to
conduct all of the R&D funded under the proj-
ect (or a negotiated percentage) in the United
States;

4. A requirement that the country of origin of the
MNE applying for funds afford reciprocal ac-
cess to U.S.-based firms;

5. An agreement on the part of the company to
manufacture a negotiated percentage of the fi-
nal product(s) in the United States; and

6. In retum for proprietary rights, an agreement by
the company not to license the technology
abroad, but to pursue export of products result-
ing from the technology in lieu of licensing.

Should Congress decide to incorporate some or
all of these points into legislation applicable to
U.S. technology promotion programs, it would be
important to do so in a way that did not discrimi-
nate unfairly against any firm, foreign or domes-
tic. The test is whether the United States would be
willing to see identical conditions applied to affili-
ates of U.S.-based companies by foreign govern-
ments. In addition, Congress might wish to grant
limited waiver authority with respect to point
number 1 (above) in cases where a company with
insufficient R&D presence in the United States
nevertheless proposed the development of a
technology with extraordinary or unique poten-
tial. In that case, participation by the company
could be made contingent on its agreement to de-
velop the new technology jointly with at least one
eligible U.S. partner.

Some analysts oppose reciprocity provisions
(point 4 above), which typically require reciprocal
access for U.S. firms to technology programs in
the country of origin of the foreign-based appli-
cant in question. While this approach is already
contained in H.R. 820 and the authorizing legisla-
tion for the ATP, among others, it may present
problems. First, technology innovation systems
of the major trading nations in the Triad are con-
figured very differently (see chapter 3), so much
so that requiring equivalent reciprocal access may

‘f These criteria are ranked in ascemhng  fmier of probable  difficulty of implementation. Some analysts believe that itcm 5 w (juld he inc(m-
slstent  with U.S. treaty thligati{ms under the NAFTA  and GATT agreements. In addition, item 6 might ex~~se  some U.S. patents to c(m~pulsory
Ilcensing  abroad.
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not be feasible in practice, or might not achieve
the intended result. In Japan, for example, com-
paratively little technology development is
funded directly through government programs.

Second, if the approach was extended beyond
eligibility for technology programs to include re-
ciprocal opportunity for trade or investment
abroad, some analysts believe there would be
unintended consequences that outweigh any pos-
sible benefits. This might take the form of in-
creased tensions in international economic
relations, leading to a variety of retaliatory actions
on the part of our trading partners. Congress nev-
ertheless may wish to consider making participa-
tion by foreign-based MNEs contingent on
comparable access by U.S.-based MNEs to for-
eign technology promotion programs. This would
be only one of a range of policy instruments that
could be deployed to rectify persistent trade and
investment imbalances that built up during the
1980s and show little sign of receding in the
1990s. (These and other options are discussed be-
low in the section on trade and investment.)

Coordination of Federal
Technology Programs
If technology programs are to function, in part, to
offset some of the trade and investment asymme-
tries that characterize economic relations in the
Triad, they will have to be strategically coordi-
nated. This fundamental insight lies at the heart of
now long-standing congressional concerns re-
ferred to above as the critical technologies ap-
proach. But even after years of congressional

prodding, the Department of Defense, for exam-
ple, was unable to come up with a credible long-
term plan to maximize the effectiveness of its
technology base programs.26 In 1991, when Con-
gress mandated a review of critical technologies
within the Executive Office of the President and
created the Critical Technologies Institute, it
sought to enhance the capability to coordinate
technology promotion programs into a single stra-
tegic approach.

As OTA reported in early 1994, with respect to
the $1.8 billion in federal energy and environmen-
tal technology programs, only a small portion is
directed at commercial applications. In addition,
although several agencies have mission-oriented
programs, there has been little strategic direction,
and funding agencies have seldom worked closely
together to identify critical environmental prob-
lems or common technology priorities .27 With the
exception of agriculture, federal expenditures on
both military and civilian research and technology
development have devoted scant attention to the
commercialization of new technologies.28

Over the past 18 months, there has been an in-
tense effort to coordinate federal R&D programs,
emanating largely from a new National Science
and Technology Council (NSTC). The Council
was created by executive order to function as a
government-wide coordinating body, to create
visibility for technology policy, and to establish a
single set of goals, priorities, and criteria to shape
federal R&D programs. If successful, the NSTC
would encourage greater centralization of the
R&D funding process, and could help focus the

26 b%% [Senate Armed Services] committee is deeply disappointed in the Defense Department’s inabll  ity to pr(wide  a comprehensive plan
addressing the deveh~pment  of technologies critical to the national defense. . . The c(mtinued inability of the Administrali(m  to rati(malize the

natitmal  science and technology investment program, and to prioritize technology base activities, detracts both from national security and, in a
broader sense, frtml global economic competitiveness.” United States Senate, Committee on Armed Services, “National Defense Authorization

Act for Fiscal Year 1991 ,“ rqxwt 101-884 (Washington, DC: U.S. Government Printing Office, 1990), p. 179.

‘7 United States Congress, Office of Technology Assessment, Industry, Technology, and the En~)ironn]ent: Cwnpe/iri\’e  Challenges and

Bwlness  Opporfunities,  OTA-lTE-586  (Washington, DC: U.S. Government Printing Office, January 1994),  p. 291.

‘8 See D.C. Mowery, ‘-The Challenges of international Trade to U.S. Technology Policy,” in M.C. Hams and G.E. Moore (eds.  ), Linking

Trade and TeIhnolo~y Polwies (Washingt(m, DC: National Academy Press, 1992), p. 124.
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heretofore disparate funding priorities of a large
number of agencies on a small number of national-
ly oriented policies and goals.29 If, however, the
budget priorities of the Council are significantly
different from those of the historically separate
funding authorities, then the Council is likely to
encounter resistance that cannot be overcome
within the Council alone.

Moreover, this effort alone does not constitute
an effective national technology strategy. Rather,
it is an important initial step to achieve greater
cooperation among the various agencies of the
U.S. Government that undertake R&D programs.
As a creation of the executive branch, the Council
lacks a clear legislative mandate. For that reason,
any successes—whether in organization or in the
implementation of an actual R&D strategy—
achieved by this Administration could be easily
abandoned by the next. Nevertheless, Congress
may wish to pay close attention to the progress of
the NSTC, chronicling its strengths and weak-
nesses. If it brings a greater degree of internal co-
herence and purpose to U.S. technology
promotion programs, Congress may wish to con-
sider legislation to give it greater institutional
staying power. If, on the other hand, it does not
yield results, there is much that can be learned in
terms of the kinds of efforts to undertake next.

Many analysts argue that the most successful
government-sponsored R&D occurs when the
goals are clear, such as in the Apollo projector in
the decades-long effort to design ever more so-
phisticated and powerful nuclear weapons at the
national laboratories. Both programs achieved
their stated objectives. These lessons suggest that
efforts by government programs to increase U.S.
competitiveness or push up national productivity
will succeed to the extent they can be tied to clear-
ly articulated national missions. They also would

have to be embedded in a stable institutional struc-
ture, insulated from patronage and partisan forces.

This is not the first time that OTA has assessed
the need for a strategic technology policy and the
institutions required to sustain it. In 1990, OTA
analyzed options to coordinate strategic technolo-
gy policy and to set up a Civilian Technology
Agency. Legislation was proposed to that end in
both the 100th and 101st Congresses.30 If Con-
gress wishes to make technology promotion pro-
grams an instrument of economic strategy, it will
have to provide both leadership and legislative
impetus. Otherwise, the history of critical
technologies suggests that individual government
agencies are likely to direct their portion of
technology funding in ways that make sense at the
level of departmental priorities, but which do not
cumulate into a national technology strategy.

I Trade Follows Investment in the 1990s
(Policy Implications)

As Part III of this report indicates, international
trade and direct investment have become highly
interdependent over the past decade, so much so
that trade among affiliated companies now ac-
counts for at least one-third of all U.S. merchan-
dise trade. In our most important bilateral trade
relationships, the balance of trade is highly corre-
lated with the balance of investment. That is,
where U.S. MNEs have been able to invest freely
abroad, there is a rough balance in both IFT and
merchandise trade; where the balance of invest-
ment has been highly skewed, there are large trade
deficits. At a minimum, these findings suggest
that U.S. foreign economic policy is too focused
on trade and should give greater weight to issues
associated with foreign direct investment. For ex-
ample, steady devaluation of the dollar against

—
29 J.H. Gibbons and L.E. Parwtta,  Executive office of the President, Memorandum for the Heads of Executive Departments and Agtmcles,

“FY 19% Research and Development  (R&D) priorities,” May 6, 1994.

~~ For a Conlprehenslye  eva]ua[lorl  of [hese options, see U.S. C(mgress, Office of Techntdogy Assessment, Making Thin,~~  B~r(f’r.’ ~“~~ml~cr-

~ng In Munujacrurlng, OTA-lTE-443  (Washington, DC: U.S. Government Printing Office, February 1990), pp. 32-35  and 71-89.
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major foreign currencies should increase exports
of U.S. merchandise goods. But it also reduces the
ability of U.S.-based MNEs to make investments
abroad, investments that may prove indispensable
to opening foreign markets and selling U.S. prod-
ucts.

U.S. Policy on Foreign Direct Investment
As currently constituted, U.S. government policy
does not recognize the strategic linkage between
trade and investment. Minimal government atten-
tion and resources are devoted to foreign direct in-
vestment. The Committee on Foreign Investment
in the United States (CFIUS) is the major gover-
nment organization responsible for FDI. It is an
interdepartmental committee that reviews pro-
spective investments on military security grounds
alone. There is no formal U.S. government review
of the effect of FDI on U.S. trade, the U.S. technol-
ogy base, U.S. industry, or other economic con-
cerns. Accordingly, U.S. policy has not moved to
increase the benefits of foreign investment for the
U.S. technology base, either in terms of induce-
ments to encourage FDIUS in research and
technology development, or in terms of measures
to discourage less desirable forms of direct invest-
ment.

Not all forms of investment by foreign-based
MNEs are equally beneficial to the U.S. economy
and technology base. OTA research suggests a
hierarchy:

1. very beneficial investment in high-technology
industries with substantial R&D and manufac-
turing operations in the United States;

2. intermediate investment in assembly opera-
tions using some U.S.-made parts and compo-
nents;

3. less beneficial FDI in pure assembly or screw-
driver operations, with less domestic value-
-added; and

4. least beneficial FDI in wholesale distributors
for foreign-made components and finished
products.

OTA interviews with managers of MNEs and
analysis of macro-level economic data suggest
that much of the surge in FDIUS in the late 1980s
was concentrated in the last two categories. Given
the increasing magnitude and importance of FDI,
Congress may wish to reconsider U.S. policy.
Several options follow.

Sustaining Unrestricted FDIUS
The analysis contained in Part 111 of this report
(and in chapter 3 of the first report of this assess-
ment) indicates that FDIUS offers indisputable
benefits to the U.S. economy, both in terms of
augmenting investment capital, and to a lesser ex-
tent by providing technology and jobs.31 Those
who favor this approach argue that the benefits are
so great as to outweigh any costs. In the absence of
foreign direct investment, they suggest, the same
products would be imported to meet consumer de-
mand, with the difference that the foreign capital
and associated jobs would remain abroad. They
are also concerned that any restrictions on FDIUS
might risk adverse consequences, such as recipro-
cal restrictions on U.S. investment abroad or, in
the extreme, disinvestment by foreign affiliates in
the United States.

For these reasons, they advocate that the prin-
ciples of national treatment and unrestricted
FDIUS be sustained, even in the absence of com-
parable access for U.S. direct investment abroad.
They point to ongoing efforts by foreign gover-
nments, notably Japan, to provide investment capi-
tal and temporary office space to U.S. companies
seeking to establish a local presence. And they
note that governments across Europe have made
substantial progress in liberalizing their invest-
ment regimes in recent years. In this view, it

3 I ~ tie ~aPlta] ~~~ct, see EM.  Graham,  “Foreign  Direct  Invest~nt  in the united  states  and U.S.  Interests,”  Science  254(39): 1740-1745,

Dec. 20, 1991.
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would be counterproductive for the United States
to send any signal regarding FDIUS that might
reverse recent progress abroad. Instead, these
analysts would minimize the application of the
Exon-Florio provision, reducing executive dis-
cretion that they suspect may exert a chilling ef-
fect on potential foreign investors. 32 With respect
to Japan, moreover, they advocate taking no ac-
tion on the assumption that Japan is already slow-
ly opening to investment, and market forces,
particularly exchange rate fluctuations, will
eventually redress the imbalance.

Multilateral Approaches
In the long term, it may be possible to seek compa-
rable market access for investment through re-
gional or multilateral investment codes. The
recent conclusion of the GATT Uruguay Round
included agreements on Trade Related Investment
Measures (TRIMs). But FDI was not treated in a
comprehensive manner, and multilateral rules re-
specting the conduct of FDI have not been estab-
lished. Similarly, the NAFTA agreement involved
extensive discussion about trade issues, but large-
ly ignored investment. The same is true of the
1992 European economic integration initiative,
where national governments retain competency
over investment matters. The United States could
seek first a North American regional agreement
for investment, then mutual harmonization with
other regional organizations such as the European
Union.

Many observers conclude, however, that reach-
ing multilateral agreements governing foreign di-
rect investment will be a formidable task,
particularly if extended to developing countries.
However, at the beginning of the Uruguay Round
of GAIT talks in 1986, agreement on trade-related
aspects of intellectual property (TRIPs) was

thought to be a distant possibility at best. And yet
the TRIPs agreements were included in the GATT
treaty signed in December 1993.

Addressing the Trade/Investment Deficit
A third policy approach focuses on the linkage be-
tween the U.S. trade deficit and the lack of equali-
ty of investment opportunity abroad. In a world
where more than one-third of all trade is con-
ducted among affiliated companies, exports and
direct investment are intrinsically related. Advo-
cates of this position point to the logical necessity
of setting up a foreign subsidiary before conduct-
ing intrafirm trade (IFT) with it. The implication:
in order to increase exports, and the high-quality
jobs associated with them, U.S.-based MNEs will
also have to increase investments abroad. In this
view, the U.S. government should press Japan to
improve investment opportunities for U.S. com-
panies, and to that end, support the value of the
dollar against the yen.

As the Japanese economy has demonstrated,
Japanese FDI in the United States and East Asia
has increased exports from Japan of high-quality
parts, components, and finished goods. This has
expanded employment, both in export-oriented
Japanese firms and in their overseas affiliates.
Some observers distinguish between low and high
value-added jobs. The former, they contend, will
inevitably shift to lower-wage areas due to the
downward pressure on prices associated with
overcapacity and global competition in a range of
industries. It is therefore critical that U.S. policy
reflect the strategic importance of keeping high
value-added jobs at home, even if it becomes more
difficult to retain those with low value-added.33

If the policy goal is to increase U.S. investment
abroad in order to support U.S. exports and jobs,
Congress and the executive branch might consider

32 Exon.Fl[Jri~J,  a Provlslon” of the (J.S, Omnibus Trade and Competitiveness Act of 1988, amended ~ltle VI1 of the ~fense  ~(~uctit)n  Act

of 1950 to provide the President with the authority to investigate and determine the national security impact of proposed or pending mergers,

acquisitions, and takeovers by or with foreign persons.

33 For a Summav a~lc]e on the effect of this problem on tie Germ~  ec(m(~my  see F. %otzrnan, “Rewriting the Contract for Germany’s

Vaunted Workers,””  in New York 7imes, p. F5, Feb. 13, 1994.
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measures to achieve comparable investment op-
portunities for U.S.-based MNEs. Such an objec-
tive at first requires a designation of countries in
which barriers to investment exist, and then a plan
for the most appropriate remedy. There are several
distinct approaches among those who seek greater
market openness for U.S. direct investment
abroad, including monitoring developments in
FDIUS and using policy instruments based on
specific reciprocity (see below). Others believe
that the requisite instruments are already avail-
able, such as Section 301 and Sections 1106 of the
Omnibus Trade and Competitiveness Act.34 Pro-
ponents advocate continued executive discretion
to apply such instruments in a flexible and prudent
manner; they oppose automatic or more assertive
legislative measures. They are concerned that
U.S. bilateral investment treaties with developing
nations will be more difficult to negotiate if the
United States imposes any form of investment
strictures, even if directed only at advanced indus-
trial nations within the OECD.

Monitoring Developments in FDIUS
Making informed policy choices and conducting
successful negotiations in the complex fields of
trade and investment require extensive data and
analytic capabilities. However, U.S. government
units broadly responsible for international trade
and investment policy lack sufficient data and
analytical capability to evaluate fully the contem-
porary trade and investment patterns of MNEs.
Several of the executive offices with front-line re-
sponsibilities in this area told OTA they are unable
to analyze interrelated flows of trade and invest-
ment around the world and, accordingly, cannot
use that analysis to further U.S. interests. The Of-
fice of the United States Trade Representative
(USTR), for example, employs only one full-time
economist in these critical areas.

In addition, no executive agency performs a
comprehensive analysis of FDIUS, except for pur-
poses of military security, and none is charged

with formulating a strategy to maximize the value
of FDI to the United States. The United States
does not collect systematic data on global FDI or
global technology transfer. U.S. embassies abroad
undertake only limited activities in this area. The
Department of Commerce, Bureau of Economic
Analysis (BEA), does conduct extensive surveys
of foreign direct investment in the United States
and U.S. direct investment abroad. These were in-
dispensable in conducting the analysis for this re-
port. But these surveys are not designed to assess a
range of important trends in trade, investment, and
technology transfer, or to analyze the implications
of foreign direct investment in the United States.

In recent years, funding for BEA and other eco-
nomic data resources within the U.S. government
has not reflected the increasingly global character
of the economy and the corresponding surge in in-
ternational trade and direct investment. This has
diminished the ability of the United States to con-
duct analysis to support sound foreign economic
policy. If Congress wishes to put U.S. negotiators
on a more equal footing with their European and
Japanese counterparts, it could increase funding
for economic analysis and data collection, specifi-
cally related to assessing trends in global trade, di-
rect investment, and the transfer of technology.

Congress may also wish to consider reorienting
the data collection priorities of the BEA and re-
lated offices. It would, however, be unwise to di-
minish or to increase significantly the funding of
existing U.S. government data resources without
first examining their mandates for relevancy to the
more global economy of the 1990s. For this rea-
son, Congress may wish to mandate a study of
U.S. government offices that collect trade and in-
vestment-related data; it would assess their mis-
sions, methodologies, cross-agency coherence,
and the adequacy of their funding to support U.S.
negotiations and policy makers.

As trade among MNEs comes to dominate the
international economy, understanding the pat-
terns and purposes behind global FDI becomes

34 omnibus Trade  md competitiveness Act {)f 1988 (Public Law 1~-41 8).
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more important. As noted earlier, since 1980,
world stock of FDI has increased by over a factor
of four to reach $2.0 trillion (in nominal dollars) in
1990. This has transformed economic relations
among the advanced industrial nations and has
profound implications for the developing world as
well.

Because the phenomenon of FDI is here to stay,
and will continue to influence our economic well-
being, Congress may wish to consider creating an
Office of Foreign Direct Investment, perhaps re-
porting to the National Economic Council or
within the Department of Commerce. Such an of-
fice could assess trends in FDI on a global basis
and recommend U.S. policy based on trends and
forecasts. It might also recommend policies to in-
duce favorable forms of FDI in the United States.

As an interim step, Congress might consider
commissioning a study to make recommenda-
tions concerning the scope and powers of such an
Office. This study could specifically address the
following issues: whether the Office of Foreign
Direct Investment would combine existing re-
sources for data collection and analysis with new
ones; whether it would conduct systematic moni-
toring of FDIUS; the extent to which it would also
monitor U.S. direct investment abroad and invest-
ment by foreign-based MNEs in third countries
(i.e., not the United States and not the country of
origin); and whether it should be charged to adju-
dicate FDIUS cases, based on their contribution to
or adverse impact on the U.S. technology base and
economy.

Specific Reciprocity
Yet another approach appeals to the principle of
obtaining compliance with the terms of bilateral
or multilateral agreements though the implicit
threat of reciprocal action. Proponents believe
such a policy could be used to condition continued
national treatment on the ability of U.S.-based
MNEs to obtain comparable access abroad for
trade, investment, and/or participation in gover-
nment-funded technology promotion programs. A
number of bills containing elements of specific

reciprocity have been passed or proposed in recent
Congresses. (For examples, see box 2-1 above in
the section on conditional national treatment.) If
Congress wished to take an even more aggressive
stance in this area, legislation could be written to:

1.

2.

3.

Make foreign MNEs eligible to participate in
U.S. technology promotion programs only on
the condition that U.S.-based MNEs receive re-
ciprocal treatment abroad, on a country-by-
country basis;
Require that U.S. companies be afforded ade-
quate and effective protection in the area of in-
tellectual property rights abroad, and apply
sanctions in cases where they are not;
Require access to equity markets and trade
associations for U.S.-based MNEs abroad,
comparable to those available to foreign affili-
ates in the United States.

If bilateral and sectoral imbalances persist de-
spite these and related policy measures, Congress
may wish to consider other options. For instance,
Congress could mandate screening of FDIUS
from an economic security perspective, or it could
condition new investments by foreign companies
in the United States on reciprocal and comparable
investment opportunities (or levels of U.S. invest-
ment) abroad for U.S.-based MNEs. However,
many analysts believe that these options would
lead to unforeseen and probably undesirable polit-
ical and economic consequences.

In its strongest form, legislation could be de-
signed to empower U.S. firms to bring claims
against nonconforming nations (or firms) before
the International Trade Commission or another
designated adjudicatory body, similar to the proc-
ess now employed with antidumping suits against
foreign imports. Failure to cooperate or imple-
ment settlements could, in the extreme case, lead
to a variety of retaliatory measures, such as apply-
ing a tax or other sanctions to foreign affiliates al-
ready operating in the United States, until U.S.
firms achieved comparable investment access in
the country in question. Few analysts endorse this
approach because of its highly coercive and uni-
lateral elements.
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I Corporate Governance and Finance
Diverge Across the Triad
(Policy Implications)

As chapters 7 and 8 suggest, structural differences
in corporate governance and corporate finance are
likely to persist across the Triad. Structural con-
vergence—the unspoken assumption behind the
traditional American approach to trade and invest-
ment frictions—is a long-run prospect at best.
Japanese and German forms of corporate gover-
nance in their purest forms are probably not suit-
able for the United States, even if current policy
impediments were not present. In addition, even a
cursory review of American corporate history in-
dicates that American business is unlikely to con-
form to the Japanese model and adopt a broadly
shared sense of the national interest.35 Nor is
American business culture likely to adapt to a Ger-
man-style system that depends upon a mutual
sense of intimacy and trust among key stakehold-
ers, including employees. To a considerable ex-
tent, the success of such systems depends upon
social mores that sometimes render acceptable the
subordination of consumer interests, executive
salaries, and immediate shareholder returns. Sim-
ilarly, the prospects for Germany or Japan moving
toward the American model are limited.

American Corporate Governance in a
Global Business Environment
The system of American corporate governance
developed mainly in reaction to the need for stable
contracting arrangements in uniquely decentral-
ized markets, as well as in response to actual or
perceived abuses of power by corporate managers,
bankers, and shareholders.36 The consequences
are reflected not only in our system of corporate

governance, but in such policy areas as antitrust,
which differs in both overt and subtle ways from
its analog in Japan or from what Europeans call
competition policy (see appendix C).

In a world where core technological competen-
cies often remain close to the headquarters of lead-
ing MNEs, systems of corporate governance that
encourage long-term thinking and enable the pur-
suit of strategies that subordinate immediate re-
turns to long-term market position can have
vitally important national implications. In fields
where American corporations have ceded markets
to competitors based in other nations, for example
in parts of the electronics sector, the task of build-
ing the critical mass required to regain a place at
the frontier of innovation will be daunting.

Such observations are part of the background
now, as national debates continue over the orga-
nization of American business, the time-horizons
and salaries of American executives, and the in-
ternational competitiveness of the U.S. technolo-
gy base. Many of the inadequacies identified and
agreed upon may imply domestic adjustments.37

Given historical patterns, however, it would be
surprising if internal changes in the American sys-
tem happened quickly or predictably.

Responding to Different Systems of
Corporate Governance
Our basic system of corporate governance must it-
self be competitive. But to the extent that enduring
differences in corporate governance systems and
competition policy effectively subsidize foreign
MNEs or protect them from competition in their
home markets, American trade and investment
policies may need to be reconfigured to enable
compensatory responses. Because objective judg-
ments are required in this regard, and because uni -

35 (}n the Japanese case see R.J. Samue]s, ‘aRlch Nation, Strong  Army”: National Security and the Technological Transformation of.lapan

(Itham, NY. Cornell University Press, 1994).

36 See M. R(K, “A po]ltlcal  neow Of Anlerican  Cowwate  Finance,” Columbia LanJournal  91 ( I ): 10-67, Jan. 1991. Also see O.E. Willlam-

~(m, 7’he  L“conornic Institutions oj’C’apltalism: F“irms, Markets, Relational Contracting (New York, NY: Free Press, 1985); and W. Adams, 7’he
S[ruc(urc  ofAmerican lndu.$try (London, UK: Macmillan, 1982).

37 me C{)nlw.titlyeness  Pollcy Council, ~rea(e~ by congress  in 1988, has commissioned a task force 10 examine paflicular aspects  of tie
American system of capital allocation. A repwt is expected by early 1995.
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lateral responses would risk disproportionate
retaliation, many analysts believe that a multilat-
eral approach to such policy reconfiguration
would be preferable. To prepare the groundwork
for multilateral negotiations on corporate gover-
nance or competition policy arrangements that
impede comparable market access across the
Triad, Congress may wish to consider mandating
the Office of the United States Trade Representa-
tive or the Commerce Department to examine the
issue in more depth. Such an examination could
concentrate on critical technology industries. It
might look, for example, at the effects of stable
cross-shareholding arrangements and other as-
pects of corporate governance or competition
policy that create sanctuary markets and effective
cartels in specific industries.

Competitive advantages that may result more
from enduring national traditions than from artifi-
cial governmental manipulation may have the ef-
fect of subsidizing overly aggressive corporate
strategies. This might occur when the world mar-
ket share of firms based in one country increases
rapidly in a competitive, technologically inten-
sive sector. To reverse such a development, com-
panies must be able to compete in the home
markets of such firms. To the extent this is pre-
cluded by unique systems of corporate gover-
nance that make it problematic to investor acquire
critical mass in those markets, those systems
could be defined as implicit trade barriers or im-
plicit subsidies. A reasoned estimate of the value
of such practices might provide the basis for nego-
tiating offsetting trade and investment rules. If, for
example, corporate governance structures in Ja-
pan make it too costly for foreign-based MNEs to
invest in production and distribution facilities in
Japan, but their Japanese competitors can readily
establish or acquire their own facilities abroad,
and if trade and technological innovation now
follow investment, those structures themselves
become legitimate issues for multilateral negoti-
ation. The analytical foundations for such negoti-
ation require much more work.

Improving Transparency
Congress may wish to consider measures to in-
crease the transparency of the underlying gover-
nance structures of foreign corporations operating
in the United States. The Internal Revenue Service
(IRS) tries to understand the financial effects of
governance structures when foreign firms begin to
generate income in the United States. Likewise,
the Securities and Exchange Commission re-
quires that foreign firms listing their stocks on
American exchanges meet disclosure require-
ments that approximate those for public compa-
nies in the United States. The right of publicly
held foreign firms to conduct operations in the
United States, for example, might be made condi-
tional on meeting standards of financial disclosure
comparable to those of publicly held U.S. firms.

Harmonizing Divergent Accounting Rules
Accounting standards could work in a similar
fashion. Mindful of the impact on competitive-
ness of the interaction between traditions of cor-
porate governance and national accounting rules,
governments and professional bodies around the
world have pursued the complex challenge of ac-
counting rule harmonization. Aside from the sub-
stantive issues involved and the plausible
arguments used to justify specific national rules,
the harmonization agenda is complicated by the
fact that government agencies do not always es-
tablish accounting standards.

In the United States, the Financial Accounting
Standards Board established in 1973 by the Amer-
ican Institute of Certified Public Accountants, sets
the standards. The SEC, IRS, and other agencies
of the government certainly have critical impact
on the work of the Board, but it is most often indi-
rect. In Germany and Japan, government offices
play the key role in standard setting. Consequent-
ly, international work on accounting harmoniza-
tion has been pursued in a number of public and
private arenas, the most important being the
United Nations, the OECD, the European Com-
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munity, and the (private) International Account-
ing Standards Committee. The SEC has been
active for many years in promoting international
harmonization.

The comparative analysis presented in Chapter
7, however, suggests that institutional differences
are not the only impediment to true harmoniza-
tion. Accounting differences are rooted in idio-
syncratic systems of corporate governance, which
themselves reflect diverse social and cultural pri-
orities. OTA research in Germany and Japan bears
out the view that hidden reserves, the lack of bal-
ance sheet transparency, the treatment of R&D ex-
penditures, and other practices that can create
competitive advantages for firms, continue to be
perceived as quite functional and even neces-
sary-especially during periods of recession or
slow growth. Once again, such issues will come
under scrutiny as multilateral rules governing
trade and investment are reshaped in the years
ahead.

In considering the public policy environment
within which MNEs compete, a key issue centers
on our inadequate knowledge of the competitive
consequences of national accounting systems.
Both inside and outside government, policy-rele-
vant research is still at an early stage. Congress
may want to accelerate that research by providing
the SEC with a mandate to assess the competitive
consequences of such differences. In addition, be-
cause accounting principles and corporate tax is-
sues are closely related, Congress may wish to
link such research to ongoing work by the IRS on
the taxation of foreign and U.S.-based MNEs.

Harmonizing Financial Rules
As in the field of corporate governance, differ-
ences in underlying national financial structures
become more important when MNEs compete di-
rectly in one another’s home market. To the extent
that competitive problems occur in particular in-
dustrial sectors, Congress may again want to re-
consider efforts to promote convergence in those
structures.

With convergence in mind, one option may be
to revisit the issue of expanding the powers of

American financial institutions to match the pow-
ers held by leading competitors abroad. When
Congress next reviews the Glass-Steagall provi-
sions of the Banking Act of 1933, for example, it
might reconsider the barriers between commercial
and investment banking in the United States.
Those barriers have been allowed to erode some-
what in recent years, but they continue to have an
important impact on the structure of American fi-
nancial markets. It is timely to complement tradi-
tional and enduring concerns about the safety and
soundness of those markets with consideration of
the impact of that structure on the international
competitiveness of critical technology industries.
Universal banking, whereby individual banks
combine commercial and investment banking ca-
pabilities, may not fill the financing gaps often
noted in the development and commercialization
of new technologies in the United States. Never-
theless, since many of’ our major trading partners
either have universal banking systems in place
(Germany, Switzerland, Austria) or are now mov-
ing in the direction of universal-type systems
(Canada, Britain, France, Japan, Italy), structural
differences between American financial markets
and others are likely to become more pronounced
in the years ahead. We need abetter understanding
of the effects of such differences on the intern-
ational competitiveness of promising industries.

In a similar vein, Congress may wish to recon-
sider the issue of ownership linkages between
banks and commercial enterprises. Like the Bank-
ing Act of 1933, the Bank Holding Company Act
of 1956 might be reviewed in a global context.
Since the 1930s, concerns about the safety and
soundness of the banking system have limited the
scope for American banks, and later bank holding
companies, to take significant equity positions in
nonfinancial corporations. Constraints having a
similar effect do not exist in either Japan or Ger-
many. This policy asymmetry matters now when
some German and Japanese MNEs are world lead-
ers in important technology-intensive sectors. To
the extent that stable bank shareholders give them
an advantage over American-based rivals, a case
may be made for relaxing traditional legal
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constraints. The issue requires further analysis on
a sectoral basis. (See chapter 8 of this report for
additional background.)

If adequate convergence across national finan-
cial systems in the near term is not feasible, Con-
gress may want to develop new multilateral
approaches to competitive problems at the level of
the firm. Once again, this may depend upon bring-
ing investment issues to the fore in trade negoti-
ations. Enduring financial structures that either
provide long-run advantages for particular firms

or constrain fair competition do so primarily
through their effect on inward investment. New
rules aimed at comparable market access across
the Triad may be needed to counter such effects.
For example, accession to future multilateral in-
vestment and market access agreements could be
conditioned upon conformity to common stan-
dards of financial disclosure and other business
practices. Congress may wish to ensure that the
negotiation of such rules is a key objective on the
nation’s trade policy agenda.


