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A German-American Problem 

E specially the United States seem to like German proposals for making it 
easier to invest German capital directly in foreign countries, and thus to 

reduce the German surplus on international payments account. For American 
worries about the US balance of payments are, naturally, of a different k ind from 
the German ones but in no way less serious. It could be possible for German 
capital to assist in reducing the net deficit in the US balance of payments. 

However, up to the present time, neither a strongly increased activity by numerous 
institutions of the USA nor German recommendations have effectively increased 
the German propensity to invest. German businessmen have not only been 
frightened by the treatment of foreign property after wars, but also the much 
greater difficulty of guiding and managing their enterprises over an immense 
distance, higher labour expenditure, unfamiliar marketing methods, the much 
more difficult access to the local capital market, and the uncertainty about the 
taxes levied on profits, all play a part to make them reluctant to invest. However, 
the ultimate obstacle which cannot be overcome easily is the relative exchange 
rate of the two currencies, which is highly unfavourable for the German side. 

The proposal to the Federal German Government to reduce these difficulties by 
granting investors tax advantages, does indeed make sense in the present situa- 
tion. Yet the belief of some industrialists that such fiscal assistance might be 
able to mobilise billions and billions of D-Mark for an exodus into the USA 
seems to be more than optimistic. It is much more probable that German com- 
panies will first cautiously test and only gradually enter the US market, causing 
a massive redeployment of the flow of capital exports only over a longer period. 
This means that the short-term effect of such changes on the balances of pay- 
ments of the two countries will be correspondingly modest. 

It seems to be clear that especially German city and economic editors misjudge 
these facts. City pages and economic journals have been tending recently to 
look for the key to the land of Cockayne, where external accounts will be per- 
petually safeguarded against violent fluctuations, in the workshop where foreign 
investments are forged. They are even digging up the ancient belief, obsolete 
for more than forty years now, in foreign investment being an instrument for 
reducing exports, which would then also serve as a tool for lowering the German 
foreign trade surplus. The simpletons who argue like this also believe that the 
products manufactured by foreign subsidiaries and associate companies will 
no longer be exported by the parent companies. In the first instance, these 
wiseacres usually overlook the fact that new production usually opens up com- 
pletely new markets. Failing this, output by the parent company, unless this 
company succeeds in selling more of its production in its own home market, 
or in entering new export markets, would have to be reduced, in absolute terms. 
There is no proof whatever that such development ever takes place. In addition, 
all the experience of the past shows that there are always important transactions 
under way between parent and subsidiary companies, which tend rather to in- 
crease the parent's exports than to reduce them. Finally, the new income generat- 
ed by new investment tends to increase the general demand for imports in the 
debtor country, and this again sets up a trend in the creditor country towards 
increasing exports. 

True, the promotion of investments in foreign countries will not prove a panacea 
for curing all economic ills and ailments. It is no less and no more than one of 
several indispensable measures needed for achieving progress on the arduous 
path towards equilibrium between national balances of payments. 
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