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LEGAL AND ECONOMIC INCENTIVES FOR
FOREIGN DIRECT INVESTMENT IN THE

SOUTHEASTERN UNITED STATES

Paul Stephen Dempsey*

I. INTRODUCTION

The United States of America may well be the most attractive
area for investment in the entire world.' Foreign investment, al-
though failing to play a dominant role in the American economy,
has nevertheless enjoyed a substantial and significant growth in
recent years. This contemporary acceleration may be attributed to
a number of factors, including, for example: (a) America's enor-
mous pool of skilled and well educated labor; (b) the narrowing of
the gap between the cost of United States and foreign labor; (c)
the abundance of domestic energy and other raw materials; and (d)
the relative docility of the United States rate of inflation. But by
far the most significant economic incentive is the overwhelming
attraction of the American consumer market. It is the largest, most
complex and most competitive market in the world; it is an inte-
grated, coordinated market which is unified by a common lan-
guage and a common legal accounting system.2 As Hans Schudel,
president of a German-owned United States corporation, empha-
sized, "[T]he U.S. market is the most attractive in the world. In
terms of how liberally you can conduct your business. In terms of
political stability and safety. In terms of return on your invest-
ment. In any terms you can name. ' 3 Indeed, the United States has
long had a history of political stability and a devoted respect for
economic free enterprise. The first portion of this discussion shall

* Attorney-Advisor, Interstate Commerce Commission, Washington, D.C.;

A.B.J., University of Georgia, 1972; Free University of Brussels, 1974; The Hague
Academy of International Law, 1974; J.D., University of Georgia, 1975. The au-
thor is presently enrolled as a Master of Laws candidate in International Law at
George Washington University. The opinions expressed herein are those of the
author only, and should by no means be construed as opinions held by the Inter-
state Commerce Commission, or by any other governmental agency.

1. The New Immigration, FORBES, November 1, 1975, at 28.

2. Id. at 30. The American market can easily be reached by manufacturing
facilities located in the Southeast over an extensive network of motor, rail, and
water routes provided by common and contract carriers comprising the world's
finest system of transportation. Location in the Southeast accords to the involved
facility the pecuniary benefits of lower land, labor, tax, and construction costs
than7 are available elsewhere within the United States.

3. Id. at 31.
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endeavor to analyze the economic impact of foreign direct invest-
ment' in the United States and the national policy of this Govern-
ment with respect to international investment.

II. FOREIGN DIRECT INVESTMENT IN THE UNITED STATES

A. Foreign Participation in the United States Economy

The recent acceleration of foreign direct investment in the
United States can be attributed to a number of factors. One factor
encouraging its growth was probably the introduction of the Euro-
dollar market. Foreign companies that are discouraged by ex-
change controls from using national currency to invest abroad may
tap the unregulated Eurodollar market in order to finance such
investments. The action of the Securities and Exchange Commis-
sion in 1967 in modifying its rules concerning financial reporting
of foreign-owned United States firms may have also stimulated
foreign investment.' The devaluations of the United States dollar
in December 1971 and February 1973 against a number of major
currencies made investments of dollar assets less costly in terms
of foreign currencies. The equity prices of many corporations have
declined so substantially on major United States stock exchanges
that many firms have become attractive candidates for takeovers
by foreign investors.' The price of stocks when measured against
earnings was recently at its lowest level since 1950. In fact, exclud-
ing the period of 1948-50, the price-to-earnings ratio was never
lower in the past half century.7 During the first three quarters of
1975, however, United States stock prices rose 23.9 per cent, as
compared to a world-index gain of 21.4 per cent." It is, therefore,
not surprising that in 1973 foreigners purchased 4.7 billion dollars

4. Initially, it may be helpful to distinguish between two distinct kinds of
foreign investment in the United States-portfolio and direct. Portfolio invest-
ment concerns the purchase of securities, the transfer of which is facilitated by
the major stock exchanges. Direct investment includes the purchase of real estate,
the establishment of subsidiaries by foreign companies and the acquisiton of 25%
or more of the voting stock of existing United States companies. See, Who Will
Own America?, FORTUNE, Oct. 1974, at 116.

5. These new regulations permit the accounting systems utilized by foreign-
owned United States firms to deviate from those commonly employed by United
States firms in order that such procedures may be better coordinated with those
employed by their foreign parents. Leftwich, Foreign Direct Investments in the
United States, 1962-71, 53 SURVEY OF CURRENT Bus. 29, 32 (1973) [hereinafter
cited as Leftwichl.

6. Supra note 4, at 8.
7. The price-to-earnings ratio as of January, 1975 stood at a level that is barely

half of the average of the last fifty years. Bargains In Stocks-If Profits Hold Up,
U.S. NEws & WORLD REP., Jan. 20, 1975, at 37.

8. Business Around the World, U.S. NEWS & WORLD REP., Oct. 6, 1975, at 49.

[Vol. 9.247
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in United States securities. During fiscal 1974 tender offers by
foreigners for controlling interests in United States firms tripled,
to twenty-five.2'

One source has succinctly set forth a number of pragmatic rea-
sons for the establishment of production facilities in the United
States: (1) facilities in the United States put non-United States
firms within the world's richest market and enhance their ability
to compete for United States business; (2) United States plantsite
land costs are lower than in many areas located in more densely
populated nations, and numerous industralizing communities in
the United States have programs to encourage new industry by
assisting in its financing; (3) firms with facilities in the United
States have more ready access to the large equity and debt markets
of the country than those in overseas locations; (4) it is easier for
such firms to keep abreast of and to incorporate new technology
developed in the United States, and they are in a better position
to benefit from the extensive research being done by United States
academic institutions; (5) overseas firms can become privy to and
utilize management and marketing techniques originating here;
(6) these firms have a close-up look at methods being formulated
to respond to the environmental and consumer-protection concerns
now arising in the United States, which may aid overseas manage-
ment to prepare for the time when these issues will be primary
considerations in their home countries; (7) while a trade war is not
anticipated, if protectionist sentiment should succeed in insulating
world trading blocs, foreign subsidiaries located in the United
States would not be subject to United States import restrictions
and thus would maintain their access to the market. "

Despite the acceleration of foreign direct investment in recent
years, the national origin of investment capital has changed little
since 1962 (Chart 1). European nations continue to hold the major
share of foreign direct investments in the United States, account-
ing for 69 per cent of the total in 1962" and 68 per cent in 1973.
Direct European investment in United States industry during 1974
increased $1.6 billion to a total of $14 billion. Five principle reasons
are cited by European bankers and industrialists for the continued
acceleration of such investment:

9. Takeovers, of course, are the most controversial of direct investments. The
1974 increase was probably due to the bargain prices of stocks. However, none of
the tenders was made by a company controlled by Arab interests. Supra note 4.

10. BANK OF AMERICA, DIRECT FOREIGN INVESTMENT IN THE UNITED STATES 5
(1973).

11. Leftwich, supra note 5, at 32.

Spring 1976]
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1. Labor costs in most of Europe in the early 1960's were 25 to 35
per cent of American levels. Today, wages in Europe are about the
same as in the United States, and in Scandinavia actually higher.
2. Throughout the 1960's, Europe's economic expansion was
greater than in America. But Europe's dynamic business mood has
evaporated. Prospects are for a 2 or 3 per cent growth over the next
decade, not much more than half the rate expected in the United
States.
3. Sharp cost increases and slower growth have exposed Europe to
a severe profit squeeze. Soaring welfare costs are a burden, and it is
getting difficult and costly to lay off workers.

In West Germany, the Netherlands, and Scandinavia, labor un-
ions are pressing for compulsory profit sharing and for a major role
in management decisions, including investment planning.
4. American multinationals benefited in the 1960's from an "over-
valued" dollar which made it .relatively inexpensive to buy control
of European businesses and to finance expansion. But the drastic
cut in the dollar's value means that Europeans can now afford to
expand their business interests in the United States.
5. American executives once were impressed by the social and pol-
itical stability of the "new Europe." Their confidence has been
weakening in recent years. The Common Market is torn by disputes.
Governments generally still put their national interests first, and
the dream of a "United States of Europe" as a powerful and inde-
pendent factor in world affairs has faded away. 2

The significance of the investment of foreign capital is perhaps

most profound in a seven state region in the Southeastern United
States-Alabama, Florida, Georgia, Mississippi, North Carolina,
South Carolina, and Tennessee [hereinafter collectively referred
to as the Southeast]. The Southeast, in order to spur industrial
growth and employment, maintains active programs to attract for-
eign investment. The determination with which the Southeast
seeks foreign direct investment is surpassed only by its success in
securing such investment.

For example, the State of Georgia, which operates industrial
development offices in Brussels and Tokyo and has employed spe-
cial trade and investment representatives in Toronto and Sao
Paolo,'3 acquired $217 million in foreign investment capital during
1974.'1 Foreign investment in South Carolina represented $300

12. Hard Times in Europe Driving Out U.S. Companies, U.S. NE.ws & WORLD
REP., Dec. 15, 1975, at 38.

13. Georgia Knocks at the World's Door, ATLANTA, Jan. 1974, at 59.
14. In contrast, in 1973, foreign direct investment in Georgia represented only

[Vol. 9.247
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million during 1974-more than 50 per cent of total investment in
that state for the year. 5 Foreign ownership of the State's manu-
facturing facilities now exceeds $1,424 million and provides
employment for 19,300 South Carolinians. 7

German investors represent the largest foreign investment group
in South Carolina manufacturing: they have invested more capital
in South Carolina than in any other place outside Germany. " The
Kuwait Investment Company paid $17.4 million to purchase
Kiawah Island, south of Charleston, South Carolina, upon which
it intends to construct a hotel-resort development. 9 This Persian
Gulf nation also invested $10 million in an Atlanta, Georgia hotel,
shopping, and office complex." Thirty-eight Japanese firms, ten
of which were manufacturers, located in Georgia in a recent fifteen
month period, providing an investment of more than $65 million
and potential employment of two thousand Georgians.2' In recent
years, twenty-two foreign firms have located manufacturing
facilities in Tennessee, representing an investment of over $175
million.22 Alabama, which maintains an office in Bern, Switzer-
land,213 received almost 10 per cent of all foreign direct invest-
ment in the United States during 1973.24 North Carolina, which
recently opened an office in Dusseldorf, West Germany,25 re-
ceived $15 million in foreign capital during 1974.26 Mississippi,
which recently opened an office in Brussels, publishes several

$145.3 million. Hightower, Southeast Looked Abroad Despite Slumping
Economy, ATLANTA JOURNAL & CONSTITUTION, Jan. 5, 1975, at 3-H, col. 1.

15. Id.
16. SOUTH CAROLINA STATE DEVELOPMENT BOARD, VALUE OF FOREIGN INVEST-

MENTS BY YEAR (1974).
17. SOUTH CAROLINA STATE DEVELOPMENT BOARD, MANUFACTURING EMPLOYMENT

BY FOREIGN FIRMS (1974).
18. Tunley, In Spartanburg, the Accent is On Business, READER'S DIGEST, Jan.

1974, at 165.
19. Reitze & Reitze, Whose Camel Is Hamstrung Now?, ENVIRONMENT, Sept.

1975, at 29.
20. Higher Prices for Mideast Oil, U.S. NEWS & WORLD REP., Sept. 29, 1975,

at 72.
21. Supra note 13.
22. Letter from Chander Kanal to Paul Dempsey, Nov. 8, 1974. Foreign direct

investment in Tennessee for 1974 totaled $12.5 million. Supra note 13.
23. Letter from William Griffin to Paul Dempsey, Jan. 2, 1975.
24. Supra note 14.
25. Letter from Thomas Broughton to Paul Dempsey, Jan. 17, 1975.
26. This, however, was considerably less than the $46 million which North

Carolina received in 1973. Supra note 14.
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industrial brochures in German and Japanese,2 enticing numer-
ous foreign manufacturing facilities into the State. Florida, how-
ever, promoted additional international trade activities in 1974,
rather than emphasizing heavy industrial investment from for-
eign sources. " In fact, eighteen states have already established
foreign trade and investment offices in Europe, fifteen of which
were opened in the past three years. Half of these offices are lo-
cated in Brussels, headquarters of the European Economic Com-
munity. And, forty-two states have now hired specialists in inter-
national trade, compared with fifteen only five years ago.2" The
discussion will now focus on the national policy toward foreign
direct investment, which has aided the states in their pursuit of
foreign industry.

B. United States Economic Policy on Foreign Investment

From the earliest days of the Republic, Americans have main-
tained a generally hospitable attitude toward the establishment of
foreign owned businesses and the acquisition by aliens of such local
assets as were necessary to conduct those businesses.30 A combina-
tion of the American dedication to the free enterprise system, and
its pluristic society embodying traditions from many nations, have
deterred the spread of a view of the alien investor as a threat to
ideology, traditional values or national identity.3' As long ago as
1791, Secretary of the Treasury Alexander Hamilton stated,
"[foreign investment] instead of being viewed as a rival . . .
ought to be considered as a most valuable auxiliary, conducing to
put in motion a greater quantity of portion of useful enterprise
than could exist without it."'

The economic policy of the United States has traditionally em-
phasized maximum freedom for United States investors to invest
abroad and for foreign investors to invest in the United States and
enjoy nondiscriminatory treatment. This policy is based upon the

27. Letter from William McGinnis, Jr. to Paul Dempsey, Oct. 29, 1974.
28. Supra note 14.
29. Business Around the World, U.S. NEws & WORLD REP., Apr. 21, 1975, at

43.
30. H. STEINER & D. VAGTS, TRANSNATIONAL LEGAL PROBLEMS 37 (1968).
31. Ellis, United States Multinational Corporations: The Impact of Foreign

Direct Investment on United States Foreign Relations 11 SAN DIEGO L. REv. 1, 6
(1973).

32. Robinson, Department Discusses Foreign Policy Aspects of Foreign In-
vestment Act of 1975, 72 DEP'T STATE BULL. 378 (1975).

[Vol. 9:247
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proposition that world output would be optimized if capital and
management skills were free to travel wherever they could be em-
ployed most efficiently-from areas of low return to areas of high
return.3 It is further assumed that permitting the operation of free
market forces to determine the direction of world-wide investment
flows will maximize the efficient utilization and allocation of capi-
tal resources in the international economy. 4 As early as 1961, the
United States Department of Commerce established an "Invest in
America" program to serve as an intermediary between United
States firms and foreign investors. Under President Lyndon John-
son, the United States opened an office for industrial development
in Paris and instructed the Economic Development and Small
Business Administrations to facilitate resolution of the credit prob-
lems encountered by foreign investors. And, in 1969, President
Nixon directed the Commerce Department's Bureau of Interna-
tional Commerce to initiate activity with respect to the promotion
of foreign investment in this nation2

In accordance with this free market policy, the United States has
sought to minimize barriers to investment and to encourage the
unrestrained international movement of goods and capital. For
example, the United States was instrumental in the development
of the Code of Liberalization of Capital Movement by the members
of the Organization for Economic Cooperation and Development
(OECD). Moreover, the United States is currently engaged in the
formulation within the OECD of agreements of consultation re-
garding departures from national treatment of foreign investors or
the institution of incentives or disincentives for foreign invest-
ment. Additionally, the United States commitment to generally

33. Katz, Department Discusses International Economic Policy, 73 DEP'T
STATE BULL. 707, 709 (1975).

34. Hearings on S. 425 Before the Subcomm. on Securities of the Senate
Comm. on Banking, Housing, and Urban Affairs, 94th Cong., 1st Sess. 71 (1975)
[hereinafter cited as Senate Hearings]. The recent relaxation of controls on
United States direct investment in foreign nations exemplifies the Government's
adherence to this policy. In January 1974, the Interest Equalization Tax was
reduced to zero, the Commerce Department's Office of Foreign Direct Investment
revoked the Foreign Direct Investment Regulations, and the Board of Governors
of the Federal Reserve System ended its Voluntary Foreign Credit Restraint
Guidelines. These controls were designed to improve the United States balance
of payments by restricting the outflow of dollars. 6 L. & POLICY IN INT'L Bus. 1263
(1974); see McDermott, The Foreign Direct Investment Controls, 11 HARV. INT'L
L.J. 490 (1970).

35. Elmer & Johnson, Legal Obstacles to Foreign Acquisitions of U.S.
Corporations, 30 Bus. LAWYER 681, 683 (1975).
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non-restrictive treatment of foreign investment is embodied in
an extensive network of friendship, commerce, and navigation
treaties."

The basic policy of the United States is to admit and treat
foreign capital investments on a basis of equality or parity with
domestic capital. Specific restrictions at the federal level apply to
certain categories of enterprises that have national security signifi-
cance, or include the exploitation of certain natural resources, or
involve particular fiduciary relationships.37

Existing federal statutes and regulations do not in general in-
hibit foreign investment, prohibiting acquisitions in only a few
industries and under a few circumstances. Congress has restricted
alien ownership of enterprises that are engaged in certain ex-
empted activities, such as domestic radio communications, 39

coastal or inland shipping,40 and the production of atomic energy.'
Federal legislation also requires that firms involved in air transpor-

36. Robinson, Department Discusses Foreign Policy Aspects of Foreign In-
vestment Act of 1975, 72 DEP'T STATE BULL. 378 (1975). See Walker, Treaties for
the Encouragement and Protection of Foreign Investment: Present U.S. Practice,
5 Am. J. Comp. L. 229 (1956).

37. Senate Hearings, supra note34, at 84-5.
38. For a detailed explanation and evaluation of such legislation, see supra

note 34.
39. Foreign-owned or controlled corporations are prohibited from receiving

licenses to operate an instrument for the transmission of communications. A
corporation is defined as foreign-owned if any director or officer is an alien, or if
more than one-fifth of its capital stock is owned by aliens, a foreign government,
or a corporation organized under the laws of a foreign country. Additionally, a
corporation is generally considered as foreign-controlled if it is directly or indi-
rectly controlled by any other corporation, at least one-fourth of whose capital
stock is owned by foreign interests. 47 U.S.C. § 310 (1970).

40. The Jones Act of 1920 requires that any shipping of passengers or of
property between points in the United States or its territories must be accom-
plished in vessels constructed and registered in the United States and owned by
United States citizens. A ship may not be registered in the United States unless
the corporation's principal officers are United States citizens and 75% of the stock
is owned by United States citizens. Any vessel that is at any time registered in a
foreign country permanently loses these United States shipping rights. Moreover,
any eligible vessel weighing more than 500 gross tons that is later rebuilt outside
the United States also forfeits these privileges. However, vessels registered in
foreign nations granting reciprocal privileges to United States vessels may per-
form intercoastal transportation of empty items, such as cargo vans, barges,
shipping tanks, and equipment utilized therewith. 46 U.S.C. § 883 (1970).

41. No licenses for the operation of atomic energy utilization or production
facilities may be issued to aliens or to foreign-owned or foreign-controlled corpora-
tions. 42 U.S.C. § 2133 (1970).

[Vol. 9.247
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that almost any other state in the nation.20 The 6 per cent tax is
levied on that portion of net taxable income allocable and appor-
tionable to the State.2 ' The State retail sales tax is levied at the
rate of 3 per cent222 and allows an exemption for purchases of raw
materials, containers, and packaging and shipping materials.22 3

One significant statute designed to benefit corporations engaged
in international trade provides an exemption for one year from
property taxation of any property that is stored in North Carolina
while awaiting shipment to a foreign country. Moreover, property
that has been imported from a foreign country and is stored at the
terminal while awaiting shipment is exempt from property taxa-
tion for the first year of storage. North Carolina's "free port" law
exempts from taxation certain property stored in public ware-
houses while awaiting further shipment. Property utilized to re-
duce air or water pollution is -also exempt from taxation.2 1

South Carolina-South Carolina offers what is probably the
largest package of tax incentives for industrial development in the
Southeast. It is the only state on the Eastern seaboard with a no-
situs law. This law was designed to benefit warehouse and distribu-
tion operations and to provide an exemption from all inventory
taxes on stored goods moving in interstate commerce. 26 Moreover,

220. Supra note 218, at 15.
221. Id. at 16. The apportionment of net income to North Carolina is deter-

mined according to the allocation formula described in note 219 for franchise tax
purposes. However, when a corporation believes that the statutory formula results
in allocation to North Carolina of a greater portion of its net income than is
reasonably attributable to business or earnings within the State, it may petition
the Tax Revenue Board for authorization to use a method of allocation that will
more accurately reflect the income attributable to North Carolina. Petition may
be made by a foreign corporation prior to commencement of operations in North
Carolina based on contemplated business. Supra note 217, at 4; also see GEN.
STAT. N.C. §§ 105-130 to 130.21 (1975).

222. A 2% sales and use tax on motor vehicles, airplanes, boats, and locomo-
tives is levied by the State. Purchases of the following items by manufacturers
are taxable at the rate of 1%: coke, coal, and fuel oil used in manufacturing;
equipment and machinery; and parts and accessories to manufacturing machi-
nery. The maximum tax of $80 is levied on single articles of equipment or machi-
nery. Supra note 217, at 5.

223. GEN. STAT. N.C. § 105-164.3(5) (1975).
224. Supra note 217, at 7. Compare GEN. STAT. N.C. § 105-274 (1975).
225. Such exemption is dependent upon compliance with requirements estab-

lished by the North Carolina Board of Water and Air Resources. Id.
226. Thus, goods may be assembled, processed, bound, joined, divided, disas-

sembled, cut, broken in bulk, relabled or repackaged and still be exempted from
inventory taxation. Furthermore, there is no time limit on how long such goods
may be warehoused. Supra note 91, at 6.2.

[Vol. 9:247
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South Carolina imposes no manufacturer's inventory taxes "27 and
no state real or personal property tax.22 All pollution control and
abatement equipment is exempted from local property taxation.22
Each county in the State may exempt new or newly expanded
manufacturing facilities for five years from all property taxes, ex-
cept those levied for the operation of public schools.23 The State
levies no wholesale sales tax and provides a sales tax exemption
for all manufacturing production machinery, industrial electricity,
repair parts, and materials that become an integral part of the
finished product. 23 '

The state corporate income tax is, however, 6 per cent of net
taxable income.2-2 Corporations qualifying to do business in South
Carolina pay a qualification tax at a rate of 40 mills for each $1,000
of the aggregate value of authorized shares.233 Annual corporate
license fees must be paid as well. 34 Finally, most employers must
contribute to employee's unemployment compensation funds.2 3

1

Tennesee-Tennessee has an initial admissions fee for foreign
corporations of $305.231 Investors should note that the State levies
neither a state property tax nor a personal income tax.237 While

227. All inventories, including raw materials, goods in process, or finished
goods, are exempt from taxation. This exemption exists whether or not the inven-
tory was produced in South Carolina. SOUTH CAROLINA STATE DEVELOPMENT
BOARD, TAXES IN SOUTH CAROLINA 4.

228. Id.
229. Id. at 5.
230. Id. at 4.
231. The State levies a 4% retail sales tax. Items which change the chemical

or physical characteristics of a finished product are exempt from taxation. Id. at
8.

232. Foreign corporations are taxed only on that income derived or earned
within South Carolina. The portion of income that is taxed is usually computed
by taking the arithmetic average of the three following ratios: (1) the value of
South Carolina real estate and tangible personal property to the value of the
firm's entire real estate and tangible personal property holdings; (2) South Caro-
lina sales to total sales; and (3) South Carolina payrolls to total company payrolls.
Supra note 91, at 6.2.

233. The tax is paid only once. The minimum fee is $40 and the maximum
fee is $1,000. For purposes of fee computation, no-par shares are assigned a value
of $10. Id. at 6.3.

234. The tax rate is one mill upon each dollar of a corporation's total paid-in
capital and paid-in surplus. This proportion is determined in the same manner
as that used in the computation of the State income tax. Id.

235. Supra note 227, at 8.
236. INDUSTRIAL DEVELOPMENT DIVISION, TENNESSEE DEP'T OF ECONOMIC & COM-

MUNITY DEVELOPMENT, PRINCIPAL TAXES ON CORPORATIONS IN TENNESSEE (1974).
237. Indeed, the tax burden on personal income in Tennessee is the lowest in

Spring 1976]
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cities and counties levy ad valorem taxes on real and personal
property within the State, they exempt inventories of finished
goods and air and water pollution abatement equipment from this
taxation. 3 ' The State levies an excise tax of 6 per cent on corporate
net earnings arising from business transacted within Tennessee, or
on state apportionment of total earnings from interstate opera-
tions. "' A state franchise tax is levied, based on the outstanding
stock, surplus, and undivided profits apportioned to the State. 4"

All domestic and foreign corporations must file an annual informa-
tional report and pay an annual tax, in addition to all other
taxes.2" ' Most manufacturers in Tennessee are exempt from the 3.5
per cent state sales tax because the tax is not levied on goods held
for resale.32 The state use tax on machinery used directly in manu-
facturing is 1 per cent.243 Unemployment compensation taxes in
Tennessee are imposed up to-a maximum rate of 2.7 per cent for
new employers.2 14

the Southeast. In the region, Tennessee ranks last in state taxes as a percentage
of personal income, with only 6.44%. Georgia possesses the second lowest percen-
tage of 7.26%. Supra note 107, at 6.

238. Assessments with certain exceptions are made as follows: industrial and
commercial real property, 40%; industrial and commercial personal property,
30%; residential and farm real property, 25%; and residential and farm personal
property, 5%. The tax rates of local governments vary widely. In 1973 the city tax
rate was $1.35; among counties, the median rate was $2.87 per $100 of assessed
value. Supra note 236.

239. All taxes except income taxes paid to the federal government or to a
foreign government are deductible in determining the state excise tax base. Ex-
emptions are the same as those for the franchise tax. In determining tax liability,
a corporation having a net loss in any year may carry the loss forward two subse-
quent years. However, losses may not be carried back. TENN. CODE ANN. §§ 67-
2701 to 2715 (1971).

240. The franchise tax basis is determined at the close of the last fiscal year
and cannot be less than the book value of property owned, plus the value of
property rented. The tax rate is $.15 per $100. The minimum tax is $10. TENN.
CODE ANN. §§ 67-2901 to 2931 (1971).

241. Banks and insurance and trust companies are exempt from these require-
ments. The corporation is offered an optional basis of paying on capital stock or
intrastate gross receipts. The tax rate is one-half of 1% on gross receipts from
intrastate business during the corporation's preceeding fiscal year with a mini-
mum tax of $25; in lieu thereof, the tax rate may be based on actual outstanding
capital stock of $25,000 or less, or, a maximum tax of $150 to those corporations
having capital stock of $1 million or more. Supra note 236.

242. The sales tax is based on the sale prices of each item of tangible personal
property leased or sold at retail. Local sales taxes may consist of an additional 1,
11/2, or 13/4%. TENN. CODE ANN. §§ 67-3001 to 3048 (1971).

243. In addition, there may be an optional local tax of one-half of 1%. Id.
244. This 2.7% maximum rate is allowed for the first thirty-six months of
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IV. PROSPECTS FOR THE FUTURE

In the future, foreign investment in the United States may well
be dominated by Arabic capital. Mideast oil revenues in excess of
$12 billion have already been invested in the United States.245 Most

of this sum has been placed in short-term and highly liquid portfo-
lio investment, although some petrocapital, including a $10 million
investment in an Atlanta hotel and shopping complex, 248 and the
purchase of an entire island off the coast of South Carolina, 27 has
been placed in long-term direct investments. Because the price of
oil has escalated from $2.10 per barrel in late 1973, to a cost that
presently exceeds $10.25 per barrel, petroleum producing nations
have accumulated enormous cash reserves. The cost of imported
oil to the United States alone increased from $7.7 billion in 1973
to $24 billion in 1974.248 Robert S. McNamara, President of the
World Bank, has estimated that OPEC nations have already accu-
mulated a surplus of $60 billion in investment capital and will
eventually hold as much $750 billion.'49 Before the recent oil price
increases, former Commerce Secretary Peter Peterson estimated
that Arab oil producers could hold dollar surpluses of $300 billion
by 1980-a sum equal to twenty times the value of General Motors.
If these transfers of wealth continue, one source estimates that
seventy per cent of the world's monetary reserves could eventually
be held by Arab oil producers.25 By 1985 oil producing nations may
well have accumulated cash reserves of $1.2 trillion.

In order to reverse the outward flow of this massive amount of
capital, the Ford administration is formulating a policy aimed at
luring Arab investments into the United States. The present thrust
of this policy appears to be the promotion of minimal governmen-
tal restraints in most areas, and maximum safeguards in areas

employment. The minimum rate is 0.3%. The average tax rate is only 0.8%. The
tax base is the first $4,200 of each employee. Supra note 236.

245. Is There Any Way to Beat the Arabs at Their Money Game?, U.S. NEws
& WORLD REP., Dec. 16, 1974, at 61.

246. Supra note 4.
247. Miller, The Buying of America, THE PROGRESSIVE, May 1974, at 44.
248. Pay More, Get Less: Oil-Gas Outlook, U.S. NEWS & WORLD REP., Jan.

27, 1975, at 35. In fact, the current price of approximately $11.50 per barrel is
expected to rise despite the inflationary and balance of payments problems cre-
ated in a number of nations. See, Why Price of Mideast Oil is Likely to Go Up
Again, U.S. NEWS & WORLD REP., Jan. 12, 1976, at 51.

249. Washington Whispers, U.S. NEWS & WORLD REP., Dec. 23, 1974, at 5.
250. Supra note 247, at 43.
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relating to defense and national security. 5' A number of individual
states are also attempting to attract Arab capital. For example, the
State of Georgia recently placed an advertisement soliciting Mid-
east investment in the Arabic language edition of Forbes. The
Governor of Tennessee recently toured Arab nations in an attempt
to lure petrocapital investment into his State. Moreover, it is
clearly in the interests of our nation for the Arabs to move out of
volatile bank deposits and into long-term investments. Capital
placed in direct investment must be on its best behavior because
it becomes, to some degree, hostage. 2 The depressed American
economy requires massive amounts of investment capital in order
to lower unemployment. As long as the stability of the United
States dollar is threatened by substantial deficits in our nation's
balance of payments, the American economy will need the short-
run alleviation acquired by the injection of petrodollars.

As foreign investment in the United States continues to grow, as
it certainly shall, the future may bring more legal and economic
incentives for the investment of foreign capital. Most states in the
Southeast already recognize the beneficial economic impact that
accompanies industrial investment and actively encourage and
solicit such investments. For example, per capita income and the
quality of services in Tennessee ranks in the bottom tenth of the
fifty states.2 1

5 Between 1960 and 1970 over 78,000 persons in the 20-
29 age group left the State. Unless the development effort is accer-
ated to create more employment, a projected 60,000 persons in the
20-29 age group will leave Tennessee between 1970 and 1980.214 In
order to acquire the substantial funds necessary to improve serv-
ices and increase job opportunities, which should halt migration
and raise the per capita income level, Tennessee is attempting to

251. Hornig, U.S. Moves to Lure Oil Cash from Arabs, Chicago Tribune, Jan.
1, 1975, at 1, cols. 6, 7 (midwest ed). See Note, U.S. Regulation of Foreign Direct
Investment: Current Developments and the Congressional Response, 15 VA. J.
INT'L L. 611, 633-34 (1975).

252. See Bradley, A Long Term Look at Petro-dollars, NAT'L REV., May 23,
1975, at 557.

253. MIDWEST RESEARCH INSTITUTE, THE QUALITY OF LIFE IN THE UNITED STATES

(1973).
254. DEP'T OF ECONOMIC AND COMMUNITY DEVELOPMENT, DIVISIONS & ACTIVITIES

1, Legislation designated to encourage foreign industrial or commercial invest-
ment in Tennessee has in some instances been specifically promulgated in order
to "relieve the emergency created by the continuing migration from Tennessee of
a large number of its citizens in order to find employment elsewhere." TENN. CODE
ANN. § 6-2802 (1971).
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expand its economic base by stimulating industrial develop-
ment. "' Per capita income in the Southeast is among the lowest
in the nation. Mississippi, Alabama, and South Carolina ranked
first, third, and fifth lowest in the nation in per capita personal
income in 1974.256

Because the packages offered by the states in the Southeast are
so varied and complex, it is quite difficult to compare and contrast
the different incentive plans. Some states, such as Alabama, Geor-
gia, Mississippi, and Tennessee, offer several alternative programs
for industrial financing with public capital. The extent of unioni-
zation and the cost of labor in the Southeast is comparatively low,
and all of the states in the region are apparently willing to train
workers at their own expense. South Carolina, which has been the
most successful state in the Southeast (and, indeed, one of the
most successful states in the nation) in attracting foreign invest-
ment, can probably attribute much of its success to its aggressive
policy of soliciting potential investors and to its program of offering
liberal tax incentives. South Carolina offers what is probably the
most comprehensive package of tax exemptions in the Southeast,
although Alabama and Mississippi offer substantial tax exemp-
tions as well.

Moreover, the packages are considerably broader than the three
categories discussed herein and include a number of other substan-
tial signficant incentives. For example, incentives exist in a num-
ber of states in the fields of transportation, markets, utility costs,
living conditions, climate, research capabilities, and natural re-
sources.

As more state executives and legislators become aware of the
potentially vast amount of investment capital available from for-
eign sources, competition in the development of investment incen-
tives will certainly grow keener. The momentum is already appar-
ent in many state legislatures where, at each session, new legisla-
tive incentives are introduced and enthusiastically promoted. In
the Southeast, no doubt, this trend will continue for some time.

255. Id. at 3. Every $100 million of new private risk capital investment in the
State of Tennessee generates annually an additional $8 million of new state and
local tax revenues. Id. at 4.

256. Cyclical Development in State Personal Income, 55 SURVEY OF CURRENT
Bus. 18, 19 (April 1975).
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CHART 1

FOREIGN DIRECT INVESTMENT IN THE UNITED STATES BY SOURCE NATION
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Sources: Leftwich, Foreign Direct Investments in the United States,
1962-71, 53 SURVEY OF CURRENT Bus. 29, 30 (1973).
Leftwich & Boyke, Foreign Direct Investments in the United
States in 1972, 53 SURVEY OF CURRENT Bus. 50 (1973).
Leftwich, Foreign Direct Investments in the United States
in 1973, 54 SURVEY OF CURRENT Bus. 7 (1974).
Mantel, Foreign Direct Investment in the United States in
1974, 55 SURVEY OF CURRENT Bus. 36 (1975).
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CHART 2

FOREIGN DIRECT INVESTMENT IN THE UNITED STATES BY INDUSTRY
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Sources: Leftwich, Foreign Direct Investments in the United States,
1962-71, 53 SURVEY OF CURRENT Bus. 29, 30 (1973).
Leftwich & Boyke, Foreign Direct Investments in the United
States in 1972, 53 SURVEY OF CURRENT Bus. 50 (1973).
Leftwich, Foreign Direct Investments in the United States
in 1973, 54 SURVEY OF CURRENT Bus. 7 (1974).
Mantel, Foreign Direct Investments in the United States in
1974, 55 SURVEY OF CURRENT Bus. 36 (1975).
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