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Laura DY Andrea Tyson

They Are Not Us
Why American Ownership Still Matters

ike “Engine” Charlie Wilson, the colorful chief executive of
General Motors in the vears atter World War 1L most Americans
intuitively assume that what is good for American companies
like GM is good for the nation. The competitiveness of the U.5. economy,
most Americans believe, means the competitiveness of corporations
based in the United States. This identiby of interests has been so widely
taken for granted that only a few theoreticians of the obvious, iike Engine
Charlie and Calvin Coolidge (“The business of America is business™),

have ever seen a need Lo express it

The tradition of identifying nations and corporations extends far back
into the past when corporations served the monarchs who gave them
special charters. But whether that premise makes sense today 1s not at all
clear. The actual behavior of many American corporalions shows that

thew do not always act as if national lovalty
were thetr puiding motivahon. Corpara-
tions are quick te relocate to remote
countrics with lower wages, less demand-
ing social standards, or narional laws ro-
uiring Jcal proxduction.

Indesd, some are now sugpeshing that
nabional corporations are entirely a thing of
the: past. In several articles and an upcom-
ing book that have erystallized he issue,
Robert B, Eeich warms that as American
comparies have become ever more global
in their operabions, the links bebween thern
and the L5, coanomy are rapidly disap-
pearing, and so policynakers muost distin-
guish sharply befween Amencan economic
interests and the coonomic interests of
American companies.” Whether the L5,

1. Eobert W Beich, "Who [ Us? Mareend Bysnness
Feengne Jhanc-Felo, 20000, 334, ard The Work of Ma-
tienz Preparing Thersalees fex 21s-Cemtnrny Unprtalesm
[ANred A Kicrpf, LB2L)

can provide high-wage jobs and support
rising living standards depends, in Reich’s
view, less on the strength of Americon com-
panies than on the strength and competi-
tiveness of the poonomic achivities located
weithin omar borders,

Cn this fundamental insight, Reich’s
lowric s persuasive. He has framned precisely
the right question: How are we to disen-
tangle lhe interest of the mation-bagsed cor-
porabion from that of the nation and its
afizens? But the specifics of his analysis and
his policy mferences can be challenged in
tw OV FeSPOCE.

First, his pichare s, ab best, premature,
The economic fate of nations is s8ll ded
closely to the sucress of their domestically
based corparations. Second, he assumes
that globulizadon imphes 8 symmetty of
national economic poelicies, when in reality
there are wide disparitics. Many forcign
markets are highly regulated, ofen o

Reprinted fmom The Amerncn Froysct, Winter 1991, Namber 4. Published by Mew Prospecl, Tne.
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America’s  dicadvantge.  Conscquently
Amorica canrut pust foster the best possihle:
workforoe and then rely on market forces to
bring high-wage jobs to our shores.

Iteich argues his case by contrasting two
hypothetical corporations. Corporation A,
headquartered in the United States and
cwned By American Imvesfors, s an
Amercan company. But il &= also a global
ane: Most of iks emplovees are non-
Amercans, and it undertakes moch of itk
research and developiment and product
desizn and maost of ibs comnplex roanufac-
turing outside of the Tnited Stakes.

Corporation B, headquartersd i a
foreign counlry and owned primarily by

5 - T i
Despite globalization, the
competitiveness of the LLS.
econoniy rewaing tghtly
{mmked to the
competitiveness of LLS.

COMPANIEs,

foreign investors, is a forcign company. But
like Covporation A, ttis also a global com-
pany: Much of its R&D and praduct design
and most of its etployment and rmanufac-
hunng are located abeoad—in the L5,

hich uf these bwir corporations
s more nporant to the
coomamic future of the Lniled

Hates? Or, as Reich asks, “Who 15 Us?™—
Lorporation A, the Americin company; or
Corporation B, the toreigm company? The
answer S2ems Obndous and counter o con-
ventonal wistdom.

Eut is the question fair? Have o sig-
nificant number of American companics
really glﬂbn]jzi’d torsoch an cxtent that mosat
of their cconumic activics are located
abroagd 7 And have foreign cormpanies in-
creased their investment inothe TTnited
States so much that they now contribube as
ruch OF ot o national conmormic corn-

WINTER

petitiveness than American companics? Al-
though both American and foreign com-
panics are ndeed becoming more plobal, as
ligich sugpests, the answer to both ques-
tions, for aow and for the fercsecable fu-
fure, 15 “no”

We Are Lis

Despite: several docades of substantal
foroign direct imyestiment by LS, multina-
tonals, tho competitiveness of the U5
economy remains ightly inked to the com-
petithveness of US. companes, ULS. mulli-
naticnals still locate the lion's shage of their
worldwide operations within the US. In
1988, the last vear for which daia are avail-
able, U5, parent opurabions accounted for
7% percent of the totul assets, A0 percent of
the tutal sales, and 74 pervent of the total
cmplovmment of TS5 mubtinatiopals.” Al of
these shares were actually higher in 1958
than they were in 1977, the roverse of what
one woald expect if the links betiveen the
domestc economy and U5 mulbinationals
wire procipitously disappearing, as Reich
ATERIES.

Wihin  monutacturing, LUS, parent
opera bions accovnted {or 73 percent of the
total assets, 7t peroent of the botal sales, and
70 percent of the total employment of US.
nudbinationals in 1985, The data reveal,
morecver, that parent operations provided
more productive jobs than aftiliate opera-
tioms. Aseots per employee i the manufac-
turing parent operations were about 20 per-
cent higher than in affiliate aperations in
developed countries and almost 200 per-
cent higher than in affiliate operations in the
developing couneries. Similarly, cornpensa-
tion per employec in parent opemations was
about 17 percent hipher than in affiliate
opcrations In developed ocountrics and
ahout 360 percent higher than in affiliate
operations in the developing countries. In
short, Amernican firms locale thelr “hagher-
1nd” jobs and operations at hime.

My caloulations ane Tueed wndala in Haymond
Bataloni, [, "S5 Muolinational  Compinies:
Dperativns i MRS Sy of Caerrend Husfoess 7l
(e L9800, 3134, '
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Although Amerni@an companies may
have incrrased their ovirseas R4} spend-
ing by 33 poroent bebween 1988 and 1988,
comparcd witha G-percentincrease m K0}
spending at home, the companies confinue
tex spend the bulk of their B&D budgets
within the United States, Betwoen 1966 and
1482, the last year for which data are avail-
abte, the share of R&D spending by TS,
mulbirationals in their oversms operations
increased froam 6.5 percent to only B.8 per-
cent. This overseas share was far lower than
comparable shares for sales (294 pereent)
and awats (264 percenty.

By 1965 the propurtion of the tota] RéD
spending by all TS, companies that took
place ovverseas had slipped to 8.6 peroeal,
down from 3.4 pereent in 1950 Again the
rend does not support the notion of in-
creasing glabalization. [ fact, acconding to
John Dunning, 2 scholar who has done ex-
tengivie Tesearch on mufbnationals, the
availably evidence suggests that exoept for
somme Lurepean frms and a few L5 rom-
panies, such as [BM, the average share of
Ré&IY achivity undertaken by global com-
panigs outside thede home countries is quite
small. For Japanese fimws 1t & neglipible ?
Chutside of their home environments, global
companics mainly produer goods and ser
wires, nok inmevations,

The leadership of AMedcan companics
alsh Eornding u\;r;"rwht'!]n‘lingi}r Armercan.
Dusspite inhumerable spocches by Amere
ican corporin leaders on the globalization
of Amenican business, most Tasge Amercan
companies do not Tave any forcignas on
their bearde of directors. According to a
recent survey of dinectors by the exeoative
scarch firm Kom Ferry reported in Fhe
Ecoramist, the propartion of the ap 1000
firros with a noncAmerican on the board
has declined from & mecent peak of 17 per-
cent in 1982 toonly 12 peqeent in 19590,

So, overall, despite globalication, a dis-
proportionate share of the achvity of 115,

L H Aaing, “dulbiadiongl Epterprises acd Lhe
Cloalalizabam o J_|_'|_|_'|-;|1.-.".I|:-|j.-'1’.l.‘.|;n._'i_1_\.l" ],.':l'.i\.'ﬂrﬁit}- of
Feading, Depackzwent of BErondmecs, Sepl. T390,

WINTEE

multnationals, espegally their high-wage,
high-productivity, research-intonsive ac-
Hwity, remains in the US. OF courrse, many
Amercan companies have made hage -
vestnents overseas, But these investments
have not necessarily weakenod domestic
eooncmic  competitiveness.  Indeed,  the
presumpkion should min the other way.
Snce Ammerican iz linatomals continume 1o
lowate the bulk of their high—paaliy produc-
tive acivitics in the I 5., thebeneficial com-
petitive effects of their overscas operations
spill over into more: and better pobs, higher
profits, loswver prices, and  improved
producks ak bome.

For the foresorable futune, thote are like-
Iy 10 be very few Amencan Corporabons
with a type-A personality—headguartered
at home, but wilth most of their employees
and  complex  manufacturng  focated
abrod. US. multinational companies
TETDALL "5 in F.ig;nj.ﬁcanr Ways.

Buf Are "They” Also Lis?

Buk what about the foreign multination-
als that hawve established affiliate operations
in the US.T Are they also us? It some In-
clustries, such as consumet electonics U5,
national vompetiiveness now  depends
largely on fooeign affilistes. In other -
dustnies, such as comparters, US. competi-
fveness depends almost entirely on Armer-
wan comypanies, most of which have sub-
sfantial verseas operations,

Instead of 2 simple ves oF oo answer o
Reich’s question, T suggest five proposi-
foms for assessing the combributions of {or-
eipn afiliales to nabonal compotitveness.

Froposition 1. They are becoming like us,
bt they frave a loug way fo go.”

Gmwing evidence indicates Ehat, o oet-
tain ways, the affiliabes of I'mﬂgn COm-
panies uperating i the U5, resemble the
domestic operativns of Ametican com-
panies. Foreign aifibates are, om averge,
virtually indistinguishable Imom domestc
firtns i valuc-added per worker, compen-
sation per worker, ind R&D speruding per
worker, according by o recent study by Td-
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ward M. Graham and Faul R. Krugman,
Farcign Divect rvestment in the [inided States,
published by the Institutbe tor [nfernational
Eccmoncs,

The only significant ditference found by
Graham and Knigman is that the athliates
of foreipn firms apparently import sig-
nificantly moee than do the parent opera-
tions of L.5 multinationals—almaost bwo
and one half bmes as much. Bocause many
foreign atfiliabes were established necent-
Iy—espedally in the 1977-1981 period
when foreign dinsct investrent in the LS.
prew rapidly —their dependence on im-
ports will quite fikely decline over bme, as
affiliates begin 0 rely oh nebworks of local
suppliers in the U5, Affiliates of (15, com-
panies abroad have followed this pattern.

While on average they look increasingly
like domestic companics, foreign afiliates
differ sharply among themselves. Al one
extreme are foreign affiliates that are little
more than assembly operations for foreign
products, The Ricoh copler operation in
Califormia, for example, is an assembly
plant with little domeshc content,

At the other ond of the spectrum are the
extensive Amotican operabions of Honda
and Sony. Honda sells mare cars in ihe
Uniked States than in Japan and has set up
largely independent desigm, production,
and salcs Facilities in Morth Americe. The
Amerfran coittent of the automobiles i
produces inthe LS. 35 fastapproaching the
American content of the autornobiles made
by Chrysler.

Foreign affitates whatever their charac-
ter, still represent a relatively small fraction
of total economie activity within the United
States, accounbing for only 4.3 percent of all
[15.-business pross product in 1987, up
fromm 2.3 percent in 1977, The comparable
fipure tor manufacturing was 105 peecont
i 1987, up from 3.0 percent in 1977.% In
1938, the last wear for which data are avail-
able, foreign affilinbes accounted ford.T per-

4. Jaffrey [T Loawe, “Goross Prisduct of 105, Affiates
of Foreign Companivs, 1977377 Surwey of Carrent
Srzpmes 0 (ane 1990, 4753,

THEY AREMNOT US 4]

cent of US. nonbank emplovment, and 8.5
petent of mankfactring coployment.

e Light of Aepures such as these, the
proposition Hat foreign finms are as impor-
tarit 1o national compettiveness as domes-
tie firms is more a prediction of the fulare
than a reflection of the present. [n most
aras-- such as rade, cutput, employment,
and R&D spending—domestc firms still
dommate domestc economie achvity

And there are virtually no examples ot
Corporation B—a foreign-cwned firm with
mostof its emplovment and manufactuning
in the LS. Mor do current trends indicate
that there will be many examples in the near
future, lewlead, after a rapid expansion of
foreign affiliate opemtions in the LS. in
1987 and 1988, foreign direct Investment
has tapered off. For the foresceable futirne,
the fate of the US. economy in most in-
duskries will remain Bed b the fate of T5-
owtexd businesses.

Proposition 2. "Where they are most like us,
our policies have encouraged them to be
a0

[n certain sectors of the econormy, haw-
ever, foreten-owned Arms represent a sub-
stantial shareof domestic economicactiviby.
Forcign companies oo control raughly
ore-half of the US, consurmer electronics
mdustry, cne-third of the U5, chemical in-
dustry, and onesixth of the TS, automo-
bile: ind sty

Why hawve foreign fimns gained such
larpe shares of dommestic production in these
mdustries? Both 115 and other mualbnn-
tiomals invest abroad privarity to improve
their shares of foreign markets. When
prowectionist rade barmiers Bleck access to
markets, or even when bamers are only
betng  discussed, foreign firms often
respond by making direcl investments in
local production facilities. rotectionism is
not a sufficent condition to explain foreign
direcl investment; foreign firms must be
able bo compete with domestic fiems after
imearring the higher costs of ectablishing
local producton to serve the domestc
market. But proloctionism may be a neces-
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sird condition to cxplam such imvestment,
singe when they have no reason te [ear
impurt barrices, foreign firms bypically
prifer 0 supply markets through rade
rather than local production.

Trade foction betweon the LS. and s
trading partners is a major reason for the
sut'rstanttaanrEign irestment in America’s
consmer electronics and auipomoebibe in-
disries. Honda's extensive operabions in
the 1.5, fur example, were largely stimu-
lated by U5, trade policy. Among Japan's
automakets Flunda stowd the most o s
tromy the restricions on Japanese autd ex-
ports to the L5, that were In force between
1981 and 1985 (the so—calied “voluntary ex-
port restraints"} In Japan itseif, Honda's
mirket share had been held in chock by
Turyoa ancd Nisgan, and while the U5, was
Honda's largest and fastest prosving over

I

Trade friction is a major
reason for the substantial
foreign tnpestment in
America’s electronics and
aunfomobile mdustries.

seps market, ils share of the aubo cxport
queata 1o Ehe Lnited Sates was small
Homda responded by becoming, the first
Japanese attomnaker to U CAVS i the
United States, and by 19853 1t woas producing
moct cars Bhan American Motors, makdang
it the fourth largest autormaker in the LS.
Thee fact is that miost Sovernmens—in-
chiding many state governmaents in the
U 5. -regularly negotiate with global com-
panics Lo get production farilifies and jobs
locaked within their borders, And althougsh
ihe U5 har no explicit federal policies for
attracting foreign investiment, it often does
s through the back deor by the theat or
actng] pma‘tiﬂf_" ot i_nlpﬂrt Protection.
30 Denns 1 Focarmabwen, “Crpss Iimaestnenk: A
Srcongd Fromg of Buaramie Bivalryg,” 30 Thoms b
Crawnd, The LIRS Veesws fopelr Odoston: Haevard
Lonieeesgty Press, JosEh

WINILR

Mations have loag vsed both restridive
and prefenntal polides to contral foragn
invesiment, Indeed, such policies wore m-
strurnental in bringing about much of the
glebal reach of Arnerican cormpanies ko
Eurape, Japan, and the developing world.
The heads of many American companies
argue convincingly that they went global
becase the countries where they sold their
prxlucts msisted on 3t or becanse they
were offcted more attraclive terms by
foreign powernments than by atir own,

For boath the US. and other govern-
meTiks, the most desirable forelpn praduc-
tiot is ot the kind of "screwed vver assemb-
Ly* plant that Ricoh set npin Califomia, bt
extensive produrton facilities (ke thowve of
Henda.  Govermments  comnpete most
vigorously for the paels of a firm’s proddac-
Bon that provide high-wage jobs and tech-
nologiral adwvance.

Az an llustration of what is at stake, onc
noed only ook ab a recent “clarificatiom” by
the Furopean Commomity of its miles
regarding inteprated creuibs. The BEC has
sought 10 nuriire Fuvopean suppliens by
adrpting niles againgt the dumping of
cheapr imports. Ber it will now define the
prigin of an integrated cnouit, not by the
national ownership of the corpuration that
makes 1t bul by the country whorn the
“prowess of diffssion” takes place. [n short,
it Europedans are lcaming the tochnology,
they will overlook whioowns the plant. The
decision st in motton 3 namber of ieeest
ment degsions by Japanese and American
furns b establish ot expand somicondoector
fabrication faciities in Europe. As the chair-
man of Inlel says, Yo can’t pick uyra plece
ol paper thal says why Intel has got b
mmanufacture in Burope. The rales don't
exist. Bub oustomet decsions are driving,
important docyions right now: "

And you can't pick up a plece of paper

g, Duoted in Svivia Chebry, Goowreseents and Cor
Fukahons 07 2 Sixenking BWERE g ewe ke Counaloe
Forgipo Belatons, (990 29, The Euopean Couo-
oty i fnet Tas me cxplicit eetrctions an lomeign
bt Imvestment, cxoggd in broslpasling omd
Fl,!‘.-‘l_'rrll'l'lel'lt pracicrsrnont,
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indirating that Japanese autimmobile firme
niewd to bave substantal operations in the
Uniked States to serve the US matket. Con-
Hrued trade frickon on autormobiles and
auto parts, however, dearly sends a mes-
sapr to the [apanese that, m the long Ain,
the best guarantes of acoess 1o the LS,
"market 15 t0 locate 2 substantial shar of
production in the L% The Japanese have
alsp meeived the Same message more
directly and cleatly from the Europeans.

n short, there 15 nothing inevitable
abuut the globalization of industry.
Advanues in production techniques,
transportation, and communicabons hawe
cerfainly made 1t more teasible and atzac-
tive for multinational companics to dis-
perse their production arcund the globe.

Bul govermment policies have also piaved

an important qule in shaping corpurate
decigions. As flows of investment become
ever more important relative to flows of
trade, the dvalry between the US, and is
trading partmers will ingreasingly take the
furm of locabdonal competilion—ving
weath one annther for shares of the waorld's
high-technology production base s rd-
less of ownership.

In the lung nue, ules (o regulate exacty
when and how nabonms can eithor nestrict or
encotirage foreign direct investrment are
needed. Without multlateral discipline,
each pation is tom pied toact on its own, but
if each does, the danger is that all will be
wnrse off,

[deally, an mtenatonaily segotiated
framewark would call for symmometrical na-
tomal policies on forcign investment. in the
absence of such a famework, which is ke
ly to be A long fine coming, | apree with
Eeich that a high prority for LIS trade
plicy shouwd be  discouraging  other
governments from myaking domestic con-
bent rules, explicitly or by threat of trade
protechomn. At the samne time, howewer, it
makes no sense for the US 1 disarm
unifaterally,. We must not sacrifien our
ability t wse trade and other policies to
attract forogn mvestinent as long as other

THEY ARE NQT US43

mations continue b Jo soo If we disarm
unilaterally, we leave decsions about the
future compesition of our economy and ik
trade, not to the froc market, bat fo the
policy decisiong of other governments,

Proposition 3. "They are good for us in the
shart raw, bt the long-run dynanic effects
vy be different.”

Frovea static point of view, a torign firm
operating in the United States may lock jike
a domestic irm on such tradilional in-
dicators as wages per worker, valui-added
per wirrker, Ké&T} per worker, or rade per
worker, But the long-run implications may
be very different.

kirst, over Hme the forelpn fiom mnay
actually displace or deter the entry uT ex-
pansion of Amenican companics that ight
normally be expected to locate mare of their
production in the United States, thereby
genemting beter jobs, more Ré&D), closer
linkages with loval suppliers, and more
local technolopical spillenvers.,

Sevond, the foreign firm and the domes-
tic firm may have different long-term offacts
on industry stuchare, Suppose, for ex-
ample; that the foreign fnm knocks et are
or more domeslic competitors, buying
them out directly or gradually squeezing
themn out. The final result may be a more
alignpolized industry, where the remaining
firms exercise sighificant market power,

The dangers o national coonomic wel-
fare from relving on a small number of
foreign suppliers in an olipopalistic madat
ar nowhere more apparent than in the
semiconducior industry. (Cur dependence
om 2 limdbed number of foacign suppliers of
ol also lluskrates the point) Today {he
domirant global suppliers of DRAMs—tbe
memory chips that are key mmputs mnoall
elechronic products - A six vertically in-
beeTated Japanese companics, which sgll
have the bulk of their operations in Fapan.
In the Japanese market, a complex web of
business and pavernment practices limit
access by fureign frms, antirust regula-
tiems are lendent or largely unenforoed, and
most Bé&D s financed and esecuted i
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proprctary channels that linit the difiusien
of technolopical knotwrledise to forei gn com-
petiturs and users.

The Japanese cumpaties, moeover
havesubstantial and growing shames in syy-
tens priducts, like computers and sophis-
Heated  Wlecomunuonications  ¢quipment
The markets for such products are also
highly oligopelized, offering significant
potental for the exervise of market power,
and the lapanese companics are Clearly
forused on inercasing their penetration into
these markets at Llhe expense of American
aned Furopean producers.

Ome weay for the Japanese companies (o
pursue this objective is to control the terms
and avallability of semiconductor supplics
to American and European computer com-
panics. There is compelling evidence that
ihe Japanese firms used such technigues in
1987 and 1988, when the worldurdde market
for DRAME wascxmernely tight. And more
revent evidence indicates that many of the
sam [apanise firmg have been Bylng to
control the terms and avalabiliby of ad-
vanoed display technalogies—anch as the
liquid crystal displays on laptop com-
pulers—io strengthen further their posi-
tens in compoters and othor produdes.

The practices employved by the Japancse
firms bo conteal the prices or deliveries of
[RAMs or displays to foreign users are not
netewsarly illepal or wnfair Indeed, US.
firme have often done the same when they
hadh romparable market power tninpul in-
dustrics. But when ey reduce competition
in Important industries, such practices can
he detrirneneal ta the long-tenmn interests of
the US, and the world economy: Under
thear  circurmstances, Amuencan  policics
atmed at maintandog viable domestic
producers a5 a countorweight bp the
Japanese may make sense a8 a kind ot anti-
cartel insurance.

noe we comsicder the efforts of
toreign dimet invesiment oo in-
dustry structure, the “who s us”

debate becomnes mone comiplicated. It muy
ber prudent, for expnple, toor policy makers

WINTER

0 presvent 4 mengeT oT acquisitiin by a
forcign firm that poses 4 significant an-
ticompetiive threat, Or it may make sense
for policymakers o tinance projocts, like
Setnatech, that todlot a more compontve
supply base in a key input, even it such
projects are nut comrmyer;ially viable, and to
exclude forelgn supplbors —in this case
Japanese supphers—it they cxervise sipr-
vificant market power

From this perspective, the U5 should be
usiyg, ade policy @ open the Japanes:
semiconductor market to U5, and olher
non-japancse companies induding Amer-
ican affiliates operating in Japan. Semicon-
ductors produced by Texas Instrurents in
Japan may promote more competiion in
e worldwide semiconductor induostry
than do serniconductors produced by Fugit-
suin the Uniled Statos. in that respect, we
might legitirmately favor an American
company’ s operabions alwoad over a
fureign company”s operations in the TS,

Proposition 4, “They are allowed to con-
pete woith rs Here, tuf we are ot affowed to
comtpete with them there.”

Ioreignoperations that look, like domes-
tic operations in the U5, pconomy may be
treabed differently in their home markets,
lor example. Motorola, a ULS company
with sipnificant domestic operations, has
needed the support of 15, trade Jaw to
penetrate the Japanese market. Bol, ob-
vinusly, no Japanese company would find
it necessary to get LS. government assis-
tamce to help sell products in [apan that
were made In Ametica, Non-Japanese firmes
have mouble selling B Japan, whethor their
opeTatdens aTe locabed in Japan or abroad,
but Japanese firms bave no fouble selling
b Japan tom either their domestic or
{nrelgn operakions. '

fapanese import trade is dominated by
Japan's own companics. In fad, shipments
fruom Japanes: subsidiarics abroad to their
parent companics at homd represent most
of Japenesc imporis. In 1986, for example,
intra-firm trade acoounted for 72 percent of
L5, exports ta [apan, comypared 10 48.5 por-




1921

cent of L5 expocts b0 Fiumpe_? In shor,
Japan's import wade, as well as its export
tende, is conducted to 2 distinctive depres
by its owr multinationals.

In additiom, because of the comral of
distribution channels in Japan, foreign
companies romain highly dependent on
Japanese distributors for the sale of their
products in Japan. IF foreign goodls compete
diredtly with domestic products, they have
trouble entering lapan Lmports that are
vomplementary with the interests of do-
meste companics, on the other hand, getin
L':ﬂr-:iI}r_E In both cazes, corparateconirol over
Japan's trade resks in the hands of [apanese
COMpahies.

The sarme is certainky ot the case n the
United States, Japancse {iomns in America
can casily distribute their products theough
thelir own channels, and maost bipy [aparese
firms do. Foreign direct investment in
wholesale and petail trade in the TS is 50
substantial, in fact, that by 1984 fotcign at-
{iliates accounted for 73 pencent of total ULS.
imports and nearly 70 percent of US. ex-
ports. 5a while Japancse firms control
Japanese trade with the rest of the world,
foreign firmns dominake Aumuerica’s trade

The barriers to sales by toreign com-
panies in Japan are another ustification for
Auncrica’s emphasis in tts negotations with
Japan on market-apening for ail forcign-
owned companies, not sk Agnerican anes.
Trade negobabons bebween the U5, and

7. S [wenniz Cocamabior, Toemtienr de Tronde
American and faprucse Muecrinalioneis o the Pacifie
Fasim, unpublished wranusaipt, Llarvard usiness
achoul, Febmory 1990 aod Roberd 2 Lawrence,
“Huerwe Crprent T Tapaea™ paee preserled Lo Lhe Con-
lerence e the U5 and Japar: Trade and Investmant,
Mational Bureas of Leenomue Research, ez,
My, Chtoabner 1989,

A John Aysmoom and 1 desceibe this pattern as a
“mowing, band of protection.” Sea Laura D-
Andrea Tysom and Jeho Zvsman, * The Pulitics uf
Froduactivity:  Developmenksl  Steatogs and
roduction Innavatoes in Japan,” in Chalmers
Inhasen, Laura Tysor, and John Sysman. il
Politics and Productiony: The Seal Stomy of Hone
Japar Works [Cambridize, Mass, Ballimoer Pross,
T4,
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TIapan on specific industrices known as the
MOSS Cmarket-orionted, sector-spocific)
talks, the LLSapan Semiconductor Trade
Agreement, and the L5 -Japan talks on
beef, citrus, and mote recently noe mports,
have all demanded markel access for all
toreism companies, including the atbliates
of forcign companics instde Japan

In Japan, as in most other parts of the
world, a wide variety of fackors may lavor
indigenous over American firms. Some of
these tactors invalve disoritminatory pol-
ey, the traditional subjoct matter of trade
disputes, (hher factors mvolve palicies or
insiintons that, even if not desigmed as
barrices, clfeciwely block avcess by Amer-
ian firrns. Some exarnples are product
standards and besting, laws regarding intet-
lectmal property rghts, health and safety
niles, and consumer product regulations.

[ a world of deep and persistent struc-
tural differences among nations, competi-
lion is unlikely o be pertect—or perfectly
fair. To contain the inevitable friction be-
tween nations and befween global com-
pantes, the US. and the other developed
counbies must achieve bwo goals.

First, thoy must seale back policics and
dismantle institutions that intenfionadly
disaimunite between domestic and forergn
companics. Secomd, they must agree cither
1z harmaonize structural differences that
hurt foreipn producers or to recognize the
persisterice of such differences and accept
thern as fair.

chieving both goals is the bost
Aappma-:h by freer and fairer
world trade. But neither will be

caslly or quickly accomplished. In the
towcanbme, what should the [15 do when
naticnal policy difereoces “slant the play-
g field” against American producers?
Showld foreign fimms be allowed to compete
with us in the wlatively open U5 mar-
ketplage, while American firms ane proclu-
ded from competing with them aboowd?
Should the American govermment breas
forcign: firms exavily like domestic firms in
our home matket even though foreign
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governments are discriminating against
Armenican firms in their home markets?

The prmeiples of broad-basid reciproc-
ity. nost favensd nation guabment, an<d na-
tional treatment on which U5, policy has
trecdiionally been based suggest affirm-
atve angwers to these questions. Those
principles imply three condibons: Firsl,
pyerall access to the US. market acttss a
broad mnge of goods and trading parteerns
should be comparable to overall access vo
foreign markeks {conparable acvess in par-
ticular products and with partiodar rading,
prartners 15 not required). Second, whatever
rights of access the LS. acconds toone of it
trading partners should be accorded Lo all
such partners. And third, all foreign-owned
firms operabing in the US., regardless of
ownership, should be treated like i_il.}m-l'_‘.‘.-h
cally owmned firms.

When American companies are  dis-
cominzated against by particular foreign
partncrs in particular indusie; however
the principle of sclective recprodty may
sometimes be a more appropriate guide to
LS. policy. According to this pninciple, ac-
cess o the LS market by particular foreign
firrns through trade or investment showld
depend on comparable access of Amerlcan
firms to the home markeis of these hrms,
Unlike: the traditional approach, the selac-
tive reciprocity approach facses on par-
ticular industrics and bading partners.
Selective redprocty implies that forcign
comnpandes will not have access to the U5,
tnarkerunless their home eountrics prowvide
L5 companics comparatle access. Undoer
selechve recipracity there is no guarantee
that a right of access acootded by the L5, to
a particular rading parkoer would be ex-
tended to all teading partners, nor is there
any guarantee of national treatment. If a
brefgn country does not aceord naticmal
ircatment b an Ametican comprany, selee-
tive mciprocity might lead TS policy-
makers 1o act recprocally toward com-
panics tased in thatl country,

The selective rociprocity pringiple is a
serious and dangerous departure fromnos-
mal Us, policy. A world in which market
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ACCUES artiapgotiients were Degzotinted on a
bilateral, sector-specific basis would be a
wotld I which the berwfits of broad-based
reciprocity, mrs-fasvomed -nation reatment,
and national teeatooent would be Jost, Selec-
Hve redprodty envourages preterentinl
trading blocs, retaliation, and bilateral rade
deals that carve up national markets o
achieve “reciprocal” GUbcomes in particular
indusimies. Conseruently, sefective rocipro-
ciby should be invoked sparingly and only
under exceptional circamstances.

But reciprocity should be the prindple
behind LiS policy when there 15 a long
history of foecign restrictions on the sales
and investments of U15, companies, when
thete is clear evidence of promohonal -
dustrial targeting policies that have
benefited forelgn producers at the expense
of American producers, and when the in-
chstry inquestion is particularly omportant
ta vur Future living standards, Under such
circumslanoes,  there  should he o
presumption—and  cerinly mo  simple
rule—that “they am us”

Proposition b, “They are not ug.”

For purposes of nadonal secunty
foreipn companies may not be inlerchange-
able with Amerncan companies even i they
have pever benefitted from preferental
policies in their home markets and their
L5 operations look exactly likc those of
American comparnics.

What, if anything, should be done to
regulate foreigh ownership and contral of
produckion i industries or products that
are cridcal to national sccurity? (Here I
define national security in the chassic,
restricted miliary sense) Are forcign al-
fillates equivalent to domestically owned
operations for such purposes?

Tnha gl.mbal workd eonomy, a sonsible
coonomic strateey for nabonal defense
shorld have thref_ goals,

First, 1 shoubd use rogquitennents for mi-
tonal ownershipy, o local production by
foreym suppliers, to erhance national con-
trol over supplers repardless of thelr
makional ity
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Soeoond, i should seek o stimulate 2
diversity of suppliers to maintain an honest
or competitive supply basc.

And, third, it should avoid condemning
the mation to mediocre technologies fgnd
unnecessarily high cosis in the process.”

he D5 cannot moly on a wholly

cowruxd L1, industrial base for

military purposes. Such a strategy
is simply ton expensive amd keeps out
forcign tochnology. Many military tech-
nologies are dual-wse technologes in which
U5, companics no longer have the leading
positions or are no longer the low-cost,
high-quality producers. Where  foreign
commendal technology essental to defense
"has a distinet lead, the US. should actively
seek foreipn nvestors and encourage theom
o invest in manofactoring and nesearch
facilibics within the LS.

To maintain a soong nationz] defense,
control of producton bs sometimes e
important than cwnership. What matters
rray not b the exbent of cur dependence on
toreign, suppliers for o cobcal technology
but whether that dependence is con-
centrated on a few suppliers. n malitary
technologies, an honest, compelitnoe supp-
Iy base is especially unporiant. Conse-
quently, defense-related activities should
be subsect to more stringent antibrust super-
vision than inchestries unrelated to defense,
and this supervision shoukd apply o
demestic firms s well as to foreign fimms. ™

ITanactivity deermied vital to thenational
defense is subject bo excessive market con-
trul by foreign producers, we lave a mam-

T Thewe cdjechivis are suggested by Thendaoge
Moran, “The Globalivalion of Aoowerice's Tfense
Imed zstrics: Mano oing the Thraat ot Foreigo Mopend-
ence” Tnlerufisgel Secprby ©3 sBumzeer THEHD), 7
qy,

M. Far maze nn the sigoeficarce of an honest
supply base. see Michae] Boceus, " Pewer, Wealth
and Techaslogy: Indostrial Pecline abd A
i Mationol Secerity” in Wayne Sandhoitz ot
al., eds. The Higava! Stakes: Eogaoade Clarmge anmd
Inferertiomt Sy (Onlend, Srgland: Owdond
L niversity I'ress, fotthcoming,.!
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bor of possible remedics. As Edward
Crahair and Paul Krogman suggest, we
<an, first, requiee oensing of the capability
ter provide the good or service to domestic
producers; second, pass local content e
yyutrernents, including provisions that R&D
capabilities be maintained in labaratorics
and plants within the TLS and that their
fadlifies employ American dbrens; and,
third, enact policies to promote the entry or
detor the exit of LS. supplices.

When defense goods and technuloges
are involved, the assumpHon that foreign
firms are “us” must be subject to carofl
seTutiny, And sometintes domestic policies
may be required o make them mom like us
or to protect and promote cur domesfcally
ownied Competitors,

U5, nabional security Taw now; o fact,

. dowes distngnish betwesn “them and us.”

Under the FExpn-tloro amendment, Lhe
prosident com Hlock mergers, acquisitions.
ur takepvers of U5 companies by foreign
interests when those actions might threaben
natione] socurity, Al of the other advanced
industrial countries have similar pational
seveity provistons in their Taws on foreign
investment. v the (03 a3 elsew here, such
a provision may b musused as a protec-
tionist device,. But not o meognize
legitimate  securty voncerms posed by
foretem takeovers would be a great mistake.

s, Thew, nand Nafiona! Economic
Competitiveness
Linlike Feich, I mad the evidence as
priving a strong, contimung ink bebveen
Amenican companies and the vitality of the
U5 erotomy. Who is us? American ootn-
panices still ame. And while foreign finms
represent bizgger shares of the domestic
sconiomy, capecially inoa few major in-

“dustrics, thoy are stil not as important as

American firms, “They ave nol yet os, al-
though they are beginning b bear a strong
family reseroblancoe. And for national
defonse purposes, they will never be just
like s

But although my assessment of the oir-
rent silmalion differs from Reich's assoess-
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ment, [ do pat disagrve with him on the
trend, Globalizabion s her to stay: Owver
{ime, US. compames arc Ikely i send
lavger shares of their opesations abroad,
while foreign companies are likely 10 bring,
mote of thelr economic activity here.

There is no evidence. however, to sug-
gest that this trend is accelerating. Tndecd,
the mwet rerent numibers saggest a slowe-
down of forcign direct investrment. The
surge of foreiyn investment into the L5,
during the 19805 may have been an aberma-
tiom, cncouraged by special factors such as
restrichions on autd imports, the boom in
mergers and acquisiions, and changes in
the dollar’s value.

s 1 agree with Reich abaut the

long-teom trend, so 1 agree with

him about what the overarching,
guoak of LIS, pelicy should be. According to
Reich, the goal should be American comn-
petitiveness, which he defines as the
capacity of Ameticans to add value to the
world ecomomy and theveby gain a higher
standard of living in the future without
going into ever deeper debt. With this goal
in mind, national economus policics should
be formulated to make the 1.5, an attractive
production location for the high-produc-
tivity, high-wage, research-intensive ac
tivities of both domestic and foreign frms.

Mot surprsingly, Reich and | share a
policy agenda that glves priotity tonhane-
ing the education and skillsof the American
work foree, tobuilding America’s economic
mfrastructure, and 1o fostering research
and development. The pation's human
capital, infrastructure, and rescarch base are
its most iImportant immovable assets.

We also agree that as a general rule, the
US. should continuge to weicome foreigm
direct investment, which can brmg technolk
ogy. jobs, greater efficiency, and other
benafits, Monetholess, Tnosome Groumisian-
<es, these benefits carry attendant risks—in
particular, the sk of a more concentraied
industmial structure with less competiion
or the gk of excessive dependence on
furctan supplicrs for national defense. it is
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prudent, thercfore, W monitor foreipn
direct investment for anbitrest and national
SecLriEY purposes, as olher nations do.

It i also sensible to invaoke the prindple
of reciprocity vnder some cooutnstances. I
American firms are kept our of foreign
markets by overt disciminatory trade or
mveshment  barriers, the US  may
pgitimakely demand these barmers be
reduced ay the price for ageess to lhe
Ametican marketplace.

The judivious use uf the rectprocity prin-
dple in 115, negotiations with its wading
partters in the second half of the 1980s has
had some beneticial results. The U5 has
siccess fully used the maprocity idea to get
freign governments to revise their teat-
ment of tnre lec al property to conform to
Li 5, standards, The principle of reciprociny
has also been behind U S etforts 10 reduce
mmarket goecess barriers In fapan in a vanety
of products, inchading telecommunications

and s percomputers,

eciproity is also a wseful prind ple
in thirking about merg ers and ac-
157HOS. The advanced
countnes differ sharply in their mules
regarding foreln aogquisitons of domestic
Companies, At one extreme are the LS and
Great Britain, where foreigners can make
acquisitions easily. At the other extrome are
lapan and Germany, where mergers and
anquisttions  are more  Lonited  and
dominated by domestic companies and
domestic Hnancial instubons, These dif-
ferences am the esult chiefly of structural
patterns 1o financial markeks, rather bhm
overt  discrimingtion.  Consequently,
reciprocity Irmplies a gradual harmoniza-
tion of fAnapcial insbmtions ko make
markets equally acoessibie. In the mean.
fme, the U5, should contiime & comtest
overt barmiers b0 foreign investment n
bilateral negotiabions.

The principle of reciprocity is also ap-
plicable to public support for vesearch and
development, As a genezal rule, the 15
mirhi want to make publicly funded R&Dy
programs available on the wame terms to
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any company rgardless of national crigin,
provided the home country of a foreign
company reciprocates. Forcign firms per-
ceived to bold significant market power
might be excluded from such programs on
anbitrust grounds, particulardy whers the
objective of government funding i to
stimulate 8 morg competitive supply.

As companies become more footloose in
their lovation decsions, policies to contain
scientific and bechnical knowledge within
national boundaries become increasingly
inetfective. And as foreign direct invest-
ment in U.S. hightechnology  industries
grows, policles to restrict R&D support to
demestic companies become nereasingly
outdated. Forexample, LS. policies to sup-
port generic RéD related to high-definition
television should be open ta both domestic
and forcign comparnies, as long as they
agmee to do the rescarch here and simdlar
programs in thetr home countries are open
to LLS. firms. In high-definition TV, as n
other high-technology pursuits, the U3
cannot afford the price of relyving om nation-
al champions and excluding forcign ones,
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especldlly those like Sony, Phillips, and
Thomson, that have substantial R&D
facilities. in thwe United States.

MNevertheless, America’s sirength in
high-technology industrics still depends
disproportionately on  American  firrms,
even those with large overseas operations
that have ponbribubed b0 the growing high-
tech stremgth of Amedca’s major trading
partners. Moreover, America’s ability fo
compete with other nations for the invest-
et and K&D activibies of foreign multi-
nationals depends in part om the health of
its own multinationals. Foreign firms want
to be near their healthy American com-
petitors to key into their knowledge and the
network of skilled people who camry that
Imowledge with them. The major atiraction
to foreign imvestars is the health of the
clomestic scunomy; that in tum depends on
the health of domestic companies.

Engine Charlie Wilson may hawve been
right for the 15505, and Robert Reich may
well be right for the next century. But, for
now, we need to improvise tna world that
fits no edeal model.




