THREAT TO THE REPUBLIC? THE POLITICS
OF FOREIGN DIRECT INVESTMENT IN THE
UNITED STATES

EDWARD FELSENTHAL

The perceived threat of foreign direct investment in the United States (FDIUS) has
generated significant controversy in vecent years. Here Edward Felsenthal places the
issue in a factual and bistorical context with an overview of current trends in FDIUS,
an examination of the controversy’s promulgators and an analysis of bistorical Enro-
American investment flows. He concludes with an assessment of American attitudes
toward FDIUS and offers insight into potential policy options.

Since the mid-1980s, fears that foreigners are buying up America have
ignited an emotional political controversy over foreign direct investment in
the United States (FDIUS).! In 1985, for the first time since World War I,
the level of overall investment from abroad exceeded the level of outward
investment by Americans. FDIUS as a percentage of US direct investment
abroad (USDIA) increased to 80 percent from about 18 percent in 1970.
Much of the anxiety about FDIUS has focused on the Japanese, whose direct
investment, even with its rapid increase, constituted by 1988 only about 16
percent of total inward flows. By contrast, European direct investment
amounted to 66 percent of the 1988 total.

The rising alarm over foreign direct investment (FDI) in the United States
deserves exploration. Although the recent wave of investment does display
some new forces and some excesses, a reexamination of our trans-Pacific and
trans-Atlantic investment partnerships can go far in defusing some of the
current apprehension about FDI. The nation must not abandon its historical
openness to FDI amid the emotion of the current debate. Instead, policymakers
must respond on a case-by-case basis to unique forces and real problems in
the current wave of FDIUS.

The focus here is on direct investment (as opposed to overall investment)
because FDI involves “control” of domestic assets and because the growth of
direct investment flows relative to portfolio investment has increased since
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1. The United States Department of Commerce defines direct investment, the focus of this article, as “the
ownership or control, direct or indirect, by a single direct investor (including an associated group of persons)
of at least 10 percent of the voting stock of an incorporated business enterprise or an equivalent interest in
an unincorporated enterprise.” The counterpart to direct investment is portfolio investment: the acquisition
of currency, bonds, debt instruments, or stock in foreign assets, amounting to less than 10 percent interest
in those assets. See Organisation for Economic Cooperation and Development (OECD), Recent Trends in
International Direct Investment, 1987, 169.
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World War II, especially since 1985. Purchases of corporations, factories and
real estate are typically more visible than portfolio investment and are often
accompanied by the “spectre” of foreign managers overseeing American em-
ployees. The powerful image of growing foreign control and management
evokes fiery cries that America is mortgaging her future: “Once they own
your assets, they own you,” says Alaska Senator Frank Murkowski.?

OvERVIEW OF FDI: FACTS, FIGURES, AND ISSUES

Although the United States became a net debtor nation in 1985, outward
direct investment continues to exceed FDIUS. But the direct investment
picture has followed the trends of the overall American investment portfolio.
In 1980 USDIA stood at about $215.4 billion and FDIUS at $83 billion.
Within just eight years the ratio narrowed considerably: the 1988 stock of
USDIA grew to about $339 billion and FDIUS to $329 billion. Japan’s direct
investment position has been growing more rapidly than Europe’s position,
but the European stock remains considerably larger. Of the $329 billion in
total 1988 FDIUS, $216.4 billion originated in Europe, including $102
billion from the United Kingdom and $49 billion from the Netherlands.
Japanese investors owned $53.4 billion, or 16 percent of the 1988 total.? In
fact, only one of the twenty largest foreign investments in the United States
is a Japanese subsidiary; fourteen are European-owned.4

. . only one of the twenty largest foreign
investments in the United States is a Japanese
subsidiary; fourteen are European-owned.

But the statistical realities of FDIUS are often obscured by highly visible
foreign purchases of real estate and corporations, some of which are virtually
national symbols. Holiday Inn, Howard Johnson’s, Pillsbury, Saks Fifth Av-
enue, and the Wells Fargo tower in Los Angeles are among the acquisitions
of British companies. French investors own about 45 percent of American
Motors and Mack Truck. Japanese purchases include CBS Records and Colum-
bia Pictures by the Sony Corporation and controlling interest in Rockefeller
Center by Mitsubishi Estate Company. A West German company bought

2, Martin Tolchin, “Foreigners’ Political Roles in U.S. Grow by Investing,” The New York Times, 30 December
1985, Al4.

3. Canada, with $24.7 billion in 1988 FDIUS, ranks fourth among foreign direct investors’ countries in the
United States.

4. John W. Rutter, “Direct Investment Update: Trends in International Direct Investment,” (Washington:
United States Department of Commerce, 1989), 26; “The 100 Largest Foreign Investments in the U.S.,”
Forbes, 24 July 1989, 313-318.
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A&P grocery stores, and Canadian firms own more than 30 million square
feet of Manhattan office space.

American state and local officials are wooing these foreign purchasers with
growing fervor. Official encouragement of FDI began in the 19th century,
when states that could not meet their bond liabilities often paid foreigners in
state land to avoid default. Today, state and local efforts are formally more
solicitous: thirty states operate overseas about seventy state development offices
designed to promote home investment opportunities and products. The United
States Conference of Mayors, through its “Invest in America’s Cities” initiative,
sponsors conventions abroad where mayors attempt to sell direct investors on
the relative merits of their cities. “It’s a realization on the part of the mayors
that we live in a global society with a global economy, and there is money to
be invested,” says former New Orleans Mayor Dutch Morial.?

Even as state and local officials circle the globe in search of foreign invest-
ment, opinion polls in the United States reveal a wide public perception that
is less receptive to FDI. This contradictory behavior reflects in part the variety
of interests at stake. Politicans challenging incumbents, since they have yet
to develop a vested interest in job creation or trade negotiation, often find
that FDI can be a powerful symbol to help stir a sense of economic decline.
By contrast, in the face of reduced federal assistance to the nation’s cities and
states, local leaders increasingly look to foreign investment as a source of jobs
and tax revenue for their region.

Areas that host foreign investment also tend to view FDI more positively
than does the general public: whereas nearly three-quarters of all Americans
believe that foreign investment erodes American economic independence, only
45 percent so agreed in a poll conducted in three states with large inflows of
Japanese FDI. Indeed, the survey found that American employees of Japanese
firms held the most favorable attitudes toward FDI.¢

Critics of FDI warn that city and state governments are offering too many
expensive tax breaks and other incentives to attract foreign investment and
that intra~city and intra-state bidding wars are driving up the price of attract-
ing FDI across the nation. The critics also cite additional dangers: threats to
the security of the nation’s economy and defense, technology drain, labor
problems with foreign management, the use of direct investment as a means
to skirt protectionist barriers, foreign investors’ influence on domestic politics
and an unhealthy dependence on foreign capital for American overconsump-
tion. The metaphors are evocative: Richard Lamm of Colorado, one of the
few governors who has been openly antagonistic toward FDI, decries the
“Faustian bargains” into which states enter with developers. The late CIA
director William Casey viewed foreign investment in the United States as a
“Trojan horse,” a concealed threat to national security.”

5. Martin Tolchin, “U.S. Cities Seeking Foreign Investing,” The New York Times, 20 January 1985, 17.

6. The poll, carried out by Dr. Duane Kujawa of the University of Miami’s School of Business, surveyed 1,774
in California, Tennessee, and Michigan. See Richard Katz, “Some Americans Like Japanese Investment,”
Japan Economic Journal, 18 February 1989, Al. See also Thomas Omestad, “Selling Off America,” Foreign
Policy, Fall 1989, 119.

7. Martin and Susan Tolchin, Buying into America: How Foreign Money is Changing the Face of Our Nation (New
York: Times Books, 1988), 5, 142.
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In response to these criticisms, urban leaders facing local unemployment
and declining federal aid counter that foreign direct investment is a problem-
solver for their communities. Many state governments view FDIUS in terms
of jobs created both directly and through the multiplier effect of growing
regional economies. By keeping the means of production within US borders,
jobs are saved that might have been lost if the goods or services produced had
been imported. Economic growth increases government revenues from income
and sales taxes. Demands of foreign investors for high-quality schools often
result in increased attention and funding for education, and foreign investors
themselves have funded many of these educational ventures. Finally, many
states that have been recipients of significant FDI during the past decade
acclaim the social and cultural enrichment of their communities.

. . . this essentially laissez-faire attitude toward
foreign investment dates back to the nation’s colonial
days.

The US federal government sides with the supporters of FDIUS. In a 1983
official policy statement, President Ronald Reagan said, “A world with strong
foreign investment flows is the opposite of a zero-sum game. We believe that
there are only winners, no losers, and all participants gain from it.” Although
the United States limits investment in certain industries related to national
security, the nation’s policy is that “international direct investment flows
should be determined by private market forces and should receive non-dis-
criminatory treatment.”® The Reagan attitude, also adopted by the Bush
administration, differs little from Carter’s 1977 statement of neutrality toward
direct investment flows. Indeed, this essentially laissez-faire attitude toward
foreign investment dates back to the nation’s colonial days. But growing
public anxiety is increasing pressure on the government to restrict foreign
start-ups and acquisitions.

GROWING ALARM: THE BUYING OF AMERICA?

A spate of headlines, book titles and media campaigns evince the rising
anxiety that foreigners are buying America. “The British Are Coming—
Again,” “The Foreign Invasion” and “A Nation of Tenants” are among the
titles of recent articles about foreign investment. Recent books assessing US
engulfment by foreign investors include Buying Into America, America for Sale,
and Selling Ont. Nonprofit foundations such as Citizens Against Foreign Con-

8. See Ronald Reagan, “Statement by the President on International Investment,” 9 September 1983.
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trol of America have mounted fierce lobbying and public relations campaigns
to restrict foreign investment. The United Food and Commercial Workers
Union hired television actress Vicki Lawrence for a series of critical advertise-
ments aimed at Belgian, British and French-owned supermarkets. “What we
don’t need,” Lawrence declares in one such commercial, “is a bunch of rich
foreigners sashaying over here and telling us how to run the whole danged
supermarket.”™

Much of the alarm, in its popular and politicized forms, has been vented
through public hostility and legislative proposals directed at the Japanese. As
John Makin of the American Enterprise Institute writes, “The most extraor-
dinary thing about Japanese investment in the United States during the 1980s
is the amount of attention it has attracted relative to the actual level of
holdings of American assets by japanese investors.”!® Former Secretary of
Commerce Peter G. Peterson complains that “Japan is popularly vilified as
the chief foreign ‘invader’ even though its direct investments in the U.S.
amount to half the British total and about the same as the Dutch.”!* Gerald
Curtis, director of Columbia University’s East Asian Studies Institute, argues
that American attention toward British and Canadian investment focuses on
individuals like Rupert Murdoch and Sir James Goldsmith. Japanese invest-
ment, on the other hand, is viewed as monolithic, “in terms of Japan, Inc.”!2

The attention and rhetoric focused on Japanese direct investment is indeed
formidable. Journalist Theodore White, in a not-so-subtle comparison to the
invasion of Pearl Harbor, wrote in 1985 that “40 years after the end of World
War II, the Japanese are on the move again in one of history’s most brilliant
commercial offenses as they go about dismantling American industry.”!? James
Fallows’ Atlantic Monthly cover story, “Containing Japan,” accuses the Japanese
of “continuing to launch new industrial assaults in America.”'* “Japan Invades
Hollywood,” proclaimed Newsweek’s cover the week after Sony purchased
Columbia pictures. (In the Japanese edition, the headline became “Japan
Moves into Hollywood.”) Declares Colorado’s former governor Richard Lamm,
“The Japanese . . . [are] screwing us. They have a different set of values.
What’s mine is mine, and what’s yours is negotiable.”?>

Opinion polls suggest that the American public shares some of the anxiety
indicated by this kind of political attention and media coverage.® A 1988

9. Andrew H. Malcolm, “Foreign Money Changing U.S. Social-Cultural Life,” The New York Times, 31
December 1985, Al.

10. John H. Makin, “Japan’s Investment in America: Is It a Threat?” Challenge (November-December, 1988):
10-11.

11. Peter G. Peterson, “Japan’s "Invasion’: A Matter of 'Fairness,” The Wall Street Journal, 3 November 1989,
Al4.

12. James Baron, “Huge Japanese Realty Deals Breeding Jokes and Anger,” The New York Times, 18 December
1989, B4.

13. Theodore H. White, “The Danger from Japan,” The New York Times Magazine, 28 July 1985, 22.

14. James Fallows, “Containing Japan,” Atlantic Monthly, May 1989, 48.

15. Kozo Yamamura, “The Significance of Japanese Investment in the United States: How Should We React?”
in Japanese Investment in the United States: Should We Be Concerned? (Seattle: Society for Japanese Studies,
1989), 40.

16. Because most Americans’ personal contact with Japanese society is negligible, the media substantially
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poll commissioned by The International Economy revealed that approximately
80 percent of the American public is “worried” about foreign investment in
the United States. Seventy-four percent view foreign investment as weakening
the nation’s economic independence. Seventy-eight percent would support
laws that put limits on foreign ownership of businesses and real estate, and
89 percent favor a requirement that foreign investors register their US holdings
with the federal government. A plurality of Americans, 37 percent, would
“make it difficult” for Japanese investors to build factories in the United
States, even when employees are to be American.®

. . . many of the arguments aired in the United
States today are reminiscent of European debates at
the height of American direct investment there
during the 1960s.

Members of Congress have responded to shifts in the investment balance
with a stream of legislative initiatives designed to curtail and control foreign
investment flows into the United States. More extreme proposals have ranged
from “local-content” and “performance” requirements to outright barring of
investment from nations whose laws do not guarantee reciprocal access to
USDIA. Currently, the most controversial mainstream proposal is the Foreign
Ownership Disclosure Act of 1989 (the Bryant Amdendment). This legislation
would require foreign investors with more than a 5 percent ownership in an
American entity to register with the Commerce Department and investors
with more than a 25 percent share to release detailed financial information.
First introduced in 1986 by Texas Representative John Bryant, the measure
passed the House and Senate in 1987 but was dropped from the 1988 Omnibus
Trade and Competitiveness Act on threat of presidential veto. In place of the
Bryant Amendment the Reagan administration agreed to accept the Exon-
Florio Amendment, which broadened the president’s authority to block foreign
investment on grounds of national security.

shapes American images of Japan. A Potomac Associates poll found that 65 percent of Americans chose
broadcast media as one of their two major sources of awareness about Japan; 53 cited print media. The
nearest competitor to these sources was “purchase and use of Japanese goods,” mentioned by 18 percent of
respondents. See William Watts, et al, Japan, Korea, and China (Lexington, MA: Lexington Books, 1979),
45. See also Peterson, “Japan’s Invasion,” for an argument that public fear of Japanese investment has been
“heightened by media pandering to xenophobia and latent racism.”

17. Thomas Omestad, “Selling Off America,” Foreign Policy No. 76 (Fall 1989): 119; Jahangir Amuzegar,
“The New Bogeyman: E.D.I.,” SAIS Review Vol. 9, No. 2 (Fall 1989): 101.

18. Watts, Japan, Korea, and China, 52.
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THE TRANS-ATLANTIC FDI PARTNERSHIP

Escalating public anxieties about FDIUS might suggest to the casual ob-
server that the nation is charting a path into unfamiliar territory. However,
although certain aspects of current direct investment flows reflect new trends,
a look at the history of trans-Atlantic direct investment reveals several striking
continuities. First, the United States has been a debtor nation for most of its
history. Second, European direct investment in the United States played an
indispensable role in the development of American economic power. Third,
many of the arguments aired in the United States today are reminiscent of
European debates at the height of American direct investment there during
the 1960s.%

In the aftermath of the Revolutionary War, the nation’s founding fathers
sought to provide an open, stable environment for foreign investment. In his
1791 “Report to Congress on Manufactures,” Alexander Hamilton wrote that

instead of being viewed as a rival, [foreign capital} ought to be
considered as a most valuable auxiliary, conducing to put in motion
a greater quantity of productive labor and a greater portion of useful
enterprise than could exist without it.?°

Although foreign investment was secondary to domestic capital in financing
development, foreign capital is generally considered to have been a necessary
factor in the nation’s 19th century industrial transformation. American debt
expanded markedly throughout the century, from $61 million in 1790 to
$261 million in 1840 to $2.9 billion in 1890.2! European investors, led by
the British, provided the capital to build railroads, canals, factories and heavy
industry across America. British investors financed $9.25 million of the
$11.25 million bond issue for the Louisiana Purchase. By 1807 Europeans
held about half of the federal debt, and by 1845 they held half of state debts
and securities and one-quarter of municipal debts and securities.

Direct investment grew alongside portfolio investment and provided essen-
tial capital, management skills and technology for industrialization. After the
Civil War, changing US market conditions prompted the first significant
influx of foreign manufacturing enterprises. Immigration stimulated US mar-
ket demand and increased its labor supply; transportation costs declined; and
industrialization reduced the nation’s demand for imports, leading foreign
producers to protect their market position through direct investment. The

19. Except where otherwise noted, the sources for historical data in this section are James K. Jackson and
William D. Jackson, “Foreign Ownership of U.S. Assets: Past, Present, and Prospects,” Congressional
Research Service, 1988; Peter J. Buckley and Brian R. Roberts, Eurgpean Direct Investment in the U.S.A.
Before World War I (New York: St. Martin’s Press, 1982), 11-42; Tolchin and Tolchin, Baying Into America,
275-278; and Alfred Grosser, The Western Alliance: European-American Relations Since 1945 (New York:
Vintage Books, 1982), 200-237, 295-310.

20. Michael Seitzinger, “Foreign Investment in the United States: Major Federal Restrictions,” Congressional
Research Service Report for Congress, 7 April 1989, 3.

21. Foreign capital inflows expanded throughout the 19th century, but the American economy expanded more
rapidly; thus, foreign capital as a percentage of total reproducible wealth declined: from 13.8 percent in
1805 to 7.2 percent in 1850 to 4.0 percent in 1900.
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period between 1870 and 1914 witnessed the emergence of giant European-
based multinationals, including Lever Brothers, English Sewing Cotton, Nes-
tlé, and Royal Dutch Shell. By World War I European direct investment
amounted to $17 billion; USDIA was only $3.5 billion.

The two world wars were turning points in the American international
investment position. A net debtor since its colonial days, the United States
held the world’s largest international debt at the outbreak of hostility in 1914.
But the European continent, in the throes of war, could no longer finance
American industrial development. By 1915 the nation was a creditor for the
first time in its history. (Significant investment abroad by US firms had begun
in the late 1860s).

United States direct investment abroad achieved its most dramatic growth
in the aftermath of World War II. Total outflows more than doubled, from
$11.8 billion in 1950 to $27.8 billion in 1958, and nearly doubled again by
1966, when USDIA grew to $54.7 billion. With Europe’s industrial sector
in disarray and its demand for US goods expanding, the number of American
enterprises in Europe rose steeply. The US share of British industry, for
example, grew from 5.7 percent in 1957 to 10.5 percent in 1966 to 14
percent in 1970.22 USDIA in Europe, at $1.7 billion in 1950, was $16.2
billion by 1966.

Many of the recipient nations initially welcomed the inflow of American
capital, but in the mid-1960s an intense debate over US direct investment
emerged amid fears of an “Americanization of Europe.” In his best-selling
1967 book, The American Challenge, the French journalist Jean-Jacques Servan-
Schreiber captured and further stirred European concern about American direct
investment. Servan-Schreiber asserted that USDIA posed a dilemma for Eu-
ropean countries: to allow continued free investment flows would reduce
Europe to satellite status with respect to American industrial power, but to
restrict direct investment would impede the flow of needed American products
and capital. It was quite possible, he warned, that “within fifteen years the
world’s third greatest industrial power, just after the United States and Russia,
will not be Europe, but American industry in Europe.”?

Servan-Schreiber’s predictions proved far off the mark. His mistaken as-
sessment of Russian prospects aside, American industry in Europe was by no
means the world’s third greatest industrial power by 1983. Soon after publi-
cation of The American Challenge, the cycle began to come around again.
American investment had helped revitalize the European economy, and Eu-
ropean industry was poised for expansion. The dollar’s decline in the early
1970s, increasing the purchasing power of foreign currency and raising costs
for Americans buying abroad, “made it possible for European investment in
America to succeed American investment in Europe.”?4

The history of the debate .over trans-Atlantic FDI is instructive. In the
mid-1970s, amidst increases in European FDIUS and Arab portfolio invest-

22, Grosser, 224.
23. Jean-Jacques Servan-Schreiber, The American Challenge New York: Atheneum, 1969), 3.
24, Grosser, 296.
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ment, Benjamin Cohen, of the Fletcher School of Law and Diplomacy, spoke
of the ironies in the FDI debate before the Senate Subcommittee on Foreign
Commerce and Tourism:

For decades, when the United States was by far the largest net
exporter of capital in the world, American officials and business
leaders traditionally preached just the benefits of international in-
vestment . . . .Yet now that the shoe is on the other foot, . . .
many Americans would have us do what previously this country
criticized others for doing.?

Echoes of 1960s European sentiments toward foreign investment do ring
with remarkable clarity in the current American debate. France and Belgium
offered tax incentives and subsidies to American direct investors in the 1960s,
stirring criticisms that inter-state bidding wars were driving up the price of
investment throughout Europe. European leaders debated the effects of FDI
on employment and technology transfer and the danger of dependency on
foreign-owned industry for certain supplies. In France especially, the politics
of direct investment took on some of the forms of current American political
battles over FDI: local officials such as mayors and regional deputies extolled
the economic rewards of FDI; opposition candidates at all levels tended to
dwell on its costs.

. . . Japan’s emergence as the world’s largest creditor
coincided with America’s transformation into the
largest debtor. The result is that Japan provides a
particularly inviting target for the release of
American anxieties over US economic woes.

Also at issue in Europe during the 1960s, as in the United States today,
was national autonomy in shaping economic and industrial policy. “It is not
true that we do not accept with pleasure . . . American investment which
may certainly constitute a large stimulant for our policy of expansion in
France,” France’s ambassador to the United States said in 1965. But, he
cautioned, “it is not possible for us to leave certain sectors of our economy

. . in the hands of companies whose head offices are in Chicago or Detroit.”26
And predictions by Servan-Schreiber and others that European industry would

25. Kenneth C. Crowe, America for Sale (Garden City, New York: Doubleday & Co., 1978), 268.
26. Grosser, 225.
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become a US subsidiary foreshadowed concerns in the United States today
about the “selling” of America. Writes John Makin of the American Enterprise
Institute, “There is always a temptation, in the midst of an investment surge

. . to assume that the flows will only grow until foreign ownership engulfs
us.”?

THE PoLitics OF FOREIGN DIRECT INVESTMENT IN THE UNITED STATES

Foreign purchases of US corporations and real estate clearly sharpen anxieties
about the decline of American hegemony by displaying the economic power
of our investment partners and by increasing US dependency on business
decisions made abroad. At the same time, the US trade deficit and diminished
American industrial productivity heighten emotions about foreign ownership.
Although still a source of alarm for FDI critics, European direct investment
in the United States began to accrue in the 1970s, before American balance
sheets were tallying up foreign deficits. But Japan’s emergence as the world’s
largest creditor coincided with America’s transformation into the largest
debtor. The result is that Japan provides a particularly inviting target for the
release of American anxieties over US economic woes. The rapid growth and
high visibility of Japanese direct investment, added to a staggering American
trade deficit with Japan, has induced what Peter Peterson calls “a vague fear
about Japanese ascendancy and American decline.”?® '

No doubt there is also a darker side to our Japan obsession. Stanley Hoffman
writes about “common values and traditions that bind Western Europe to a
superpower whose population, institutions, and political thought are predom-
inantly of European origin.”?® Whereas trans-Atlantic investment has histor-
ically accompanied political and cultural infusions from Europe, Japan is the
first non-Western nation to build a substantial investment position in the
United States. The comment of one state official involved in a controversy
over foreign ownership of local farmland reflects the tensions between Amer-
icans and their Asian trading partners: “My personal judgment,” he said, “was
that this was not an issue when Europeans were buying, only when non-
Caucasians . . . were involved.”3°

Masahiko Ishizuka of Tokyo’s financial Nibon Keizai Shimbun writes that
many Japanese are stunned at the “undercurrent of deep-seated anti-Japanese
sentiment” which lies beneath the surface in discussions of trade issues.
Theodore White’s controversial 1985 New York Times Magazine article, quoted
above, is an indication that memories of World War II have not faded from
the American conscience. But the Japanese also remember. According to
Ishizuka, the internment of innocent Japanese-Americans during the war
remains “a manifestation of the irrational fear and resentment that Americans
can have toward them.”3!

27. Makin, 16.

28. Peterson, Al4.

29. Stanley Hoffman, Foreward, in Grosser, Western Alliance, x

30. Tolchin and Tolchin, Buying into America, 43.

31, Masahiko Ishizuka, “The Japan Obsession,” Wor/d Press Review, February 1986, 40.
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Emotionalism and hyperbole have clouded the debate over the wisdom of
allowing essentially unrestricted FDIUS. Thomas Omestad, associate editor
of Foreign Policy, wrote recently that “the gulf between current policy and
public attitudes means that the Bush administration will come under inten-
sifying pressure to consider controls on foreign ownership.”3? Omestad accu-
rately describes the growing unease among many Americans about the current
state of affairs. But he is wrong to conclude that America’s historically open
approach to foreign investment must be “shelved.” There are, of course, serious
and legitimate concerns about the current wave of FDIUS, but adequate means
exist to address these concerns within the established policy framework.

However, reactions to the surge in FDIUS cannot be dismissed simply as
manifestations of American phobias and racism. The current wave of FDIUS
highlights four major categories of problems, all of which lend themselves to
responses within the existing US policy framework: reciprocity of investment
opportunity, national security concerns, foreign involvement in American
politics, and irresponsible macroeconomic policies.

Loud voices of protest have emerged in the United States over a lack of
reciprocity in the investment laws of Western Europe, Canada, and Japan.
European barriers are particularly significant hurdles for foreign takeovers.
Restrictions on shareholder voting rights and overlapping stock ownership
among companies work against foreign acquisition of West German compa-
nies. West German banks often help frustrate hostile takeovers by purchasing
clients’ stock and voting with management for shareholders who have turned
over their proxies. The Swiss do not allow shareholders more than 3 percent
voting rights, no matter how large their stake in the company.?? The French
government must grant approval for nearly all major acquisitions by non-EC
investors. Corporate management in the Netherlands is granted remarkably
broad authority for anti-takeover efforts. Investment Canada, a government
agency, currently screens foreign investment in Canada, particularly acquisi-
tions in “culturally sensitive areas.” Even with a reduction in its authority
under the US-Canada Free Trade Act, the agency will continue to review
three-quarters of the investments currently under its jurisdiction.

The European Community’s Project 1992 may raise additional barriers to
non-EC direct investment. Whether 1992 will erect a protective fortress
around Europe remains to be seen, but proposals in Brussels have included
the establishment of a supranational oversight board to regulate inflows of
FDI. In addition, stricter performance requirements and local-content rules,
particularly in high-technology areas, could require American companies to
adjust their component specialization and investment strategies.

The Japanese government has eliminated most of its formal legal barriers
to direct investment. A 1979 law loosened regulation of inward direct in-
vestment, replacing strict approval and licensing guidelines with a require-

32. Omestad, 119.
33. Throughout Europe there is also a resistance to leveraged buy-outs and the high-yield junk bonds which
have financed many mergers and acquisitions in the United States.
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ment that foreign investors simply give “prior notice” to the government.
The government retains the right to reject proposed acquisitions but has
rejected no direct investments since the 1979 law was passed. 1984 legislation
abolished the few significant remaining formal restrictions on FDI.

However, as US exporters have discovered, informal barriers restrict the
entrance of foreign firms into Japan's economy. Foreign direct investment in
Japan totaled $9 billion in 1987, as compared to about $270 billion in the
United States. New foreign companies find it difficult to integrate into the
complicated Japanese distribution, marketing and employment systems, while
Japanese banks are often reluctant to provide financing for foreign investors.
Last spring the Texas “corporate raider” T. Boone Pickens was virtually
sailroaded out of his $800 million play for Koito, a Tokyo car parts company
that is 20-percent owned by Toyota. The distribution of Koito’s shares, its
corporate structure and government red tape prevented him from even putting
a nominee on the board of directors. Pickens’ abrasive manner and history of
outright takeovers may have made him an unwelcome ice-breaker, but in
Japan even a friendly purchase of an established company can be blocked by
overlapping stock ownership and shared debt among companies.

In the General Agreements on Tariffs and Trade (GATT) and the Organi-
zation for Economic Cooperation and Development (OECD), US leadership
has been instrumental in organizing efforts to remove distortions to foreign
investment flows. However, as President Reagan’s 1983 statement on inter-
national investment argues, slow progress on international investment agree-
ments “has created pressures in many countries, including the United States,
. . . to move toward still greater government intervention.”* Responding in
part to protectionist pressures in Congress, the Reagan administration worked
more aggressively on trade issues, at the expense of direct investment issues.
As a result, the Uruguay Round of GATT has completed only fact-finding on
direct investment and is unlikely to achieve agreements on the subject.

Restricting FDIUS is not the appropriate response to the investment barriers
of other nations. Even Susan Tolchin, co-author of a recent book which has
stirred American anxiety about FDIUS, conceded before the House Subcom-
mittee on International Economic Policy and Trade that “in an ideal world in
which free trade and barrier-free investment were the rule rather than the
exception, the US laissez-faire position would make sense.”3> Given the success
of the GATT in reducing tariff barriers, current and future GATT rounds can
likewise provide an effective forum for liberalizing direct investment restric-
tions. The official policy position of the Reagan and Bush administrations
appears to support the concept of an international regime along the lines of
the International Monetary Fund (IMF) and the GATT. A regime that would
set policy guidelines and settle investment disputes is an admirable long-
range goal, but more immediate efforts must focus on the reduction of direct

34. Reagan, “Statement by the President.”

35. United States Congress, House, Subcommittee on International Economic Policy and Trade of the Com-
mittee on Foreign Affairs, Hearing, “Foreign Investment in the United States,” 22 September 1988
(Washington, D.C.: Government Printing Office, 1989), 119.
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investment restrictions and the establishment of guidelines for retaliation
against barriers to investment inflows. However, as Elliot Richardson, now
Chairman of the Association for Foreign Investment in America, told the
International Economic Policy Subcommittee, “We cannot negotiate for more
liberal investment policies in other countries . . . while we, at the same time,
adopt new restrictive measures at home,”36

The 1987 bid of a Japanese electronics corporation, Fujitsu, for the Amer-
ican defense firm, Fairchild Semiconductor, raised to the fore of the FDIUS
agenda a second category of troublesome issues: investment restrictions for
reasons of national security. Opponents of the Fairchild sale argued that the
acquisition would enable Fujitsu to dominate the semiconductor market. The
Pentagon, dependent on Fairchild-produced defense electronics to the tune of
more than $100 million annually, publicly objected to the deal. Under fire
from the Pentagon, the domestic industry, and the Commerce Department,
Fujitsu withdrew its offer and built its own American subsidiary. Fairchild’s
financial losses have continued under the management of its American buyer,
which paid slightly more than half of Fujitsu’s $225 million bid.

In part, the objection to this concentration of foreign
ownership is that American companies could be left
out of the most expansive and profitable sectors in
the 21st century economy.

Whether the Fairchild-Fujitsu deal posed a threat to American security is
debatable; indeed, when Fujitsu offered its bid, Fairchild was already owned
by a French company. Nonetheless, there is clearly a place in US investment
policy for limitations on foreign investment in industries essential to the
national defense. Like most of its major investment partners, the United States
restrices foreign ownership in air transport, broadcasting, shipping, defense
production, and hydroelectric and nuclear power. In addition, President Ger-
ald Ford in 1975 created a Committee on Foreign Investment in the United
States (CFIUS). Led by the Treasury Department and composed of top officials
from the US Trade Representative’s Office and the Departments of State,
Defense and Commerce, the Committee serves as a “watchdog” over foreign
investments in defense-related industries. The interagency committee presents
its findings to the president, who may bar or modify transactions that threaten
to impair national security.

36. Testimony of Elliot L. Richardson, Ibid., 49.
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CFIUS is a potentially worthy institution which so far has produced few
practical achievements. The Committee rarely meets and is not known to ever
have stood in the way of a foreign acquisition. The explanation for its inactivity
lies partially in the now-abandoned requirement that the president declare a
national emergency on security grounds in order to restrict FDIUS. The Exon-
Florio Amendment to the Omnibus Trade and Competitiveness Act of 1988
expands the president’s authority to suspend or prohibit foreign investments
without declaring a state of emergency. As prerequisites for executive action,
the law requires only that there is credible evidence of a security threat and
that other legal avenues are inadequate to block the investment. Even under
the Exon-Florio Amendment, however, the president retains surprising au-
thority to decide against intervention, and the current administration appears
reluctant to exercise its broadened authority, particularly with regard to
investments by US allies.3’

The Exon-Florio Amendment explicitly extends the purview of CFIUS to
include transactions which affect “essential commerce and economic welfare.”
Arguments that direct investment imperils the nation’s economic security are
often rhetorical masks for efforts to generally restrict foreign control of Amer-
ican factories and real estate. However, the current wave of FDIUS displays
certain qualitative characteristics that warrant observation in the interest of
guaranteeing the long-term viability of the American economy. Japanese
companies, for example, have invested heavily in high-technology areas, pur-
chasing several American producers of emerging high-tech products such as
facsimile machines and high-definition television. In part, the objection to
this concentration of foreign ownership is that American companies could be
left out of the most expansive and profitable sectors in the 21st century
economy. But the central concern is that foreign investors might embark on
“hidden agendas” to dominate entire market sectors by strategically bidding
(or overbidding) for American companies and forcing out the domestic com-
petitors that remain.3®

Anxieties over the threats posed by FDIUS to national defense and economic
security have resurrected demands for greater monitoring of direct investment
inflows. In particular, the Foreign Ownership and Disclosure Act, Congress-
man John Bryant’s twice-failed proposal to broaden federal information on
foreign investment, is once again a serious issue on the legislative agenda.3?
For investors with a stake in American property equal to or above 5 percent,

37. In February 1989, the Bush White House decided not to prevent a West German chemical company from
acquiring Monsanto, the nation’s last remaining major producer of silicon wafers. The administration’s
primary justification for allowing the sale appeared to be West Germany’s status as a close American ally.
The Monsanto case is also an example of CFIUS’ potential to prevent the departure of research and
development crucial to national security: the government obtained private assurances that Monsanto’s
research and development operations would remain in the United States. See Omestad, 130.

38. Amuzegar, 108.

39. The so-called “Bryant Amendment” passed the House and Senate in 1987 but was dropped from the
Omnibus Trade and Competitiveness Act of 1988 under 2 Reagan administration veto threat. In 1988,
the proposal succeeded in the House, but the Senate took no action before the close of the legislative
session. Bryant reintroduced the proposal on 3 January 1989. »
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the bill would require registration of ownership with the Secretary of Com-
merce, including name and address, relationship to the property acquired,
and market value of assets in the United States. Investors with more than a
25 percent interest would be forced to submit balance sheets, income state-
ments, and information on “sales, assets, operating income, and depreciation
by industrial segment.” The register would be made available to Commerce
Department employees, Congress, employees of the General Accounting Of-
fice, one agency in each state and individuals conducting “qualified research.”

Bryant’s legislation would add little to the monitoring of FDIUS for national
security purposes. Much of the information required under the Bryant Amend-
ment is already gathered by the Bureau of Economic Affairs (BEA) at the
Commerce Department. The International Investment Survey Act of 1976
directs the Executive branch to collect information on foreign trade and
investment “necessary for assessing the impact of such investment and trade,
and to provide analyses of such information.” Accordingly, the BEA carries
out an annual survey of FDIUS and a “benchmark” survey of FDIUS every
five years. In addition, the Domestic and Foreign Investment Disclosure Act
of 1977 mandates that any investor who acquires more than a 5 percent
interest in a company registered by the Securities Exchange Commission must
disclose citizenship and residence.

At best, the Bryant Amendment is probably superfluous; at worst, its
passage could undermine long-term national interests in the areas of invest-
ment liberalization and data disclosure. Even closed-access disclosure of FDIUS
requires foreigners to provide information which might become available to
competitors and adversaries; meanwhile, the operations of domestic firms
would remain completely confidential. By violating the principle of “national
treatment” for foreign and domestic firms, the Bryant Amendment could
impede the ability of the United States to advocate persuasively global liber-
alization of restrictions on FDI. Further, in order to protect individual privacy
and to remove incentives for inaccurate disclosure, a cornerstone of current
US policy on data collection is the use of information received for statistical
purposes, released to the public only in aggregate form. Passage of the Bryant
Amendment “would be opening a chink in the armor of all data gathering
activities of the U.S. government.”4!

Recent inflows of FDIUS have highlighted a third group of problems:
monetary contributions by foreign investors to American political organiza-
tions and campaigns. Notwithstanding the rhetoric offered by some of FDI's
most virulent critics, foreigners are not poised to gain control subtly over
American politics. But direct investors from abroad clearly have influenced
the outcome of several controversial debates and elections throughout the
country. Shell Oil Company’s affiliate political action committee (PAC) con-
tributed $726,000 to an organization which successfully worked to prevent

40. See Seitzinger, “Major Federal Restrictions.”

41. Prepared statement of Dr. Edward Graham, Associate Professor, Fuqua School of Business Administration,
Duke University, in United States Congress, House, Hearings, “Foreign Investment in the United States,”
216.
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passage of an oil tax referendum in California. A political organization financed
by Japanese manufacturers gave $108,000 to 53 California state legislators
seeking re-election.4?

Foreign direct investors are entitled to participate in the public debate and
to lobby for legislation that promotes their financial interests. In California
and Florida, for example, the Sony Corporation of America threatened to
withdraw investment plans amidst proposals that foreign investors be taxed
on all goods produced in the state, not just those sold in the state. Rather
than exercising undo influence on state politics, Sony’s pressure tactic simply
forced elected officials to balance their constituents’ interest in foreign invest-
ment with their need for additional tax revenue.

Whether blame rests with the executive or the
legislative branch, there is little disagreement among
Republican and Democratic leaders that US
macroeconomic behavior imposes an increasingly
unhealthy dependence on foreign capital.

While foreign investors and foreign-funded political action committees have
the right to present their positions to the public and its representatives, the
ultimate decisions nonetheless remain in the hands of Americans. Accordingly,
the Federal Election Campaign Act of 1974 prevents campaign contributions
by foreign nationals. However, in a series of divided opinions, the Federal
Election Commission (FEC) has ruled that the Act allows domestic subsidiaries
of foreign companies to operate and contribute to PACs that help finance
particular campaigns. Senator Lloyd Bentsen captures the central objection to
the FEC’s position: “I do not think foreign nationals have any business in our
political campaigns,” Bentsen insists. “They cannot vote in our elections, so
why should we allow them to finance our elections?”%?> But in the absence of
an outright prohibition of these PAC contributions, US election laws at least
should require that foreign-owned American companies publicly declare their
PAC funding in order to ensure that both candidates and voters are aware
when the source of a political contribution is foreign.

Finally, whether blame rests with the executive or the legislative branch,
there is litcle disagreement among Republican and Democratic leaders that
US macroeconomic behavior imposes an increasingly unhealthy dependence

42, Tolchin, “Foreigners’ Political Roles,” A14.
43. Ibid.
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on foreign capital.* The massive federal budget deficit, combined with a
relatively low US savings rate, has forced the nation to import foreign money
in order to finance private sector investment and the federal deficit without
raising domestic interest rates. During the past few years, more than half the
US budget deficit has been financed by foreign investors.# As part of efforts
both to limit the influence of foreign investors on US government policy and
to remove artificial distortions to global investment flows, the United States
must bring its government spending under control. Argues former Federal
Reserve Chairman Paul Volcker, “It is clearly not healthy for the largest and
richest country in the world . . . to use up so much of the world’s savings to
finance a budget deficit.”4

CONCLUSION

In the spring of 1988, hundreds of Pittsburgh citizens ritually shredded
their American Express cards. The reason: Shearson Lehman, the investment
banking arm of American Express, had advised and co-financed a British
company in its attempt to take control of Koppers, an American building
supply corporation headquartered in Pittsburgh. Remarked one European
observer: “How apt for Americans to destroy the little green card with which
they have done so nicely around the world for so long.”#’

The outrage of these Pittsburghers is reflective of a growing anxiety
throughout the nation that foreigners are gaining control of America by buying
her hallmark corporations and landmark real estate. Clearly, FDIUS brings
both costs and benefits to individual communities and to the nation. But the
current wave of direct investment is by no means a radical new force in
American history, and anxieties about FDIUS are in part signs of a more
general concern about the decline of the nation’s hegemony and the state of
its economy.

The problems and unique forces that have been highlighted by recent
inflows of FDI can be addressed without abandoning the nation’s historical
openness to foreign capital. An appropriate response to these problems de-
mands US leadership in negotiations to liberalize global investment restric-
tions; careful monitoring of acquisitions that might threaten national security;
regulating and restricting foreign involvement in American political cam-
paigns; and curbing the federal budget deficit.

44. The Tolchins and others reject comparisons between FDIUS today and the European investment which
financed American industrialization because, they argue, “much of the {current} foreign borrowing is not
for reindustrialization but to pay for the country’s habits of overconsumption, and to finance the deficic.”
But the fact that imprudent macroeconomic policies increase the need for inflows of foreign capital is an
issue independent of the debate on the benefits and dangers of FDI itself. See Testimony of Susan Tolchin,
in United States Congress, House, Hearings, “Foreign Investment in the United States,” 216, 122.

45. Omestad, 126.

46. Barnaby ]. Feder, “Foreign Money Spreading to All Walks of U.S. Life,” The New York Times, 29 December
1985, Al.

47. “They’re All Coming,” The Economist, 30 April 1988, 11.
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Nonetheless, as a former executive director of the IMF, Jahangir Amuzegar,
argues, from a policy-shaping perspective “the perception of potential harm
from foreign investments may be as significant as the actual threat.”® Amer-
ican political leaders therefore must address actively the alarm over FDI by
inspiring a reexamination of the issue and its history. When passions have
settled, policymakers can frame political responses to FDI that seek to remedy
real problems rather than overwrought fears about the buying of America.

48. Amuzegar, 102.



