
MAJOR ECONOMIC AND POLICY ISSUES RELATED TO 
FOREIGN GOVERNMENT-OWNED INVESTMENTS 

The rapid growth in recent years of foreign direct investment in the 
United States has been highlighted by very large investments 
attributed to foreign government-owned or -controlled entities. 
Several of these investments occurred in natural resources sectors, 
especially energy. Recent developments indicate the need for 
consolidating and analyzing the data contained herein and relating 
the developments to potential economic and policy issues. 
Appropriate responses to these possible issues can only be 
formulated once the best and most complete data are available. This 
report is intended to provide some of the data necessary for this 
policy formulation. 

The Federal Response to Concern About Foreign Direct Investment 

As concern over foreign direct investment in the United States 
mounted and became more widely articulated, Congress considered and 
enacted within a decade a variety of measures that affect such 
investment in the United States. 

Legislation that requires monitoring of foreign investment in the 
United States includes the following: (1) the Foreign Investment 
Study Act of 1974 (PL 93-479), and the International Investment 
Survey Act of 1976 (PL 94-472), which directs the U.S. Commerce and 
Treasury Departments to conduct ongoing comprehensive surveys of 
foreign direct and portfolio investment in the United States; 
(2) the 1977 Amendment to the Securities and Exchange Act (PL 
95-213), which requires the Securities and Exchange Commission to 
monitor foreign (and domestic) beneficial owners of more than 5 
percent of the controlling securities of U.S. corporations; and 
(3) the 1978 Agriculture Foreign Investment Disclosure Act (PL 
95-460), which directs the U.S. Department of Agriculture to monitor 
foreign ownership and purchases of U.S. farmland. 
Legislation enacted to equalize the treatment of foreign and 
domestic investors includes the International Bank Act of 1978 (PL 
95-369), which is designed to ensure that foreign banks operating in 
the United States have no advantages over their domestic 
competitors. And, in 1980, Congress passed the Foreign Investment 
in Real Property Tax Act, which subjects real estate or stock 
related to real estate holdings owned by foreign investors to a 
capital gains tax. 

Other proposed legislation includes bills that would limit foreign 
investment by prohibiting or instituting a ceiling on the level of 
investment in certain industries, by placing a moratorium on 
investment, or by establishing a review board that could reject 
investment proposals. 
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Current Activity—At the end of 1981, new legislation to curb 
perceived inequities in the treatment of foreign and domestic 
investors began to move through Congress. One major initiative is 
the uniform margin requirements bill (H.R. 4145) concerned with 
amending Section 7 of the Securities Exchange Act of 1934, which 
authorizes the Federal Reserve Board to limit the amount of credit 
extended in securities transactions. Currently, domestic investors 
are limited to using credit, provided by either domestic or foreign 
lenders, up to 50 percent of the value of the securities acquired, 
while foreign investors are not so limited. H.R. 4145 would provide 
uniform margin requirements in transactions involving the 
acquisition of 5 percent or more of the securities of a U.S. firm by 
foreign investors financed by foreign lenders. This bill passed 
with amendments by voice vote in the House in October 1981 and was 
subsequently referred to the Senate Committee on Banking, Housing 
and Urban Affairs where it is pending along with two Senate bills 
(S. 1429 and S. 1436) concerned with the margin requirements issue. 

Additionally, the Cabinet Council on Economic Affairs (CCEA) Working 
Group on International Investment Policy is reviewing foreign 
investment in the United States and the implications of foreign 
government ownership of U.S. enterprises. Findings will be reported 
and recommendations made to the full CCEA. 

Specific Issues Related to Foreign Government-owned or -controlled 
Investments 

There are potentially significant issues related to foreign 
government-owned or -controlled investments in the United States. 
This section lists examples of the concerns raised by those who 
question investment by foreign government-owned or -controlled 
companies in the United States and also provides a counterview to 
each concern. 

Identification of Foreign Government-owned or -controlled 
Investments—Data on foreign direct investment in the United States 
published pursuant to the International Investment Survey Act of 
1976 do not currently include information that permits direct 
identification of foreign investors owned or controlled by foreign 
governments. Data compiled for the 1980 Benchmark Survey of inward 
foreign direct investment comprise the first survey that requires 
identification of the ultimate beneficial owner, in addition to the 
first foreign owner of record. The 1981 Interim Survey requires 
information identifying foreign owners that are at least 5 percent 
government owned. However, these data are available to the public 
only in aggregate form. 

Thus, while the information contained in this publication is not 
complete, it is the most comprehensive inventory of foreign 
government-owned or -controlled investments in the United States 
made during 1974-81 on an individual transaction basis, using 
publicly available source documents, such as those from the SEC. 
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Influence on U.S. Policy and National Security—A concern, reported 
in the press, is that foreign investors with significant U.S. 
holdings may attempt to influence or alter U.S. policy. 
Furthermore, it is suggested that large foreign investment holdings 
could hinder U.S. efforts in a national emergency. Foreign 
government-controlled investments, in particular, it is argued, 
could be subject to foreign political pressures designed to support 
their governments' foreign policy objectives. The counter argument 
is that current laws are adequate to prevent the consequences of 
such actions, should they occur. 

Domestic Competitive Behavior—Critics claim that U.S. suppliers 
will be at a disadvantage because foreign parent companies may 
purchase more of their materials from abroad than from U.S. 
sources. Further, where state-owned corporations are concerned, 
they may be willing to sacrifice U.S. production to ensure full 
employment in their home countries during times of adverse domestic 
economic conditions. Proponents of foreign investment counter that 
long-term economic survival in the U.S. and world markets requires 
foreign investors to act on the basis of market forces rather than 
political objectives. 

Global Monopoly—There is also some concern that foreign 
corporations owned or controlled by a foreign government could 
create global cartels in such industries as petroleum and banking, 
as well as some manufacturing sectors. By acquiring existing U.S. 
companies, it is argued, these foreign firms could potentially 
reduce effective domestic competition. The counter argument is that 
U.S. companies acquired by foreign entities continue to be U.S. 
firms and are still subject to U.S. antitrust and SEC regulations. 
Therefore, the mere fact of foreign acquisition would not reduce 
domestic competitiion. 

Tax Loss—Critics of foreign investment in this country note that 
some foreign investors enjoy tax advantages that result in lower 
U.S. tax liabilities than those of domestic investors. In large 
part these reciprocal advantages stem from tax treaties that include 
treatment of interest and dividends as well as capital gains. While 
all business income is subject to U.S. tax, certain investment 
income of foreign governments and their controlled entities may be 
exempt. It also has been pointed out that special problems may 
arise in trying to secure information needed to evaluate suspected 
tax irregularities or other situations from foreign state-owned 
investors. To the extent that investment by foreign 
government-owned or -controlled companies, subject to U.S. tax laws, 
expands domestic economic activity and employment, tax revenues 
increase, offsetting the impact of the tax loss attributed to the 
foreign ownership. 

Technology Transfer—Some critics charge that foreign investment 
could lead to the loss of U.S. technological superiority, which has 
accounted for the preeminence of U.S. companies in many industries 
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and has been a key factor in this nation's economic growth and 
military security. With regard to foreign government-controlled 
investors, there may be potential problems relating to the 
protection of national defense technology and other sensitive 
sectors closely linked to basic national interests. 
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