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released today. The report focuses on performance of foreign investment
in five critical industries-autos, banking, electronics, chemicals, pharma-
ceuticals, and steel. And, of course, the Congress mandated it as an effort
to get more information on foreign direct investment and its impact on
U.S. industries in the U.S. economy.

After we hear from Undersecretary Darby, we'll then have a panel
consisting of Kent Hughes, President of the Council on Competitiveness;
Douglas Woodward, Research Economist and Assistant Professor at the
University of South Carolina, and the co-author of a book on the new
competitors, How Foreign Investors are Changing the U.S. Economy; and
Charles Taylor, the Executive Director of the Group of Thirty, who will
then discuss the broader picture of foreign direct and American invest-
ment competitiveness.

Undersecretary Darby, happy to hear from you.

STATEMENT OF HON. MICHAEL R. DARBY, UNDERSECRETARY
FOR ECONOMIC AFFAIRS, AND ADMINISTRATOR OF

THE ECONOMICS AND STATISTICS
ADMINISTRATION, U.S. DEPARTMENT OF COMMERCE

MR. DARBY. Thank you, Mr. Chairman.
Thank you very much for the opportunity to discuss foreign direct

investment in the United States with you, and to describe the Secretary of
Commerce's first annual report, as required by the Foreign Direct Invest-
ment in International Data Improvements Act of 1990.

I'd like to summarize briefly our findings on Foreign Direct Invest-
ment in the United States-or FDIUS-and the progress we are making
in improving the data.

The U.S. experienced a significant rise in inward foreign investment
flows in the 1980s. Specific individual direct investments, such as new
U.S. auto manufacturing plants-Rockefeller Center and Columbia Pic-
tures Entertainment-became highly visible during this period and
prompted questions about the nature and extent of foreign direct invest-
ment in our economy. This report provides answers-

SENAToR SARBANmS. I think it would probably help the people in the
room if you would pull that microphone closer to you, because the sound
doesn't carry very well unless you speak directly into it.

MR. DARBY. Thank you, sir.
This report provides answers to many of these very important ques-

tions. The Act reflects agreement that two projects are particularly impor-
tant.

The first is an annual report on the extent and economic significance
of FDIUS. The Act requires the Secretary of Commerce to report annually
to the Congress on these issues. The Act directs that the report address the
history, scope, trends, market concentrations, and effects on the U.S.
economy of such investment.
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The second project is a major new effort to overcome limitations on
the foreign direct investment data that have made it difficult to examine
investments at the detailed industry level and their geographic distribution
by state. The Act requires the Bureau of Economic Analysis-or
BEA-and the Bureau of the Census to exchange and share confidential
statistical data on foreign direct investment in the United States. The
project will produce a linked database of plant-level information on
economic activities within foreign-owned companies to supplement the
aggregate firm-level data collected by BEA. In addition, the Act requires
BEA to share its data with the Bureau of Labor Statistics, so that BLS
can produce detailed supplemental labor market data for foreign-owned
establishments.

The report provides an overview of the extent that foreign-owned firms
participate in the U.S. economy, the problems of measuring that participa-
tion, and the inter-agency data link project to help overcome data gaps.
The report also provides five industry case studies of the FDIUS in
electronics, automotive, chemicals, steel, and banking sectors, and includes
a sizeable statistical appendix.

Even though benefits and costs cannot be measured with any precision,
currently available information indicates that on net the United States has
greatly benefited from the large inflow of capital from abroad during the
1980s. These benefits can be viewed at the level of the total economy and
at the industry level. For the total economy, foreign investment-both
portfolio and direct-in the United States grew rapidly, primarily due to
the growing U.S. economy in which overall investment demand outpaced
domestic saving. Without foreign capital inflows, gross investment in the
U.S. in the 1980s would have been somewhat lower. This lower level of
investment would have been reflected in the reduced level of GNP growth
in the 1980s.

The increased direct investment in the U.S. reflects in part the decision
of foreign-owned multinational corporations to expand their role in the
growing U.S. economy of the 1980s. The largest foreign direct invest-
ment, in terms of total accumulated investment, remained the United
Kingdom, with Japan second, followed by the Netherlands, Canada, and
Germany. Japan rose to second place. The Japanese firms' investments
grew at a higher annual rate, mainly after 1985, compared to that of firms
from other countries.

Viewed from the industry and firm level, the data indicate that foreign
direct investment has been beneficial, making a small but important
contribution to the growth of the U.S. economy, in terms of share of total
output, employment, productivity increases, and the U.S. technology base.

Because the largest share of the foreign direct investments are in
existing U.S. firms rather than in creation of new firms, much of the
increase in U.S. affiliates' participation in the U.S. economy reflects a
shift in ownership that releases U.S. funds to finance new investment. The
following results highlight the contribution of foreign-owned firms.
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Foreign-owned U.S. affiliates contributed to the growth of U.S. domes-
tic output, with their share of total gross product almost doubling between
1977 and 1981, and holding at over 4 percent throughout the remainder
of the 1980s.

In manufacturing, the rate of growth in real gross product of U.S.
affiliates was four times greater than that for all U.S. manufacturing
between 1980 and 1987.

U.S. foreign-owned affiliates in manufacturing spent more on invest-
ment in plant and equipment per worker than the average U.S.
firm- 12,200 per worker versus an all-U.S.-manufacturing average of
$8,400 per worker in 1988.

Nonbank, foreign-owned U.S. affiliates tripled their employment from
1.2 to 3.7 million workers between 1977 and 1988, while U.S. private
business employment rose by slightly over one-fourth.

Productivity grew more rapidly in foreign-owned U.S. manufacturing
affiliates than in manufacturing as a whole, rising in real terms between
1980 and 1988 by 42 and 32 percent, respectively.

U.S. affiliates' trade has been rising. In 1988, they accounted for 19
percent of U. S. merchandise exports and one-third of total U.S. imports.
Most of this trade was with their parent firms. On average, the affiliates'
trade reflected a large and growing U.S. grade deficit after 1982, with
those in the wholesale sector marketing their parents' products.

SENATOR SARBANS. Could I just interject? What is your definition of
a U.S. foreign-owned affiliate, which is a phrase you've now used about
a half a dozen times?

MR. DARBY. Yes, Mr. Chairman. It's the statutory definition of a firm
with 10 percent or more of the equity owned by a foreign entity.

SENATOR SARBANES. So, it could be a minimum of 10 percent. It could
range up to a 100 percent.

MR. DARBY. Yes, sir. The bulk of them are largely owned by foreign
entities.

SENATOR SARBANES. The affiliate is an affiliate of a foreign firm. So,
these are foreign firms operating in the United States in varying degrees,
from 10 percent to 100 percent of ownership. Most of them are at the
high end of that scale; is that correct?

MR. DARBY. That's correct.
Finally, available evidence also suggests that the rate of research and

development spending by foreign-owned U.S. manufacturing affiliates is
higher than by all U.S. manufacturing firms. The R&D spending to value-
added ratio reached 7.6 percent of U.S. affiliates, compared with 6.5
percent for all U.S. manufacturing firms in 1987.

Any potential costs of foreign direct investment to the U.S. economy
so far appear to be minimal. U.S. affiliates of foreign firms seem to have
goals similar to U.S. residents and companies. And, in fact, on average,
tend to spend more on plant and equipment, research and development,
and worker compensation than U.S. firms generally. Nonetheless, the
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available data do not permit us as full an examination of possible gains
or losses due to changes within an industry or firm as a result of FDIUS
as one would like. Nor do the data allow us as careful an analysis of the
economic strategies of individual multinational pgent firms, the nature of
each U.S. affiliate's production, or the natuire of the competition within
an individual U.S. industry as desired. k I

The U.S. remains the largest foreign direct investor in the' world. If
concerns in the U.S. about direct investment lead to constraints that
inhibit investment here, the countries in which the U.S. invest could
counter with controls on U.S. investments overseas. These constraints on
our investments abroad could reduce the efficiency and competitiveness
of our firms in overseas locations, the protection they are afforded, and
their contribution to foreign economies. That is, the world standard of
living-and ours in particular-would be reduced.

The five case studies that you pointed to, Mr. Chairman, examine
foreign direct investment in the electronics, automobile, steel, chemicals,
and banking sectors. These studies highlight the importance of inward
direct investment to the U.S. economy, and support the general conclusion
that FDIUS contributes to the overall health of our economy. The studies
show that foreign firms have been actively increasing their participation
in each of the five industries, and that participation in their industries has
in the aggregate been beneficial to the economy.

The case studies indicate that foreign direct investment has been
fulfilling an important role by providing needed capital to U.S. manufac-
turing. The steel industry is the clearest example, where foreign invest-
ment has helped finance the upgrading of aging facilities. Also, foreign-
owned affiliates have become increasingly important employers in these
five industries. The rise in employment has largely been the result of both
the increase in the number of firms acquired by foreign owners, as well
as the increased output of those firms.

The foreign trade of these foreign-owned affiliates has been an increas-
ingly important component of their operations. However, voluntary
restraint agreements on foreign exports to the United States may have
been a significant factor in the motivation for foreign investment in the
United States, at least in the automotive and steel industries.

The foreign-owned affiliates also appear to be contributors to the
advance of technology in their U;S. industry group. In part, the results of
these efforts are reflected in their expenditures in the United States on
R&D. Not only has the level of their expenditures risen between 1980 and
1988, the R&D spending of affiliates in the electronics and chemical
sectors rose faster than their sales. Moreover, the rate of R&D spending
of foreign-owned affiliates in the chemicals sector was higher than for the
industry as a whole.

In addition to contributing to the U.S. technology through R&D
spending, the foreign-owned affiliates also are a means of acquiring
foreign technology. In the auto and steel industries, the rate of R&D
spending relative to sales by foreign-owned affiliates was negligible
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compared with all U.S. firms in these industries; however, in many cases,
U.S. affiliates have transferred cutting-edge technologies into the United
States.

Nonetheless, foreign investors have also acquired U.S. firms to gain
access to these firms' advanced technologies. This avenue of technology
acquisition seems to be mo= frequent in the electronics sector.

In the five sectors for which we prepared case studies, the various
indicators of foreign-owned affiliates' participation in those sectors variedn
Let me point to several highlights from each of those studies:

Foreign-owned U.S. affiliates have rapidly expanded their participation
in the electronics sector. As an indicator of their rapid growth, the stock
of property, plant, and equipment-PP&E--tripled in the 1980s, and by
1988 they employed 14.5 percent of all U.S. electronics industry workers.
Large shares of the affiliates are owned by European and Japanese firms.
European-owned affiliates are concentrated in the telecommunications
equipment and instruments subsectors; and the Japanese-owned affiliates
are concentrated in the computers, consumer electronics, and components
subsectors.

The increase in the number of foreign-owned automotive plants in the
U.S. during the 1980s has contributed to the transformation of the U.S.
automotive sector, reflecting both technical advances and productivity
increases. The growth in foreign ownership has been important not only
in motor vehicles but also in tires and other automotive parts. Seven
foreign-owned U.S. affiliates-all wholly or jointly Japanese-
owned-have automobile manufacturing operations, and they increased
their share to over one-fifth the total U.S. auto production in 1990. Tires,
a sector dominated by European investment, is the automotive sector with
the largest concentration of foreign ownership.

SENATOR SARBANES. What is that share?
Mk DARBY. Sixty-two percent, sir.
Steel: by 1988 foreign-owned U.S. affiliates held 15 percent of the

U.S. steel industry in terms of sales. The bulk of this investment is in
downstream facilities-specialized coating or alloy plants. Japan is the
major foreign investor, holding assets equal to 9 percent of U.S. total steel
industry PP&E, compared with 3 percent for European-owned affiliates.
Japanese firms have tended to favor establishing new plants rather than
taking a stake in existing facilities, in large part because they wish to
exploit their own technological advances in production engineering.

Foreign-owned U.S. affiliates hold 24 percent of the U.S. chemicals
industry in terms of sales in 1988. Foreign outlays to acquire U.S. firms
rose from $253 million to $11 billion over the 1980 to 1988 period.
Canada was the largest foreign investor in 1988, replacing West Germa-
ny-the 1980 leader-followed by the United Kingdom, Switzerland, and
the Netherlands. Japanese investors remain much less important. Unlike
in other U.S. industries, foreign-owned U.S. affiliates in chemicals have
held a large export surplus, reaching $2.3 billion in 1988.
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In banking, assets of U.S. offices-that is, the subsidiaries, branches,
and agencies of foreign banks-have grown far more rapidly than have
domestic-owned banks over the past two decades. Their share of U.S.
banking assets rose to 21 percent in 1990. Japanese banks owned or
controlled 55 percent of the foreign assets in U.S. banking in 1990.

As of the completion of this report, the three agencies involved in the
data link project had achieved major progress in linking the vast amount
of data at the plant level. Preliminary efforts indicate a significant expan-
sion of the foreign direct investment data will be available for future
analysis. BEA and Census expect to publish their initial results, based on
the expanded data in June 1992. Initial results will cover the economic
Census year 1987 and data for 1988 and 1989 are expected to be pub-
lished over the next year. The initial published data will cover shipments
or sales, employment, employee compensation, and the number of for-
eign-owned establishments at the state level, by country of ownership, at
the four-digit Standard Industrial Classification industry level.

We are already making plans for the next annual report on foreign
direct investment in the U.S., and expect to take full advantage of the
new, more comprehensive data to be released each midyear by BEA.

Mr. Chairman, this competes my prepared statement I will be pleased
to answer any questions that you and the other Committee members may
have.

Thank you.
[The prepared statement of The Honorable Mr. Darby, together with

the Department of Commerce Annual Report on Foreign Direct Invest-
ment in the United States, follows:]
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PREPARED STATEMENT OF THE HONORABLE MICHAEL R. DARBY

Thank you for the opportunity to discuss foreign direct investment in the United States
with you, and to describe the Secretary of Commerce's first annual report, as required by
the "Foreign Direct Investment and International Financial Data Improvements Act of
1990" (Public Law 101-533). 1 would like to summarize briefly our findings on foreign
direct investment in the United States (FDIUS) and the progress we are making in
improving the data.

The United States experienced a significant rise in inward foreign investment flows in
the 1980s. Specific individual direct investments, such as new U.S. auto manufacturing
plants, Rockefeller Center, and Columbia Pictures Entertainment, became highly visible
during this period and prompted questions about the nature and extent of foreign direct
investment in our economy. This report provides answers to many of these important
questions.

The Act reflects agreement that two projects are particularly important. The first is
an annual report on the extent and economic significance of FDIUS. The Act requires the
Secretary of Commerce to report annually to the Congress on these issues. The Act
directs that the report address the history, scope, trends, market concentrations, and effects
on the U.S. economy of such investment

The second project is a major new effort to overcome limitations in the foreign direct
investment data which have made it difficult to examine investments at the detailed
industry level and their geographic distribution by state. The Act requires the Bureau of
Economic Analysis (BEA) and the Bureau of Census (Census) to exchange and share
confidential statistical data on foreign direct investment in the United States. The project
will produce a linked database of plant-level information on economic activities within
foreign-owned companies to supplement the aggregate firm-level data already collected by
BEA. In addition, the Act requires BEA to share its data with the Bureau of Labor
Statistics (BLS) so that BLS can produce detailed supplemental labor market data for
foreign-owned establishments.

First Annual FDIUS Report

The report provides an overview of the extent that foreign-owned firms participate in
the U.S. economy, the problems of measuring that participation, and the inter-agency data
link project to help overcome data gaps. The report also includes five industry case
studies of FDIUS in the electronics, automotive, chemicals, steel, and banking sectors, and
includes a sizeable statistical appendix.

Contribution of Foreign Direct Investment to the U.S. Economy

Even though benefits and costs cannot be measured with any precision, currently
available information indicates that, on net the United States has greatly benefitted from
the large inflow of capital from abroad during the 1980s. These benefits can be viewed
at the level of the total economy and at the industry level. For the total economy, foreign
investment - both portfolio and direct - in the United States grew rapidly primarily due
to the growing U.S. economy in which overall investment demand outpaced domestic
saving. Without the foreign capital inflows, gross investment in the United States in the
1980s would have been somewhat lower. This lower level of investment would have been
reflected in a reduced level of GNP growth in the 1980s.

The increased direct investment in the United States reflected in part the decisions of
foreign-owned multinational corporations to expand their role in the growing U.S. econo-
my of the 1980s. The largest foreign direct investor in terms of total accumulated
investment remained the United Kingdom, with Japan second, followed by the Nether-
lands, Canada, and Germany. Japan rose to second place as Japanese firms' investments
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grew at a higher annual rate, mainly after 1985, compared to that of firms from other
countries.

Viewed from the industry and firm level, the data indicate that foreign direct invest-
ment has been beneficial, making a small but important contribution to the growth of the
U.S. economy, in terms of share of total output, employment, productivity increases, and
the U.S. technology base. Because the largest share of the foreign direct investments are
in existing U.S. firms, rather than in the creation of new firms, much of the increases in
U.S. affiliates' participation in the U.S. economy reflects a shift in ownership which
releases U.S. funds to finance new investment The following results highlight the
contribution of foreign-owned firns:

* Foreign-owned U.S. affiliates contributed to the growth of U.S. domestic output, with
their share of total gross product almost doubling between 1977 and 1981, and holding
at over four percent throughout the remainder of the 1980s.

* In manufacturing, the rate of growth in real gross product of U.S. affiliates was
four times greater than that for all U.S. manufacturing between 1980 and 1987.

* U.S. foreign-owned affiliates in manufacturing spent more on investment in plant and
equipment per worker than the average U.S. fum - $12,200 per worker versus an all
U.S. manufacturing average of $8,400 per worker in 1988.

* Nonbank foreign-owned U.S. affiliates tripled their employment from 1.2 to 3.7 million
workers between 1977 and 1988, while U.S. private business employment rose by
slightly over one-fourth.

* Productivity grew more rapidly in foreign-owned U.S. manufacturing affiliates than in
the manufacturing sector as a whole - rising in real terms by 42 and 32 percent,
respectively, between 1980 and 1988.

* U.S. affiliates' trade has been rising. In 1988 they accounted for 19 percent of U.S.
merchandise exports and one-third of total U.S. imports. Most of this trade was with
their parent firms. On average, the affiliates' trade reflected a large and growing U.S.
trade deficit after 1982, with those in the wholesale sector marketing their parents'
products.

* Available evidence also suggests that the rate of research and development (R&D)
spending by foreign-owned U.S. manufacturing affiliates was higher than by all U.S.
manufacturing firms - the R&D spending to value added ratio reaching 7.6 percent
for U.S. affiliates compared with 6.5 percent for all U.S. manufacturing firms in 1987.

Any potential costs of foreign direct investment to the U.S. economy so far appear to
be minimal. U.S. affiliates of foreign firms seem to have goals similar to U.S. residents
and companies, and in fact, on average tend to spend more on plant and equipment, R&D,
and worker compensation than U.S. firms generally. Nonetheless, the available data do
not permit as full an examination of possible gains or losses due to changes within an
industry or firm as a result of foreign direct investment as one would like. Nor do the
data allow as careful an analysis of the economic strategies of individual multinational
parent firms, the nature of each U.S. affiliate's production, or the nature of the competition
within an individual U.S. industry as desired.

The United States remains the largest foreign direct investor in the world. If concerns
in the United States about direct investment lead to constraints that inhibit investment here,
the countries in which the United States invests could counter with controls on U.S.
investments overseas. These constraints on our investments abroad could reduce the
efficiency and competitiveness of our firms in overseas locations, the protection they are
afforded, and their contribution to foreign economies. That is, the world standard of living
- and ours in particular -- would be reduced.

Case Studies
The five case studies examine foreign direct investment in the electronics, automotive,

steel, chemicals, and banking sectors. These studies highlight the importance of inward
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foreign direct investment to the U.S. economy, and support the general conclusion thatFDIUS contributes to the overall health of our economy. The studies show that foreignfirms have been actively increasing their participation in each of the five industries, andthat participation in their industries has in the aggregate been beneficial to the economy.The case studies indicate that foreign direct investment has been fulfilling an importantrole by providing needed capital to U.S. manufacturing. The steel industry is the clearestexample, where foreign investment has helped finance the upgrading of aging facilities.Also, foreign-owned affiliates have become increasingly important employers in these fiveindustries. This rise in employment has been largely the result of both the increasingnumber of firms acquired by foreign owners as well as the increased output of those firms.The foreign trade of these foreign-owned affiliates has been an increasingly importantcomponent of their operations. However, voluntary restraint agreements on foreign exportsto the United States may have been a significant factor in the motivation for foreign
investment in the United States, at least in the automotive and steel industries.

The foreign-owned affiliates also appear to be contributors to the advance of technolo-gy in their U.S. industry group. In part, the results of these efforts are reflected in theirexpenditures in the United States on R&D. Not only has the level of their R&D expendi-tures risen between 1980 and 1988, the R&D spending of affiliates in the electronics andchemicals sectors rose faster than their sales. Moreover, the rate of R&D spending offoreign-owned affiliates in the chemicals sector was higher than for the industry as a
whole.

In addition to contributing to U.S. technology through R&D spending, the foreign-owned affiliates also are a means of acquiring foreign technology. In the auto and steelindustries, the rate of R&D spending relative to sales by foreign-owned affiliates wasnegligible compared with all U.S. firms in these industries; however, in many cases U.S.
affiliates have transferred cutting-edge technologies into the United States.Nonetheless, foreign investors have also acquired U.S. firms to gain access to thesefirms' advanced technologies. This avenue of technology acquisition seems to be most
frequent in the electronics sector.

In the five sectors for which we prepared case studies, the various indicators offoreign-owned affiliates' participation in those sectors varied. Let me point to several
interesting insights from those studies:

Electronics: Foreign-owned U.S. affiliates have rapidly expanded their participation
in this sector. As an indicator of their rapid growth - the stock of property, plant, andequipment (PP&E) tripled in the 1980s, and by 1988 they employed 14.5 percent of allU.S. electronics- industry workers. Large shares of the affiliates are owned by Europeanand Japanese firns. European-owned affiliates are concentrated in the telecommunications
equipment and instruments subsectors; and Japanese-owned affiliates are concentrated in
the computers, consumer electronics, and components subsectors.

Automotive: The increase in the number of foreign-owned plants in the U.S. duringthe 1980s has contributed to the transformation of the U.S. automotive sector, reflectingboth technical advances and productivity increases. The growth in foreign-ownership hasbeen important not only in motor vehicles, but also in tires and other automotive parts.Seven foreign-owned U.S. affiliates (all wholly or jointly Japanese-owned) have automo-bile manufacturing operations, and they increased their share to over one-fifth of total U.S.auto production in 1990. Tire, a sector dominated by European investment, is the
automotive sector with the largest foreign-ownership share.

Steel: By 1988 foreign-owned U.S. affiliates held 15 percent of the U.S. steel industryin terms of sales. The bulk of this investment is in downstream facilities-specialized
coating or alloy plants. Japan is the major foreign investor, holding assets equal to 9
percent of the U.S. total steel industry property, plant, and equipment, compared with 3percent for European-owned affiliates. Japanese firms have tended to favor establishingnew plants, rather than taking a stake in existing facilities, in large part because theywished to exploit their own technological advantages in production engineering.
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Chemicals: Foreign-owned U.S. affiliates hold 24 percent of the U.S. chemicals

industry in terms of sales in 1988. Foreign outlays to acquire U.S. firms rose from $253

million to $11 billion over the 1980-88 period. Canada was the largest foreign investor

in 1988, replacing West Germany, the 1980 leader, followed by the United Kingdom,

Switzerland, and the Netherlands. Japanese investors remain much less important. Unlike

in other U.S. industries, foreign-owned U.S. affiliates in chemicals have held a large export

surplus, reaching $2.3 billion in 1988.
Banking: Assets of U.S. offices (subsidiaries, branches, and agencies) of foreign banks

have grown far more rapidly than have domestically-owned banks over the past two

decades. Their share of U.S. banking assets rose to 21 percent in 1990. Japanese banks

owned or controlled 55 percent of the foreign assets in U.S. banking in 1990.

The Data Link Project

As of the completion of this report, the three agencies involved had achieved major

progress in linking the vast amount of data at the plant level. Preliminary efforts indicate

a significant expansion of the foreign direct investment data available for future analysis.

BEA and Census expect to publish initial results based on the expanded data in June 1992.

Initial results will cover data for the year 1987, and data for 1988 and 1989 are expected

to be published in 1993. The initially published data will cover shipments or sales,

employment, employee compensation, and number of foreign-owned establishments at the

state level, by country of ownership, at the four-digit Standard Industrial Classification

(SIC) industry level.

The Second Annual Report

We are already making plans for the next annual report on foreign direct investment

in the United States, and expect to take full advantage of the new, more comprehensive,

data to be released each mid-year by BEA.
Mr. Chairman, this completes my prepared statement. I will be pleased to answer

questions that you and other Committee members may have.
Thank you.
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INTRODUCTION
by Sumiye Okubo McGuire*

After years of concerns about the effects of U.S. direct
investments abroadon U.S. trade, employment, and growth,
public attention began turning in the mid-1980s to the
impact of foreign investment in the United States. As the
pace and magnitude of foreign investment, both portfolio
and direct, into the United States have risen over the past
decade or so, policy makers, businessmen, and the general
public have become increasingly interested in assessing
the impactofthis investment onthe U.S. economy. Forthe
most part, the American public has given foreign direct
investment in the United States mixed reviews, and are
increasingly coming down on one side or the other of the
issue: it is good or bad, positive or negative, growth
promoting or detracting, for the economy as a whole or
particularly, for specific industries. Often armed with
anecdotal evidence - press articles, speeches, and books
have warned against the possible detrimental effects of
foreign investment, such as fears ofownership of our real
estate or control over our natural resources, productive
capacity, technological capability, of an excessive influ-
ence over the political process, and of the potential threat
to our national security.' On the other hand, proponents of
foreign investment defend foreign investment as a means
of promoting U.S. employment, technological progress,
and U.S. competitiveness, and others conclude that it
posesno threat tothe U.S. economy.' Questions about the
impact of foreign-owned businesses at the industry level
can be attributed partly to the limitations of available data
and analytical methods.

'Dir0to.s Offies ofMneco o.mic Anlyns. Ofien ofths ChiofEco-oo
nour. Economics aod 5isuliis Adtioisusino. US Doporaneol of Con-
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Wso - Mu in sod Sum Tolohi., Buyig so. sAwI: Ho- Forotg,.

Money is ChJnghg the Fo. Of Our, Norso (New YorkA: TI ook.,
19tt): Psi CMonte. Agents of Inlofeseo How Jpsn's Lobbyst. is the
Upnd ss MtrssipJkuAse,o, Potaiesl and Exonos~icy Sse.(N

York: Alftod KInopf. 1990)
'Foo propo ..nu of foreigo direot iovoonosr in lb. Usiled sty soe
Edwoard M. G.Ibn nod Pou R. Koage-oo. PFoooigs Di-toi esnmrt in
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Ctiess too . Sooud Ecoosy Foosdfios. 1999): Nonm.) J. Glibkoss
sod Dongas P. Wodr..d. The New Comporir-o HowFor-ig I.-W.ro
Are Ch.ogits rhe US Econosy (Now York: Bai Books. 1990).

The U.S. government's policy position on foreign
direct investment in the United States is reflected in the
following statement in the &aonomc Report of the Presi-
dent, Trarmugired to the Congress February 1991.

The Administration supports maintaining an open
foreign investment policy, with limited exceptions
related to national security. This policy produces
the greatest possible national benefits from all
investments made in the U.S. economy. The
United States has long recognized that unhindered
international investment is beneficial to all nations,
that it is a 'positive sum game.'

To improve the federal government's information
on foreign direct investment, on November 7. 1990, the
President signed into law the "Foreign Direct Investment
and International Financial Data Improvements Act of
1990. " This legislation requires the Bureau ofEconomic
Analysis (BEA) to exchange and share its confidential
data on foreign direct investment in the United States with
the Bureau of Census and the Bureau of Labor Statistics
(BLS), and the Census Bureau toshare its confidential data
with BEA. These data have been collected for different
objectives,using differentmethodologies, and can comple-
ment one another to permit fuller analysis of FDIUS.
Other federal agencies with relevant data on FDI are
authorized to share data. This sharing ofdata enhances the
systematic examination of the impact of these invest-
ments. The law also requires that the Secretary of Com-
merce report annually to the Congress on the role and
significance of foreign direct investment into the United
States. This study responds to this requirement.

Objectives of the Study

This study examines the role and significance of
foreign direct investment in the United States from 1977-
1988, with updates to 1990 when data are available. The
approach followed is to provide an overview of the scope

'Pspo262.E-osouicRoporloftrhP-..i.sx T oioadwzrConOg,
Feb-sry 1991. togrhrw ith Th A R-oors of rR h Cosuodof fEo.
-o.kAdosoo (Wsshiuios- U.S. Goeoosix PnolingOffiOe. 1991).
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and extent of foreign direct investment into the United
States, and review where investment is being channeled
and the importance of foreign investment in various U.S.
industries.

The study first reviews definition and measurement
issues, and then provides the macroeconomic and
microeconomic theoretical foundations underlying fac-
tors motivating international investment flows, including
their relation to balance-of-payments current and capital
account balances, It then examines the macroeconomic
factors influencing foreign investment, both direct and
portfolio, and the benefits from foreign investment. The
fourth section analyzes trends and patterns in foreign
investment into the United States and provides an over-
view of the importance of foreign investment, changes in
its role, comparisons with other countries, and the impact
on the U.S. balance of payments. Section five explores the
characteristics and performance of U.S. affiliates of for-
eign finms. The report then examines foreign investment

in five key industries - electronics, automobiles, steel,
chemicals, and banking - in which foreign ownership is
large and/or significant. The last section covers progress
in the data linkage projects of Census, BEA, and BLS, and
issues which need to be addressed in the fiure.

Theanalysis inthisstudyis limitedby large gapsand
discontinuities inthe data and lack of comparability in the
currently available databases. Nonetheless, it provides a
clear indication of the overall magnitude and importance
of foreign investment in the United States. A more
informed and complete analysis will be provided in the
next annual report, which will be able to make use of the
linked data from the Bureau of Economic Analysis, the
Bureau of the Census, and the Bureau of Labor Statistics.
Results of the reconciliation of BEA-Census data and
BEA-BLS data, obtained from establishment-level data
forforeign-ownedcompanies. are expected to be available
in 1M,2.
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I
DEFINING AND MEASURING FOREIGN
DIRECT INVESTMENT INTHE UNITED
STATES

by Sumiye Okubo McGuire*-

The United States remains, afterthree centuries, anattrac-
tive place for investment by foreigners in a variety of U.S.
assets.' Indeed, foreign corporations, such as Royal Dutch
Shell, Unilever, and Bayer, which have owned U.S. assets
for decades, have benefited from, and made important
contributionsto,thegrowthoftheU.S. economy. Through-
out the past, the level of U.S. concerns about the benefits
or potentially adverse impacts of external investments
have periodically waned and heightened. As foreign
ownership of U.S. assets expanded over the past decade,
questions once again have been raised about the role and
extent of their contributions to the U.S. economy.

In response to the rapid growth of foreign invest-
ment in the United States over the 1980s, the U.S. govern-
ment has increased its efforts to develop an analytical
picture of these developments and their impacts. Action
has been taken to improve the data needed to identify and
track foreign direct investment in the United States,
including efforts to solve a number of definitional, statis-
tical, and tracking questions. These issues are covered in
the following sections.

Tracking Foreign Direct Investment

The U.S. government has recorded international
flows associated with foreign direct investment in the
United States and U. S. direct investment abroad for many
years for several reasons. Data on foreign direct and
portfolio investment have been collected since the early
1920s for producing the U.S. balance of payments and
international investment position. These statistics are
needed to monitor and assess the impacts of these invest-
ments on the U.S. economy. These efforts were formal-
ized in the early 1940s when survey questionnaires on
foreign investments inthe United States were begun by the
Treasury Department, and subsequently taken over by the

*Dioct-or of the OffrO. of Mcorooooooi. Anlyi.. Offic. of t.e Chif
ECogoa, Ecoooiso and Statistic. Adwiainiistio. Us. Dqopsmomtof
Comire.
'For bistorial bactkod. see Robe E. Lipjay. UCh-giog Po.n. of
Iotem.lioanl towst -ta id ad bytbeUaSd so. i o, he U ised
bo che oeW d Econom.y. .d. by Matni. Fldssin (Cbhio: UWiversity of
Chico Prs, s588).

Department of Commerce in 1946.
The Department of Commerce began systematic

collectionof financial and opertingdasa onU.S. affiliates
of foreign firms (as well as foreign affiliates of U.S. finns)
in the 1950s. These important additional data provide
infonnation on the overall operations of the affiliates, as
opposed to transactions and positions between parent
firms and their affiliates (as shown in balance of payments
and direct investment position data). Major benchmark
surveys requesting detailed data were conducted for out-
ward investments in 1950, 1957, 1966, 1977, 1982, and
1989, and for inward direct investments in 1959, 1974,
1980, and 1987. Annual,less detailed surveys of sanples
of nonbank affiliates began in 1977 for inward direct
investments and in 1983 for outward investments. Sur-
veys to collect data on newly acquired or established
inwardidirect investments beganin 1979. Surveysare also
conductedtocollectdataoncapitalexpendituresofmajor-
ity-owned foreign affiliates of U.S. firms.

Defining Foreign Direct Investment

The two types of private foreign investment are
direct investment and portfolio investment. Accounting,
legal, and statistical complexities make distinguishing
between the two types confusing, and assessing their
importance, often difficult. Thns, definitions ofboth types
are crucial to understanding their trends and impacts.

Foreign direct investment in the United States, as
defined by the U.S. government forreporting and statisti-
cal purposes, is the ownership by a foreign person or
business of ten percent or more of the voting equity of a
firm located in the United States.' A ten percent or more
equity interest is considered evidence of a long-term
interest in, and a measure of influence over, the manage-
mentofthe company. Thisdefinition of direct investment
is specified in the International Investment and Trade in
Services Survey Act.' New foreign direct investment can

'Forthe official cofitiioo, see U.S. Dqhmso ofCom, oor. atof
Ecozoorir Aaiysm, Fone~ DkocisIn-as Ii. the UALlSssoe,. 1957
5each.*Sww, F Rmtn1wts(WshasoD.C: U.S.PrintiogOffis,
Augo 1990)
%Puoo to 1974. tie _e offr 25
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take two forms - acquisition of an existing business
through "buyout" of all or part of * company's stock, or
establishing a new facility or "greenfildd" investment

Direct investment does not necessasily involve an
international transfer of financial capital. The investing
foreign firm can acquire ownership partly or wholly, in
exchange for technical know-how or managerial exper-
tie, rather than financial capital. Moreover, financial
capital that is exchanged can be wholly or partly raised
from U.S. financial sources. In contrast to direct invest-
ment, portfolio investment can be in the form of bonds of
U.S. firms or the U.S. government, and bank account. It
can also be investment in securities, representing less than
ten percent voting interest, and does not amount to man-
agement influence over the activities of the companies.

Less than 25 percent of the large and increasing
volume of investment flows, both abroad and into the
United States, are direct investments. More than 60
percent of the investment flows into and out of the United
States are portfolio investments (figure 1. 1). The remain-
derare government trasactions. While U.S. direct invest-
ment abroad (USDIA) has continued to grow steadily,
foreigndirect investment inthe United States(FDIUS) has
been growing much more rapidly. However, the differ-
ence in pace of growth depends on what method is used to
value direct investment positions. Based On book-value
data, in 1989, the foreign direct investment position in the
United States surpassed the U.S. direct investment posi-
tion overseas (Figure 1-2). Revaluations of direct invest-
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crostsdonot show suabchcrossover in 1989. On the current
cost basis, which attempts to value only tangible capital at
replacement costs USDIA has grown less in dollar terms
from a much larger 1982 base than has FDIUS. On the
market value basis USDIA has grown more in dollar termns
but less in percentage terms than FDIUS which was
relatively very low in the early 1980s (Figure 1-3).'

U.S. capital inflows also show that the pattern of
direct investment in the United States differed from that of
portfolio investments during the 1980s. These patterns
suggest that factors motivating foreign direc investments
in the United States differed substantially from those
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motivating portfblio investment inflows. Portfolio invest-
ment inflows grew in the early 1980s, peaked in 1986,
steadily declined from 1986 to 1989, and dropped sharply
in 1990. Direct investment in the United States, on the
otherhandrosesteadilyuntil 1989, anddecreased slightly
in 1990 (Figure 1-4).

Measuring Foreign Direct
Investment

The principal sources of data on foreign direct
investment in all industries in the United States are two
agencies ofthe Departnment of Commerce, the Economics
and Statistics Administrations Bureau ofEconomic Analy-
sis (BEA) and the International Trade Administration
(ITA). Data on selected industries are collected by other
agencies. For examnle. the fl.,,nent of Ari-ultren

income ad product accounts, as well as for assessments
of the impacts of direct investment for public policy
decision making. Each successive benchmarksurveyhas
refined and expanded the data collected. The benchmark
surveys are complete censuses, and comprise more infor-
mation and cover more companies than the interim (quar-
terly and annual) surveys.

BEA data can be grouped into three broad catego-
ries:

o Direct investment position and balance of pay-
ments data.

o Data on financial structure and overall operations
of U.S. affiliates of foreign companies (hereafter
referred to as U.S. affiliates).

o Data on U.S. business enterprises newly acquired
or established by foreign direct investors.

collects information on foreign-owned agricultural land The first type covers transactions and positionsand the Department of Energy collects information on between U. S. affiliates and their foreign parents. These
foreign direct investment in U.S. energy sources and data are the source of official estimates of direct invest-supplies. ment for the U.S. balance of payments accounts (formallyBEA. in response to a mandate under the Interna- the U.S. international transactions accounts), the U.S.tional Investment and Trade in Services Survey Act, national income and product accounts, and the internaconducts quarterly, annual, and benchmark surveys (every tional investment position of the United States. Balancefive years) of foreign direct investment in the United ofpayments data include dataon direct investment capitalStates.' These data are a comprehensive and reliable inflows from foreign parent groups to their U.S. affiliatessource of information on direct investment needed for and payments of income, royalties and license fees, andinclusion in the U.S. international transactions accounts, other service fees by U.S. affiliates to their parents.the international investment position, and the national The second category includes data on the overalloperations of U.S. affiliates. These data include: balance

sheets and income statements, sales of goods and services,.-or dinonodno dn ctollsecte bythe S tofnnoc i. Aeatyiy a external financial position, property, plant and equipment
Alicia M Qoijno, "A Guide to SEA s atiotics on Foreign Dimt Inves--n inlthe Uni*S t.dne SorvoofQrt NBoub5s ,(F.b.uoy 194pp. expenditures, employment and employee compensation,29-37;aBd S of.. in.An -ty.i.6, Use ts ir Jtrxfo.-u U. S. merchandise trade, research and development expen-do. (Mtom h I t91 ditures, U.S. land owned and leased, and selected informa-

tion by state in which the affiliate is located.
The last type covers new investments, specifically,

businesses that are newly acquired or established by
Figr " 14 foreign direct investors. Information is collected onU.S. Capital Inflows, by Type of Investment investments outlays - how much foreign direct investors

spend in a given year to acqusre or establish new U.S.an.., do&,. affiliates -- and on the portion ofoutlays funded by foreign
sources. The survey also obtains data on the number and

200 - Tool \ type ofinvestments and investors and selected itemson theoperations of the new U.S. affiliates, including total
assets, sales, net income, employment, and acres of U.S.
land owned.

/o _ \ \BEA data give a detailed picture of the levels,
___O - H growth, origin and regional andindustrydistributionofthe

- investment,and ofthe operating characteristicsofthe U.S.
affiliates of foreign firms. The data are collected at thel te the-digit industry level, and are availahle for 135 sepa-

.so___.__,__.__,__. __, __. __. rate industries. The data can be disaggregated by industryl 9a U as as 07 as 69 go of'U.S. affiliate. by country of foreign parent, by countryNotoe;Dim ie n oen basedon histoncl dc m beas u and industry of the ultimate beneficial owner. or by thesoua: au- of oonomic A-[.)-~. State in which it is located. They can also be cross-



21

classified by industry and country, by state and country, or
by state and industry.

BEA collects data on a consolidated enterprise
(firm) basis to meet the originally intended legislative
requirement of analyzing the overall significance of and
trends in direct investment. The enterprise is the sum of
all activities or establishments of the firm and the estab-
lishment is a set of activities of a firm at one physical
location. The critical, nonduplicative financial and oper-
ating data, such as balance sheets and income statements,
that are needed to analyze the overall performance of U.S.
affiliates only exist at the enterprise level. For any given
enterprise, the sum of the operations of its establishments
can contain significant double-counting of intercompany
transactions and positions, and could include in its sales,
for example, a number of intermediate transactions before
reaching the final goods stage. When an enterprise fully
consolidates its financial and operating information over
all of its establishments, such duplicationof intercompany
transactions is eliminated and the sale of goods isrecorded
only once.

These data allowanalyses of these enterprises vis-a-
vis all other U.S. enterprises. but cannot be used to
examine the detailed activities within diverse enterprises.
Such an examination requires data collected at the estab-
lishment (plant) level. BEA does not collect data at the
establishment level because collectionofsuch datawould
greatly increase respondent burden. However, establish-
ment level data are collected for all U.S. businesses by the
Census Bureau and the Labor Department, and projects
are underway to link BEA data on U.S. affiliates with the
data collected by these agencies. These links will provide
establishment level data for foreign-owned U.S. compa-
nies without any increase in the companies' reporting
burden and without the need for BEA to duplicate data
collected by the other agencies.

The International Trade Administration (ITA). De-
partment of Commerce, collects information on specific
foreign direct investment transactions under Executive
Order 11858. which is based on the Foreign Investment
Study Act of 1974, PL93-479, and under Executive Order
11961. which is based on the International Investment and
Trade in Services Survey Act. ITA compiles these data in
an annual report, which analyzes majortrends and signifi-
cant individual transactions.' ITA uses the same defini-
tion of foreign direct investment as BEA. Data are
collected only from available public sources. suchas pnnt
media, transaction participants. and other contacts, as well
as from the public files of Federal regulatory agencies,
such as the Securities and Exchange Commission, the
Federal Trade Commission. and the Federal Reserve

'Fortb. *osrnooi. ti. dit - US. Dqutmoi ofCoco.
ltr-iorua Tiode Adiiiniaiioo, F-fir. D-o, booro.ai tnh
UO Staut .Sm---1989 T-oaio (WkitgiowD.C.: May 1990).
'Sdordit ion.h.-bo.r. -ooltdby tbo goiq.oo .. o oripn.
beui, ih .: U.s. Bua- of ibh Ce.d Qi io* i F id.krponJo
Mariot , M,rio Ad Trd. Cpon.

Board, but not confidential BEA surveys. The aggregate
ITA data are not comparable to BEA data, because cover-
age is not as comprehensive. Unlike BEA data, the ITA
data have the advantage of identifying from public data
individual transactions and their associated values -
information which BEA cannot lawfully disclose.

Data Problems

Limitations in measuring and tracking foreign direct
investment in the United States have long been recognized
by analysts, Congress, and the Administration. Many of
these limitations have been addressed over the past 15
years, particularly as a result of passage of the Interna-
tional Investment and Trade in Services Survey Act that
authorized the collection of complete and accurate infor-
mation on such investment.

A major remaining difficulty in assessing the extent
and impact ofthese investments, particularlyat adetailed
industry level. is indicated in a report from the House of
Representatives. Committee on Energy andCommerce on
the "Foreign Direct Investment and International Finan-
cial Data Improvements Act of 1990." In the report,
Section 2. Findings, states that data collected by the
Department ofCommerce. Bureau of Economic Analysis,
limit analysis of the activities of U.S. affiliates of foreign
firms or comparisons to all U.S. industry, by industry
groupings, because they are largely compiled on an "en-
terprise" basis. rather than on an "establishment" basis
used by a number of other statistical agencies.' This data
distinction underlies manyofthe problems inassessing the
extentofforeign direct investment in particular industnes.

Both BEA and ITA data bases have problems that
impair identifying, tracking, and assessing the perfor-
mance and impact of U.S. affiliates of foreign firms,
especially at the detailed industry level. ITA data repre-
sent only completed publicly reported transactions and
should not be considered a comprehensive data base of the
universe of foreign-owned U.S. companies. Also, ITA
listings contain only the reported total cost of individual
investments and are not considered to be a data base of
financial and operating statistics. ITA data collection
procedures do not enable determination of the proportion
of the foreign-owned universe, or types of firms or indus-
tries, excluded in its reports. BEA, on the other hand, has
attempted to be sure that its benchmarks survey all trans-
actors. Only very small affiliates are exempt from
reporting intthe benchmark surveys, and in 1987. coverage
was close to 99 percent of value at the all-industries level
for key items such as assets and sales. Coverage was
slightly lower for land ownership, at about 96 percent of
value.

'Se Lo Sir.ktr -od Guy V.G. 5i-v. "lb, Aderl ty of US Dioot
toveoiroeoi Dio. in hn nonooal Eeooomc TraNsaeOo: hAws ix
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Most BEA methodology issues can be grouped into
four classes: scope, comparability with all U.S. industry
data (for example, those collected by the Bureau of the
Census and the Bureau of Labor Statistics), frequency and
timing, and valuation.'

Scope

Although BEA data cover all sectors of the U.S.
economy, information on foreign-owned affiliates in bank-
ing is not as comprehensive as that for nonbank affiliates.
BEA publishes annual and quarterly data on the direct
investment position and balance of payments flows, an-
nual dasaonnew acquisitions and establishmentsofbanks,
and, in benchmark years, data on the number of affiliates
and employees; employee compensation; property, plant,
and equipment; net income on total assets and sales; and
selected data by state. Financial and operating data for
banks are published only in benchmark survey years.
Banksare required by lawto reportdetailson financial and
operating data to the Federal Reserve System and the U.S.
Treasury, and thus, BEA does not collect these data, in
large part to limit the burden of reporting.

Some dataon U.S. affiliates' operations that would
help in assessing the performance ofthese affiliates are not
available from BEA because of the sizable burden on
respondents to provide these data. For example, BEA
reports data on total compensation to labor, including
fringe benefits, but no information on hours worked or
hourly compensation. Such data could help in comparing
wage rates of all U.S. affiliates with those of U.S. produc-
ers. Price data also are not available to compute output or
gross product in constant dollar terms in order to examine
real growth in output and productivity.

Comparability with Other U.S. Industry
Data

Problems in comparability mainly stem from differ-
ences in the scope of the business entity on which data are
collected - basically, enterprise versus establishment
basis. MuchmoreotherU.S.govemmentdataby industry
are collected on an establishment basis. This method of
collection allows the fium toreport dataseparately on each
of its establishments, and each establishment's industry
reflectsitsownactivity. Incontrast,inBEAsurveys, most
data for the whole enterprise is shown in the single major
industry of the enterprise, even though some of the
enterprise's individual establishments may be operating
in other industries.' For example, a U.S. affiliate, which
derives 51 percent of its sales from an establishment in
wholesaling, and 49 percent from an establishment in

Tor a desinpton of BEA ciauuaficai-on procedures. mo Bur.- of Ecu-
nomic A.tyiS. Forbdg. Diece .. Is.-M- in oh he UorLd Sro. 1987
B-h-c*oro~y. FSo-)R-otIn (Wuubiulon. D.C.: Augup. 1990).

manufacturing, is considered to be in the wholesale trade
industry. In this case, comparing the sales and perfor-
mance ofU.S. affiliates inwholesale trade to the total U.S.
wholesale trade industry would tend to overstate the
importance of wholesale trade for the affiliates, and to
understate their manufacturing activities (or whatever
other industries in which they participate).

In its 1980 and 1987 benchmark surveys and in its
annual surveys, however, BEA has required that U.S.
affiliates distribute data on sales and employment among
the sub-industries in which they have sales. These sales
and employment data by industry of sales approximate
those classified by industry of establishment and can be
used to compare U.S. affiliates' performance with that of
other U.S. businesses in individual U.S. industries.

Standard measures of the U.S. affiliates' perfor-
mance are not completely comparable to those of any
given U.S. sector or industry as a whole:

o International trade data for U.S. affiliates in
benchmark years are collected by product. and are
reasonably comparable to data for all U.S. industry,
collected by the U.S. Bureau of the Census from
export and import documents filed with U.S.
Customs, and classified on a product basis. How-
ever, only very broad product categories are
collect. Also. in non-benchmark years, trade data
for U.S. affiliates are available only by industry of
affiliate, and hence, are not comparable to Census
trade data by product.

o Changes in productivity of U.S. affiliates cannot
be compared to the corresponding overall U.S.
industry because value added (gross product
originatingidata for U.S. affiliates are available
only on an .idustry of affiliate, rather than
industry of sales, or establishment basis.'

o Compensation per employee suffers from similar
comparability deficiencies. at least for detailed
industry groups. Aggregate information, for total
manufacturing, is consistent, however.

o Property, plant and equipment data also are
collected on an industry of affiliate basis, and thus,
are not comparable to all-U.S. industry data on an
establishment basis.

o R&D data for U.S. industry are collected on an
enterprise basis by BEA and the National Science
Foundation. but the definition of an enterprise by
BEA and the National Science Foundation is
sometimes not consistent. More imporianily.
neither database can be used to examine the extent
to which research and development of leading
edge, or critical, technologies are being pursued by
any industry or sub-industry grouping. Such data
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are not available from corporations, domestic or
foreign.

a In addition, geographic locations of each U.S.
affiliates' separate activities are difficult to deter-
mine with any specificity, because data are
collected on an enterprise basis, rather than on an
establishment basis.

These problems in comparability will, in large part, he
resolved with the availability of the results from the BEA
data link project.

Frequency and Timing

Particular difficulties arise in attempting to observe
performance and the operations of U.S. affiliates of for-
eign companies over a period of years. Industry defini-
tions and other classifications used in one benchmark
survey sometimes differ from those used in earlier sur-
veys, while data collected in an earlier survey are no
longer included, because of the tradeoff between new
information needed and company reportingburdens. It is,
therefore, not possible at present to examine year-to-year
developments, for example, in imports of capital equip-
ment versus components.

In addition, data are published on outlays by foreign
firms to acquire and establish U.S. affiliates in any given
year, but follow-up information on subsequent sales of
pars of an acquired firm after purchase is not provided.
Similarly, only first year expenditures are included in new
establishment data, and expansions are difficult to deter-
mine. The data are not published separately on the opera-
tions of the two categories of affiliates. Such data would
be useful inexaminingthe impactofforeigndirect invest-
ment on U.S. trade because the exportand import behavior
of a new establishment could differ from that of an

"Ibid.. pp. 15-20.
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acquired affiliate.' In addition, data are not provided so
that theevolution ofagiven set of affiliates' activities over
time from, for example, wholesaling to assembly to more
sophisticated manufacturing, to undertaking R&D. can be
examined.

Valuation

A number of researchers have raised the issue of
underestimation of foreign direct investment because, in
the past, BEA has used the historical book value provided
by companies, rather than market values, to measure
direct investment position." Depending on the method
used to estimate market values, the range of the extent of
underestimation is wide. BEA recently undertook a major
project to revalue the foreign direct investment positions
to current market values, and these estimates are published
in the Survey of Current Busineis. May 1991.

Historical costs are used throughout this report
because the revaluations of foreign direct investment have
been made for only total accumulated values of FDI. The
recentlyreleased revaluationson current costs and market
values are not used in this report except in a few clearly
labeled discussions of aggregate values. BEA has not
revalued to these new bases the FDI for individual indus-
tries nor operating data forU.S. affiliates of foreign firms.
Historical costs are thus used as a means of gauging
performance of U.S. affiliates in the aggregate and in the
specific industries examined in this report.

Report An~aysis

The following sections of this report provide an
overview of trends in foreign direct investment in the
United States and case studies of several key industries.
Whilethe depth, scope, andaccuracy have been somewhat
limited bythe methodologyissues identified,the available
data provide a fairly clear picture of developments in
foreign direct investment in the United States. When
appropriate, problems of comparability and consistency
are noted, and the conclusions, duly qualified. Future
reports will have the benefit of further data collection
improvements, including the BEA-Census linked data
project underway at the time of this report.
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2
FACTORS DRIVING FOREIGN DIRECT
INVESTMENT

by Sumiye Okubo McGuire and. Steven Londefeld'

Analysts in this country and abroad have produced a large
body of literature examining the factors that drive foreign
investment flows. Although no fully successful formal
model has been developed, these studies provide analyti-
cal frameworks to explain the causes of foreign invest-
ment, and in particular, foreign direct investment These
frameworks do not distinguish between the basic motiva-
tions of foreign investors in the United States and those of
U.S. investors abroad. The major differences lie in
international economic conditions and national treatment.

The following brief review of the determinants that
help explain why foreign direct investment takes place
providesameans forunderstanding the recent increases in
foreign direct investment in the United States, and a basis
for drawing judgments about the performance of U.S.
affiliates of foreign firms and their effects on the U.S.
economy and U.S.-owned businesses. Analytical studies
generally approach foreign direct investment from one of
two perspectives: classical investment theory and indus-
trial organization theory.'

Two Analytical Approaches

The first perspective, sometimes called the cost-of-
capital approach, is based on classical investment theory
which, extended to the international realm, says that
capital moves in response to changes in real interest rate
differentials between countries, and transactions take
place between independent buyers and sellers of financial
assets. Foreign, like domestic, investors weigh incremen-
tal expected returns against the marginal cost of capital,
and are motivated by the desire to earn the highest rates of
return for any given level of risk, and to hedge against
interest- and exchange-rate fluctuations, by diversifying
asset holdings.' This approach explains portfolio, as well
as direct, investment by foreigners.

The second perspective, often termed the industrial
organization approach, is based on the theory of the firm,
and explains investment activity in terms of strategic
behavior ofthe firm, specifically, themultinational corpo-

'Dine-or,Office of Mwbcecooorni Anly, Offleof the ChidfElo-
etN Ecomomak and Staistimi Adminioutio;: and Asocijot Dieeetor for
lotardonat Bo-ono , Bsu.r of Eionorni. Aootyr, Eooeo.ics aed
Stcli-. Adrumisistrou, U.S. Depaett of Co_

ration. This approach explains why a multinational firm
makes direct investments abroad and why it attempts to
extend control over its sales of goods and services outside
of its own national boundaries. A firm expands its
activities overseas (I) to maintain profitability while
reducing its prices when faced with lower competitors'
prices - sometimes due to its own rising production costs,
rising wages, ordeclining productivity, or it may be facing
adverse changes in foreign currency exchange rates; (2) to
maintain or increase worldwide market share; (3) to gain
or retain access in an overseas market, especially in times
when trade restrictions are threatened; (4) to exploit, and
maintain control over, an advantage specific to the firm
such as a management, marketing, and/or technology, or
a comparative advantage in producing in the foreign
market; (5) to improve the firm's ability to meet the
overseas market's needs through special product design
and/or service; and, among other factors, (6) to take
advantage of the political stability and open-door policy
that exist in the United States.'
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Mtochoi St of Techoology (Cornbtidg., MTr P..ru 1976);
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Macroeconomic and
Microeconomic Influences

These analyticalappochesexplainm what motivates
foreign direct investment Specifically, they help to
explain the large capital inflows into the United Stal
during the firsthalfofthe 1980s. At the macmecononic
level, capital flows responded to real interest-rate differ-
entials which refiected'the savings and investment imbal-
ances in the United States and major industrial countries,
divergences in the mtonetary-fiscal policy mix in the
United States and other countries, specifically, Japan and
West Gernany,' and in relative rates of inflation (Figure
2.1). The United States in the early 1980s saw a rising
relative rateofreturnon investment, as its saving declined,
real interest rates mmse, and the dollar appreciated as the
demand for dollas inreased. Increased demand for
dollars to purchase U.S. assets contributed to a 64 percent
rise in the real multilateral trade-weighted value of the
dollarbetween 1980and 1985. Althoughchangesintrade
respond with a lag to changes in exchange rates, the rapid
rise in the dollar significantly reduced the price competi-
tiveness of U.S. exports, increased the attractiveness of
11~o e n uto ; -a USU t. A . u cu 0.. G d _ .
reo. rdpoleve tinh pusidus t(icurrent 2
record levels in the mid-1980s (Figure 2
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= =ogciC to The U.S. market became a more desirable place to
-2). invest, providing more attractive investment opportuni-

ties between 1981-86 than earlier, in part, due to changes
in the regulatory environment and tax rules which encour-
aged capital investment. Lower tax rates and reduced

tare of inflationinthe 19gOsalsocontributedtorobusteconomic
1988 . growth in the United States relative to Europe and other

countries. In the first half of the 1980s, rapid growth of
domestic demand in the United States relative to growth
in other countries spurred U.S. demand for imports and

r_ restrained foreign demand for U.S. exports. Overseas
investors benefited from an improving return on foreign
investment in the United States.

In the first halfofthe 1980s, European investors, in
particular, benefited from better economic performance
of the U.S. economy and higher returns than at home. For
many investors in countries outside of Europe, the U.S.
offered a positive climate from higher taxes, debilitating
inflation, and structural rigidities. Foreign investors sought
to reduce portfolio risk by diversifying investments in the
U.S. stock market Capital flight from the exchange and

2S 10 I capital controls imposed by the goverrnents of heavily-
indebted third world nations in an attempt to contain their
rapidly mounting debts also spurred demand for U.S.
assets.

After 1985, a number ofchanges in macroeconomic
conditions influenced relative rates of return, exchange
rates, trade, and foreign investment in the United States.
In early 1985, the dollar and exchange rate started to

ctyante. D"~ettmF- decline, and the United States began to ease monetary
I CpiWFID-i policy. Moreover, changes in U.S. tax laws, including the

dd MWosmmy Fund Tax Equityand Fiscal Responsibility Act of 1982 (TEFRA)
th 199 I pp. 1t45. and the Tax Reform Act of 1986, coupled with improve-
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ments in relative economic growth and the business cli-
mate abroad, and improvements in the U.S. fiscal deficit,
reduced the gap between U.S. and foreign real interest
rates and the after-tax rate of return on U.S. investments
(Figure 2.3) U.S. demand for imports declined, and
foreign demand for U.S. exports rose, but only after a lag
in the decline in the U.S. dollar. These changes, in
essence, reflected a narrowing of the saving and invest-
ment gap, and a fall in the current account deficit, which
peaked in 1987.

At the microeconomic level, these macroeconomic
conditions explain the aggregate inflow of foreign direct
investments in the United States - not its composition.
Interest-rate differentials, exchange rate changes, and
differences in tax policies all also influence the timing of
the direc investment decision. They are included in the
strategic decisions of the multinational corporation, as it
decideswheretolocate itsinvestment, inwhat industry(ies),
what form (acquisition versus new plant establishment -
'greenfield"), and extent ofits involvement in the opera-
tions of the firm.

The strategic decisions of the multinational cor-
poration on foreign direct investment hinge on factors
internal and external to the firm, as explained by the
industrial organization approach to foreign direct invest-
ment. There is suggestive evidence that a firm chooses to
invest abroad when internal factors or firm-specific ad-
vantages outweigh the additional costs of establishing
operations in distant, culnurally diverse locations. These
advantages could include brand name, technological and
managerial superiority, marketing skills, access to mar-
kets, and economies of scale. The firm, in its desire to
maintain control over these advantages or assets, prefers
to substitute transactions within the firm for transactions
in the market place, such as exporting its products or

selling its special knowledge and skills or technologies.
Empirical studies indicate thatdepending on the market is
particularly costly in industries with vertically integrated
manufacturing processes, knowledge-intensive and/or
communication-intensive products, or goods requiring
quality assurance. These advantages are not uniformly
distributed across countries, industries, or enterprises, and
can change over time. Thus, the level and pace of foreign
diret investments in the United States are likely to differ
across industries and countries, and to change over time.'

Strategic decisions are particularly affected by fac-
' tors external to the firm when there are only a few large

firms world-wide in the same industry. In that instance, in
order to gain or maintain market share, one firm's foreign
direct investment in one national industry is likely to
induce its competitors to quickly follow suit. Similarly,
one firm may invest in a foreign rival firm's home market
to increase market share.

Changing Global Financial Markets

While these analytical approaches provide insights
into causes of foreign investment and its composition, a
number of important developments have taken place over
the past decade in the world economy and in the interna-
tional financial markets which have encouraged inte-
grated and relatively open global financial markets. Inte-
grated financial markets have greatly increased net and
gross capital flows among industrial countries, especially
in direct and other investments into the United States, as
investors sought the highest rates of return on assets, and
foreign investors and foreign financial institutions sought
participation in major financial markets. These changes
include the deregulation of financial markets among ma.
jor industrial countries, elimination of capital controls by
a number of major industrial countries, and advances in
communications technologies.

o Many industrial countries, including the United
States, Japan, and the United Kingdom, began
deregulating financial markets, leading to rapid
changes in the financial institutions within these
countries, the types of financial instruments used,
and an increased volume of transactions, which
these institutions could manage.

o A number of industrial countries, including Japan,
Italy, and France, also began eliminating controls
and barriers to international financial transactions.
These changes greatly facilitated the international
flows of capital, especially into the United States.

o The rapid advances in telecommunications tech-
nologies enabled companies to set up worldwide
networks to link lenders and borrowers, twenty-

Seo op. W Uado Wad Grhnam KA tuJ
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four hour a day arud the globe., Them technolo-
gies also eased the mana control of muln
toncl orp'ations operatis, encoraging the
globalization of R&D, production. and distribution
in many of the faest growing todustries and
m uket

Another major factor dhifting the scale of FDI upward in
the United States in the 1980s tis been the fact that the
U.S. finuialmenakeissufficiently largetoaccommodate
efficiently masive bcb of finudswhich may flow out of
foreign capital markets, as a result of very high levels of
national saving relative to investment oppartuniies '

The la increase in the volume of foreign direct
investmentovertbe p tdecad alsoreflect the expnded
role of multinational corporations in the world economy.
They have changed the way they reach markets-not only
through exports, but increasingly through production and
sales by affiliat Capital flows have become as impor-
tant as the substanial flows of goods and services traded
in and out of the United States.
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3
MACROECONOMIC SETTING OF
FOREIGN DIRECT INVESTMENT

by Michael R. Darby and Sumiye Okubo McGuire*

Macroeconomic factors here and abroad have been the
major determinants ofthe size and the rate of increase in
foreign investment-direct and portfolio-in the United
States in the last decade. These factors include saving and
investment rates, monetary and fiscal policies, interest
rates, inflation, and exchange rates. This chapter exam-
ines foreign investment from a macroeconomic as op-
posed toamicroeconomic perspective. Itprovidesa broad
macroeconomic context for assessing the economic im-
pact of foreign investment on the U.S. economy through
its effect on interest rates, capital formation, employment,
productivity, and standards of living. It does not consider
microeconomic factors, such as relative costs, the need to
establish distribution outlets in the world's largest market,
and the desire to reduce trade frictions, all of which
determine the distribution of foreign direct investment
across industries and of total investment between direct
and portfolio investment.

Macroeconomic Causes of Foreign
Investment in the United States

A major factor encouraging the rapid growth in the
inflow of foreign capital - direct and portfolio -- into the
United States in the 1980s was the saving-investment
imbalance here and abroad. Gross saving in other coun-
tries, such as Japan and West Germany, exceeded their
domestic investment demand, while U.S. gross saving did
not keep pace with the rapidly increasing U.S. capital
needs. Throughout most of the postwar period up to the
1980s, U.S. gross domestic saving moved roughly in line
with, and was more than sufficient to finance, U.S. gross
private domestic investment. However, in 1983. the U.S.
saving and investment growth rates began to diverge, as
the United States started a long period of economic
expansion. The divergence in the saving and investment
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rates produced a large absolute gap between gross saving
and investment, in 1987 peaking at S155 billion (Figure
3-1) and as a share of GNP (Figure 3-2).
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In the early 1980s. U.S. gross domestic investment
rose, reflectingreductions in taxes on business investment
and the effects of economic recovery. Moreover, the
expected real after-tax rates of return on investment in the
United States increased, significantly improving the at-
tractiveness of U.S. investment (Figure 3-3). U.S. tax
reform and a reduction in inflation lowered effective tax
rates on investment, and there was a shift away from an
and-business political climate in the United States.

Gross domestic saving failed to keep pace with this
growth in domestic investment in the 1980s. Government
dissaving rose, as a result ofa sharp increase in the federal
budget deficit, which more than offset a rise in the surplus
in state and local government budgets. Private saving fell,
as a drop in the household saving rate more than offset the
small rise in the business saving rate.

The increase in domestic investment demand rela-
tive to desired domestic saving raised real interest rates in
the United States relative to other countries. These high
real interest rates in the United States and improved
expectations for after tax rates of return significantly
improved the attractiveness of both portfolio and direct
investment in the United States relative to elsewhere.
Contributing to the attractiveness of investment in the
United States was the liberalization of capital markets and
capital flows by several major industrial countries, par-
ticularly Japan. This increase in the attractiveness of
investment in the United States caused a large inflow of
foreign capital into the United States. The resultant
appreciation of the dollar exchange rate had a negative
impact on the U.S. wade balance, and the current account
deficit reached record levels in the mid-1980s. The
increase inthe U.S. current account deficitwasalsodue to
U.S. demand for imports that was spurred by robust
relative growth in the United States and foreign demand

Figs 3-3
Real Long-Term Interest Rates
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for U.S. goods that was restrained due to slower economic
growth abroad.'

Although foreign capital inflows into the United
States remained large throughout the 1980s, in the latter
half of the decade, the rate of increase in these inflows
slowed, as the gap between U.S. saving and U.S. invest-
ment narrowed. Macroeconomic conditions changed,
influencing capital flows, relative rates of return, ex-
change rates. and trade. In the mid- 1980s, the rate of U.S.
economic growth slowed compared to other industrial
countries, the United States raised taxes on capital, the
dollar exchange rate began to decline, and ultimately the
growth of U.S. demand for imports fell and foreign
demand for U.S. exports rose. The difference between
U.S. and foreign real rates of interest was reduced, and
changes in U.S. tax laws, including TEFRA and the Tax
Reform Act of 1986, removed many of the tax incentives
created by the 1981-82 Tax Act to encourage U.S. corpo-
rate investment.' The rate of increase of U.S. domestic
investment dropped as a result of the fall in economic
growth and a reduction in the relative after-tax real rates
of return. U.S. saving rebounded partially as the federal
deficit declined as a percent of GNP, although this reduc-
tion was offset by further declines in the private saving rate
in the late 1980s (Figure 3-2).

U.S. Saving-Investment Imbalance

The gross saving-investment identity in the national
income and product accounts (NIPAs) provides a useful
wayofsummarizing the macroeconomic factors influenc-
ing foreign investment, both portfolio and direct. Gross
saving is the sum of gross private saving - personal saving
and business saving -- and government saving. Gross
saving equals the sum of gross private domestic invest-
ment and net foreign investment. Gross private domestic
investment includes new plant and equipment, invento-
ries, and housing. Net foreign investment equals the
current account balance, which measures the excess of
receipts from foreigners (such as payments for exports)
less payments to foreigners (such as our payments for
imports and interest paid on government bonds owned by
foreigners). Alternatively, net foreign investment is equal
to the international capital account balance which mea-
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suresthe excess offoreign capital inflows less U.S. capital
outflows.,

Gross saving - Gross private domestic investment
+ Net foreign investment

Gross saving - Personal saving + Corporate saving
+ Noncorporate saving + Government saving

This accounting identity holds at all times. If gross
private domestic investment nses and saving does not
match this increase or if gross saving - government and
private - falls and gross private domestic investment does
not decline proportionately, the gap is closed by an
increase in net foreign investment. An alternative way of
viewing this saving-investment identity is as follows: a
fall in national saving or rise in gross private domestic
investment is equivalentto arise in spending by individu-
als, government, and business. When domestic spending
exceeds domestic production-as it didin the United States
in the 1980s-the excess is supplied by net imports of
goods and services.

The role of foreign capital was particularly impor-
tant in the 1980s, since the United States has one of the
lower investment rates among the major industrialized
nations of the world. Without foreign capital, a reduction
in the U.S. investment rate would have likely taken place,
leading to a fall in U.S. productivity growth and future
standards of living. Until the 1980s. U.S. gross saving had
been sufficient to finance gross private domestic invest-
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menr asawell as investment abroad (rable 3-1). However,
in the 1980s. as the federal budget deficit rose, the
government saving rate fell from an average of -0.4
percent of GNP between 1950 and 1979 to -2.5 percent
between 1980 and 1990. Federal dissaving was partly
offset by a rise in State and local government saving.

Private saving declined somewhat, as a sharp de-
cline in household saving -from a 5.0 percent average
between 1950 and 1979 to a 3.7 percent average between
1980 and 1990- was partly offset by a rise in business
saving - from a 11.8 percent average to a 12.7 percent
average. Although this decline in private saving is imper-
fectly understood. it has been attributed to changes in
demographics and the rise in stock market values during
the 1980s. The rise in the proportion of younger andolder
families, with low saving rates, and the fall in the propor-
tion of middle-aged groups with high saving rates, have
reduced overall saving. Darby. Gillingham, and Greenlees,
however, show that private saving in the 1980s conforms
almost exactly to that predicted based on a model of
consumer spending driven by permanent income, transi-
tory income, and real money balances. In their analysis
private saving is actually increased by higher government
deficits, but this effect is dominated in the mid-1980s by
those due to transitory income and real money balances.'

The net result of these changes in private and
government saving rates was a decline in the national
saving rate from an average of 16.3 percent of GNP
between 1950 and 1979 to 13.9 percent between 1980 and
1990. Gross private domestic investment in the 1980s
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exceeded national saving, which was supplemented by net
capital inflows from abroad, with roughly one-fifth of the
net inflows accounted for by direct investment.

Foreign Saving-Investment Imbalances

Just as the U.S. saving-investment gap is the main
factor explaining capital inflows into the United States,
saving-investment imbalances abroad help explain the
capital outflows from surplus countries such as West
Germany and Japan. For example, while the United States
has one of the lowest saving rates among the major
industrialized nations, Japan has the highest saving rate.
Moreover, the high saving rate helps to explain the large
capital inflow from Japan into the United States. High
prices for land, housing, and consumer goods along with
Japanese tax policies encourage saving in Japan. While
the excess of saving over investment creates very low real
rates of return in Japan, the high U.S. real rates of return
make investment in the United States very attractive to
Japanese investors.

Increasing Integration of World Capital
Markets

Increasingly integrated world capital markets have
contributed to capital inflows into the United States.
Increased capital mobility and interdependent national
capital markets have resulted from the widespread appli-
cation of improved communications technologies, andthe-
deregulation of financial markets and easing of restric-
tions on capital flows in a number of countries. Effective
monetary and fiscal policies must take into account the
policies of other countries.

Despite this openness, foreign investment, and espe-
cially direct investment, in the United States remains, in
relative terms, below that of many other nations. Avail-
able data indicate that direct investment plays a smaller

Thbl. 3.2
Foreign Direct Investment, 1989
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role in the U.S. economy than in other major economies.
Indeed, with the exception of Japan, cumulative direct
investment by the United States in other countries substan-
tially exceeds foreigners' cumulative direct investment in
the United States (Table 3-2).' In 1989 the current-cost
value of foreign direct investment assets in the United
States was S433.7 billion as compared to U.S. direct
investment assets abroad of S536. I billion, for a U.S. net
worth on direct investment assets of S 102.3 billion. In
1989 the total value of U.S. domestic wealth-excluding
government owned assets-was S16,017 billion and U.S.
national net worth was S15,S02 billion. Foreign direct
investment assets in the United States accounted for only
2.7 percent of U.S. domestic wealthand U.S. networth on
direct investment assets added 0.7 percent to national net
worth. In 1989 the value of total foreign investment in the
United States-direct and portfolio- was S 1556 billion as
compared to total U.S. investment assets abroadofSl 025.'
Total foreign assets in the United States equalled 9.7
percent of U.S. domestic wealth and the negative U.S. net
worth on foreign investment equalled 3.4 percent from
national net worth.

BENEFITS OF FOREIGN
INVESTMENT

Foreign investment creates jobs in the short-term,
but its lasting impact on the U.S. economy is through new
investment and productivity growth. In the medium-term,
U.S. employment and economic growth are mainly deter-
mined by monetary and tax policies, or by supply shocks,
such as the rise in oil prices triggered by the events in the
Middle East. During the 1980s, unemployment dropped
as a result of credible non-inflationary monetary policies
and improved incentives through tax cuts. Over time, U.S.
economic growth, competitiveness, and standards of liv-
ing depend on productivity growth, which in large part
hingeson investment in newplant and equipment. In other
words, higherinvestment isthe keytohigherproductivity,
higher wages, and higher standards of living. Foreign
investment - portfolio and direct - raises investment and
U.S. capital formation. Higher investment improves
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productivity by increasing the amount of capital each suggests that this increase in the capital stock raised GNP
worker has touse, and also speeds the rate at which new for 1989byroughlyS2lobillion (able3-3). Theaverage
technologies are adopted, thus providing each worker with rate of return to foreign investment in the United States in
both more and better equipment 1989 was 9.1 percent. Applying this rate of return to net

capital inflows from abroad in the 1980s suggests that the
Estimating the Benefits: A Macroeconomic United States paid S62 billion to foreigners for a capital
Approach investment that produced S2 10 billion in additional U.S.

output for a possible net benefit of about S150 billion in

The estimated contribution of foreign investment to These estimates provide only a very rough order of
the U.S. economy is indicated by the domestic saving and
investment rates and the net capital inflows - portfotio magnitude of the contribution of foreign capital andanddirect -ates int the United States duringthe sPrtior embody simplifying assumptions about macroeconomic
anddiret-intotheUnitedStatesdusngthe l980s prior relationships in the U.S. economy. The estimates pre-
to 1982, U.S. domestic saving was sufficient to fund sented above are rough approximations, and represent one
domestic investment, but after 1982, it became increas-
ingly inadequatedue to an increase in investment demand, way ofamodeling relationships in the U.S. economy. Theestimates are based on long-rnm relationships and abstractAsaresult, this gap was filled bynet capital inflows, which from short-term macroeconomic fluctuations. Altema-
rose dramatically, peaking at 22 percent of U.S. gross tive models would provide additional estimates for gaug-
domestic investment in 1987 (Figure 3-4). ing the sensitivity of the estimates and the validity ofthe

Without the availability of the net foreign capital assumptions made e
inflow, a lower level investment would have been re- 'T e most important of simplifying assumptions
flected in a significantly reduced level of GNP in the made for the set of long-run estimates are as follows:
1980s. Between 1982 and 1987, net capital inflows from
abroad - direct and portfolio - added estimated roughly a The post-World War If average contribution of
$745 billion to gross private domestic investment in the capital to GNP of approximately one third is
United States. Applying the average rate of depreciation representative for the 1980s.
onthe U.S. capital stockto these inflowssuggests that they o Gross saving would not have risen to offset any
added about S640 billion to the U.S. net capital stock by reduction in net capital inflows from abroad.
1989. o The rate of return on incremental or net capital

During the postwar period, the elasticity ofcapital to inflows was the same as the average rate of return
output - the percentage change in GNP arising from a one on all foreign assets in the United States.
percent change in the net capital stock, or capital's contr- 0 Alternative depreciation patterns would not change
bution to economic growth, has averaged roughly one- the results.
third, which is also equal to its postwar share of GNP. If
this postwar elasticityofone-third is applied to net foreign The most sensitive ofthese assumptions is probably
capital inflows' contribution to the U.S. capital stock, it the elasticity of output to capital. Although productivity
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rebounded in the 1980s, measured productivity growth
remains belowthe postwaraverage and capital productv-
ity may well be below the 1989 - and postwar - share of
capital in GNP of one third. If it is assumed that capital's
productivity has been reduced by one half, and an elastic-
ity of one-sixth is used rather than one third, the 1989
increase inGNP would be S 105 billion and the net benefit
would be S48 billion.

The second critical assumption is that gross saving
would not have risen to offset any reduction in net foreign
capital inflows. If, for example, foreign capital inflows
bad been curtailed, U.S. interest rates would have risen
and U.S. saving might be expected to rise in response to the
rise in interest rates so that the full brunt of a reduction in
capital inflows need not have been bome by gross invest-
ment. Private saving, however, has not been very respon-
sivetochangesinrealinterestrates. Indeed,the household
saving rate in the United States actually declined from an
average 5.0 percent of GNP between 1950 and 1979to an
average 3.7 percent between 1980 and 1990.'

In addition to these direct benefits from foreign
direct investmnentare anumberof indirect benefits. Higher
levels of investment also speed the rate of technological
change by accelerating the rate of adoption of new tech-
nologies, especially those embodied in new capital stock.
Moreover, because direct investment involves the invest-
ment of entrepreneurial. management, and technological,
as well as financial resources, these skills are also trans-
ferred across countries. These transfers can no longer be
viewed as one way-with a net transfer to other nations of
U.S. expertise- and today there is much that the U.S. can
learn from other developed nations.

It is probably these indirect effects that explain why
researchers who have examined the effect of changes in
saving/investment rates on GNP have found increases that
exceed capital's direct contribution (of roughly one third)
to GNP.' Indeed various studies have found nearly one-
for-one changes in real GNP and net investment. which
would produce considerably larger net benefit than the
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S48 to S150 billion range illustrated above.
Another indirect benefit of foreign direct invest-

ment to the U.S. economy is the stability of this invest-
ment. It is less destabilizing than portfolio investment
because by its nature it is a less liquid asset. Portfolio
capital flows are extremely mobile, and in recent years,
policy makers and financial market participants have
observed sharp shiftsin capital flows anddomestic interest
rates as foreign capital has moved into or out of the United
States in response to changes in foreign and domestic
interest rate differentials. Direct investment is by defini-
tion an investment by a foreign firm to obtain a lasting
interest in a firm; and if a foreign firm were suddenly to
dispose of its U.S. subsidiary, even in today's world of
mergers and acquisitions, selling a company is signifi-
candy more difficult than selling a few shares in a com-
pany.

What then are the economic costs of direct invest-
ment? Presumably they arise mainly in response to a
concern that the interests of foreign owners do no corre-
spond with those of domestic owners or workers. Al-
though discussed in detail in subsequent chapters of this
report, in general. foreign-owned firms do not appear to
have significantly different interests from U.S. citizens
and U.S.-owned companies. For example, available evi-
dence suggeststhat foreign-owned firmspay their workers
significantly more than the average worker - $30,517 in
compensation per worker versus an average of S25,480 per
worker for all U.S. workers in 1988.

Foreign-owned firms also appear to spend more on
investment in plant and equipment per worker than the
average U.S. firm-S 1 1.84 perworkerversusanallU.S.
average of S4.284 per worker in 1988. Although these
differences are explained partly by differences in the mix
of industries between FDIUS and all U.S. investment,
inspection of individual industry data on compensation
and plant and equipment spending per worker show smaller
but persistently larger compensation and plant and equip-
ment spending by U.S. affiliates than the U.S. average.

Perhaps the greatest area of concern is that foreign
parents may cut back on R&D activities at U.S. affiliates,
preferring to locate such activities, and the benefits that
accrue to them, at the parents' headquarters abroad. De-
spite these concerns, the available evidence suggests that
R&D spending by foreign-owned manufacturing firms
appeared significantly higher than that by all U.S. manu-
facturing firms. In 1987, the most recent year for which
data are available, U.S. manufacturing affiliates' R&D
spending as a ratio to their value added was 7.6 percent,
compared with 6.5 percent for all U.S. manufacturing
firms. Much of this difference may be due to differences
in the mix of manufacturing firms in the two groups.

Data on technology transfer also fails to suggest a
netoutflow fromthe United StatesthroughU.S. affiliates.
As discussed in Chapter 4, U.S. affiliates' payments to
their foreign parents for royalties and fees are substantially
larger than receipts, indicating net imports of intangible
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property rights by U.S. affiliates from their foreign par-
ents. In 1990,U.S. affiliatespaidtheir foreignparents S1.9
billioninroyaltiesand license fees fbrthe use of intangible
property rights and assets, such as patents, techniques.
formula, designs, copyrights, and manufacturing rights.
In contrast, foreign parents paid their U.S. affiliates SO.3
billion for such rights, yielding net imports on royalties
and fees ofS 1.6 billion.

Although this list of concerns about the possible
adverse economic effects of direct investment is far from
exhaustive and ignores important noneconomic concerns
suchasnational securityand political influence,these data
suggest that there is little quantitative evidence to support
large economic costs from direct investment in the United
States.

Indeed, the largest concern regarding direct invest-

ment relates to constraintsthat would unduly inhibit direct
investment. While the overall volume of capital flows is
mainly determined by macroeconomic factors, regula-
tions that constrain direct investment may lower its actual
or perceived return and as a result lower the supply of
capital to the United States since portfolio investment is
not a perfect substitute for direct investment. Perhaps
even more important, U.S. constraints on direct invest-
ment could well be countered by controls on U.S. invest-
ment abroad. The United States is the largest direct
investor in the world and constraints on U.S. investment
abroad could reduce the significant efficiencies, competi-
tiveness, and protection U.S. firms reap from their loca-
tions abroad. Therefore, the optimum policy response is
to continue U.S. multilateral efforts towards an open trade
and invetment regime worldwide.
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TRENDS AND PATTERNS IN FOREIGN
DIRECT INVESTMENT IN THE UNITED
STATES

by John W Rutter*

A review of the data on international direct investment
during the 1980s shows a major surge in capital outflows
from the G-5 - the United States, the United Kingdom,
West Germany. France, and Japan - although the rate of
capital outflows for U.S. direct investment abroad de-
clined in the early 1980s (Figure 4.1). The United States
became a major recipient of inward investment.' During
this decade, foreign direct investment in the United States
(FDIUS)' increased very rapidly, especially after 1985,
although its growth rate fell sharply in 1990. The United
Kingdom, Japan, the Netherlands, Canada, and West
Germany were the major sources ofFDIUS. The manufac-
turing industry was the major recipient, although other
sectors also received large amounts of investment. The
United States became the world's largest recipient of
inward direct investment, while remaining the world's
largest source ofthe stockofoutwarddirect investment-
althoughits share ofoutward flows fell dramatically in the
early 1980s. Nonetheless, the United States still has the
lowest proportion of inward foreign direct investment
(FDI) among industrial counties, except for Japan.

Flr" 4-1
FDI Outflows by G-5 Countries
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More recently. FDIUS stock data for 1990 indicate
that a shift in the global trend may be underway. The
increase in FDIUS was only about S30 billion in 1990,
substantially less than the S60 billion average for the
previous three years, 1987-89. (Data on FDIUS capital
flows for the first quarter of 1991 indicate that the slower
growth in the FDIUS position is continuing.) Factors
contributing to the slower growth in the FDIUS position
include: (I) a weakening U.S. economy in 1990, which
helped generate substantial operating losses and encour-
aged foreign companies to shift their investments else-
where; (2) the increasing integration of the EC and the
reunification of Germany, which required more capital
investment in Europe; and (3) tighter monetary policies
abroad and worldwide bank restructuring. Changes in
interestratedifferentialsin 1990 encouragedsome foreign
companies to borrow more in the United States through
theirU.S. affiliatesto finance their investments both in the
United States and in other countries. (Such local borrow-
ing in the United States is not included in the FDIUS
position.)

Europeancompaniesmadeonly $13 billion in direct
investment in the United States in 1990, down sharply
from an average of over S40 billion in 1987-89. Japanese
direct investment in the United States in 1990 was about
S16 billion, about the same as in 1987-89. Canada and
Kuwait had net disinvestment in 1990. Some major
Canadian companies in retail trade and real estate had
incurred large operating losses, especially in 1990. due to
the U.S. economic slowdown and severe financial prob-
lems in the U.S. real estate industry. Kuwait shifted the
ownership of some of its investments from Kuwait toother
countries in order to conduct business operations during
the Gulf conflict.'

This chapter briefly reviews global foreign direct
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Fir" 4.2
World Stock of Inward Direct Investment

By Major Host Country or Region
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investment trends and their importance in major countries.
It then provides an overview ofthe FDIUS position.' This
overview includes changes in the composition of financ-
ing, shifts in countries investing in the United States,
trends in industry composition. and changes in the balance
of payments, which reflect FDIUS activity.

Global Trends in Foreign Direct
Investment

The United States attracted an increasing share of
internaional direct investment in the 1970s and 1980s.
While the world stock of inward direct investment in-
creased rapidly during the last two decades, from S208
billion in 1973 to S505 billion in 1980 and toS 1.403 billion
in 1989, the FDIUS position rose proportionally faster,
from S21 billion to $83 billion and to S401 billion,
respectively. As a percent of the world stock of inward
direct investment, the U.S. share grew rapidly from 10.1
percent to 16.5 percent and to 28.6 percent over the same
period (Figure 4-2).

The world growth rate of FDI slowed in the 1980s,
but nonetheless remained higher than the growth rate of
either world trade or world output. Excluding the United
States, the world stock of inward direct investment in-
creased at a 12.3 percent average annual rate between

1973 and 1980. but dropped to a 10.1 percent average rate
from 1980-89. EuropeancountriesCanada and Australia
experiencedmajor slowdowns in inward direct investment
in the early 1980s. and a rapid growth of inward direct
investment from 1985 to 1989. For the United States, the
growth rate of FDI declined slightly in the early 1980s
compared with the 1970s, and increased after 1985. In
developing countries as a whole. FDI continued to in-
crease at about the same rate in the 1980s as in the 1970s,
with the faster growth of FDI in Asian and African
developing countries offset by slower growth in highly
leveraged Latin American countries.

Measurement Issues Affecting the Analysis of
Global Trends

These comparisons across countries must take into
account three major measurement problems in intemna-
tional direct investment. First, differences among coun-
tries in the concepts and methodologies used in collecting
and computing foreign direct investment make data com-
parisons difficult. but the data do provide an approxima-
tion of the relative magnitudes over time. Second, ex-
change rate fluctuations create distortions over time in the
international data. further complicating an analysis of
global trends in FDI stocks. Third, use of historical book
value accounting understates long-term investments made
many years earlier. This valuation issue has been ad-
dressed by the Bureau of Economic Analysis, and esti-
mates of market values, at least for U.S. data, are now
available. These data were reported too late to be used in
this first annual report. By and large, other countries have
not addressed this valuation issue in their FDI data.
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Table 4-1
Measures of the Proportion of FDIUS In the U.S.

Economy
(Percentage Share)

FDIUS Positios ass .P.ponioa of Toaul U.S.
Donetstic Net Woith (1989) _ . ........

Tota Asue of U.S. Affiliates in Maoufoctwori
as. Proportos of Total AMeow of All U.S.
M nufaotgrisgCompanasi(1988).

Stoeckholders Eqoity of US. Affilie. is Massu
fsctsing au . Psponton of Stockholder's Eqoity
of All U.S. Manufucnsnog Cospossea (1988) .......

Sales 4f U.S. Areesita is Mbasfoctoriog as a
Pmsportion of Sales of All US. Moufartoriag
Compniea. (1988) ........................

Ernployoeat of Nonbank U.S. Afiliates as a
PFponios of ToUI U.S. Pivo.e Noohbnk
Eepeysens (1988) ....... ....

Enlployteal of U.S. Affiliate. in M.nsfoctsnrg
as . Pmponioi of All U.S. Msoufact.eio
Comp nie (988)...................................................

V.lue Added of Nonb.nk U.S. AfTiliwe ass
Proportios of U.S. Go.. Domestic PFduat (1987)

V.I.e Added of U.S. Affilites is M.saf stueis
.. . P.ponios of All U.S. M.nufsctusn
Compasie. (1987)....

I
4.5

14.7

12.9

12.2

4.1

8.5

4.3

10.5

Souses: Calcautd bated on dot. from he Buasr of Economcic Analysis
sod urc ofthe CenosasU DepUa.S tnolof Comeseece. sod du Os the
set worb of lb. U.S. dostelabt ecoossy (exClding hoousholds uod
.o.prfististitotioss)ffmltheFedera Resesve BosedsBafn- Sh-urtfo,

as. US. Economv, Ocober 990.

Relative Importance of FDI in Major Host
Countries

In terms of the size of the U.S. economy, FDIUS is
relatively small whatever measure of scale is used. How-
ever, because the U.S. economy is so very large,the United
States surpassed Canada in 1978 asthe then single-largest
host country of FDI, and, in 1988, held a direct investment
position that was nearly three times the size of the next
largest host country, the United Kingdom. The FDIUS
position of S401 billion in 1989 was the equivalent of 4.5
percent of the total U.S. domestic net worth. Similarly,
U.S. affiliates' employment, assets, and value added
reflect small participation in the total U.S. economy
(Table 4. 1).

Compared to other major industrial countries. ex-
cept Japan, FDI remains arelatively small part ofthe U.S.
economy. All the various measuresofthe macreconomic
importance of FDI in an economy -- none of which is
superior for all purposes - show lower proportions for the
United States. Because the statistics necessary to develop
the ratio of FDI positions as proportions of the net worth
ofdomestic business are not generally available for coun-
tries other than the United States. other measures are used
to compare the importance of FDI across countries (Table
4-2).

Table 4.2
Measures of the Proportion of, FDI In the
Economies of Major Industrial Countries

(Percentagt Shire)

.. I Vars. Elnpby-

aill 51du addie mcatI
Coosda7 25(1987) 27(1987) 44(1986) 34(1986)
Fr ncea 24(1987) 27(1987) 25(1987) 22(1987)
Germuay 17(1986) 19(1986) NA., 20(8985)
Jpens' \ 1(1984) 8(1984) NA. 0.4(1984)
United Kinsdos.- 14(1983) 20(1985) 19(1985) 14(1985)
UsitedSltes 15(1988) 12(198S) 4(1987) 4(1988)

NA. -Not vailbI.
'Arsa od sulen a for all noafincil corporfionr; vh. addd snd
coiployseaslos for b, uluaantios8 only
'Dolo as. for nounifectorin8 mad perrokum sec.on oly.
Duxa us, for all nonfoasocial corposslioasn
`Daa a for Al isdossies
*AselU a forall Large caoepooie. sWes vo. dded sodesplyset for
moofootuosin co.. niae only.
'AseU sod oe. a for mooufsrtuns8 co..p.iesos... v.1. sdded and
.eployese flre11 iaodoases nrcep. bookisg.
Noe: Ye-. is panc.teweas -. ye.. foe which dou was collected.
Sooses: For Coodau aseu sd sles fron C-.r-sote. sad Lobo,
U.le- Rfrsrso Act Pol 1. 1987 volue dded od eeplyares a fromn
Statistic. Cuuod. For Fr-nc.. Minirsy of lodorsy. SESSI Jouuy 1988.
For Gernssy. Japs sd Lbs Uoited Kiogdoslw, Imod Ir.wnr end
Fovoign-owed FM inhrh G-l,by DeA- Mlulsu. nd Stephen Thomeae.
Royal lositute for Intematioal Affini 1989. For Ihe United Salo.
crlcooio.s hosed os do. fro. the Bow- of Economic Aadyis snd the
Buotu of the Cenoss U.S. Deputme of Commnerce.

Of the major industrial countries, only the United
States and France have experienced significant increases
in their proportions of FDI in recent years. The U.S.
affiliate share of total U.S. nonbank employment more
than doubled from 1.6 percent in 1977 to 4.1 percent by
1988, and employment of affiliates of foreign firms in
France increased from 18 percent of total employment in
1977 to21 percent in 1985. The sharesofemploymentby
affiliates of foreign firms in Germany, Japan. and the
United Kingdom declined slightly (about one percent in
each country) during the same period.

Foreign Direct Investment in the
United States

The FDIUS position increased at a relatively fast
pace thoughout the 1980s, but at a relatively lower rate
than total foreign investment until 1990, 'when foreign
portfolio investment increased at a relatively lower rate
(Figure'4-3. From 1980 to 1985. the FDIUS position
increased from S83 billion to S 185 billion, or at an average
annual rate of growth of 17 percent. From 1985 to 1989,
the FDIUS position grew slightly faster at an average
annual rate of growth of 21 percent to S401 billion. After

I
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"4Iw 44 T.Vt 44
Recent Trends In tel FDIUS Position, 1980-90 Recent Trends In the FDIUS Position,

'A (BlBlonso Dollars) 1 Year end 1980,1985,1989
(Billion dollars or percentafe) I

2X I m I Avenge Aned

i-1 ,1980 1985 lon 1880.88 1089.88

It. fU 03 1§ tO lts s I10

E . Eaimmed bsed e FDIUS coptl idfloo for 1990.
Soo.e: U.S. Dqpmat of Come. Breu of Ecoomic Anslyso..

AU Couatiies AlA Ad,{ SQ iI 21

lDsssl drei ,tsins 22.0 I62.2 l6kA Il 211
C.oed. 12.2 17.1 31.5 7.1 16.5
Europ 54.7 121.4 2620 17.3 21.2
EC-12 47.3 107.4 234.3 17.3 21.6
ORB rBalpe 7.4 14.0 27.2 13.7 18.0

1-Pas 4.7 19.3 69.7 32.5 37.8
OtheDebpd 0.4 3.3 6.5 50.7 18.5

OCKAWWLQ 1 UQ 210 24 211A ILI Li
ltin A eea 9.7 16.8 20.3 11.7 4.9

Middle Eal 0.9 5.0 6.4 40.2 6.7
Other Aftc.. Ai.

1985, the rate of growth of foreign investment from - -- S .s 1., 4.3 z.t.I O.1

European countries, Japan and Canada increased, while Adderd-n
tbat from other developed countries (mainly Australia, OPEC Counre. 0.6 4.6 7.5 48.3 13.0
New Zealand, and South Africa) and from developing
countries slowed (fable 4-3). Note: G r. c.lcolsod from Appendax Tabb 4-2.

This pattern changed in 1990 as total FDIUS capital some. u5. Drpstmom ofCowoeecm flrve of Eco1a71 c Ayaio.
inflows fell from S72billion in 1989 to S26 billion in 1990.
the smallest amount since 1985. This sharp decline in
FDIUS in 1990 occurred in all three components of capital
inflows - intercompany debt, equity investment. and
reinvested earnings. Intercompany debt inflows fell from
S26 billion in 1989 to only S I billion in 1990. reflecting a Equity capital inflows also declined from S47 bil-
preference for holding U.S. debt rather than foreign debt, lion in 1989 to S35 billion in 1990, reflecting a slowdown
as real U.S. interestratesdeclinedrelative to interest rates in acquisitions and establishments of U.S. companies by
abroad and the dollar continued to depreciate. foreign investors. Reinvested earnings fell from a nega-

This shift in intercompanydebt financing serves to tive SO.I billion in 1989 toanegativeSI 0billionin 1990,
highlight the influence of relative interest rate differen- as the U.S. economy slowed and losses were incurred by
tials on the behavior of foreign investors in financing U.S. affiliates in the finance and banking sectors.
FDIUS. Foreigndirectinvestorsmayseektoborrow finds Earnings, and therefore reinvested earnings, of U.S.
at the lowest interest rate available globally, or seek to affilhateshavebeenrelativelysmallthroughoutthe 1980s,
invest liquid assets at the highest interest rate available possiblyreflecting l)highstast-upcostsforforeigninves-
worldwide, in addition to the more strategic motivations ton either unfamiliar with U.S. markets or for the estab-
for making direct investments abroad. lishment of new businesses; 2) high interest expenses on

large amounts of debt incurred by some foreign multina-
Composition of Financing of FDIUS Position tional corporations (MNCs) toacquire U.S. companies; 3)

operating losses from those business ventures that have
Nearly90percentoftheincreasein FDIUSposition proven unsuccessful or are affected by slower U.S. eco-

since 1980 came from equity and intercompany flows of nomic growth; (4) specific problems in the banking,
capital, while less than 4 percent came from reinvested finance or real estate industries: and/or 5) inter-company
earnings of existing foreign-owned U.S. affiliates (Figure pricing and cost allocation practices of foreign investors.
4-4). Another 6 percent of the increase came from
valuation adjustments.' Much of the large increase in
equity and intercompany inflows went to finance acquisi- ofos ibabdie. r oe-. qoity do to -h iemt o os .O-oeoe.m
tions ofU.S. companies ina broadrange ofindustries, with i tho 'bm aofoil eeorres. fire boo oor bg e- i thovel. ofoodt.
the largest portion going for acquisitions in manufactur- Tbey o ay . g lefo oamuislt 5djueoots by bt.e Boresu of Ecoeooei
ing. Aoftvoas Boor_ StoudyirettblepoIm seta mley aeoding. On~~~~~~~~~~~~~~~~~~h volua. of forleigo ovsoSt.' oqiry is heir U.S. offIioteo

sm l _ l
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Firw 4-4
Sources of Additions to FDIUS by Component

(Percentage Share)

,_ , , ,, _ 9 ,

Note: Pilt.e.e. ..s-iop and -..hs.o. .djgnaat in 1989 vrc-0.1
pestwossd.0.4p-eeWolerasi-ey. FDIUS.Wpihl ostfo,1990.orY;
at~hulio. sdjoaomeos. ot -lbI..

Soue: US. D.pVums.tu of Camosro. Buseu of EcoWotuic A-Iys.

FDIUS by Major Source Country or Region

Developed Countries
Nearly two-thirds (S262 billion) ofthe FDIUS posi-

tion at year end 1989 was held by European countries,
mostly EC countries (Figure 4-5). The United Kingdom
led the EC in increasing its direct investment, and holds
nearly one-third (S 119 billion) of total FDIUS, up from a
17 percent share in 1980 (Table 4-4). The rapid surge of
FDfUS fromthe EC countries in the 1980s,especially after
1985,reflectsnot only the shifting ofproductive capacity
in response to dollar depreciation, but also the perceived
need of foreign MNCs to increase their overall size and

TAIM 44
Ton Larget Source Countie of FDIUS. by Rank

Order In 198S
(Percentage Share of Total Position)

1989 1980

Ua. iJ.gdotom 29.7 (1) 17.0 (2)
hpa 17.4 (2) 5.7 (7)
Nelhbsstoad1 35.1 (3) 23.1 (1)

Ctuual~ft 7.9 (4) 14.6 (3)
Wed GeOo.y 7.0 (5) 9.2 (4)

4.8 (6) 6.1 (6)
Frtanc 4.1 (7) 4.5 (E)
Netolhtds Awifjls 2.6 (H) 8.0 (5)
Autrli 1.6 (9) 0.4(12)
Ma3iu daud Lmambourg 1.4(10) 2.2 (9)

OMbeeCouassat 8.4 9.2

Sout.: U5. Depameat of Comesowr em o of fEososotc AaliytSs

access to technology and markets in order to improve their
ability to compete globally, as well as in the EC after 1992
when more complete integration takes place.

The unusually large and rapid increase in FDlUS by
U.L companies appears to be due to factors unique to the
United Kingdom. These factors include the deregulation
of financial markets or "Big Bang", which encouraged
mergers and acquisitions by, and of, British companies;
the expansion of U.S. investment banks in London which
facilitated acquisitions of U.S. companies by British com-
panies; and increased cash flow and profits of British
companies beyond their domestic investment needs as a
result of changes in UX tax and regulatory policies.'

'RobedN.M.C.oley ad Duo P. Elduids,"TfbeoBrtiuhsl.voioa..: RFphin-
ig tshe StrngLh of UK Acq.ositioso of US Fir. i. te OLAW 19800"
Iofoaeiipunt leeb E Rw tAnDee..neona.dP.isoeese
Ck.CAccoYU Ibee., Bank for Intermatioo.j S.ulenoaot J-u
1990.

FlRw. 4-5
FDIUS

PositIon by Region or Major Source Country
(Percentage Share)

no In9

C.*a 7.9%

w ~~~~Odhr LDG. 1.6%

C.,.& 1 Od-rD I O SX.5

f^pfd, S_7X

F.L DLC. 2.6% S.IX

* Ort_ D-.W I1.6X

psW 17.4%

Sou-: U.S Dqptmno of Cums Bmuo.f Eof ooA A-Iys
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Japanese direct investment increased at a higher
average annual rate during the 1980s than any of the other
major investing countries, especially after 1985, when it
increased by about one-third each year. As a result, by
1988, Japan became the second-largest source country of
FDIUS; its share oftotal FDIUS was 17 percent by the end
of 1989. MostoftheS65billionincrease inJapanesedirect
investment during the 1980s went into three industries:
wholesale trade (S17 billion); manufacturing (516 bil-
lion); and real estate (S14 billion).' The large increase in
wholesale trade primarily financed expansion in the op-
erations of affiliates that import motor vehicles and parts
and other durable goods into the United States. These
imports are passed through wholesale trade affiliates on
their way toretailers. This increase in wholesale trade also
reflects the operations of Japanese companies involved in
worldwide trading of raw materials, such as metals, min-
erais, and crude oil. Japanese direct investment in manu-
facturing is concentrated in electric and electronic equip-
ment, primary and fabricated metals, and transportation
equipment, reflecting competitive advantages in those
industries. The special circumstances surrounding Japa-
nese investment in real estate are discussed later when
trends in FDIUS in real estate are examined.

Canada's direct investment position in the United
States nearly doubled from 1985 to 1989, $17 billion to
$32 billion. However. Canada's share oftotal FDIUS fell
to 8 percent by year end 19g9, a post World War 11 low, as
FDIUS from most European countries, Japan and Austra-
lia rose faster.

Developing Countries
Latin America's direct investment in the United

States increased at less than the average annual rate of total
FDIUS throughout the 1980s, especially after 1985. The
Netherlands Antilles and Panama account for the major
share of FDIUS from Latin America. These two countries
serve as intermediary locations for foreign investors in
other countries, seeking anonymity and lower taxes. The
Netherlands Antilles' position has not grown since 1984,
when U.S. withholding taxes on interest payments to
foreigners were eliminated.'

Nearly 90 percent of FDIUS from the Middle East is
from just two countries, Kuwait and Saudi Arabia. Kuwait
increased its FDIUS rapidly in the early 1980s, chiefly by
acquiringalarge U.S. petroleum services and construction
company.

Three countries, Hong Kong, Singapore and Tai-
wan, hold nearly three-quarters of FDIUS from other
developing countries in Africa, East Asia and the Pacific.
A numberofMNCsbased in those countries have in recent
years achieved the size necessary for international opera-

'The pereneltget.,n likelyto be bluhOotiniynodified nooreoltofthedu.
sino pojeot The dot. link will inpmove infon uico Boho the .- tiviti..of
U.S. offtiatbe honoetbey will no ione hrbonl..iified only it the ind otry
of onor o, tielty, but in the ioidu iy of ot l nnioty of ny sepou u
enoblislbente.

tions, aided by the asimilation of technology and mana-
gerial skills through licensing or through working with
foreign MNCs from developed countries. Rising local
wage rates, combined with currency appreciation against
the U.S. dollar, also encouraged MNCs in Hong Kong,
Singapore, South Korea and Taiwan to expand production
abroad-in the United States and notjust inrelatively low-
wage developing nations. Wealthy individuals and MNCs
from Hong Kong have an additional incentive to establish
operations abroad because of the uncertainties surround-
ing the reversion in 1997 of Hong Kong to the People's
Republic of China. Much of Hong Kong's direct invest-
ment in the United States has gone into finance and real
estate, two areas in which investors from that country have
significant expertise.

FDIUS by Country of Ultimate Beneficial Owner
Databycountryofultimate beneficialowner(UBO),'

rather than country of foreign parent, are needed in order
to gain insight as to the ultimate source of control over
FDIUS made through intermediary locations. A few
countries, such as the Netherlands Antilles and Panama,
show unusually large amounts of FDIUS, considering the
size of their economies. In fact. these two countries and
others are used as intermediary locations by investors in
third countries, including the United States, to make
investments in the United States. For reasons of control,
taxes, and privacy, the legal organizational structures of
both foreign- and U.S.-based MNCs and individual inves-
tors have become more complex over time.

Comparing the pattern of FDIUS between two sets
of data-position by UBO and by first foreign parent-
suggests the importance of taxes, privacy, and other
factors in identifying the intermediary locations versus the
UBOs. For 1987, the most recent FDIUS position data by
country of UBO, major intermediary locations for FDIUS
are the Netherlands (mainly because of an extensive
networkoftax treaties), Panama, the Netherlands Antilles,
and the Cayman and British Virgin Islands. When classi-
fied by UBO versus by first foreign parent, the FDIUS
positions for those countries decline. On the other hand,
when classified by country of UBO, the positions of
Canada, several major European countries (including
France and Germany), the United States, several OPEC
countries (including Kuwait and Saudi Arabia), Australia
and Hong Kong increase, indicating that the investors in
these countries are the ultimate owners of much of the

M.4Thelioio.tio-ofU.S. wilbboiddi.gt-..on intereupaymentsio foreign-
.n io 1984 ltigely nullified the unique odvonotge of the Nelhelitnds
Antille. which, behoo e of. tlx toolty sub the United Stm.. thui exined
until 1987. offered n exemption rom the hoithholding usx on iueret
p.ylent.
'A. otii bhooefiii owner (UBO) of . U.S. ofilihne i. thl poe..

proceediog up the osnenhip ctoin beginoing sith nd including the
foerigo parent, thai i. not osned looe lb.. 50 p-ercet by .nob.e penoo.
A U.S. USO ouot ho owned by . foreigo i-veA.t in order to be 1l.,iifi.d
u FDiUS. See oppeadin foefurd-er d ionof UBO nd howUBOi.
detetnined.
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investment made through intermediary locations. Less at different rates, the relative shares have not changed
than one percentofthe FDIUS positionwas held by U.S. significantly from 1980 to 1989, although two sectors
UBOs through intermediary investments in foreign coun- show particularly fast growth, "Other Manufacturing,"
tries in 1987. particularly printing and publishing, instruments and re-

lated products. and transportation equipment (Figure 4-7).
Trends in Industry Composition, In 1989, the largest share of FDIUS continued to be held980.89 ^ by chemicals manufacturing (29 percent), followed by1980U'89J food processing (14.9 percent), primary and fabricated

metals (11.6 percent), electric and electronic equipment
In all industries, the acquisition of existing U.S. (l0.2 percent) and nonelectrical machinery (6.4 percent).

companies was the overwhelming method of investment FDIUS in wholesale and retail trade comprised the
rather than the establishment of new operations. The second largest major industry sector in 1989 (17.8 per-
establishment of new factories has added to the U.S. cent), its share declining slightly since 1980 (18.3 per-
capital stock and U.S. manufacturing productivity. Pro- cent). The share of FDIUS in wholesale trade may be
ductivity improvements associated with foreign acquisi- slightly overstated, to the extent that wholesale trade in
tions of existing companies, while not so obvious, can be motor vehicles includes manufacturing of motor vehicles
substantial since manyofthe same benefitsmay flow from because ofthe classification methodology used to allocate
takeovers as from greenfield investment. i.e.. gains from industry statistics. However, sales from the manufactur-
specialization, increasing returns to scale, and more corm- ing of motor vehicles can be expected to become larger
petition. In addition, the foreign firm may introduce new than the sales of vehicles imported for resale by certain
technologies or managerial skills, which are adopted by Japanese-owned U.S. affiliates now classified in whole-
domestic firms, thus improving productivity in the long sale trade as the U.S. affiliates become established, and
rin. these affiliates will be reclassified out of wholesale trade

By far the largest share (40 percent of the dollar and into manufacturing. When this happens. FDIUS in
increase) in FDIUS during the 1980s went into manufac- transportation equipment manufacturing will rise and in
turing. The FDIUS position in manufacturing rose nearly wholesale trade of motor vehicles will fall. This problem
five-fold between 1980and 1989. from S33 billion in 1980 will be resolved with the completion of the data link
(39.8 percent oftotal FDIUS) to over S 160 billion (Table project.
4-5 and Figure 4-6). The pace of growth of FDIUS in Real estate was the third largest industry sector at
manufacturing in the early 1980s was lower than in other year end 1989. with an 8.9 percent share ($35.9 billion),
industries, but, after 1985, it increased at a higher rate - down from its peak share of 10.8 percent in 1984. It should
reflecting, in part, the effects ofdollardepreciation which be noted that the FDIUS position in U.S. real estate.as well
began in early 1985. Almost two-fifths of the rise in asinanyotherindustry, representsonly foreign investors'
manufacturing FDIUS occurred in just two years. 1988 own equity in and net outstanding loans to U.S. affiliates
and 1989, coming mostly from the United Kingdom, classified in that industry, and does not include domestic
Japan, the Netherlands, Germany. and France. U.S. borrowing. Moreover. real estate held for personal

Within manufacturing, although FDIUS has grown use is excluded from FDIUS by definition. The FDIUS
position in real etate represents the investment of foreign
parents in U.S. affiliates whose major activity is real
estate, and significant amounts of U.S. real estate are held

TV. 4-S by affiliates classified in other industries." The FDIUS
Recent Trends In the FDIUS PositIon By Industry, position of 535.9 billion does not represent the value of

Year end 1980, 1985, 1989 total assets of U.S. affiliates in real estate (asistnue in other
(Billion Dollars or Percentage industries), which is much largerbecause ofthe high debt

leverage typical in the real estate industry.
Avrg.t Annuci Over 80 percent of FDIUS in real estate is held by
R~tte fsGlInh owners from just five countries, Japan. the United King-

19801 I 965 199 1950055 Itsst9 dom,Canada theNetheriandsandtheNetherlands Antilles.

Aluladunies x2 Lia 4QU 17A 21.4* OverhalfoflheincreaseofFDlUSinrealestateoccurred
PMeMeu, i 2.2 25.3 35.1 is.3 s.s aflerl985 especiallyinasurgeofinvestmentfromJapan
M-ufucroneg 33.0 59.6 160.2 12.6 25.0 from 1987-89. A combination of economic factors en-

Tsr. e 4.6 11. 4 e196 19.9 14. couraged Japanese direct investment.in U.S. real estate
Fio.c- & I-u-noe 7.4 16.1 34.1 16.8 20.6
Rol Ere. 6.1 19.4 35.9 26.0 16.6
Othe, Iadauiste 4.5 14.1 44.6 25.7 11.4 m.tddioe fonrpoe noit fu.5re leun.iuybeureterrtu i o.eunitsliru foreige iovesoo trove portcipoe let ouc ,es ivtumter Si
___________________________________________ Uo Ei~ it cdpain e . hip. .hkhch maoy p n.gw eq i or reporting t -eui mer e
S-un: U.S. Depmnwoue lCo-.mune .Bro rE.0--~oAooyiy. to th. U.S. Ouv-moie.
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Trends in Industry Composition of FDIUS, 1980 and 1989
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Flgure 4-7
Industry Composition of FDIUS In Manufacturing, 1980 snd 1989

(Percentage Share)
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during those years. including 1) large dollar depreciation
which for Japanese investors raised the value of yen-
denominated equity in dollar terms and lowered the cost
of dollar-denominated debt in yen terms; 2) a lower cost
of capital for Japanese investors due to relatively lower
interest rates, a surging Japanese stock market and liberal
bank lending practices in Japan; and 3) the relatively small
available supply and much higher price of Japanese real
estate compared with U.S. real estate. Direct investment
flows from Japan in U.S. real estate slowed substantially
in 1990, reflecting a rise in the cost of capital and falling
equity and real estate prices in Japan. However, to the
extent that a shift to U.S. sources of financing may have
occurred, additions in Japanese-owned U.S. real estate are
not reflected in the balance of payments data. FDIUS in
real estate from other countries increased more gradually

starting in the late 1970s and early 1980s, but has also
subsided recently.

Finance and insurance accounted for 8.5 percent of
the total FDIUS position in 1989, down slightly from 8.9
percent in 1980. FDIUS fiom Japan, the Netherlands,
Switzerland, Canada and the United Kingdom-where
major financial markets are located-more than accounted
for investment in these sectors. FDIUS in finance from
Australia and the United Kingdom Islands-Caribbean has
been negative since 1987, and could reflect borrowing in
U.S. capital markets.

The FDIUS position in banking increased steadily
during the 1980s, but not as fast as in other major indus-
tries. The share of FDIUS in banking declined from 5.5
percent in 1980 to 4.9 percent in 1989. Portfolio invest-
mentand lendingand borrowing activities have been more

od prowsng 14.9%

o 28.0%

I-
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prevalent than direct investment (permanent debt and
equity investment) in U.S. banks. As of June 1990,
foreign-owned or controlled U.S. banks held over 20
percent ofthe assets of all U.S. banks. over 17 percentof
all loans and nearly 14 percent of all deposits."

The amount of FDIUS in petroleum leveled offafter
1987. contributingtoasharedeclineto8.8 percent in 1989
from 14.7 percent in 1980. There were fewer major
acquisitions in petroleum than in most other industries
during the 1980s. The increased world supply and slower
growth of world demand for petroleum in the 1980s have
generally depressed oil prices, leading to a relatively
lower rate of growth of both foreign and domestic invest-
ment in the U.S. petroleum industry.

In "Other Industries." FDIUS increased rapidly to
11. I percent of the total by year end 1989. Nearly all of
the growth was in services industries, chiefly business
services and hotels, and water and air transportation.

CurrentAccount Flows

While the foreigndirect investment capital flowsare
reported in the capital account of the U.S. balance of
payments, the international operating transactions of the
U.S. affiliates in which these investments are made are
reported in the current account. These operating transac-
tions include payments and receipts for goods, services
(including licenses, royalties. and fees), and international
income payments. The timing and level of the FDIUS
flows reported in the capital account do not significantly
correspond to the timing and level ofthe overall business
transactions of U.S. affiliates in which those investments
are made.

"Fode.. R.e-ve Bo.M. Selectd Amen aod iUbilities of U.S. Offices
of Foroigp Banks, Septomb., 1990.

Figure 4-8
Balance of Payments Impact of FOIUS
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The linkage between the timing and level ofintema-
tional capital and current account transactions for U.S.
affiliates is therefore weak. On the capital side, they
obviously exclude investment in U.S. affiliates by U.S.
partners. Moreover, investments made by foreign owners
from borrowing in the United States are not included. The
timing ofthe operating transactions recorded in the current
account is affected by whether foreign investments were
for acquisitions of already existing facilities (the most
common form) or for newly constructed "greenfield'
facilities; that is. bow long it takes U.S. affiliates to begin
operations.

The timing and levelofthese international operating
transactions are also a function of the industry in which the
U.S. affiliate is operating (for example, wholesaling ver-
sus manufacturing) andwhether the U.S. affiliate is shrink-
ing or growing. Also determining these transactions are
such factors as prices and exchange rates.

Recognizing the distinction between transactions
recorded in the capital and current accounts, the data
indicate that the various types of international transactions
reported in the current account have been rising over the
long term. The following briefly describes the current
account transactions attributed to U.S. affiliates.

U.S. Affiliate Trade il Goods

By far the largest enmes, as well as net balance, in
the current account for U.S. affiliates appears in the trade
in goods. Merchandise trade conducted by U.S. affiliates
is much larger than their trade in services. For example,
net merchandise imports (exports minus imports) by U.S.
affiliates were S90 billion in 1988 (the latest year avail-
able), compared with income paymentsofS14 billion. and
SO.3 billion inoverall netservices payments(includingnet
royalty and license fee payments ofSl.0 billion) (Figure
4-8).

U.S. Affiliate Merchandise Import

U.S. affiliate merchandise imports were S150 bil-
lion (over one-third of total U.S. imports) in 1988 and are
highly concentrated by country and by industry.

o In 1988 nearly three quarters of total U.S. affiliate
imports were by wholesale trade affiliates (S 1I0
billion). of which Japanese-owned wholesale trade
affiliates accounted for nearly two-thirds ($71
billion).

o From 1980 to 1988, imports of motor vehicles and
equipment by Japanese-owned wholesale trade
affiliates increased from $12 billion to S33 billion.
and wholesale trade imports of computers, electric
and electronic equipment, and other durable guods
increased from S6 billion to S29 billion.

,MO Ii 1108 IM IO

Note: Net iknon. of goods nod nermren not ye -v ibbln for 19t9.
Source: U.S. Depnmet of Commerce. Breoo ot E -conomc Analysis.
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o European-owned wholesale trade affiliates im-
ported another one-quarter of total imports by
wholesale trade affiliates, mostly motor vehicles
and equipment and nondurable goods.

About one-fifth of total U.S. affiliate imports in
1988 were by manufacturing affiliates, of which Euro-
pean-owned affiliates accounted for three-fifths and Japa-
nese-owned affiliatesabout one-fifth. Most ofthe imports
by European-owned manufacturing affiliates were in the
chemicals, electric and electronic equipment, and
nonelectrical machinery industries. Japanese-owned af-
filiates in electric and electronic equipment and in motor
vehicles and equipment accounted for two-thirds of the
total imports by Japanese-owned manufacturing affili-
ates.

U.S. Affiliate Merchandise Exports

U.S. affiliate merchandise exports were $60 billion
in 1988, about one-fifth of total U.S. exports. In contrast
to U.S. affiliate imports. U.S. affiliate exports grew slowly
from 1980to 1988. FromS52billionin 1980,U.S.affiliate
exports peaked at $64 billion in 1981, generally declined
to $48 billion by 1987, and then rose to S60billion in 1988.
Most of U.S. affiliates' exports (S60 billion) in 1988 was
shipped by Japanese-owned affiliates (S24.5 billion) and
European-owned affiliates (S23.6 billion). Canadian-
owned affiliates exported another S6 billion. The compo-
sition of exports from European-owned affiliates shifted
between 1980 and 1988. The proportionofmanufacturing
exports increased from 27 percent in 1980 to 53 percent in
1988, and food and raw materials exports declined from 52
percent in 1980 to 31 percent in 1988. In contrast, during
the same period, exports from Japanese-owned affiliates
showed a less dramatic change: manufacturing exports
rose from4percent in 1980 to7 percent in 1988, while raw
materialsexports fell from 78 percent in 1980 to52 percent
in 1988.

U.S. Affiliate Services Transactions

In 1989, U.S. affiliates' total trade in services -
licenses, royalties, and fees, plus 'other' services - were
in deficit, with receipts of $3.9 billion and payments of
S4.6 billion.

Royalty and license fees paid by U.S. affiliates
include those for the use of technology, copyrights, trade-
marks, franchisesorotherintangible propertyrights needed
to produce ormarketthe purchaser'sproducts. Net royalty

and license fee payments increased fourfold during the
1980s, but were still relatively small at $1.4 billion in
1989. Payments of royalties and license fees are much
larger than receipts, reflecting the much higher level of
imports of intangible property rights used by U.S. affili-
atestoproduce andmarkettheirproducts andservices than
the intangible property rights transferred to foreign firms.

In contrast. U.S. affiliates trade in "other' services
were in surplus in 1989, with receipts of S3.5 billion and
paymentsofS2.9 billion. Among "other" services compo-
nents. for example, affiliates' receipts forwarranty work
on imported motor vehicles, are much larger than pay-
ments forservicesrendered by foreign parents and charged
to U.S. affiliates.

U.S. Affiliate Income Payments

U.S. affiliate income payments to their foreign
parents are reflected in the balance of payments. Income
payments are the foreign parent company's return on its
investment as measured by its share of net income of its
U.S. affiliates after U.S. taxes plus net interest payments
to the parent. Income payments increased more slowly
than the FDIUS position, from S9 billion in 1980 to S 14
billion in 1989. The relatively slow growth of income
payments is probably due to the same factors described
previously for small or negative reinvested earnings, i.e.,
high start-up costs, high interest expenses reflecting large
amounts of debt, and operating losses from some unsuc-
cessful business strategies.

FDIUS income payments are also relatively small
compared with other investment income payments in
1989, such as payments on foreign portfolio investment
($78 billion), U.S. government payments (S36 billion), or
income receipts on U.S. direct investment abroad (S54
billion). Income payments are very volatile, with profits
shifting to losses and vice versa from year to year in some
countries and industry sectors. In 1989, European-owned
affiliates recorded over four-fifths (SI 1.8 billion) oftotal
income payments. British-, Dutch- and Swiss-owned
affiliates generated the largest income payments, prima-
rily from manufacturing, petroleum, wholesale and retail
trade, insurance and banking operations. Japanese-owned
affiliates generated S1.3 billion of income, mostly from
bankingwholesale trade and real estate. Japanese-owned
manufacturing affiliates have had negative income for
several years. reflecting in part start-up costs associated
with new motor vehicle and other manufacturing facili-
ties, which have more than offset profits from other older
manufacturing operations.
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ROLE OF FOREIGN-OWNED U.S.
AFFILIATES IN THE U.S. ECONOMY,
1977-88

by Gerald R. Moody*

The highly visible growth of foreign direct investment in
the 1980s stimulated considerable public interest in its
role in the U.S. economy. This chapter examines the
contributions of foreign-owned affiliates to U.S. eco-
nomic growth, employment, andmerchandiseetrade; their
importance in individual U.S. industries and staes; and
their principal foreign national ownership.

The major points that emerge from examining the
role of U.S. foreign-owned affiliates are that (1) overall,
they account for a still small share of the U.S. economy.
even though their share doubled between the late 1970s
and early 1980s. (2) they play aconsiderably more impor-
tant role in the output, employment, and foreign trade of
several industries' than others, and (3)during 1984-87, the
share of the overall U. S. trade deficit represented by non-
manufacturing (primarily wholesaling) U.S. affiliates was
relatively large and growing compared tothat represented
by all other U.S. businesses. (Hereinafterthe U.S. foreign
affiliates owned by foreign companies will mainly be.
referred to simply as the "U.S. affiliates".)

To state the obvious - U.S. affiliates located in the
United States are, by definition, a part of U.S. productive
assets. Their output of goods and services are included in
the U.S. gross domestic product, their workers are in-
cludedintotal U.S. employmenttheirexportsand imports
of goods and services are included in U.S. aggregate
foreign trade, and their research and development expen-
ditures are part oftotal U.S. technology investment andthe
results they yield are part of U.S. technology progress.

The timing of a U.S. affiliate's contribution to the
U.S. economy is considerably affected by the way that
business is created by the foreign owner, just as inthe case
of businesses created by U.S. owness. Acquisition of an
existing business (by buy-out). ratherthan by construction
of a new business facility (a "green-field" facility),
results in an immediate substitutional shift in the U.S.-
owned versus foreign-owned share'of U.S. economic
activity. The shift in share of economic activity takes
longer if a new facility is constructed

Creation of U.S. affiliate businesses through both
acquisition of existing businesses and through creation of
new facilities has been on a strong upward trend since the

*Soimor EconOmtn a ihn th Orr of Pbl7 A-1y. ESo ad
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mid-1980s. Acquisiton of existing business is by far the
dominant basis for foreign owners to obtain U.S. busi-
nesses - in 1989. reaching S55.8 billion and accounting
for 86 percent of the total outlays for U.S. affiliates by
foreigners.

Contribution to the U.S. Economy

In the 1980s. U.S. affiliates increased their partici-
pation in the U.S. economy in terms of several important
indicators. Between 1977 and 1988.U.S. affiliatesat least
nearly doubled their share of total U.S. private output.
sales. employment, research and development expendi-
tures, and imports. The exception to these indicators is the
actual decline in their share of U.S. merchandise exports
since the early 1980s (Table 5-I).

She of Key U.S. Economic Indicators
Accounted for by US. Affiliates of Foreign

Companies
(In percent)

1977 1980 19U
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Fiue5 -4
Import Share of Total U.S. Affiliates' Input

Purchases
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less dependent on imports than all other affiliates, on
average. In 1987, the import share of U.S. affiliates' total
merchandise input purchases averaged 16 percent for
those in manufacturing versus 41 percent in wholesaling.
Moreover, the ratio of imported inputs to total sales value
averaged II percent for U.S. affiliates in manufacturing
and 19 percent in all industries.

The higher imported-input to sales ratio for "all
industries" reflects the substantial share of total affiliate
sales in the wholesale industry (36.3 percent in 1988),
which often merely distributes foreign-made products.
The imponed-input dependence of affiliates in wholesal-
ing also varies widely, depending on the product sold. For
example, U.S. affiliates in wholesaling of motor vehicles,
equipment and pares, depended on imports for 65 percent
of total input purchases in 1987.

The degree of dependence on imports also varies
widely by country of U.S. affiliate ownership. Japanese-
owned U.S. affiliates, particularly those in manufacturing,
have averaged a much greater dependence on imported
input purchases, as a ratio to total input purchases and to
sales, than most other U.S. affiliates. In 1987, the im-
ported share of input purchases by Japanese-owned affili-
ates was 43 percent versus 24 percent for all U.S. affiliates
in all industnes, and for those in manufacturing was 37 and
16 percent, respectively. Moreover, Japanese-owned U. S.
affiliates substantially increased their dependence on im-
poned inputs-- rising from 33 to43 percent between 1977
and 1987 -- while non-Japanese-owned U.S. affiliates
showed virtually no growth in their dependence on im-
ported inputs between 1977 and 1987. The increased
dependence of these Japanese-owned firms on imported
inputs is also reflected in the drop in the ratio of their U.S.-
content to sales value - the ratio for those in manufactur-

- ing dropping from 88 to 74 percent between 1977 and
1987, and in wholesaling from 64 to 55 percent.

Contributing to the lurger dependence of Japanese-
owned than other affiliates on imported goods inputs has
been their far higher share of sales in wholesaling than the
share of all other U.S. affiliates (67 versus 34 percent in
1987), and probably the large share of their sales in
wholesaing comprising theirown Japanese parents prod-
ucts, such as automobiles and parts.

Another significant factor explaining the differ-
encesbetween Japanese and otheraffiliatesis the factthat
Japanese affiliates are on average much newer to the
American market than are affiliates of other nations.
Generally, U.S. affiliates increasingly 'go native' in
purchasing and employment practices as they mature,
learn about, andadapt to the American market. That same
pattern tended to occur in the behaviour of affiliates of
U.S. multinationals in Europe.'

Across individual manufacturing industries, the
degree of dependence on imported inputs varied widely
between Japanese-owned andall otherUS. affiliates. For
example, the import content of sales by Japanese-owned
affiliates in food processing, chemicals and metals indus-
tries was 10 percent or less - not substantially different
from the average share for all U.S. affiliates. In contrast,
the shares for Japanese-owned affiliates in machinery and
other manufacturing industries were substantially higher
than for all U.S. affiliates, and were particularly higher in
electronics and transportation products, including auto-
mobile manufacturing.

Employment Supported by U.S. Affiliates

Nonbank U.S. affiliates increased their employment
from 1.2 to 3.7 million workers between 1977 and 1988.
Their employment tripled while employment by all other
U.S. private business employment rose by slightly over
one-fourth, and thus accounted forarapidly rising share of
the U.S. total - their share rising from 1.8 to 4.1 percent
ofthe total (Figure 5-5). As pointed outearlier, a large rise
in acquisitions is a major contributor to that share rise.

Manufacturing accounts for nearly one-half oftotal
U.S. affiliate employment, accounting in 1988 for 1.7 out
of the total 3.7 million workers employed by U.S. affili-
ates. Retailing plus wholesaling accounted for over one-
fourth of the total U.S. affiliate employment. Within
manufacturing, U.S. affiliate employment was widely
distributed, with the largest shares in chemicals, and
electric and electronic products. Notwithstanding the
advent and notoriety of the Japanese auto manufacturing
"transplant" facilities in the United States, in 1988 U.S.
affiliates in the motor vehicle manufacturing industry
employed 64,000 workers-only 2 percent of total U.S.
affiliate employment and 6 percent of total Japanese-
owned U.S. affiliate employment.

'Page 26t. & y Repofrtf he PMd~ nT riaed:lodoC.g
Fel.l 1991. wogabh- wuh Th. A ... Ropon ofl h CO-iUL of Eo-
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Between 1980 and 1988, U.S. affiliate employment
in almost all individual goods and services industries
significantly rose as a share of total U.S. employment in
those industries. The largest share growthduring 1980-88,
as well as the largest share in 1988. was in the chemicals
industry, with the U.S. affiliate share rising from 14 to 26
percent (Figure 5-6).

The largest number of U.S. jobs supported by U.S.
nonbank affiliates are those in Canadian- and United
Kingdom-owned facilities, in 1988 accounting for 19 and
20 percent respectively of total employment by U.S.
affiliates. Other important U.S. affiliate employers in-

Fiku 5-S
U.S. Affiliates' Share of Nonhank Business
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cluded those with owners in Japan and Germany. The
highest proportionate rise in number ofjobs supported by
affiliates between 1980 and 1988 were those with Japa-
nese owners, their share of the total doubling from 5.7 to
10.9 percent.

In broad terms. Japanese-owned U.S. nonbank af-
filiates grewin relative importance mainlyin sectors other
than manufacturing and wholesaling, their principal sec-
tors. The largest employment share gains of Japanese-
owned U.S. affiliates were in finance, business services.
and construsction. Within manufacturing. a number of
industries' shares actually decreased. Nevertheless. ma-
jor share increases occurred in motor vehicles and parts,
and in rubber products, including tires.

The rapid expansion ofCanadian-owned U.S. affili-
ates in retailing from 1980 to 1988 resulted in a corre-
spondingly large rise in the number of U.S. jobs they
supported in retailing. As a result the shares of employ-
mein in Canadian-owned affiliates sharply rose from 14 to
37 percent, largely at theexpense ofthe shareofCanadian-
owned affiliates' employment in manufacturing, which
dropped from 50 to 33 percent.

Proponents of foreign direct investment often argue
that foreign firmasareasource oftechnology inputand thus
also make a contribution to productivity growth. A
commonly used indicator ofrelative productivityisoutput
per employee. In both 1980 and 1987, average gross
product per employee was higher for U.S. affiliates in
manufacturing than the U.S. manufacturing sector as a
whole,no doubt partly due to differences in product com-
position. Moreover, over this period, productivity grew
more rapidly in U.S. manufacturing affiliates than in the
manufacturing sector as a whole - in real terms rising by
42 and 32 percent. respectively, between 1980 and 1987.'
Comparable data on productivity are not available for
other sectors.

There is also some question whether U.S. affiliates
are more capital intensive than other U.S. businesses.
particularly those in manufacturing, implying, for ex-
ample, that because they are more automated they support
less employment. Since the overall U.S. unemployment
rate has displayed no trend up or down in the last century,
it is more correct to conclude that higher capital intensity
tends to increase wages paid to U.S. workers whoare more
productive when they have more and better tools.

Although data are not available to measure capital
intensitydirectly, some indir ctinsight canbe inferred for
those in manufactuing from data on annual plant and
equipment expenditures per employee. These data sug-
gest that on average the U.S. affiliates are considerably
more capital intensive than all other U.S. manufacturing.
In 1988 new plant and equipment expenditures (in 1982

Ib A_- I

I.o

so=c: urm of Aoo ioy.

Fed

'Eocpw wpouokou.dau.dMsduclp. A u.S Tid" i. u
sa geob _8 18~8 qual ou

1
ps p0381 0o0019 uld 800nsul

o.Opolarpoei. ruIUs uf~lti0 sld .11 Us. ioduaa s maSuetuoe
*05.

l



48

Gross Product of Affiliates'

Between 1977and 1987,U.S.affiliatesmadeasmall
but important contribution to the growth in U.S. domestic
output, with their share of the total gross product of
nonbank U.S. businesses almost doubling from 1977 to
1981 andthenholdingatslightlyoverfolurpercent trough-
outtheremainderofthe 1980s (Figure 5-1). From 1977 to
1981, affiliates gross product grew at a very rapid 29.4
percent average annual rate, followed by only 7.4 percent
from 1981 to 1987. In the first four years, the growthrate
of affiliates' gross product exceeded that of all U.S.
business by 18.3 percent, but affiliates and all U.S. busi-
ness exhibited nearly identical growth from 1981 to 1987.

U.S. affiliates' contribution to U.S. output in 1987
(the latest data year) was mainly concentated in manufac-
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turing and wholesaling, which accounted for 58 and 14
percent, respectively, of the U.S. affiliates' total gross
product (Figure 5-2). UzS. affiliate output is far more
concentrated in these two sectors than is all U.S. business
output - for which the total business shares in the two
sectors in 1987 were 24 and 9 percent, respectively.

U.S. affiliates also are a much more important
apparent contributor to the growth of output in manufac-
turing than in other sectors, such as wholesaling, finance,
and services. Their share of the gross product of all U.S.
manufacturingrose from 5.0 to 10.5 percent between 1977
and 1987.

Compared with all nonbank business in the same
sector and in current dollars, U.S. affiliates' overall gross
product grew more strongly. The U.S. affiliates' gross
product in manufacturing rose at a 14.4 percent rate
(versus 6.2 percent for the whole manufacturing sector),
and in all other business sectors the affiliates' gross
product rose at an average 17.9 percent rate (versus 9.4
percent for that group as a whole).

In real terms, the gross product of U.S. affiliates in
manufacturing rose nearly four times as fast as all manu-
facturing establishments between 1980 and 1987 (96
percent versus 24 percent). (Lack of appropriate price
deflators for affiliates prevents a similar comparison for
U.S. affiliates in nonmanufacturing sectors.)

affiliates were those owned by I
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Kingdom and Canada, accounting for 21 and 18 percent,
respectively. of the total affiliates' gross product in 1987.
While U.K-owned U.S. affiliates have long been, and
continue to be. the largest U.S. affiliates in terms of gross
product, Japanese-owned affiliates are the fastest growing
group (Ftgure 5-3).' Japanese-owned U.S. affiliates in-
creased theirshare ofthe group'stotal gross product from
7 to II percent between 1977 and 1987. In contrast, the
share ofNetherlands-ownedU.S. affiliates dropped sharply
from 18 to 10 percent Japanese-owned U.S. affiliates
increased their gross product (in current dollars) at about
twice the pace averaged by all other U.S. affiliates be-
tween 1977 and 1987 - by nearly 600 percent compared
with about 300 percent.

Japanese-owned affiliates are far more important in
termsoftotaisalesthangrossproduct,accounting in 1987
for 25 percent of the U.S. affiliates' total sales. The
Japanese-owned affiliates larger share in sales than gross
product reflects their large share in wholesaling - 19
percent compared to 8 percent for all U.S. affiliates in
1988. Typically, the gross product to sales ratio is much
lower in wholesaling than, for example. in manufacturing.

Shifts in Import Content of U.S. Affiliates'
Output

egrossproauclolu.a. In recent years considerable public attention has
parents in the United beenraisedabouttherisinguseofimportedinputsbyU.S.

industry in their output of goods and services. Attention
has been particulasly directed to the operations of U.S.

- affiliates because of their direct links to foreign parent
corporations. Inanaccounting sense, the contribution that

erhip Shares of U.S. affiliates (or other U.S. businesses) make to U.S.
7-1987 economic growth is not determined by the share of their

total purchased inputs of goods and services that are
imported. The gross product (or value added) originating
in any firm is found by subtracting all inputs -- imported

UMnd Kitdn 2 1.8% ordomestic -from the firm's sales. For example. the gross
\ ~~~~~~productoriginafing in a business vwholesaling cars (whetherh foreign or domestically owned) is the value of the domes-

C..& 17-0X tic resources used by that business - wages, profits, and
rent, and excluding intermediate inputs -- regardless of

V.. ~ whether the business sells cars produced here or abroad.
On average, across all sectors, the great bulk of

purchased goods inputs used by U.S. affiliates appears to
have been U.S.-produced. In 1987, imports accounted for
about 24 percent of the total goods inputs purchased by

Uimd Kgd-ml10 nonbank U.S. affiliates, higher than the 19-20 percent
shares in the early 1980s. but lower than the 27-28 percent
shares in the late 1970s (Figure 5-4).

The extent that U.S. affiliates depend on imported
C-o 18.6% inputs varies very widely across industries and country of

affiliate ownership - with those in manufacturing much
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Fira 5.7
Capital-Intenmley by Country of Ownership of U.S.

Affiliates, 1980 and 1988
(Plant & Equip. Expenditure per Employee)
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dollars) by U.S. affiliates were 45 percent higher than by
all other manufacturing businesses - S12,200 versus
S8,400 per employee, respectively.' Between 1980 and
1988, expenditures per worker were also much higher in
Japanese-owned affiliates than the average for all other
foreign-owned U.S. addiliates, with Japanese-owned af-
filiates' expenditures at S14,600 per worker and all U.S.
affiliates averaging S9,000 per worker (Figure 5-7). As
reported in Chapter 3 above, wages of employees of U.S.
affiliates were some 20 percent higher than for al U.S.
workers in 1988. However, all wages, not only those of
affiliates' employees, are increased by the larger aggre-
gate capital stock shared by all firms as a result of
increased foreign investment in the United States.

Contribution to Technology Investment and
Progress

U. S. affiliates make a contribution to the technology
base of U.S. industry through the inward transfer of
technology from foreign parents and other foreigners,
from in-house technology improvements, and from other
U.S. sources. Measuring the actual inflow of technology
is difficult, if not impossible. A frequently used, albeit
incomplete, indicator of technology inflow is payments
for royalties and license fees, which in the case of U.S.
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affiliates, doubled in little more than three years from
S800 million in 1986 to SI .7 billion in 1989 and suggests
a rapid rise in technology inflow to U.S. affiliates.

A second, often used indicator of the contribution to
the U.S. technology base is the ratio of research and
development expenditures to output, or gross product,
commonly referred to as the technology intensity of
output In recent years, over 85 percent of R&D expendi-
tures byU.S. affiliates have been by those in manufactur-
ing industries.

Between 1977 and 1987,U.S. affiliatesinmanufac-
turing increased the technology intensity of their gross
product by two-thirds, the ratio rising from 4.5 to 7.6
percent. Theratiopeakedin 1986andedgeddownslightly
in 1987. The rise in their technology intensity was
produced by the much more rapid increase in their R&D
spending than the growth in their gross product. U.S.
affiliates have also been funding more R&D per dollar of
gross product than other manufacturing companies, with
technology intensity in the affiliates in 1987 averaging
one-sixth higher (at 7.6 percent) than the average in all
U.S. manufacturing (6.5 percent).

The higher technology intensity of U.S. affiliates'
output than that of all manufacturing was partly due to the
higher share of the affiliates' gross product in more
technology-intensive industries, such as chemicals Be-
tween 1977 and 1986, by far the largest share of the
affiliates' R&D expenditures and, therefore, their highest
technology intensive gross product, was in chemicals and
machinery industries (including computers and electron-
ics) (Figure 5-8).
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Role in U.S. Merchandise Trade

U.S. affiliates occupy a considerably larger role in
U.S. merchandise trade than they do in other aspects of
U.S. econornicactivity. In 1988. U.S. affiliatesaccounted
for 19 percent of total U.S. merchandise exports and one-
third of total U.S. imports.'

This heavy involvement is hardly surprising since
almost by definition U.S. affiliates are aware of and
participants in the international market. In some cases
they are part of a multinational corporation producing
particularproducts for the entire world operation. In other

* Thrse rsod otswo do aolty ielow o pshosfiotd good.
.nd solos of .oWoaed ood. ihughb othi bhsi

cass. notably for automobiles they are the local market-
ing offices for gpoducts produced by their parents in the
parents' home countries. As sales to the United States
reach a sufficienly large amount, firms typically switch
from independent (and U.S. owned) sales representatives
to U.S. affiliates. Similar patterns would be observed for
overseas affiliates of U.S. corporations.

The discusion in Chapter 3 showed that the overall
level ofthe account or trade deficit is detennined
by underlying trends with respect to national investment
and saving. Therefore, while we can compute separate
trade balances for U.S. affiliates and other U.S. busi-
nesses. we must be careful to note that the causation runs
from the overall trade deficit to these components and not
the other way around. These data lead to four major
conclusions: (I) U.S. affiliates' export sales-like that of
other U.S. businesses- were retarded by the appreciation
of the dollar through 1985. (2) A disproportionate share
of the rise in imports associated with the dollar apprecia-
tion was initially handled by U.S. owned businesses. (3)
However, as fimns adjusted marketing arrangements to
their larger U.S. sales. the share of imports which flowed
through affiliates rebounded. (4) Most of the movement
in trade totals of U.S. affiliates in the 1980s were concen-
trated in movements of imports of nonmanufacturing
businesses from their parents - apparently increases in
sales through local marketing arms in response to eco-
nomnic fundamentals.

From 1977 through 1982, the U.S. affiliates' trade
deficit was virtuallyequal to theoverall U.S. merchandise
trade deficit. fluctuating around $25 billion (Figure 5-9).
After 1982. the U.S. affiliates' trade deficit first rose more
slowly than the total trade deficit through 1984. Then the
gap between the total and affiliates' trade deficits nar-
rowed only slightly through 1987, and finally declined
substantially in 1988 (the last year for which data are

-Fig. 5.0
U.S. Affiliates Trade, by Manufacturing and Non-Manufacturing Business. 197747
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6
FOREIGN DIRECT INVESTMENT IN THE
U.S. ELECTRONICS INDUSTRY

by Donald H. Dokton*

U.S. affiliates of foreig firms in the electronics industry
rapidly expanded their participation in the U.S. market
during the 1980s, as indicated by increases in property,
plant, and equipment, employment. and sales.' Moreover,
data on U.S. affiliates' activities suggest that they have
supported U.S. employment, output growth, and technol-
ogy. Some countries' affiliates are concentrated in sub-
groups within the electronics industry, with Japanese-
owned affiliates concentrating in computers and office
equipment, consumer electronics, and electronic compo-
nents, and European-owned affiliates concentrating in
telecommunicationsand instruments. Bothnational groups
show some degree of vertical integration, with the very
large multinational corporations' directly investing up-
stream and downstream.

As the world's largest single market of electronics
equipment and components, the U.S. market is important
to European, Canadian, and Japanese electronics produc-
ers. Inthe 1970sand early 1980s,foreignproducersmade
major inroads into the U.S. market, gaining large market
share through imports, which in turn, generated trade
frictions between the United States and its trading part-
ners, especially Japan. Foreign direct investment in the
United States became an alternative means of serving the
U.S. market, increasing the opportunity for economies of
scale, and providing better direct access to the U.S.
distribution networks and to the U.S. technology base.

In the first half of the 1980s, the rising import share
of U.S. electronics market caused some observers to have
serious questions about U.S. competitiveness in this in-
dustry. By the mid-1980s, imports held a large and
apparently permanent share of major segmentsofthe U.S.
electronics market (Figure 6. 1).
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o Imports of computers and peripherals increased
from SI billion in 1980 toS I I billion in 1986. and
S19 billion in 1990.

o Imports of semiconductors more than doubled in
fouryearsrising from S3.3 billion in 1980 to S7.6
billion in 1984, reaching S12 billion in 1990.

o The growth in imports in telecommunications
equipment was also substantial - the import
share rising from 4 percent in 1980 to 45 percent
by 1984, with Northern Telecom ofCanada gain-
ing most of share lost by U.S. companies.'

East Asian nations, particularly Japan, were the
major source of these electronics imports, as the bilateral
trade deficits with these nations, especially in computers,
grew rapidly from 1980 to 1988. The trade deficits in
semiconductors and telecommunications equipment gen-
erated significant trade frictions with U.S. trading part-
ners. and Japan in particular, over reciprocal market
access.

Growth of Foreign Direct
Investment in Electronics

Foreign producers have invested in the United States.
partly in response to trade frictions. as a means ofassuring
access to the large U.S. market, and of achieving econo-
mies of scale. Foreign direct investment is also a means
of exploiting technological advantages the foreign firm
has, as well as keeping abreast of advances in U.S.
technologies.

The participation of foreign firms in the U.S. elec-
tronics industry has steadily risen over the decade. al-
though the characterand impact ofthe increase is not easy
to assess. This industry is dynamic, with the competitive-
ness of its firns vitally dependent on rapidly changing
technologies with short-life cycles. Also, major, continu-
ing shifts in U.S. versus foreign ownership of firms in this
industry make judgments about trends in foreign owner-
ship rather tenuous. For example, the ratio of U.S.
affiliates' employment to total U.S. employment in the
electronics industry shows increased participation of U.S.
affiliates, with a doubling of share of the total over the
1980s. However, changing ownership, with foreign own-
ers buying and selling facilities, and with the remaining
divisions and facilities, accordingly, reclassified in other
sectors or subindustries, complicates assessment of the
importance of this increase.

Property, Plant, and Equipment'

Gross property, plant. and equipment (PP&E) of
U.S. affiliates more than tripled between 1980 and 1988.
increasing from S3.5 billion in 1980 to S13.4 billion in

1988 (n book value/historic cost terms). European-
owned affiliates accounted for 59 percent of gross PP&E
of all foreign countries in 1988. The largest share of
investment in PP&E in 1988 was held by foreign firms
from the Netherlands, followed by Japan, United King-
dom. France, Germany, and Canada.'

Growth among the subsectors of the electronics
industry was not uniform, and the data suggest that the
composition of FDIUS in the electronics industry changed
dramatically between 1980 and 1988. Of the four major
electronic industries, foreign investment in PP&E in the
household video, audio, and communications equipment
industry increased most rapidly, at 29.5 percent per year,
andmoved from 17 percent oftotal U.S.-affiliate PP&E in
1980 to 35 percent, the largest percentage of the total by
1988. PP&E also rose rapidly in the instruments and
related products, growing at 27 percent a year and shifting
from II percentin 1980to25percentoftotalU.S.-affiliate
PP&E by 1988. Thepace ofincrease in foreign investment
in computers and office equipment was slightly slower, at
24.5 percent a year. accounting for 13 percent ofthe total
U.S.-affiliate PP&E in 1980 and 20 percent in 1988.
Growth ofPP&E in electronic components wasthe lowest,
at 2.9 percent ayear. and its share ofthe total dropped from
58 percent in 1980 to 19percentin 1988 (Figure 6-2). This
slow growth of PP&E in components and decline in share
of the total U.S.-affiliate PP&E reflect in large part the
publicly reported sale of a large components facility by a
foreignownerduringthisperiod. Suchchangesinthe firm
compositionofthe industrywillbebetterexplainedbythe
project linking confidential Census and BEA data on
foreign direct investment

Employment

Data on U.S. affiliate employment are probably a
better measure of the growth of U.S. affiliates in the
electronics industry than PP&E data, which include price
increases. Employment data show a less rapid rise than
PP&E in the 1980s, growing at about 4.2 percent a year,
from 177,700 workers in 1980 to 247,200 employees in
1988. The data also reflect ownership changes taking
place in the electronics industry. Employment grew
fastest in computers and office machinery (9.1 percent a
year), followed by household video, audio, and communi-
cations equipment (8.7 percent a yeasr) and instruments
(5.6 percent a year). Components and accessories showed
a decline of 2.2 percent a year in employment between
1980 to 1988. reflecting the sale of a large component
facility to a U.S. owner (Figure 6-3).
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FIor 6-2
Stock of Property, Plant & Equipment of U.S.

Affiliates In the Electronics Industry
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Figure W-2
Employment by U.S. Affillates Inthe Electronics

Industry
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the largest share of foreignaffiliated ale in 1980, but
declined int relative importance in the U.S.-affiiate elec-
tonics sales to only 13.5 pementofthe total by 1988. The
fal inelectonic components, impaance is due in part to
the sale of a lae components facility during the period.
U.S. affiliate sales of instruments and related products
rose from 14-2percentoftotal affiliatessalesto 22 percent
by 1988. The share held by computers and office equip-
ment increased slightly, to I5 percent of the total by 1988.

Role of U.S.Affiliates in the U.S.
Economy

U.S. electronics affiliates of foreign firms have'
played a smahl. but growing role in the U.S. economy.
They have supported U.S. employment, output growth,
and technology. U.S. affiliates in the electronics industry
have also been active importers and exporters.

Employment and Market Share

Employment data indicate the increasing participa-
tion of U.S. electronics affiliates of foreign firms in the

Fitgu S64
Sales of U.S. Afflilates In the Electronics Industry
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Sales of U.S. affiliates increased at 13.7 percent a
year (in current dollars), from SI1.4 billion in 1980 to
S29.2billionin 1988. U.S. affiliatesalesinsome electron-
icssectors grewmore rapidlythanothers (Figure 6-4). The
household video, audio, and communications category
had the largest increase, climbing from 20.3 percent of
total affiliate sales in 1980 to 48 percent or S14.1 billion
in 1988, and accounting for the largest share ofthe total in
1988. This rise was mostly the result of large foreign
acquisitions in household video, audio, and communica-
tions equipmentinthe 1980s. Electronic components held
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U.S. electronics market. They have provided jobs for a
rising proportion of U.S. workers, accounting for 14.5
percent of the 1.7 million employees of all electronics
companies in the United States in 1988. up from 7.7
percent in 1980 (Figure 6-5).' The shifts in U.S. affiliates!
shares of total U.S. employment within the four electron-
ics industry groups between 1980 and 1988 indicate their
increased relative importance as employers in video,
audio. and communications equipment and instruments
manufacturing, and decreased importance in components
manufacturing (Table 6.1). This change in importance is
partly due to shifts in ownership- foreign versus domestic
- in the components industry; specifically, the sale of a
large electronic components and accessories facility. The
data, therefore, cannot be used, without nunerous quali-
fications, in analyzing the performance of U.S. affiliates
- for example, changes in capital to labor ratios, in
economies of scale, in lroduct composition and lines of
business.

One indicator of U.S. affiliates' support to the U.S.
economy is the growing number of high-wage jobs in the
economy. Wages in the U.S. electronics industry are
substantially higher than the average for all manufactur-
ing. U.S. affiliates, paying thes standard electronics
industry wages, are providing a rising proponion of these
high-wage jobs in the electronics industry.

Another often used indicator is compensation per
employee forU.S. affiliates. Compensation (measured on
an enterprise basis), includes wages, salaries, and benefits
that affiliates paid to U.S. workers. Affiliates in comput-
ers and office equipment had the highest compensation per
worker in 1988, .45.260. followed by household video. -
audio, and communications equipment (S35,605). Two
industry groups, components and instruments, ranked

Filre 6-S
U.S. Affiliates' Share of U.S. Electronic Industry's

Employment

TAbli

U.S. Affilates' Share of Total U.S Employment In
the Electronics Industry
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slightlybelow the compensation peremployee forall U.S.
affiliates in manufacturing, which averaged S33.700 in
1988. Compensation paid by U.S. affiliates in these
industries in 1988 appears comparable with the estimated
average compensation paid by all U.S. manufacturing
companies (Figure 6-6)'.

These comparisons of compensation per employee
for U.S. affiliates with that for U.S. electronics industries
should, however, be qualified. Compensation data for
U.S. affiliates are available on an industry ofaffiliate. or
enterprise basis.and dataon U.S. industry, on an establish-
ment basis. Consequently, to the extentthat U.S. affiliates
are classified under manufacturing, when they in fact also
are in the wholesale trade industry (or vice versa), for
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example, could understate (or overstate) the comparison.
This bias would appear to reduce affiliates' wages relative
to overall wages since wholesaling wages are lower than
those in manufacturing. The bias in the comparison should
be taken into account in drawing any conclusions about
relative labor compensation. These comparisons can be
made with the linked data from the BEA-Census project.

Growth in sales of U.S. affiliates reflects their
increasing presence in the U.S. electronics industry, as
foreign investors acquiredmore U.S. companiesandset up
new facilities. Sales of U.S. affiliates tripled during the
1980s.' This growth in sales cannot, however, be com-
pared against that of the total U.S. industry, to determine
changes in market share of U.S. affiliates, although em-
ployment data provide some means for gauging inroads
made in market share. Dataon U.S. industry sales foreach
of the four electronics subsectors (three-digit SIC) are not
available, and shipments data, which are collected on U. S.
industry, are not comparable to sales of U.S. affiliates
data.

ports rising 19.4 percent a year, and exports, 23.5 percent
a year over this time period. Imports by electronic
components affiliates showed a slower growth at 8.8
percent a year, and exports, a decline of II percent a year
however, the sales ofa large facilitytoa U. S. owner during
this period makes any conclusions about these changes
questionable.

For the U.S. electronics industry, the trade balance
was a S9,771.7 million surplus in 1980, with surpluses in
all four subindustries. Like U.S. affiliates, the trade
balance moved toadeficitby 1987 ($8,418.1 million) and
1988 (S7,527.5 million). Although computers and office
equipment and instruments continued to show surpluses,
these surpluses were considerably smaller than in 1980-
one-half the size for computers and office equipment and
one-fifth the size for instruments.- Household audio,

'Sa dat s- on a i"dootry of saes bai sn smrs pries
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Merchandise Trade

Both exports and imports of U.S. electronics affili-
ates grew over the 1980s. The pace of increase paralleled
that of exports and imports for all U.S. electronics indus-
try. Exports doubled for both U.S. affiliates and the U.S.
electronics industry, and imports quadrupled. Growth of
merchandise trade within the electronics industry was not
uniform, however, for U.S. affiliates and U.S. industry as
a whole (compare Figures 6-7 and 6-8). Differences for
U.S affiliates can be attributed, in part, to changes in the
classification of one affiliate as previously discussed as
well as to acquisitions which brought firms into the
affiliates figures for 1988 which were not in the 1980 base
data.

The trade balance of U.S. affiliates of foreign fuins
showed a small surplus in 1980, with surpluses in comput-
ers and office equipment and electronic components, and
deficits in audio, video, and communications equipment
and instruments. The trade balance moved to a deficit by
1987 and 1988, with imports exceeding exports in all four
subindustries (Figure 6-8).' The deficits ranged from S 1.4
billion for household video, audio and communications
equipment to S298 million for computers and office
equipment.

Paralleling the entire industry, between 1980 and
1988, imports for U.S. affiliates increasedatanannual rate
of 17 percent, more thandoublethatoftheirexpor growth.
Imports by U.S. affiliates in computers and office equip-
ment grew fastest at 22.5 percent a yearbetween 1980 and
1988. while their exports grew at only 8.6 percentoverthe
same period. Although imports by U.S. affiliates in the
audio, video, and communications equipment industry
grew rapidly at 21.5 percent a year from 1980 to 1988,
exports from this group rose slightly faster. Trade of
instruments affiliates showed a similar pattem, with im-

Figure 6-7
U.S. Total Trade In Electronics Products
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video, and communications equipment and electronic
components and accessories had relatively large deficits
by 1988, going from surpluses of S165.2 million and
S715.1 million, respectively,in 1980todeficitsofS3,899.9
million and S7,107.5 million, respectively, in 1988 (Fig-
ure 6.8).

Any conclusions about comparisons of U.S. affili-
ates' trade to total U.S. imports and exports ofelectronics
should be drawn with caution. Data for U.S. affiliates are
onan industry of affiliate orenterprise basis, while data for
total U.S. imports and exports are on a product basis.
Hence, the data are not comparable. Trade information on
U.S. affiliates may be biased upward or downward, de-
pending on how the U.S. affiliate was classified by indus-
try. That is, whether non 51 percent or more of the U.S.
affiliate's activities are in the manufacture of electronic
products, or in wholesale trade ofelectronics. Moreove'
the reported trade data reflect the exports and imports of

RVw 64
U.S. ElectronIcs Affiliates' U.S. Trade

In 1980

In 1988

Tab. 6-2
Ratio of Exports to Sales (Shipments). 1 988

(In percent)
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U. S. electronics affiliates, but not necessarily their exports
and imports of electronics products._

Although trade data for U.S. affiliates and the U.S.
electronics industry as whole are not comparable, some
very rough comparisons of their activities have been
made. Using the ratios of exports to sales for U.S.
affiliates, and exports to shipments for U.S. electronics
industry as a whole, the data suggest that U.S. affiliates
tend to be less export oriented than U.S. electronics firms
in 1988,' except in the household audio, video, and com-
munications industry. For U.S. affiliates, the lower ratios
may reflect the strategic objectives of the direct invest-
ments to serve the U.S. market. The importance of exports
differs widely among sub-industries of electronics, none-
theless (Table 6-2).

Trade of U.S. affiliates of different foreign parents
followed different patterns. Grouped by country of own-
ership. Japanese-owned affiliates led in imports in 1988,
followed by Dutch. German, and U.K. affiliates. Nether-
lands-ownedaffiliatesgenerated the most exports in 1988,
followed by affiliates of the United Kingdom, Japan,
France. andGermany. In termn of subindustries. however,
exports and imports tended to be dominated by affiliates
of foreign parents from the same countries.

Affiliates producing electronic components, with
Japanese and West German parents, led imports and
exports.

o Instruments affiliates, with parents from the United
Kingdom, led imports and exports.

o Affiliates of Japanese and French parents. produc-
ing computers and office equipment, led expors,
wvhile affiliates of foreign parents from Japan and
the Netherlands led imports.

o In audio. video, and communications equipment,
the Netherlands, U.K.. and Japanese affiliates were
the leading exporters, and the leading importers
were U.S. affiliates with parents from Japan and
the Netherlands.
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Technology

Whether U.S. affiliates of foreign firmshave played
arole in U.S. technology development. orhave transferred
technology out of the country, has been a hotly debated
issue. A full assessment of the contribution of U.S.
affiliates to U.S. technological advance requires more
information than is available for U.S. affiliates. Informa-
ton is needed on the levels, nature, and focus of affiliates'
R&D activity. Disaggregated dataare needed onkindsof
R&D activity at their U.S. labs and proportion of finds
devoted to each type of activity, contracts paid to U.S.
firms to do work for them, support of R&D at U.S.
universities, and sources and types of inward technology
transfer from parent firms or from others. Such data,
however, are company proprietary, not disclosed by U. S.
affiliates or, for that matter by U.S. firms, and thus, are not
expected to become available from the data link project.
A partial picture of the R&D activity of U.S. affiliates,
nonetheless, can be provided by R&D expenditure data
from BEA and information on research facilities from the
International Trade Administration of the Department of
Commerce.

R&D spending by foreign-affiliated companies in
the U.S. electronics sector rose from nearly $400 million
in 1980 to S1.6 billion in 1988, according to surveys by
BEA.L0 The sector with the fastest growth in R&D
spending by U.S. affiliates was household video, audio,
and communications equipment. In 1988, the shares of
U.S. affiliates R&D spending were:

o Video, audio, and communications equipment,
45 percent.

o Computers and office equipment, 25 percent.
o Electronic components. 17 percent.
o Instruments, 14 percent.

The share of R&D by electronics components declined
between 1980 (49 percent of the total) and 1988, because
of the sale of a large components facility (Figure 6-9).

A common indicator of technology intensity of
output is the ratio of R&D expenditures to sales. Since
1980, the ratio of R&D spending tosales forU.S. electron-
ics affiliates has increased for all industry groups (Figure
6-10). The average ratio rose from 3.4 percent in 1980 to
5.6 percent in 1988. In 1988, the ratio for U.S. affiliates
ranged from: 9 percent for computers and office equip-
ment; to 7 percent for components; 5 percent for house-
hold video, audio, and communications equipment; and
3.3 percent for instruments and related products. The
average ratio has also been rising in the 1980s for U.S.
electronics industries.

A comparisomof U.S. electronics affiliates' ratio of
R&D spending to sales to that of all U.S. electronics
companies sows thatfreip-ownedaffliaspent some
what frwerintemalresources onR&D in theUnited States
in all electronics categories except video, audio, and
communications (Figure 6- ll). However, except for
instruments, the ratios do not appear to be significantly
differestgin 1988. U.S. companiesincomputersandoffice
equipment had a R&D-to-sales ratio of 11.5 percent in
1988, according to the National Science Foundation,"
compared with the ratio of 9 percent for affiliates, using
BEA data The gap was widest in instruments and related
products. with U.S. companies spending 7.3 percent of
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sales on R&D, while afliliate
affiliates had a higher ratio ofR
for video, audio, and communi

Another way of gaugin
affiliates is the number of rese;
R&D facilities of U.S. affiliate!
tional Trade Administration's
Business Machines, shows that

U.S. Electronics Affiliates' R
to Sale

1 a

Tool

2 I 2

So....: Bureau of Economic Analy~si

as spent 3 percent. U.S. of foreign companies had 85 major electronics research
&D tosales in the category facilities inthe UnitedStates. The list includesonlynewly
cations equipment. established R&D facilities, and does not adjust forthe size
g R&D activity by U.S. of the facilities, which ranges from 20 to 200 employees.
arch facilities. The list of No attempt has been made to determine how representa-
t. compiled by the loterna- tive the list is of the universe of R&D facilities of U.S.
Office of Computers and affiliates.
in 1990, 36 U.S. affiliates The list shows by country ownership that in 1990,

seven European-owned electronics companies with 21
U.S. R&D facilities, one Canadian-owned firm (Northern
Telecom) had 4 R&D facilities, and 28 Japanese-owned
companies bad 60 R&D facilities. Generally, each mul-

1o tinational company has established a R&D facility for
atio of R&D Spending each major line of business, including semiconductors.

MThe U.S. affiliate of Siemens (Germany) had the most
R&D facilities, with 9 different R&D sites. Two U.S.
affiliates of Fujitsu and NEC (Japan) each had 6 R&D
facilities, and three Japanese-owned companies (Hitachi,
Matsushita, and Sony) each had 5 R&D sites.

Although the numbers of U.S. affiliates' R&D fa-
o__ cilitiesand their proximity to major U.S. universities shed

some light on the types of technology they pursued, more
information is needed to determine the role of affiliates in
U.S. technology development. The contribution ofaffili-
ates to the U.S. technology base has been subject to doubt
by some technology analysts because a portion of their
R&D spending is believed to be used for monitoring U.S.
innovations. However, some U.S. affiliates conduct mean-

?__________________ ingful R&D, resulting in mutual exchanges (two-way) of
a ,0 technology between parent companies and subsidiaries,

which does contribute to the U.S. economy and technol-
ogy base.

Fit- 6e- 1
Ratio of R&D Spending to Sales by All U.S.

Companies & U.S. Affiliates In the Electronics
Industry, 1988

- a - .7
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Critical Technologies

Critical technologies are those technologies identi-
fied as important to providing weapons systems and to
U.S. national security by the U.S. Department of De-
fense. I}

A wide range of critical technologies is embodied in
the electronics goods produced in U.S. affiliates. Indeed,
many of these technologies are at the leading edge, and
have both civil and military applications. These technolo-
gies include.among others, composite materials. machine
intelligence and robotics, parallel computerarchitecturest
and semiconductor materials and microelectronic cir-
cuits.

Semiconductor Materials and Equipment

I Semiconductor materials and equipment have been
designated by the Department of Defense as critical

,, technologies. Moreover, the National Advisory Commit-
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tee on Semiconductors has pointed out that financial and
technological weaknesses in U.S. semiconductor equip-
ment and materials suppliers reduce the competitiveness
of U.S. semiconductor component manufacturers in the
world electronics product markets." The manufacture of
the fastest and most powerful semiconductors requires
silicon and other materials of highest purity and equip-
ment meeting the closest tolerances at the micron and
submicron levels.

Semiconductor materials and equipment (SM&E)
do not fit into a single SIC classification, as they include
products ofa least seven industries. As pointed out earlier
in this chapter, the SM&E data were compiled by the
Office of Business Analysis of the Economics and Statis-
tics Administration. The SM&E industries include pro-
ducers of equipment used in semiconductor manufactur-
ing (SIC 35596), semiconductor testing (SIC 3825), and
electron beam accelerators (SIC 3669) for x-ray lithogra-
phy. Semiconductor materials manufacturing uses silicon
ingots, wafers, and polycrystalline silicon (SIC 3339),
ceramic packages (SIC 3264). lead frames (SIC 3469).
sputtering targets (SIC 3499), and photo masks (SIC
3861).

Foreigndirec investment in the SM&E industries is
largest inthe semiconductormaterials industries. In 1990,
U.S. affiliates producing semiconductor materials em-
ployed 6,700 workers at 32 plants. This production is
concentrated in silicon wafers in plants obtained mostly
through acquisitions, and in ceramic packages produced
mostly in new facilities built by affiliates. Japanese-
owned affiliates account for 90 percent of the foreign
direct investment in this segment. European-owned firms
account for the balance.

U.S. affiliates making semiconductor manufactur-
ing equipment employed in 1990 over 3. 100 workers at 26
manufacturing plants. Japanese-owned affiliates account
for about 80 percent of the foreign direct investment and
employment in these plants. European-owned affiliates
make up the remaining 20 percent.

Although data are not available to gauge the market
share ofthese foreign-owned facilities, it is not surprising
that Japanese companies have invested in U.S. SM&E
producing firms. Japan is the world's second largest
market for semiconductor components and accessories,
has some ofthe largest electronics producers in the world,
and thus, represents a large market for SM&E goods.
According to industry analysts, the Japanese market for
semiconductor manufacturing equipment represents 50
percent of the world market."

Country Concentration in
Electronics Industry

Country ownershipofU.S. affiliates shiftedoverthe
1980s. BEA data show that Japanese firms concentrated
their direct investments in computers and office equip-

ment and electronic components, and European firms, in
communicationsequipmnentandinstruments. Information
on detailed industry groups was collected by the Office of
Business Analysis, Economics and Statistics Administra-
tion, to add to that reported by BEA, to gain some insights
into concentration of direct investment by country of
ownership.

Country Ownership

Firms from some countries have dominated foreign
direct investment in the electronics sector, and have
focused their investments in specific segments of the
industry, reflecting their comparative advantage and also
theirinterest in vertical integrationoftheirbusiness. BEA
sales data show that Japanese companies expanded their
direct investment activities faster than others. Although
European-owned firms continued to account for most of
the sales of output by U.S. affiliates, their share of affili-
ates' sales declined from 61 percent in 1980 to 57 percent
in 1988 (Figure 6-12). The share of sales of Japanese-
owned affiliates increased rapidly from 4 percent in 1980
to 20 percent in 1988. Sales share of other countries'
affiliates. including Canadian-owned affiliates, also de-
clined.

By individual country, sales of Japanese-owned af-
filiates ranked first in 1988 at S6.6 billion, followed by
British-owned affiliates with sales of S5.7 billion. The
next highest sales by were affiliates owned by firms from
Canada, France, Netherlands, and Germany; sales of
affiliates with parents in some individual countries are not
always available from BEA because of legal confidential-
ity requirements.

Firms from some countries have concentrated direct
investments in specific segments of the electronics indus-
try, tending to reflect their national comparative advan-
tages, as evidenced by BEA data on sales in 1988:

o In computers and office equipment, the BEA data
show that Japanese-owned affiliates led sales, fol-
lowed affiliates with parents in the Netherlands and
France.

o In household video, audio, and communications
equipment, Canadian-owned affiliates led sales,
followed by French- and Japanese-owned affiliates.

o In electronic components, Japanese-owned affili-
ates led sales, followed by affiliates of German and
Netherlands parents.
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o In instruments, U.K-owned affiliates dominated
sales, followed by affiliates of Canadian and
German parents.

Industry Specialization by Countries

BEA data on U.S. affiliates' activities in the elec-
tronics sector are available at the 3-digit SIC level, up to
1988. To get more current information and additional
details on industry investment (SIC 4-digit industries),
including names of investing companies, another set of
data was collected from diverse sources for this report.
This data set collected information from industry sources
on establishments orplantsof the U.S. affiliates of foreign
companies, and is comprised of information on 537 elec-
tronics manufacturing facilities with 202,100 workers in
1990. It also includes information on additional
subindustries. semiconductor manufacturing equipment,
semiconductor materials, and computer- and audio-re-
lated products, not included in the BEA data. It is not,
however, scientifically collected or representative of the

Fir" 6-12
U.S. Electronics Industry Affiliates's Sales by

Country of Ownership
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universe, although it is large enough to show patterns of
direct investment across industries. More complete and
reliable establishment data will be available in 1992 as a
result of the BEA-Census data link project.

The dataset on establishments and firms shows that
Japanese investors have tended to invest more in smaller,
start-up U.S. electronics companies, while European in-
vestors have tended to acquire larger U.S. companies.
European- and Canadian-owned affiliates employed more
workers (53 percent) in 1990 than all other electronics
affiliates, but Japanese-owned affiliates led in numbers of
plants (52 percent).

Most of the investment is concentrated in producing
final electronics goods in telecommunications, comput-
ers, consumer electronics, and measuring instruments. In
terms of numbers of workers, the largest subgroup of
foreign direct investment was in computers and peripher-
als (SIC 3571-77). In 1990, U.S. affiliates in the sample
operated 71 plants producing electronic computing equip-
mentandemployed 33,000 plant workers. Intelecommu-
nications equipment, the second largest industry of for-
eign investment, affiliates operated 60 manufacturing
facilities with over 31,000 plant workers in 1990, or 24
percent of total workers. In this sample, U.S. affiliates in
household video and audio (SIC 3651) employed the bulk
ofplantworkers. There isonlyone remaining U.S.-owned
television manufacturer (Zenith).

All of the large foreign multinational electronics
companies are involved in producing parts and compo-
nents for their final products, and this group of industries
has more direct investment than any single final product
industry. In 1990, U.S. affiliates of foreign companies
operated 136manufacturing plants with over 58.400 work-
ersproducingelectroniccomponents(SIC 3671-79),such
as printed circuit boards, capacitors, resistors, TV picture
tubes, wiringassembly boards, and semiconductors. Within
the semiconductor and electronic components industry
(SIC 367), U.S. affiliatesproducing semiconductorsoper-
ated the most plants (49) in 1990 and employed 18,420
workers, or about 19 percent of all U.S. production work-
ers in the semiconductor and electronic components in-
dustry.

Foreign direct investment in electronics is domi-
nated by the large multinational corporations of Europe,
Japan, and Canada The major European and Canadian
multinational electronics firms are Philips (Netherlands);
Siemens (Germany); Alcatel, Groupe Bull, and Thomson
(France); and Northern Telecom (Canada). The major
Japanese multinational corporations with significant U.S.
investments are Toshiba, NEC, Hitachi, Fujitsu, Sony,and
Matsushita. Although detailed public data are not readily
available on a consistent and comprehensive company-
by-company basis, available information suggests that the
very largest multinationals have enhanced their market
positions through links in semiconductors, components,
and entertainment companies, and through horizontal
links across several electronics industries. Vertical links
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by affiliatesalso extend to the semiconductor manufactur-
ing equipment and materials industries.

Computers and Peripherals

In computers and peripherals, Japanese- and French-
owned affiliates accounted for a significant share of the
employment in the sample. One of the largest European
investments was made by Groupe Bull (France), acquiring
85 percent of Honeywell's computer division (NEC owns
15 percent) and the computer division of Zenith Data
Systems. Some of the major Japanese computer firms,
such as Toshiba and NEC, have built new U.S. production
facilities, andothershaveacquiredexistingU.S. computer
manufacturers. Since 1989, companies from Taiwan,
Korea, Singapore, and Hong Kong have also made rela-
tively small manufacturing acquisitions.

Telecommunications Equipment

European- andCanadian-owned affiliates dominate
foreign investment in the productionof telephone appara-
tus (SIC 3661) and communications equipment (SIC
3663). Most of the major European telephone equipment
companies own manufacturing facilities in the United
States: Siemens (Germany), Alcatel (France), Plessey
(U.K.), and Ericcsson (Sweden). The Canadian firm,
Northern Telecom, has major investments in U.S. manu-
facturing, and accounts for about 40 percent of the U.S.
market sales of central office switching equipment, and an
18 percent market share in private branch exchanges
(PBX) -second onlyto AT&T in these markets." In 1989,
Siemens purchased a majority interest in the then second
largest U.S.-owned produceroftelephone switching equip-
ment, IBM's Rolm division.

Most of the Japanese-owned U.S. telecommunica-
tions production is concentrated in producing PBXs and
cellular mobile phone equipment, although NEC and
Fujitsu have some production facilities for central office
switching equipment.

Consumer Electronics

In the U.S. household video and audio industry (SIC
3651) Japanese-owned affiliates in 1990 owned 26 plants,
with 6 specializing in car radios for Japanese-owned auto
producers in the United States. European companies have
established a substantial U.S. production capacity in U. S.
television production (SIC 3651) since 1985. Ofthe major
European television companies - Thomson (France) ac-
quired the RCA/GE television plants, and Philips (Neth-
erlands) manufactures Magnavox consumerelectronics in
the United States. Other Asian companies with U.S.
television plants are Samsung (Korea) and Tatung (Tai-
wan).

Maesurn Instrument,

In instruments (SIC 38), European-owned affiliates
provided a dominant share U.S. affiliates' employment of
plant workers in 1990. Companies from the United
Kingdom, such as Fisons and Siebe PLC have made
several large acquisitions. Other European firms with
U.S. manufacturing facilities include Schlumberger and
Maim (France), Philips (Netherlands), Beijer (Switzer-
land), while ABB (Sweden-Switzerland) acquired Com-
bustion Engineering in 1990. Japanese companies spe-
cialize in instruments for measuring and testing of elec-
tricity and electrical signals (SIC 3825).

Medical Equipment

European firms account for a significant proportion
of employment in the sample for the industries producing
medical equipment and supplies (SIC 3841-45). but this
employment is dwarfed by the immense size of the U.S.
market for health-related equipment. The major European
companies with U.S. affiliates are Siemens (Germany),
Philips (Netherlands), and General Electric PLC (United
Kingdom); European affiliates are large producers of
cardiac pacemakers. Japanese firms, such as Toshiba,
focus their U.S. investment in electromedical apparatus
(SIC 3845), especially the most expensive and advanced
medical equipment: CAT scanners, magnetic resonance
imaging scanners, and ultrasound diagnostics.

Electronic Components

Foreign direct investment by multinational corpora-
tions in the U.S. electronics sector has increased in com-
ponents production, including semiconductors. The Japa-
nese multinational firms producing electronic compo-
nents in the United States (printed circuit boards, TV
picture tubes, wiring assemblies) are: Toshiba, NEC,
Fujitsu, Hitachi, Matsushita, and Sony. Kyocera (Japan)
acquired AVX in 1989, the largest U.S. producer of
electronic capacitors. The major European multinational
firms producing components in U.S. facilities include
Siemens and Philips. Northern Telecom of Canada also
owns U.S. components manufacturing facilities.

Semiconductors

Semiconductor-producing facilities account for the
largest share of U.S. affiliateemployment inthe electronic
components category, with Japanese-owned affiliates ac-
counting for about half of the employment in the sample
data set, and many more plants than owned by U.S.
affiliates of European firms. The European firms with
major U.S. semiconductor manufacturing facilities are
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Philips (Netherlands), Siemens (Germany), and
Schiumberger (France).

Almost all of the larger Japanese semiconductor
companies own production facilities in the United States:
Fujitsu, Matsushita, NEC, Oki Electric, Mitsubishi Elec-
tric, Sony, Sanken, and Toshiba. Japanese steel compa-
nies have been investing in joint ventures with U.S.
electronics companies in recent years as part of a corporate
strategy to diversify into electronics and gain technical
expertise in this area. Firms from other East Asian
countries have made relatively small investments in the
U.S. electronics industry, and include Samsung (Korea),
and Hualong and Tatung (Taiwan).

Semkionductor Materials and Equipment

Japanese materials companies have dominated U.S.
affiliate employment in manufacturing semiconductor
test equipment and semiconductor materials-- accounting
for about 80 percent of employment in the sample, mainly
through acquisitions of U.S. companies. Schlumberger of
France, a maker of test equipment, is a major European
firm with U.S. production facilities in the equipment
industries. In semiconductor materials, most of the small
European-owned share is Huels AG (Germany), which
acquired Monsanto's materials division--a major U.S.
producer of silicon wafers.

Tapes. CDs, Computer Disks

Foreign direct investment in the U.S. magnetic
recording media industry (SIC 3695) accounts for a very
large share ofthis industry'semployment- accounting for
54 percent of total employment in the sample. Foreign
direct investment in this group is dominated by Japanese
companies, such as Sony and TDK, which have built new
U.S. production facilities for magnetic tape and computer
disks (hard and floppy). The European-owned affiliates
producing magnetic recording tape include BASF, a Ger-

man chemicals company, and Philips (Netherlands) which
manufactures compact disks for its U.S. record compa-
nies.

Regional Concentration of
Manufacturing Facilities"

Although some investment is dispersed in 37 states,
foreign direct investment in the U.S. electronics sector is
concentrated in a smail number of states. These states in
which U.S. affiliate electronic producers are located ac-
counted for 77 percent of their total employment and 77
percent of their plants. The largest number of plants are
located in California (197)- in 1990, accounting for the
most production workers (60,825 workers) in 1990, fol-
lowed by Massachusetts (30 plants and 18,415 workers).
Also in the top 5 stases were Florida (16 plants and 16,000
workers), Texas (25 plants and 11,000 workers), and
Tennessee (9,500 workers in 10 plants).

The concentration of U.S. affiliates producing
electronics in a small number of states generally parallels
the pattern for the U.S. industry as awhole. California has
attracted numerous acquisitions and start-ups by foreign
investors because it accounts forasubstantial share of total
U.S. electronics manufacturing, comprising 4,630 plants
and 213,000 production workers. Florida ranks second
because of investments by European electronics compa-
nies, and has only one Japanese-owned affiliate. Massa-
chusetts has attracted foreign investors because of the
large concentrations of computer companies and univer-
sities in the Boston suburbs. In some states in the top ten,
such as Georgia, Tennessee, and Indiana, U.S. affiliate
production accounts for most of the electronics manufac-
turing in these states.
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7
FOREIGN DIRECT INVESTMENT INTHE
U.S.AUTOMOTIVE INDUSTRY'

by Donald H. Dalton*

In the 1980s, foreign automotive products manufacturers
rapidly increased their sales in the U.S. market with goods
produced in plants located in the United States. Foreign
direct investment has rapidly increased in U.S. manufac-
turing of autos, trucks, tires and automotive parts and
components. Foreign-owned auto manufacturing, in par-
ticular, has achieved considerable notoriety. The seven
U.S. affiliate auto manufacturing operations (all either
whoolyJapanese-ownedorjointly-ownedwithU.S.-owned
producers) have increased from very small to over one-
fifth their share of the U.S. auto production in only eight
years. Nevertheless, the largest share of foreign direct
investment in the U.S. automotive manufacturing industry
is in parts and tires.

The increase in the numberofforeign-owned plants
in the United States in the 1980s has contributed substan-
tially to the transformation ofthe U.S. automotive sector.
through technical advance and increased productivity,
including the closing of older, non-competitive U.S.--
owned plants and the opening of many new U.S.- and
foreign-owned facilities. Foreign ownership in the auto-
motive sector has spilled over from autos to trucks, parts,
andtires. Indeed,mostoftheU.S. tire industry's facilities
are now owned by foreign-owned U.S. affiliates. While
the major geographic concentration of both U.S- and
foreign-owned automotive plants has remained in the
Great Lakes states, a substantial share has shifted to new
manufacturing locations in the Southeastern states.

Bureau of Economic Analysis (BEA) data also
indicate that the foreign-owned automotive manufactur-
ing operations are spending less on research and develop-
ment than U. S.-owned producers. Moreover, compared
with all U.S. manufacturing affiliates, the automotive
manufacturing U.S. affiliates record a large and growing
overall trade deficit, particularly with their foreign parent
firms, mainly due to the extensive use of imported inputs
to their manufacturing operations.

The Rise in U.S. Imports

The United States is the world's largest market for
autos, trucks, tires, and auto parts. This market is also the
world's largest foreign market for foreign producers in
Europe, Canada, and Asia. Their sales to this market have
afforded their operations large economies of scale. In the
1970s and early 1980s foreign producers, particularly
Japanese auto and tire producers, greatly expanded ex-
ports to the U.S. market. However, those large export
increases generated intense trade frictions between the
United States and its trading partners, especially Japan.

U.S. auto imports became an important competi-
tiveness issue in the late 1970s, starting with the rapid
expansion of their import share of the U.S. small-car
market. German cars, mostly Volkswagens, were the first
wave of imports in the early 1970s, but were quickly
overtaken in the late 1970s by a surge of small cars from
Japan. The import share of U.S. new car sales increased
rapidly from 15 percent in 1970 to 27 percent in 1980
(Figure 7-1 ). Japanese-produced autos now dominate the
U.S. import market, rising from 4 percent of U.S. sales in
1970 to 22 percent in 1980, and roughly stabilizing at that

Japan Dominant Supplier of U.S. Imported Auto
Sales Since 1978
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level thereafter. The Japanese began voluntary restrasnts
on exports of autos to the United States in 1981, and this
appears to have restrained their market share.

The Japanese restraints on autos exported to the
United States are frequently cited as the cause of the shift
in the composition of imported Japanese autos toward
more expensive, and more profitable, models and as
having playedamajorrole in the decisionofiapanese auto
producers to invest in U.S. auto production facilities.
However, these events might have occurred in any case as
a natural extension of the shift to higher value-added
output and the rising cost of production in Japanese plants.

Establishing U.S. affiliates was the most expedi-
tious means for Japanese auto producers to circurmvent the
sales limits set by the VRAs. U.S. production also helped
free-up the intra-company rigidity in U.S. market shares
imposed by the Japanese government allocations under
the restraints. The risk of expanding production to the
United States was greatly reduced by the Japanese compa-
nies' already well established U.S. retail and wholesale
distribution networks and strong U.S. consumer accep-
tance of their products. By 1990, six Japanese auto
producers owned seven U.S. auto manufacturing affili-
ates, including theirjoint production with U.S. producers.

The rise of Japanese auto production in the United
States in the 1 980s created additional trade frictions that
spilled over from the large rise in those plants' use of
Japanese-produced imported parts. Auto parts had already
become a sensitive issue because of the U.S. automotive
parts producers' difficulty in obtaining certification by
Japanese auto producers as authorized suppliers of repair
and replacement parts for Japanese brand autos. Auto
parts became an increasingly important component of
total U.S. automotive imports from Japanshifting from 14
percentofthetotalin 1983 to32percentin 1989. Thenew
trade friction in automotive parts led to their selection as
one of the industries for the annual Market-Oriented
Specific-Sector (MOSS) talks with Japan, which began in
1985. Partly in response to trade frictions over U.S. auto
parts imports and U.S. industry complaints about lack of
U.S.-produced content, a wave of U.S. investment by
Japanese auto parts producers occurred in the second half
ofthe 1980s.

Industry Scope

This chapter covers all foreign-owned affiliates in
the United States that mainly manufacture automotive
products. It does not cover affiliates that mainly wholesale
automotive products. A key problem impairing analysis
of U.S. foreign-owned affiliates in the automotive sector
is the definition of the automotive parts and accessories
sector. BEA data on U.S. affiliates in this sector are
restricted to enterprises whose principal business is motor
vehicles and accessories production under Standard In-
dustrial Classification (SIC) 371. However, the actual
scope of the industry is far larger, including the very large

number of U.S. affiliates mainly producing products for
use in motor vehicles. such as tires, stampings, windows,
bearings, seats, air conditioners, and other parts, but
classified in BEA data under other SIC groups.

Priorto 1988, except forbenchmark years, the BEA
data also do not, for enterprises that are mainly wholesal-
ers. differentiate between their establishments engaged
mainly in wholesaling and those mainly infroduction. For
example, the principal business of two major Japanese-
owned U.S. affiliates is the wholesaling of autos (includ-
ing imported autos). As a result, the BEA data on U.S.
affiliates in the automotive manufacturing industry ex-
clude the manufacturing portion of these two enterprises
and substantially understate the actual operations of all
U.S. affiliates producing autos. In the benchmark surveys
and from 1988 onward, BEA has been collecting data by
industryofsalesthat distinguish between wholesaling and
manufacturing, but has not been publishing the data cross-
classified by industry of affiliate at a detailed industry
level. An additional problem is that the BEA data on U.S.
affiliates included in that industry provide no disaggrega-
tion between U.S. affiliates producing autos and those
producing auto parts.

The effect of the characteristics of the SIC classifi-
cation system, the composition of the affiliates manufac-
turing versus wholesaling operations. and the restriction
on publishing data to avoid disclosure of individual busi-
nesses' operations on the availability of BEA data on the
sales by the automotive manufacturing industry is illus-
trated for 1988 in Table 7-1. Completion ofthe data link
project will help reduce these problems.

The following sections on the automotive manufac-
turing industry that are based on BEA data reflecting the
narrower SIC definition of the motor vehicle and equip-
ment industry (SIC 731) are so noted. Where feasible, the
following sections also discuss the operations of this
industry on the basis of a broader data base compiled by
the Office of Business Analysis (OBA) of the Economics
and Statistics Administration, and are so noted.

U.S.Affiliates' Growth

The stock of investment in property, plant and
equipment by U.S. automotive manufacturing affiliates
(according to BEA data) grew rapidly from S1.4 billionin
1980 to $4.0 billion at the end of 1988 (Figure 7-2).'
Investment by Japanese-owned firms has dominated the
total, and by 1988 their share of the total annual invest-
mentby U.S. automotive manufacturingaffiliates reached
85 percent and their share of the accumulated stock of the
affiliates total investment reached 67 percent.

U.S. affiliates' automotive manufacturing sales
(according to BEA data on an industry of sales basis)
increased from $6.7 billion in 1980to S16billion in 1988,
tPMaE dot. ae b.ed 00 bj ohirar book vatue, .d -ay -oo.W tIbo,
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To 7.1
Selected BEA Data on Sales of Motor Vehicles & Equipment In 1988
By U.S. Foreign Owned Affiliates, By Industries Of Affiliate & Saes

(In billion dollars)
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and accounted for 7.3 percent ofthe total U.S. automotive
manufacturing industy's sales in 1988 (Figure 7-3). Sales
by these U.S. affiliates increased faster than employment
in automotive manufacturing in the 1980s, partly because
the new auto facilities of the affiliates relied heavily on
imported parts.

In 1988, sales by Japanese-owned affiliates reached
S8.6 billion, and accounted foroverone-half(54 percent)
of the total U.S. affiliates' automotive sales, followed by
German-owned affiliates at S2.4 billion (8 percent) and
French-owned affiliates third.

U.S.-produced content. Many observers are con-
cerned over the extent that U.S. affiliates rely on use of
imported inputs in the production of their output. Japa-
nese-owned affiliates have been increasing the U.S.-
produced content of their U.S. production, according to

Flow 7-2
U.S. Automotive Manufacturing Affiliates' Stock

of PP&E Investment
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the U.S. General Accounting Office.' The GAO report
also indicates that the U.S.-content share of output by
Japanese-owned U.S. auto affiliates increased by one-
fourthinone year -- from 38 percent in 1988 to 50 percent
in 1989. Thisshare wasstill farbelowthe U.S.-content in
U.S.-owned auto plants, which averaged 88 percent in
1989.

U.S. affiliates' employment in U.S. automotive
manufacturing (according to BEA dataon industryof sales
basis) appears to have only varied little during the 1980s
- reaching 64,000 in 1988, up only slightly from 59,000
workers in 1980 (Figure 7-4). The reported number of
workers employed by these U.S. affiliates equalled 7.5

'U.S. e . I AcW o A etingOfioe.Foz-Fig.I.v-Lo-ov Ji-AJrlri.d
A.ot.. ' 1989 U.S Prodacfi.o, Iepwion Job,. Wshih.goo. D.C..
Odober 1990.
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U.S. Affiliates' Automotive Manufacturing Sales
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Fitt" 7-4
US. Affillat' Employment In Automotive

Manufacturing
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percent of the industys total employment in 1988.
In 1988, (according to BEA data) Japanese-owned

companies employed 23.100 workers, accounting forone-
third of the total employed by all U.S. automotive manu-
facturing affiliates - more workers than in any other
nation's U.S. automotive manufacturing affiliates. The
next largest groups - German-owned and United-King-
dom-owned affiliates - each employed about 11,000
workers.

Wages. In 1988, total compensation paid by U.S.
automotive affiliatestoU.S. workersreachedSl.4billion
(according to BEA data). Compensation per employee
averaged S40, 100, substantially above the S33,700 aver-
age paid by all U.S. affiliates in all manufacturing indus-
tries, but less than the S44,550 average paid by all U.S.
automotive manufacturing companies (Figure 7-5). How-
ever, the average wages in the BEA data for U.S. affiliates
are likely reduced by the relatively high proportion of
lower-paid wholesaling employees included compared to
U.S. automotive manufacturing companies.

U.S.Affiliates' Concentration by
Product Sector

The following sections are based on OBA data
obtained directly from published automotive industry
sources.

Autos

The role of U.S. affiliates in U.S. auto production
and sales has increased rapidly since the mid- 1 980s, with
the rapid rise in the number of Japanese-owned U.S. auto
producers. Hondabegan U.S. autoproduction in 1982 (for
sale in 1983). Nissan in 1985, the Toyota-GMjoint venture
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NUMMI plant in 1986, Mazda in 1987. Mitsubishi in
1988,the Toyotawholly-ownedplantin 1988,and Subaro-
Isuzu in 1989. In 1988, Volkswagen closed its Pennsylva-
nia assembly plant. after only ten years of operations.

The U.S. affiliates' share of U.S. auto production
(including production in plant jointly owned with U.S.-
owned auto producers) roem rapidly from 7.8 percent in
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1987 (including Volkswagen), to 16.5 percent in 1989, and
21.6 percent in 1990 (according to Ward's Autonmtive
Reporrs) (Table 7-2). In addition, Japanese-owned affili-
ates accounted for 19 percent of total U.S. production of
pick-up trucks in 1990; they also produced light and
heavy-duty trucks.

According to the Japan Automobile Manufacturers
Association, Japanese investment in U.S. auto production
facilities reached S6.4 billion in 1989, and by tile end of
1990 those U.S. facilities employed 26,653 workers.
Several ofthose Japanese auto companies have announced
future expansions in the United States.

Auto Parts and Tires

A surveyofavailable sources byOBA indicates that
U.S. affiliates mainly producing vehicles and automotive
parts are accounted for under 50 separate 4-digit SIC
industries. This survey found that in 1990, for the foreign-
owned plants identifiable by industry of output, 75 percent
of the production workers and 96 percent of the plants in
the automotive manufacturing sector are those producing
automotive parts. Moreover, of the estimated total num-
ber ofU.S. affiliates' 416 auto parts plants(with 126,640
workers), 57 percent were Japanese-owned, while Euro-
pean and Canadian plants accounted for 58 percent of the
total employment.

During 1985-90, Japanese auto parts and tire manu-
facturing companies were attracted to the United States by
the growing presence of Japanese auto companies in this
country and the sharply reduced relative cost of purchas-
ing U.S. facilities resulting from the post-1984 dollar
depreciation. During these 5 years, Japanese auto parts
companies built or acquired an additional 200 plants.
Many of these were small, start-up companies which
partly accounts for the large number of plants relative to
their number of employees in 1990.

In contrast, European and Canadian direct invest-
ment in the U.S. automotive parts and tire manufacturing
industry began decades ago and has increased only slowly.
To gain entry into the U.S. market, they tended to acquire
large, existing, established U.S. auto pasts firms.

U.S. affiliates are widespread in most of the 50
separate auto pans producing industries. The largest
concentration of U.S. affiliates, in terms of employment,
is inthe U.S. tire industry, with even more workers than are
employed in affiliates producing autos. In 1990, U.S.
affiliates producing tires employed 39,300 workers at 29
plants, with European-owned tire producers employing 60
percent of those workers at 55 percent of the plants.
Moreover, U.S. affiliates appear to dominate U.S. tire
production-employing 62 percent of all U.S. production
workers in the U.S. tire industry.

After tires, the top ten industries in which U.S.
automotive affiliates are located (in terms of employees)
are stamping, glass, bearings, seats, automotive electrical
equipment, auto air conditioners, engine parts, rubber

parts, and plastic parts.
Considerable concern has been expressed by U.S.-

owned auto pans producers about vertical linkage be-
tween U.S. affiliates producing autos and those producing
auto panls, particularly between Japanese-owned firms.
Detailed public data are not readily available on a consis-
tent comprehensive company-by-company basis to clearly
identify the extent of such linkage. Nevertheless, such
information as is available suggests there is some vertical
linkage between Japanese-owned U.S. affiliates that ap-
pears to somewhat parallel that in Japan, as it appears to
extend upstream to various U.S. parts producers and is
clearly linked downstream to U.S. auto wholesalers.

Japanese-owned U.S. automotive manufacturing
operations increased from 39 in 1984 to 276 in 1990
(Figure 7-6). By 1989, of the total 168 Japanese-owned
U.S. affiliates producing automotive parts, over 40 per-
cent (69 U.S. affiliates) were owned by Japanese parent
auto companies. Moreover, the 99 "independent" Japa-
nese-owned U.S. automotive parts affiliates tended to
have long-term supplier relationships with the parent
Japanese auto producers in Japan.'

Technology Progress

Technology Transplants

Some ofthe Japanese-owned U.S. automotive affili-
ates have contributed to U.S. productivity growth by
bringing to the United States the world's "best practices"
production technology -- in effect transplanting technol-
ogy. Because Japanese-owned plants are newer than U.S.-

Phbylli, A. GOnthr rW D o.tId H. Dafn. JpOEe Dh-t r.-tm i.
US. Mafaecnrvg. US. Dkpumt of Cono~.--., W. hingi,.D D.C.,
J..E 1990.

Figur 7-6
Number of Japanese-owned Automotive Plants

Rose Rapidly In the 1980s

200

SoUrces: U.S. Dponrment f Commerce. Ja-pnese Diret Io-et.e Ui,
U.S. Mnfocomng, JUe 1990.



71

owned plants, their state-of-the-art production processes
tend to be more efficient than those in most older U.S.-
owned and other foreign-owned U.S. plants.

R&D Spending

In contrast to their contribution through trans-
planted technology, spending on research and develop-
ment by U.S. automotive affiliates (according to BEA
data) has lagged well behind that by U.S.-owned automo-
tive producers. Notwithstanding the U.S. affiliates' sub-
stantial share oftotal U.S. auto production, they spent only
$50 million on R&D in 1988, com pared to S7.3 billion by
all U.S. automotive companies (according to the National
Science Foundation) (Figure 7-7). Moreover, the 1988
spending by U.S. automotive affiliates was only slightly
more thanone-halfthe nearly S90 million level theyspent
in 1980.

Critical Technologies - Robotics

A numberofkey critical technologiesareembodied
in the production equipment and in the parts and compo-
nents used in the production of autos. Among these are
robotics, electronics, and new materials. The advent of,
and intense competition afforded by, both imported and
U.S-produced foreign brand autos appeared to strongly
influence the timing, speed and extent to which U.S-
owned auto producers adopted and embodied the use of
these technologies. Also influencing their adoption were
government gas economy and pollution standards.

Robot technology is one of the 12 critical emerging
technologies identified by the U.S. Department of Com-
merce Technology Administration. The rapid accelera-
tion in the U.S. automotive industry's adoptionofrobotics
technology in automotive production was highly moti-

FiR 7-7
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vated by the need to reduce costs and improve quality of
output. The automotive industry is the largest world-wide
user of industrial robots, accotnting for about 50 percent
of all U.S. robot installations.'

While the U.S. robotics industry has depended on
sales to the auto industry to support early technical devel-
opments, the dramatic growth in the U.S. automotive
industry's demand for robots has been supplied primarily
by imports. The stock of robots installed in all U.S.
industries rose dramatically from about 6,000 in 1981 to
39,000 in 1990. However, of the 3,300 additional robots
installed in the U.S. plant in 1990, onlyabout 19 percent
were assembled in the United States, and most of those
were assembled from imported mechanical components.
The U.S.-produced contribution to U.S. robot assembly is
now largely limited to supplying controllers, sensors, and
software. In 1989, ofthe total number ofrobots assembled
in the United States. probably less than one-tenth (about
200) were installed in automotive plants. Moreover, about
nine-tenths of the robots installed in U.S. automotive
plants in 1989 were foreign-produced.

The advent of lapanese-owned U.S. auto plants may
not have contributed significantly to the failure of U.S.
robot producers to capture a large share of the dramatic
growth of the U.S. auto production requirements for
robots. Foreign robot production, particularly Japanese
produced robots, has amply demonstrated a dominant
price and reliability competitiveness edge in supplying
robot not only to Japanese-owned, but alsoto U.S.-owned
auto plants. Indeed, GMF Robotics, a joint venture with

.production facilities in Japanbetween General Motorsand
Fanuc of Japan, is the predominant supplier of robots to
GM's auto assembly plants.

The 60 to 70 U.S. robotics companies are relatively
small compared to similar Japanese companies, and spe-
cialize in the advanced technologies for sensors and
manufacturing software. The sensors are used ini robot
arms for vision, heat detection, and proximity. U.S.
companies also produce the world's most advanced and
creative computersoftware for linking robots and machine
tools on the factory floor. Moreover, nearly all ofthe U.S.
robotics companies have established international coop-
erative arrangements with foreign robot producers to
reduce risk, share development costs, andexpand markets.

National Ownership Concentration

U.S. afflhiates in the automotive sector have tended
to concentrate, depending on their country of ownership,
in particular product sectors. All U.S. affiliates now
producing autos are Japanese, as Volkswagen closed its
Pennsylvania plant in 1988, and Renault sold its equity
position in American Motors to Chrysler in 1989.

Op 39. ia U.S. 0 riaw fComa. Ba.ea ofF an Adniiis-
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Automotive PartsTrucks

U.S. affiliate production of large trucks is domi-
nated by European companies, while Japanese companies
specialize in pick-up trucks. Renault of France has had a
direct interest in Mack tbucks since the late 19709 and
gained fuUl control of the firm in 1990, while Volvo of
Sweden acquired White Consolidated tuck division in
1981 and formed a joint venture with General Motors to
manufacture 'class 8- trucks in 1988, and Daimler Benz of
Germany acquired Freightliner in 1981.

European companies from Sweden, France, and
Germany became U.S. producers through acquisition of
integrated U.S. heavy-duty truck assemblyandparts manu-
facturing. Japanese companieshave constructednew U.S.
truck assembly plants, but rely on U.S. contractors for
most of their truck parts and import their truck engines
from Japan. Nissan and Subaru-isuzu built new U.S.
facilities to manufacture pick-up trucks, and in 1990
accounted fornearly 20 percent oftotal U.S. production of
light trucks (according to Ward's Automotive Reporrs).

Tires

French, German, and Italian companies account for
most of the U.S. affiliate production of tires. Michelin
(France) built five U.S. manufacturing facilities in the
1980s, and in 1990 acquired Uniroyal-Goodrich. Other

U.S. parts-producing affiliates of some nations are
highly concentrated in some auto parts industries. For
example, with the acquisition of Libby Owens Ford's
automotive glassdivision by Pilkington Brothers PLC, the
U.K-owned affiliates specialize in windows; Japanese-
owned affiliates have also focused on glass production.
Auto seat production is dominated by Luxembourg- and

* Japanese-owned plants. U.S. affiliates in automotive
stamping are mainly Canadian- andGerman-owned, while
bearings are mainly produced by Swedish- and Japanese-
owned plants.

Japanese-owned plants account for nearly all of the
affiliates' production of auto air conditioning, auto audio
equipment, plastic parts, and safety equipment. Genman-
owned affiliates, such as Robert Bosch, have concentrated
on fuel-injection systems, and account for nearly all of the
foreign-owned U.S. production of pistons, valves, and
water and fuel pumps. U.K-owned affiliates have also
concentrated on automotive pollution controls through
acquisition of the Robert Shaw Controls division.

The European-owned plants tend to be larger plants
with more workers and the Japanese-owned plants tend to
be smaller start-up plants (Table 7-3).

State Location of U.S.Affiliates

acquisitons of U.S. tre companses in tne I 1M0S include U.S. automotive affiliates are heavily concentrated
Continental AG's (Germany) purchase of General Tire, in the large automotive states in the Mid-West, such as
and Pirelli's (Italy) purchase of Armstrong. Since 1987,. Michigan, Ohio, and Indiana, although at least some are in
Japanese tire companies have purchased Firestone, a total of34 states. In 1990, most U.S. affiliates were in
Mohawk, and Dunlop UK and its U.S. subsidiary. the seven states with foreign-owned, or joint U.S.-Japa-

nese-owned auto or truck assembly plants, with 67 plants
in Ohio employing 22,540 production workers, followed
by Tennessee with44 automotive plants employing 17,595
workers. Both of these states had large Japanese auto

TVbk 743 assembly plants, which attracted large nunbers of Japa-
U.S. Tire and Auto Parts Producing AffilIates In nese-owned auto parts suppliers that provide "just-in-

1990 time" delivery. Over 70 percent of the Japanese automo-
tive foreign direct investment was in Ohio. The Toyota

Country of Poducion plant in Georgetown, Kentucky also attracted foreign-
Ovoconbip PPit Worke.. owned suppliers, with Kentucky ranking fifth largest in

IirA foreign-owned automotive investment.
Total .._..... _ ._ 29 39.400 Large European investments are in South and North
Japan .. . _. 12 15,258 Carolina, with South Carolinaranking fourthamong states
Euomp .. _ 17 24,150 in automotive foreign direct investment, primarily due to
Caad_. .................. ... Michelin's four large tire plants, two auto parts plants
E,0.; owned by Robert Bosch ofGermany, and the relocation of
Total. _ 386 87.240 Renault-owned (France) Mack truck headquarters.
} _ 225 37.992 Some states, such as Kentucky, Tennessee, and
Eaumpe ..... 143 24.150
C d_.__ I I S 306 South and North Carolina attract foreign investment be-

- cause of lower wage costs, partly because of less unioniza-
Source U.S. DepamntmofCononm-n. Ec.aonmic. nd SwfiatioaAdmin. tion of workers. These states also have offered significant
iAnLioa. 0f5..e of11uineaaAnalysis. incentives to recruit foreign-owned manufacturing plants.
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Merchandise Trade

According to BEA data, U.S. imports by U.S. auto-
motive manufacturing affiliates have risen sharply to S 1.6
billion in 1987 and $2.0 billion in 1988 from that in 1980
when the number of reporting enterprises was too small to
allow publication by BEA (Figure 7-8). Moreover, the
actual imports by all U.S. automotive manufacturing
affiliates in 1988 was probably muchhigherthanreported
by BEA data, as those data exclude imports by two major

U.S. affiliates assembling autos tht mre classified as
wholesales

Japase-owned enterprises account for most of the
U.S. importabyU.S.automotiveumsifacturingaffiliatea
U.S. Bureau of the Census trade statistics on U.S.-Japa-
nese automotive trade show a decline in imports of ve-
hides in recent years, as affiliates increased their U.S.
production, but this decline in auto imprats has been offset
by a far larger increase in imports of auto parts.

Japanese purchases of U.S. tire companies, such as
Firestone, also appears to have facilitated imports, as the
acquisition of their U.S. retail distribution networks pro-
vides a direct outlet for sales of Japanese-made tires.
Imported tires may also be installed on Japanese brand
autos assembled in the United States. Imports of Japanse-
produced tires have risen over 50 percent since 1986.

In contrast to imports. exports by U.S. automotive
manufacturing affiliates were far lower in 1987 (S360
million) and in 1988 (S450 million) than the S.0 billion
exported in 1980. Moreover, in 1988, exports by U.S.
manufacturing affiliates were small relative to their total
sales (2.8 percent) and relative to total U.S. automotive
exports of S25.9 billion (3.9 percent). Indeed, the export
share oftheir sales was far smaller than the export share of
the total U.S. automotive sector's sales (12 percent).

On balance, the U.S. automotive manufacturing
affiliates have had a rising trade deficit, reaching $1.2
billion in 1987 and S1.6 billion in 1988. Most of their
imports are from their parent firms, while virtually none
of their exports are to their parents. As aresult, the trade
deficit withtheirparentsislargerthantheiroveralldeficit,
reaching $1.4 billion in 1987 and $1.7 billion in 1988.
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8
FOREIGN DIRECT INVESTMENT IN THE
U.S. STEEL INDUSTRY

byJohn T Horrington

Rapidly rising foreign direct investment in the U.S. steel
industry in the 1980s occurred during considerable re-
structuring withinthe industryand impositionofnew U.S.
steel import restrictions. By 1988, U.S. affiliates of
foreign firms held interest in approximately 15 percent of
the U.S. steel industry, as measured in terms of sales
volume, compared to only about 5 percent in 1980. The
rate of foreignpurchases appearstohavepeaked in the mid
1980s. although occasional acquisitions continue to oc-
cur. The bulk ofthis foreign investment has occurred in
downstream facilities-specialized milling or alloy plants
- where proximity to the customer is increasingly impor-
tant and, in many cases, ison ajoint venture orpartnership
basis. Japan replacedEuropeasthemajorflreigninvestor
in the U.S. industry during this period-each major Japa-
nese steel firm made investments in the United States -
while major French and Korean steelmakers also made
significant acquisitions.

The U.S. steel industry' faced very difficult fuian-
cial conditions in the early 1980s. Beset by a recession
fostered decrease in aggregate U.S. demand for steel,

Flgs o I
Totai U.S. Steel Mill Product Shipments and

Imports. 1980-90
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world-wide overcapacity, and continued strong U.S. steel
imports during this period (Figure 8-1), the U.S. steel
industry accumulated net operating losses of$ 1 1.6 billion
from 1982 through 1986.' By the end of 1985,20 percent
of U.S. steel making capacity was owned by companies
operating under bankruptcy protection. Employment
plunged from 512,000 in 1980 to only 277,000 in 1988
(Figure 8-1).

The huge losses suffered by the industry lowered
credit ratings and damaged investor confidence. In par-
ticular, the large integrated manufacturers that manufac-
ture raw steel out of iron ore could raise little of the
investment capital needed to upgrade their facilities to
levels technologically competitive with foreign firms.
Credit that was obtained on the bond market came at high
interest rates, in many cases exceeding 15 percent on an
annual basis.3

As a result of the industry's poor earnings and its
di fficulty in raising capital, investment in plant and equip-
ment fell from S2,650million in 1980 to only S862 million
in 1986, leavingthe industrystarvedofcapitalandwithan
aging technological base.' Considerable investments have
been made since then and many older plants have been
shut down, rationalizing the industry and enhancing its
competitiveness. Even so, one American steel executive
in 1990 still placed industry capital requirements at be-
tween S10 and S15 billion, for the industry to regain a
competitive position in world markets.'
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Motives for Foreign Investment in
the United States

The difficulties faced by U.S. steel producers in the
early 1980s led them in many circumstances to seek
outside capital and technology, according to a survey
conducted by the International Trade Commission in
1989.' Foreign steel companies, moreover, could see
important advantages in owning production and process-
ing facilities in the United Stases. These perceived
advantages included:

o Size and accessibility of the U.S. market. The
United States is the second largest consumer of
steel after the Soviet Union, and thus an impor-
tant market for gainingeconomiesofscale,diver-
sifying risks, stabilizing earnings across borders,
and exploiting firm-specific competitive advan-
tages in technology and capital.

o U.S. Import restrictions. Afler 1984, when the
United States began negotiating voluntary export
restraint agreements (VRAs) with major steel
exporting countries, foreign steel exporters real
ized that U.S. based production facilities would
ensure their access to the U.S. market.

o Instability of the dollar. The large swings in the
relative values of international currencies and in
energyand raw material prices in the early through
mid 1980s, demonstrated the need for foreign
steel producers-especiallyJapanese firms which
import virtually all of their coking coal and iron
ore requirements-to reduce risks by investing
in production facilities in the U.S.

o Rising overseas production costs. European
and Japanese integrated steel firms face con-
straints on expansion in their home markets,
including rising laborcosts, escalating wage rates,
high land and energy prices, and environmental
controls, all of which have increased their pro-
duction cost structure at home relative to the
United States.

o Customer service requirements and technol-
ogy advances. Foreign firms recognize that
increasing demands from steel consumers for
customized products--made economically pos-
sible by computer aided manufacturing and de-
sign - is shifting the industry from a producer-
oriented, price-based commodity market to one
withastrongercustomerorientatio, better served

by local plants, which can better guarantee a
stability of supply.

o Relocation to the United States of long term
clients. New U.S. facilities built by foreign
firms, especially in the steel-intensive automo-
bile sector, have drawn associated foreign steel
suppliers to follow withinvestmetnts inthe United
States. Foreign steel companies have been
prompted to follow traditional customers to the
United States either at the urging of compatriot
firms who want a supplier familiar with their
products requirements or in order to regain steel
sales lost in domestic markets.

Foreign Direct Investment Growth

Foreign direct investment in the U.S. steel industry
has increased markedly over the past decade and has been
a major source of capital for the U.S. industry. Whether
measured in terms of plant value, sales, or employment,
the foreign affiliated share of U.S. steel production rose
from 3-5 percent in 1980 to 15-18 percent in 1988. Foreign
firms control less ofthe U.S. industry, however, consider-
ingthatalarge numberofthese affiliates arejointlyowned
with U.S. firms.

Gross Property, Plant, and Equipment

Gross property, plant, and equipment (PP&E) of
steel-making affiliates offoreign companies in the United
States was assessed at S1.7 billion in 1980 at historical
book value, or about 6 percent of total domestic steel
industry PP&E, according to BEA and Bureau of Census
data.' By 1988 this value had increased to S6.2 billion, or
17 percent of the Census compiled total of S36.4 billion.
(Figure 8-2).'

Japanese-owned U.S. steel affiliates held S3.2 bil-
lion in gross PP&E. about 9 percent of the U.S. industry
total. European-owned affiliates held S919 million in
PP&E, less than 3 percent of the industry total.

Excluding property, by 1988, U.S. affiliates owned
S6.2 billion in plant and equipment assets, or approxi-
mately 17 percent of a total S35.3 billion in book value of
plant and equipment at the end of 1988 for the entire steel
industry.

Another indication of the growth in foreign direct
investment in the U.S. steel industry is represented by the
cumulative value of net foreign capital transferred to the
U.S. based affiliates from their overseas parents. This
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WA i Employment
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48 In 1988, U.S. affiliates of foreign companies em-

ployed 51.5 thousandworkers in the manufacture and sale
of steel, of which 38.4 thousand worked for affiliates
whose primary business was in the steel manufacturing.
This represents a 70 percent increase since 1980 but the
majority of the increase occurred in 1984 alone. Employ-
ment by the affiliates remained static after 1984. Of
277,000 U.S. workers in 1988, foreign affiliates ac-
counted for about 18 percent, versus 5 percent in 1980
when industry employment averaged 512,000 workers."

Wage rates for employees of U.S. affiliates of for.
eign companies in the steel industry are generally compa-
rable to or higher than the average for the industry.
According to BEA data, in 1988 the annual salaries and

83 es 07 wages of all employees of U.S. steel affiliates averaged
$3 3,541. Although not wholly on the same basis, this rate
compares with an average of $31,963 for production
workers in the industry as a whole. Only about 54 percent

Ito S2,927 millionin 1989.' of the employees of the U.S. based affiliates-2 1,000 outof 3 9,3 00 in 1987--were covered by collective bargaining
agreements, however, compared to 76 percent for the
industry as awhole--an estimated 155,000 out of 202,900
(Figure 8-3).'"

iates of foreign companies Employment by U.S. steel industry affiliates is
es from S2.8 billion in 1980 mainly concentrated in the Great Lakes states (which had
etototal U.S. steelsales. the one-third of the total in 1988), and in the individual states
Iroughly 17 percent of U.S. of Pennsylvania, California, and Georgia.
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percent of industry wide sales of S78.0 billion in 1980. If
over Si billion in sales by two companies with foreign
parents in Bermuda and the Netherlands Antilles that are
ultimately owned by U.S. firms are excluded in 1988,
foreign affiliate market share of industry sales was ap-
proximately 15 percent in 1988.0°
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Sources of Investment Growth

BEA data for U.S. affiliates of foreign companies
indicates that Japan was the largest direct investor in the
U.S. steel industry in the 1980s - a shift away from
Europe and Canada and towards Japan. The stock of
PP&E ofJapanese-owned affiliatesjumped from only $89
million in 1980 to reach S3.2 billion by 1988, while the
PP&E of European-owned affiliates declined from SI. I
billion to S0.9 billion. This shift is not surprising as the
eight largest Japanese steel firms realized accumulated
profits of S7.8 billion during 1978-88, and thus possessed
ample funds for foreign investment, while the 12 largest
European Community steel firms ran cumulative losses of
$25.6 billion." French companies, nevertheless, moved
up to become the second largest U.S. investors in the steel
industry between 1980 and 1988, primarilythrough acqui-
sitions in the United States by their state-owned steel
conglomerate.

'F.rys, l985-54.ris S-eyofC,.oB-iutss Bua s of Ecoonoc
Anslyuir Aug. 1985. p.65. Fory.i 1985-89. ft. Aug. 1990. p. 54.

Ibid.
" SVppI-scriooEmploymsituo sEsnmag (WadbioW.gt: U.S. Dps.nt
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dos Aoguoa 1989 is-su. p. 41 and 42.
"E.oirnua by tbs United Steelworker of Amer;c..
'SledlSraftst no. 17(N.w Yek Piu. Webb., Ioc., Feb. 1991)p. 118.
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These data tend to exaggerate Japan's share of the
total stock of foreign investment, since they are based
upon the book value of gross property, plant, and equip-
ment, which understates older and mostly European and
Canadian investments. Japan's rising share of investment
in the industry between 1980 and 1988 is also reflected,
however, in its share of industry sales and employment.
Japanese owned affiliates accounted for S3.5 billion or 6
percent of industry-wide sales in 1988 while European
owned affiliates accounted for S2.8 billion or 5 percent
(Figure 84).

Japanese Investment-A Dominant
Factor

Publicly available information indicates that Japa-
nese direct investment in the U.S. steel industry began in
1968 with Sumitomo Metal's acquisition of a 10 percent
stake in a small California tube manufacturer. Major
investments, however, did not begin until 1984 when the
United States signed avoluntary restraint agreement (VRA)
with Japan, limiting Japanese steel exports to the United
States. In August, 1984,just priorto that agreement, NKK,
one of the top five steelmakers in the world, acquired 50
percent ofNational Steel afterthe U.S. Justice Department
had disallowed a bid for National by US Steel on antitrust
grounds. That same summer, Nisshin Steel, an affiliate of
Nippon Steel, the world's largest steelmaker, entered into
a contract with Wheeling Pittsburgh Steel to build a
galvanizing line in the U.S. to serve the automotive sector
while Kawasaki Steel and the Brazilian steel manufac-
turer, CVRD, each purchased ahalfshare in Kaiser Steel's
largely closed Fontana, California steel mill.

Some of these investments were less than com-
pletely successful as many problems developed with

Firx B4
U.S. Steel Affiliates' PP&E, by Country of

Ownership. 1980-88

regard to labor and the condition of the plants. Neverthe-
less, numerous Japanese investments have continued since
then; for example Kawasaki Steel obtained a 50 percent
share of Armco in 1989 and Nippon Steel obtained 13
percent of Inland Steel in a 1990 stock swap. All five of
Japan's integrated steel producers have thus made sub-
stantial investments in American steel manufacturing
facilities.

According to the Japan Economic Institute, as of
October 1989, of 34 announced investments in the U.S.
steel industry, Japanese firms had established 6 wholly-
owned new manufacturing subsidiaries, entered into 17
"greenfield" joint ventures, and acquired shares ranging
from 33 to 85 percent in II existing plants or production
lines with 8 different American firms.'

Japanese firms have tended to favor establishing
new plants ratherthan acquiringastakeinalready existing
manufacturing facilities. This preference for "greenfield"
investmentsmay reflect, in part,adesire by Japanese steel
firms to exploit their technological advantages in produc-
tion engineering. MuchofJapanese investment in the U.S.
steel industry is concentrated in plants which process raw
steel, such as the manufacture of galvanized sheet or
mechanical tubing for automobiles. Withthe exception of
NKK's majority interest in National, Kawasaki Steel's 50
percent stake in the Eastern Steel Division of Armco, and
Kobe Steel's 50 percent interest inUS Steel's Lorain, Ohio
plant, Japanese firms have little exposure to the primary
"hot-end" sector of the industry where raw steel is
produced and where issues related to the environment and
obsolete facilities tend to arise.

Japanese-U.S. Joint Ventures

Japanese direct investsnent in the U.S. steel industry
has, for the most part, taken the form ofjoint ventures with
existing American steel firms. Exceptions include NKK's
equity interest in National, the reciprocal stock swaps
between Nippon Steel and Inland Steel, and the outright
purchase of several small specialty steel manufacturers.

The U.S. partners' motivation forenteringsuch joint
ventures is clear-the availability ofJapanese capital. For
example, the Chairman of Inland Steel pointed to access
to Japanese credit as the major reason for entering into its
joint venture in 1987 with Nippon Steel." In most joint
ventures, the American partners have contributed only a
token amount of the initial investment. Out of the eight
major joint ventures between Japanese steel firms and
U.S. integrated firms. totallingover 1 6millionmetric tons
of annual production capacity, the Japanese have invested
or plan to invest an initial total ofS2.04 billion against only
SI55 million by the Amencan partners, even though the
parties typically have equal equity shares."
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In several U.S. specialty product areas, many firms
are already wholly foreign-owned. Nevertheless, Japa-
nese investors generally seem to prefer entering into joint
ventures with American steel manufacturers rather than to
purchase them outright due to several economic and
political factors. The financial burden of the very large
capital requirements of a steel plant can be eased by
sharing capital, technological and managerial expertise,
sales networks, and customer bases to provide the synergy
for decreasing business risks and increasing profit oppor-
tunities. Perhaps more importantly, however, joint ven-
turesare attractive to Japanese firms because of the ability
to direct the investment along narrow product lines aimed
at specific high-value markets. By legallyseparating their
investment from less desirable portions of the American
partner's assets, Japanese investors can hope to avoid the
cost and political embarrassment of problems associated
with under-funded pension plans, laborunions, employee
layoffs, and environmental issues.

Japanese sensitivity to the political ramifications of
wholesale acquisitions of American steel manufacturers
may be an additional motive for their preference forjoint
ventures. By engaging a local partner, Japanese firms
ameliorate the perception that they are a competitive
threat to domestic steel companies.

Japanese Finance

Much of the impetus for Japanese finance and in-
vestment originally came from the U.S. side. Unable to
attract capital in the early 1980s because of the steel
industry's unprofitability, yet aware that only investment
in new technology could make the industry competitive,
American steel manufacturers began to accept supplier
credits from Japanese machinery and steel firms. Urgent
modernization projects were undertaken, in many cases
using Japanese technology, to install continuous casting
equipment, for example. In fact, in the early to mid 1980s,
each of the U.S. integrated mills, with the exception of
Bethlehem Steel, utilized Japanese financing to undertake
modernization projects. Today, it is no coincidence that
Bethlehem Steel remains the only integrated mill that does
not have a joint venture with a Japanese steel manufac-
turer. '

The Japanese partners offered longer term, lower
interest loans than American banks and in many cases
were willing to lease equipment on easy terms. With their
close links to Japanese banks and the Japanese steel
industry, the Japanese steelmaking equipment suppliers
had no difficulty in winning the bulk of steel plant mod-
ernization orders.

Labor Relations

Japanese investors have generally left the responsi-
bility of managing labor relations to their American

partner. In the past, joint ventures have fallen under the
company-wide collective bargaining agreements entered
into by the American partner with laborunions. Other than
California Steel, which is the joint venture between
Kawasaki Steel and a Brazilian company, all major Japa-
nese investments in the U.S. steel industry have retained
unionized labor forces. Wage rollbacks have not been as
much as an issue as in Japanese owned auto plants in the
United States. Recently, however, there was an attempt by
the Kobe-USS joint venture in Lorain, Ohio, to dissociate
itself from the collective bargaining agreement negotiated
between USS and the USW. Although the USW local
ratified a contract with the Kobe-USS joint venture in
February 1991, which is little different from the USS
collective bargaining agreement, the attempt by the joint
venture todifferentiate itselffromUSS maybe indicative
of future labor policy in the foreign-owned steel sector."
Previously, the joint venture between US Steel and the
Korean company, Pohang Iron & Steel, managed to sepa-
rate itself from the USS collective bargaining agreement
and win considerable concessions from labor as a separate
entity from USS.

Japanese Technology

The Japanese steel industry is in many applied
technology areas, particularly production technology, more
advanced than the U.S. steel industry. This is a result of
close cooperation with steel mill machinery manufactur-
ers and steel consumers, high levels of investment in
R&D, and close attention to productivity to compensate
for the relatively high cost of energy and raw materials in
Japan. According to an American steel executive, as U.S.
steel firms slashed in-house engineering departments to
cut costs, the U.S. steel industry's start-up rates and
learning curves for steel making technologyfell consider-
ably behind that of Japanese producers.'' A comparison of
corporate R&D expenditures as a percentage of net sales
between Japanese and Amertcan steel producers between
1985 and 1989 show a marked competitive advantage in
favor of Japanese firms, with Japanese-owned affiliates
averaging four times more R&D spending per unit of sales
than the industry as a whole.

Influence of Automobile Industry

Much of Japanese investment in the U.S. steel
industry has been directed towards servicing the new
automobile plants built by Japaneseauto firms. A number
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of new greenfield plants have been constructed which
produce corrosion-resistant zinc or nickel-costed steel
sheet for use in the manufacture of motor vehicle bodies.
In Japan, auto-makers had long used thinner, less effective
anti-corrosion coatings on automobiles due to the high
cost of these electricity intensive products. They have,
however, recently brought their standards up to U.S.
automakers levels."' By 1993, Japanese-American joint
ventures will have added approximately 3.5 million net
tons of annual production capacity in coated steels, prima-
rily for sale to auto manufacturers in the United States.a
Although Japanese firms have provided technical assis-
tance to American producers in the coating of steel since
the late 1970s, the large volume of steel sheet required by
transplanted Japanese automakers in the United States,
over 2 million net tons annually by 1991, has attracted
investment in the United States by Japanese steel firms
familiar with the distinct product specifications of Japa-
nese automakers

Shared customer bases are particularly attractive for
joint ventures producing high value added steel mill
products for the domestic automotive industry. Due to the
necessity of ensuring reliable and prompt deliveries of
acceptable quality steel and the desirability of inter-
industry cooperation in the design and production of
automobiles and automotive parts, automotive firms
strongly prefer to engage in long term supplier relation-
ships with a very limited number ofsteel firms. American
and Japanese automakers have in the last few years
reduced the number of their steel suppliers in order to
improve the consistency of steel purchases and to make
communications with suppliers easier. The Japanese just-
in-time inventorysystemsadoptedbyAmericanautomakers
also require few suppliers.

European and Canadian Investment

While Japanese investment is the prominent foreign
direct investment trend in the U.S. steel industry, other
countries have been important sources of foreign invest-
ment in American steel. France, in particular, through its
100-percent-state-owned steel conglomerate, Usinor-
Sacilor, has since 1980 greatly expanded its presence in
theU.S. steel industry. Usinorhas become the largest steel
firm in Europe through aggressive acquisitions and is
close to becoming the largest firm in the world. Press
reports indicate that in 1990, Usinor was the first foreign
firm to acquire 100 percentownership ofamajor U.S. steel
firm-its $570 million buy-out of J&L Specialty Products,
the second largest U.S. stainless flatware producer. Usinor
also attempted to acquire a significant minority stake in

LTV Steel, the third largest steelmnaker in the U.S.. but the
negotiations fel throughdue to Usinor'sunwillingness to
assume the pension obligations on which LTV had de-
faulted in bankruptcy. Echoing the trend of Japanese steel
firms to follow their compatriot auto manufacturers into
the United States, Usinor last year purchased a 50 percent
stake inGeorgetown Steel, a makerofsteel cord for use in
tires, following the purchase of Uniroyal-Goodrich by the
French tire maker, Michelinn According to the press,
Usinor, which benefited from an estimated S16 billion in
subsidies from the French government during the steel
recession ofthe 1980s, has resources to spend on overseas
investments because it has not used up tax credits carried
forward from that pertod.-

British Steel, onlydenationalized in 1988, recently
signed a letter of intent to study the possibility of forming
a joint venture with Bethlehem Steel to produce rail and
structural steel using Bethlehem's Steelton, Pennsylvania
mill." Last year, British Steel assumed full ownership of
Tuscaloosa Steel in Alabama.

European investment in the U.S. steel industry is
generally concentrated in the specialty steel sector which
manufactures alloy and stainless steel. To date, European
firms have not made significant investments in, or entered
into major joint ventures with American integrated steel
manufacturers.

Canadian investment in American steel has focused
primarily on the mini-mill sector, which produces struc-
tural steel using scrap-based electric furnaces. Several
important American minimill companies, such as Atlantic
Steel and Raritan River Steel, are controlled by Canadian
firms. Most of this investment occurred in the early 1980s
when the sector's financial and market prospects were
optimistic in comparison to the U.S. integrated sector,
which was under heavy attack by imports and laden with
obsolete steel making capacity.

International Trade

Throughout the 1980s, the U.S. steel affiliates' for-
eign trade was in deficit, but the deficit level was relatively
small compared to that of the overall U.S. trade in steel
products, at S422 million in 1988 compared with S5.6
billion (Figure 8-5). The U.S. affiliates' exports in the
1980s remained small - much smaller than their imports
- and their trend relatively flat, reaching S135 million in
1988. Imports doubled in the first half of the 1980s,
reaching S639 million in 1985, and then tapered down to
S559 million in 1988.

The U.S. affiliates' exports decreased slightly in the
1980s, despite the sharp rise in foreign direct investment
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in the U.S. steel industry and the improved competitive-
ness afforded by U.S. dollar devaluation after 1984. Their
lagging export performance may be partly explained by
their orientation towards supplying domestic U.S. steel
consumers. The U.S. affiliates'exports constitute only 1.4
percent oftheir sales in 1988, even less than the weak 4.0
percent for the steel industry as a whole. The European-
owned U.S. steel affiliates had a greater propensity than
Japanese affiliates to export, shipping 3.6 percent oftheir
sales overseas in 1987, compared to only 0.2 percent for
Japanese-owned affiliates.

Publicly available information indicates that the
U.S. steel affiliates have tended to be large importers of
raw steel-especially the British Steel-owned Tuscaloosa
Steel, California Steel, and the USS-Posco joint venture,
all of which imported large quantities of semifinished
steel from their parent firms for finishing (according to
press reporting). Analysis of affiliates' import character-
istics is not feasible, as the BEA trade data, which are on
an "industry of affiliate' basis, has not differentiated
between imports of capital equipment and imports of raw
steel over time. (Data are available only for 1980.)

U.S. steel affiliates probably played a role, albeit
small, in the overall trend in U.S. steel trade. Imports as
a percentage of U.S. apparent consumption of steel mill
goods in 1990 dropped to 17.5 percent, the lowest rate
since 1980 and markedly down from the rate in 1984 of
26.4 percent. The decline in the overall U.S. steel imports
and the rise in U.S. steel exports in the past few years is

Figs.. B-S
U.S. Steel Affiliates' Foreign Trade, 1980MB8
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probably primarily attributable to strong overseas demand
and the decline of the dollar vis-a-vis the currencies of
major trading partners.

Some substitution of imports with domestic U.S.
output is beginning to appear. This is particularly true as
a result of the new 'greenfield" plants, which are reduc-
ing the need for imports of specialty coated steels. The
best example of this effect may he seen in imports of
galvanized steel sheet and strip from Japan, which have
been cut in half in net tonnage terms since 1984, when
major Japanese-owned galvanized steel joint ventures
first came on stream. Japanese transplanted auto manu-
facturers are under political pressure to increase the U.S.-
produced content of their U.S. operations and have
announced their intention to increase their U.S. parts
procurement to 75 percent.O Some Japanese transplants,
su-has Nissan, expect topurchase close to 100 percent of
their coated steel from U.S. output by 1991, when Japa-
nese joint ventures with Armnco and LTV are expected to
meet Japanese grade and quality specifications." U.S.
imports of Japanese galvanized steel are expected to
diminish furtherwhenadditional U.S. galvanizing capac-
ity comes on line, such as the 900,000 tons per year from
the Inland-Nippon joint venture scheduled to begin in
1991.

Research and Development
Expenditures of U.S.Affiliates

U.S. steel affiliates' expenditures on research and
development have been negligible (according to BEA
data) relative to the industry as a whole. The U.S. steel
affiliates spent on R&D only $4 million in 1980 and SIB
million in 1988, compared with the whole U.S. steel
industry R&D spending ofS338 in 1980 and S257 in 1988.
As a ratio to sales. this amounts to only 0.04 percent for the
affiliates, compared with the industry-wide ratio of 0.6
percent. Nevertheless, the foreign parents ofthe affiliates
spend large amounts on R&D in their own countries. The
R&D spending to sales ratio of the top six Japanese steel
making firms. for instance, was 2.7 percent of sales on
R&D in 1989, and these foreign parents often bring their
new technology to their U.S. affiliates.
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FOREIGN DIRECT INVESTMENT IN THE
U.S. CHEMICALS INDUSTRY

by Sandra D. Cooke and Susan M. LaPorte,* and EmilyAArakaki"

The chemicals industry is oneofthe most "globalized" of
all U.S. manufacturing industries.' Foreign firms held
substantial equity interests in approximately 24 percent of
the U.S. industry in 1988, as measured in terms of sales
volume, up from IS percent in 1980. These chemicals-
related investments, moreover, account for almost 30
percent of the entire foreign direct investment (FDI) assets
held in the U.S. manufacturing sector.

Increasing chemical production surpluses world-
wide and a maturing market caused prices and profits to
decline in the early 1980s, leadingto amajorrestructuring
of the industry. Opportunities arose for foreign multina-
tionals to expand in the United States and they took
advantage of it. The result has been unprecedented levels
of foreign investment in the chemicals industry over the
past decade. According to industry analysts, the U.S.
chemicals industry has prospered from this increase in
foreign activity, not in spite of it.

The recent growth in foreign direct investment in the
chemicals industry can be attributed to several factors.
The large size of the U.S. chemical market and the
importance of economies of scale have been major incen-
tives for foreign direct investment, asalso has theneed for
foreign companiesto produce inthe United Statesto lower
transportation costs, especially for specialty chemicals, in
selling to the U.S. market. Hedgingagainstexchange late
fluctuations and spreading the industry's huge research
and development costs over a larger sales volume, have
also been important factors as well.

The outlook for continued foreign investment in the
U.S. chemicals market is excellent. European firms are
expected to continue to increase their already large invest-
ments while Japanese and developing countries' firms
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have just begun to expand their shares of the world
chemical market

Highlights: 1980-1988

BEA survey data indicate the following key trends
in the performance of U.S. affiliates in the chemicals
industry during 1980-1988:

o U.S. affiliates of foreign companies' share of
chemicals industry sales grew from 15 percent to
24 percent

o Employment related to foreign investments grew at
a 6 percent annual rate compared to a I percent per
year decline in the industry as a whole.

o Gross property, plant, and equipment (PPE) held by
the affiliates grew flon S18.3 to $58.2 billion.
PPE per employee increased from $64,800 to
S 153,000, on a current dollar basis.

o Industrial chemicals consistently accounted for the
highest share of sales, employment, and PPE.

o Investment outlays to acquire or establish new U.S.
chemicals affiliates grew from S253 million to over
SI1 billion.

o Compensation per employee for U.S. based
affiliates of foreign companies is comparable or
slightly higher than that paid by the U.S. chemicals
industry as a whole.

o R&D remained higher throughout the period for the
affiliates than that of the industry as a whole-4.8
percent for affiliates in 1988 compared to 4.1
percent for the industry.

o Affiliates' export performance climbed to 11.2
percent of sales in 1988 from 7.6 percent in 1980,
but was below the industry average which declined
from 13.7 percent to 12.4 percent during this
period. The pace of the affiliates' export growth
was almost three times that of the industry as a
whole. Unlike other industries, affiliates have a
large positive trade balance-increasing from $389
million in 1980 to S2.3 billion in 1988.

o Canada was the largest investor in 1988, replacing
West Germany which led in 1980. Other major
investors include the United Kingdom, Switzerland
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and the Netherlands. Japanese firms continue to be
relatively less important investors.

o Foreign investments were concentrated in the
Mideast, Southeast, and Great Lakes regions. New
Jersey, California, Texas. and Delaware ranked
among the top.

Growth in Foreign Direct
Investment in the United States

Foreign firms have dramatically increased their
presence in the United States chemical industry over the
past decade, whether measured in terms of sales, employ-
ment, or property, plant and equipment (PPE).

Activity during 1980-88

The share of chemical industry sales held by U.S.
based chemical affiliates of foreign firms increased from
15 percent ($24 billion) to 24 percent (S63 billion) from
1980 to 1988,accordingtoBEAdata(Figure 9-1). Foreign
penetration occurred over broad segments of the industry
and was deepest in the industrial chemicals subindustry.
Drugs and the "other" chemicals subindustries also marked
large penetration gains.

Foreign firms did not appear to select any one
segmentofthe chemical industry forconcentrated invest-
ment; rather investments were spread across the industry
in approximately the same distribution as were domestic
U.S. investments. Somewhat more emphasis was placed
by the affiliates on the industrial chemicals subindustry -
comprising 54 percent of affiliate investment in both 1980
and 1988 compared to 49 percent for the industry as a
whole in 1980 and dropping to 44 percent in 1988.

Employment data provide additional evidence of
growing foreign investment in the U.S. chemicals indus-
try. U.S. chemicals affihiateemployment tose from 169,900
in 1980 to 280,800 in 1988-an annual growth rate of 6.
percent-as the number of foreign related firms increased.
The U.S. chemicals industry as a wholg, in contrast,
recorded a decline of I percent per year during the same
time period. The affiliates of foreign companies ac-
counted for 15 percent of all U.S. chemicals industry
employment in 1980, increasing to 26 percent in 1988
(Figure 9-2). The industrial chemicals subindustry ac-
counted for over 45 percent of the total chemicals affili-
ates' employment in both 1980 and 1988, followed by
drugs, "other" chemicals, and soap, cleaners and toilet-
ries (Figure 9-3).

FiW 9.2
U.S. Chemicals AffilIates' Share of U.S. Chemicals

Industry's Employment Rises, 1980 to 1988
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Gross property, plant, and equipment (PPE) held by
U.S. chemicals affiliates increased from S18.4 billion in
1980 toS58.2billion in 1988 (Figure 9-4) incurrentdollar
terms. The industrial chemicals subindustryaccounted for
almost 80 percent of affiliate PPE in 1988, up from 61
percent in 1980.' While affiliate PPE in the drugs and
soap, cleaners, and toiletries industries increased from
1980 to 1988, it declined considerably in the "other"
category due most likely to the repurchase by a U.S.
company of the foreign interest in a large agricultural
chemicals affiliate firm.

PPE per employee in the affiliates increased sub-
stantially in each industry subgroup from 1980 to 1988, an
indication that the affiliates are becoming more capital
intensive. For the chemical sector as a whole. capital per
employee increased from S64,800 in 1980 to S153,000 in
1988, an increase that far surpassed the increase due to
price increases alone.

Activity in 1989

The most recent Bureau of Economic Analysis
survey data available at time of preparation of this report
covered only through 1988. Foreign acquisition activity
continued in 1989 at a record rate, however. Separate BEA
data on the flow of funds from foreign investors into the
U.S. chemicals industry show the dramatic additional
growth in 1989, for which preliminary data show a more
than three-fold increase-the result of one very large
transaction. These investment outlays to acquire or estab-
lish chemical firms in the United States increased from
$253 million in 1980 to over SI1 billion in 1989, an
average annual growth rate of 52.1 percent. The invest-
ment mainly has been made by foreign investors direcdy.
rather than by the U.S. affiliates of foreign companies. In

Firg" 9-4
Share of U.S. Chemicals Affilates' Gross

Property, Plant & EquIpment Rose Most In
Industrial Chemicals, 1980 to 1988
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The ten largest foreign investment tuansactions in
the chemicals industry. as compiled by the Intemnational
Trade Administraion. are summarized in Table 9-1.' In
1989, the value of identified chemical industry transac-
tionstotalled more tbanSl5.7 billion, up sharply from the
S3.0 billion in 1988. Ther were several acquisitions/
mergers of pharmaceutical companies during 1989, the
largest of which involved a merger between a British and
a U.S. pharmaceutical company, valued at S8.2 billion.
Four of the ten largess transactions were in the dregs
industry. Six of the ten trasactions were acquisitions or
mrger and the otherfourwere eitierequity purchases or
new plants.

Characteristics of Chemicals
Affiliates

U.S. affiliates of foreign firms in the chemicals
industry differ only slightly from the U.S. chemicals
industry as a whole as measured by employee compensa-
tion, research and development intensity and the propen-
sitytoexpost Caremust beusedininterpreting even these
differences. The tendency for the affiliates to spend more
on R&D, for instance, could be misinterpreted as an
indication that foreign investors are more wining to under-
take long range investments than the industry as whole
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whereas is may simply suggest that R&D intensive firms
are of more interest as acquisitions. Similarly, levels of
employment compensation and trade activity could be
related more to acquisition criteria than to a firm's long
term management strategy.

Compensation

In 1988, compensation per employee of U.S. chemi-
cals affiliates averaged S41,500, slightly exceeding the
539,300 recorded by the U.S. chemicals industry as a
whole (Figure 9-5). The affiliate's pay structure was
higher in each case than the industry as a whole with the
exception of the soap, cleaners, and toiletries industry.
Compensation levels among the various subindustry af-
filiates were distributed the same way they were for the
overall industry, with industrial chemicals workers re-
ceiving the highest compensation, followed by drugs,
"other," and soap, cleaners, and toiletries.

Research and Development

The affiliatesalso spent more on research and devel-
opment relative to their sales than did the industry as a
whole. R&D spending for the entire industry totaled 4.1
percent of sales, up from 2.9 percent in 1980 (Table 9-2).
Affiliates, in comparison, spent 4.8 percent of sales on
R&D in 1988, up from 3.0 percent in 1980. R&D
expenditures by the affiliates in 1988 ($3.6 billion) was
more than four times their 1980 level ($834 million)
(Figure 9-6). Industrial chemicals affiliates accounted for
more than half of this spending in both 1980 and 1988.
R&D expenditures in the pharmaceutical industry, how-
ever, increased the fastest with a 400 percent jump.

Migras. 9-s
U.S. Chemicals Affiliates' Compensation per

Worker Slightly Higher than Chemicals Industry
Average, 1988
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Five major affiliates had R&D expenditures in the
United States of at least Si billion in 1989.' DuPont
(Canada), Hoechst (West Germany) and Bayer (West
Germany) each invested SI .4 billion. Ciba-Geigy (Swit-
zerland) invested S 1.2 billion and BASF (West Germany)
invested SlO. billion.

These high levels of R&D spending in the United
States by affiliate firms are part ofapattemdeveloping in
the industry in wbichresearch by amultinational corpora-
tion is no longer simplyaheadquarters, i.e. home country,
function but is carried out in many different locations and
countries. This is leading to a vastly expanded flow of

Table 9-2
Research and Development Expenditures as a

Percent of Sales for Chemical Afilliates
Compared with All U.S. ChemrIcal Industry Firms
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1980 1988 Clhsage 1980 19S5 Change
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All Chemicl. 3.0 4.8 1.8 2.9 4.1 1.2
ladusiisl? 3.1 4.2 1.0 2.9 3.4 t.S
Drugs 9.3 10.1 0.6 7.9 10.2 2.3
Other' 1.3 2.1 0.8 1.1 2.1 1.0
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Figure 9.6
U.S. Chemicals Affiliates' R&D Expenditures Rise

Rapidly, 1980 to 1988
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technology worldwide with benefits for both the United
States and other countries.

Trade Patterns Among Affl~iates

Chemicals affiliates are more export oriented than
most U.S. affiliates offoreign companies, asevidencedby
their trade surplus growing from S389 million in 1980 to
12.3 billion in 1988 (Figure 9-7). Exports by affiliates
grew from S2.1 billion in 1980to S8.5biltion in 1988 while
imports increased,from S1.7 to S6.2 billion. The fastest
export growth occurred in the industrial chemicals
subindustry while the fastest import growth occurred in
the drugs and related products subindustry. Drug affiliates
often purchase the primary inputs for medicinals from
their foreign parents thus increasing the level of imports
into the United States.

In 1980, chemicals affiliates in each subindustry
exported more than they imported. By 1988, however,
three subindustries, drugs, soap, cleaners, and toiletries
and "other" chemicals all reversed themselves and im-
ported more than they exported (Figure 9-8). In the case
of "other" chemicals, there is a sharp decline in both
imports and exports from 1985 to 1986, explained by the
repurchase by a major U.S. agricultural chemicals firm of
interests held by a foreign firm-hence shifting it out of the
affiliate category.

The positive trade performance of the chemicals
affiliates isa reflection of the strong export orientation of
the U.S. chemicals industry as a whole, and industrial
chemicals in particular (Figure 9-9). From 1980 to 1988,
U.S. chemicals exports and imports rose steadily, with
imports rising more rapidly than exports, but nevertheless
ending with a trade surplus of S12 billion in 1988, com-
pared to S 14.5 billion in 1980.

During 1980-88 exports became an increasingly
important outlet for the chemicals affiliates' sales, becom-

RrF 9-7
U.S. Chemicals Affillates' Trade Surplus Rises,

1980-88
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ing slightly less important for the industry as a whole.
Affiliates steadily increased their export share of sales
from7.6percentto 11.2perbentinthe 1980to 1988,while
the share for the industry declined from 13.7 to 12.4
percent.

Country of Irwestment

In terms of sales, employment, and PPE data -
European firms represent a dominant, but declining share
of foreign direct investment in the U.S. chemicals indus-
try. European-owned chemicals affiliates' share of all
U.S. chemicals affiliates declined from almost 93 percent
(S22.3 billion) in 1980 to a still dominant share of 75
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percent in 1988. U.S. affiliates of West German firms
retained their important role over this period-accounting
for 26 percent of sales in 1980 and 24 percent in 1988.

Canadian-owned affiliates made a huge share of
sales increase from only 3 percent in 1980 to 19 percent
(S 11.9 billion) in 1988, with a large share of their increase
accounted for by a Canadian purchase ofa 23 percent share
in one of the largest U.S. chemicals finms. Under the
accounting rules used for international direct investment,
all of this company's U.S. operations would be counted as
those of a foreign-owned affiliate while its foreign opera-
tions would be counted as U.S.-owned because of the
majority ownership of American owners. U.K-owned
affiliates maintained approximately the same share over
the period, while those of the Netherlands, Switzerland,
and France lost market share. Japan, which has become an
important participant in mostotherareas offoreign invest-
ment in the United States, has been a small player in the
chemicals sector -- its share marginally increasing from
1.6 percent to 3.3 percent.

Regional Distribution of Foreign
Investment

Foreign investment in the U.S. chemicals industry is
concentrated in four regions: the Southeast, Mideast.
Great Lakes, and Far West in order of size based upon
employment (Figure 9-10). In terms of employment,
North Carolina maintained its lead position in the South-
east region throughout the 1980-1988 period. Virginia,
with a four fold increase moved to second place in 1988-

Figure 9.10
U.S. Chemicals Affillates' Employment Highest in

Southeast and Mideast States, 1980 & 1988
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followed by South Carolina. New Jersey and New York
led the Mideast region in both 1980 and 1988 while the
Great Lakes region was led by Illinois. whichremained the
leading U.S. chemicals affiliateemployer in 1988 despite
a decline in employment from 1980. The Southwest and
Far West regions, though much smaller, showed large
increases in chemical affiliates employment. By state,
New Jersey, Texas, and California had the highest levels
of chemical affiliate employment in 1988.

When measured in terms of PPE, the distribution
changes are due largely to the role of the petrochemical
industry with its very low ratio of employment to capital
stock. Texas, New Jersey, and Delaware held the top
positions in 1988. Recent large acquisitions of petro-
chemical related plants in the Southwest have moved that
region ahead of the Great Lakes and close to the level of
the Mideast states. The Southeast region still, however,
was the overall leader with S19.4 billion in total PPE in
1988. Affiliatesinthree states, Louisiana,North Carolina,
and West Virginia, each had PPE valued at more than $3
billion.

Foreign Direct Investment in U.S.
Biotechnology

Biotechnology isone ofthe keycritical technologies
identified by the Department of Commerce. Biotechnol-
ogy uses organisms or parts of organisms to make new or
improvedproducts, plants, and animals. Biotechnologyis
having a significant impact on health care through the
development of new drugs, diagnostics, and approaches to
treating diseases. It has the potential for many promising
applications in other industries, including plant and ami-
mal agriculture, cleanup of environmental wastes, food
processing, chemicals, and renewable energy. Because of
the profound impact that biotechnology can have on the
economy and on national security, the U.S. government
placed biotechnology on its lists of critical emerging
technologies.

More than 550 firms have been formed in the United
States to exploit the promise of biotechnology, mostly
since 1975. An additional 400 firmssupply the biological
and chemical materials, instrumentation, and equipment
essential to perform research and manufacture desired
products. Many firnms, primarily from the pharmaceutical,
chemical, and agribusiness sectors, have established alli-
ances with small, new entrepreneurial firms to catch up
with technical developments or obtain rights to new
products.

Corporate alliances have been growing in number,
from 30 in 1981 to 400 in 1988, according to the General
Accounting Office. Alliances involving foreignpartners
have played an important pan of this process, increasing
from 30 percent of all alliances in 1981 to 45 percent in
1988.
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Trends in Foreign Direct
Investment in U.S. Biotechnology

An accurate accounting of foreign direct investment
is difficult because of insufficient data. Further, biotech-
nology is not a single industry but involves technologies
used by a variety of industries. Classifying a company as
"biotech" requires some knowledge of the firm's re-
search programs or production methods. To obtain a
picture offoreign direct investment trends in U.S. biotech-
nology, the International Trade Administration (ITA)
reviewed publicly available information on investments
made by European, Japanese, and Canadian companies
between 1981 and the first quarter of 1991.

ITA found that about 40 U.S. companies or parts of
companies involved in biotechnology research and devel-
opment have been acquired by foreign firms. European
companies made 36, or 90 percent, of the acquisitions.
Most were from France (7), Switzerland (7), Italy (6), and
Sweden (6). Japanese firms accounted for four majority-
ownership acquisitions. In addition, during the 1981-91
period, at least 36 minority-equity investments (10 to 50
percent) were made. European firms accounted for 72
percent of minority equity purchases, followed by Japa-
nese firms with 25 percent

Foreign firmsalso acquired 14 U.S. firms producing
instrumentation and chemical and biological materials
used in biotechnology R&D and production processes.
European companies accounted for 10 of the purchased
firms and Japanese companies bought 4 firms. As part of
their strategy to expand into plant biotechnology, chemi-
cal finms are acquiring seed companies. In the 1980s, at
least one dozen U.S. seed companies were bought by
European firms - primarily French and Swiss firms.

The value of foreign investment in biotechnology
and related support firms is difficult to estimate because
of insufficient data. A conservative estimate for total
foreign investment is $3.5 billion. The value of32 out of
a total of 72 European investments was S2.9 billion. The
value of 10 out of 17 Japanese investments was $161
million. The largest ofthe deals is Hoffmann-La Roche's
1990 acquisition of 60 percent of Genentech for $2.1
billion. The largest Japanese acquisition was Chugai
Pharmaceutical's 1989 purchase of Gen-Probe for S93
million. Most reported deals were less than S50 million.

Foreign firms also arc investing in the United States
by establishing research and development facilities of
their own. These facilities enable firms to hire scientific
teams with diverse skills, and to gain access to research
programs at major universities. This process can be
cheaper than buying an existing company. At least 20
research and development facilities have been set up,
mostly by firms from Japan (6), West Germany (4), and
Switzerland (4).

Reasons for Foreign Direct Investment In
Biotechnology.

Foreign direct investment in U.S. biotechnology
companies is driven by the foreign firms' need to access
new sources of products and the U.S. firm's need for
financing. Other factors include the excellent entrepre-
neurial environment and the strong university research
efforts in the United States. German firms, in particular,
have cited an unfavorable regulatory environment for
biotechnology research and manufacturing in Germany as
playing a major role in their decision to locate research
facilities in the United States.

Foreign acquisitions of U.S. biotechnology firms
increased steadily during the 1980s, reaching a peak in
1989 when9companies were acquired. l986wasthe peak
year forminorityequity purchases. Bythe mid-1980s, the
market value of biotechnology companies was affirmed
through the approval of new biotech-based drugs. Salesof
biotech-derived products, negligible in 1981, surpassed
SI billionby 1988. Further.byearly 1986,Hybritech and
Genetic Systems, leading firms in monoclonal antibodies,
had been acquired by U.S. pharmaceutical firms, setting
the stage for foreign acquisitions.

The decline in the value of the dollar relative to
European and Japanese currencies since 1985 also made
U.S. finms easier to purchase. The peak years for foreign
direct investment coincide with periods when it was
difficult forbiotech firmstoobtain financing in the United
States, especiasly after the decline of the stock market in
October 1987. Many biotechnology companies are in-
volved in developing new healthcare and agricultural
products that can take many years to bring to market. This
situation resulted in acquisitions and mergers between
biotechnology companies with similar product goals.

Impact of Foreign Investment

Foreign investment in biotechnology has had a
beneficial effect on the industry according to industry
analysts. The infusion of financial resources has allowed
companies to survive, retained jobs, increased investment
in plant and equipment and R&D to develop new products
that might have been dropped due to lack of funding.

International investment in biotechnology has by no
means been one way. U.S. companies have invested in
foreign firms and research facilities in Europe, Japan, and
Australia. They have licensed foreign inventions and
formed joint ventures, which has given them access to
foreign scientific and manufacturing expertise, foreign
markets, and partners to sponsor costly clinical trials.
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FOREIGN INVESTMENT IN U.S.
BANKING

by David C Lund*

Foreign involvement in the U.S. banking industry has
grown rapidly in recent years. Assets of U.S. offices of
foreign banks (U.S. subsidiaries, branches, and agencies)
grew from 532 billioninDecember 1973, the first full year
ofdataavailabilitytoS785bilion atthe endof 1990. This
twenty-four-fold jump in assets contrasts to a 3.5-fold
increase in assets of domestically-owned U.S. banks, to
S2.9 trillion, over the same period. The rapid asset rise
pushed the foreign share of total U.S. banking assets from
3.8percentofS856billionin 1973, to 21.2percentofS3.7
trillion in 1990. The foreign share of business lending
increased from 7.6 percent (S 189 billion) to 30.6 percent
($630 billion) over the same period. Tbe foreign share of
total deposits increased from 1.7 percent to 14.3 percent.

As ofDecember 1990, there were 727 foreign bank-
ing offices in the United States (101 subsidiaries, 370
branches, 224 agencies, and 32 other offices) representing
294 foreign banking "families" (using the Federal Re-
serve Boardterm foragroupoffinanciallyrelatedbanking
offices) from sixty countries. By way ofcomparison, there
were 12,338 commercial banks in the United States (in-
cluding multiple offices resulting partly from restrictions
on interstate branching). These chartered banks, from a
regulatory point of view, are equivalent to the 101 U.S.
subsidiaries offoreign banks (also includingdouble count-
ing). There were 2,994 thrifts (S&Ls and savings banks)
and 14,544 state and federal credit unions in the United
States at the end of last year, according to the statistical
office of theAmerican Banker, but these financial entities
are outside the scope of this report.

In earlier chapters on nonbank industries, foreign
direct investment is defined by the Bureau of Economic
Analysis as ownership or control of 10 percent or more of
the voting securities of a U.S. affiliate. In banking, direct
investment in a U.S. bank subsidiary, according to the
Federal Reserve Board, generally refers to banks that are
more than 25 percent owned by foreign banks. This
chapteruses an even broaderdefinition offoreign involve.
ment in the U.S. banking industryin orderto include all the
major organizational forms used by foreign bankers.
Agencies and branches of foreign parent banks and U.S.
subsidiaries offoreig banks are the majortypes of foreign

*Seoior Advisr to tho ChiofEcooooi US. DepoototfCoomco.

offices. Foreign banks also own New York investment
companies and U.S. offices ofEdge corporations, but due
to their relatively mall size in terms of assets and nun-
bers, we will not focus on them.

The major funas of financial organizations owned
or controlled by foreign banks willbe discussed later. A
latersectionalsoprovidesmoredetailon U.S. subsidiaries
of foreign banks, an institutional form that corresponds
more closely to the more than 12 thousand chartered
commercial banks inthe United States. These subsidiaries
are a relatively small part of the overall foreign presence
in value terms, but relatively larger in terms of visibility.

Foreign investment in banking has not been a tradi-
tional topic covered by U.S. statistical reports on foreign
investment. This chapter is only a brief overview that is
intended to give some perspective on the relative imnpor-
tance of foreign banks inthe U.S. banking industry. Since
Japanese banks account for 55 percent of foreign-con-
trolled banking assets in the United States, this chapter
pays special attention to that group of foreign banks.
Additional information on foreign financial institutions in
the United States is provided in the 1990 National Treat-
menot Study.' The recent andextensiveLaFaiceReport' on
the international competitivenessof U.S. financialinstitu-
tions has also been a very useful resource in the prepara-
tion of this report.

Some key findings of this chapter follow.

0

0

Rapid growth in foreign-owned bank assets has
moved foreign asset share from less than 4 per-
cent of total U.S. banking assets in 1973 to over
21 percent in 1990.

Earlier growth by foreign banks in the United
States partiallyreflected increasedbusiness loans
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and other services related to growing foreign
direct investment in nonbank sectors. More
recently, bank asset growth has been rising more
rapidly, and asset shares increasing, in banking
services that are not as directly related to the
activities of foreign businesses in the United
States as they used to be. Large current account
surpluses abroad, and the relative attractiveness
of the United States for investment, also contrib-
uted to increased foreign bank activity.

o A more restrictive regulatory environment in
foreign financial markets, particularly Japan, also
contributed to expanded asset and liability growth
of international banks in the United States and
other money center markets. The reasons for this
large asset movement into the United States and
the United Kingdom by Japanese banks in the
1980s paralleled the reasons for the asset shifts
offshore by U.S. banks in the 1960s.

U.S. Offices of Foreign Banks

In the banking sector, a broader measure of foreign
direct investment in U.S. banking that includes all signifi-
cant foreign-owned banking offices. notjust subsidiaries,
is necessary if the largest parts of the foreign presence in
U.S. banking are to be considered. Assetsofbranches and
agencies of foreign banks, the most prevalent types of
foreign-owned banking offices, need to be included. Al-
though, in the context ofthisreport, agenciesandbranches
of foreign banks are not, strictly speaking, foreign direct
investment, they are a major pars of the foreign-owned
assets of the U.S. banking system.

There are significant differences in the various
institutional forms of organization of foreign banks, and
the kind and extent of regulatory oversight and restraints
on their banking operations. The following are the three
most significant organizational forms used by foreign
banks in the United States.

U.S. subsidiaries of foreign banks are banking
entities that from a regulatory point of view
are equivalent to domestically-owned U.S. com-
mercial banks, with lending based on their own
capital. These banks tend to be more heavily
oriented toward retail banking activities.

Agencies and branches of foreign banks, by
contrast, are integral parts of the foreign parent
banking organizations, with lending limits based
on the worldwide capital of the parent bank.
Agencies and branches of foreign banks are the
two most common forms of foreign banking
office or entity in the United States. both in
number and in size of bank assess. Agencies

differ from branches in that their deposit-taking
powers are limited.'

u.s. omces

Together, branches and agencies of foreign banks
account for 80 percent of the total assewsof U.S. offices of
foreign banks (Figure 10-1). Most of the remainder of
these assets is accounted for by the U.S. subsidiaries of
foreign banks. In late 1990, the aggregate asset value of
all of these U.S. offices of foreign banks totalled S785
billion, accounting for 21 percent of the S3.7 trillion in
total U.S. bank assets (Figure 10-2). The asset value of
these U.S. offices of foreign banks does not include
offshore activity of these offices in the Cayman Islands.

Japanese banks clearly dominate the foreign compo-
nent. owning or controlling 55 percent or S433 billion of
the total S785 billion foreign assets in U.S. banking. To
put the size of the Japanese presence in a Japanese
perspective, the total value of Japan's share of U.S.
banking assets, S433 billion as theend of 1990, isnot much
different in size than the asset value of just one of any of
the six biggest banks inJapanattheendof fiscal year 1990
(March 1991). These six banks, inapproximate declining
orderoftotalassetsizeare: Dai-lchi Kangyo, Sumitomo,
Mitsui-Taiyo Kobe. Fuji, Mitsubishi. and Sanwa. The
aggregate value of the assets of these banks in Japan at the
end of the latest fiscal year (ending March 1991) declined.
in yen terms, for the firs time since the end of World War
11.

tH.yT.=rLt i ..ej.orE e ooomsLofrtu.ior F.o- oDifvo, B5ooo r
Govmo. of the Fd.deo R-eve Syno. Tuaeiy bWso the r
Forc ox the 1.1-afonol Codca~- ofU.S. F7-ada Aviaaf...=
Aupgs 2, 1990.

Firgure tO-I
U.S. Offices of Foreign BRanks, by Type

(Assets In billion dollars, December 1990)

A- iW

.1 utcS.

auseS $|s

Total S7SS

Note: Wu -hc. .o=em b-acbe. d otbiidiiy conmei. b-k.
but stud-. Edg. copoeo
Soure: Feds Rev. B-enL

be $S22



90

FVAt. 10.2
Shares of Total U.S. Bank Ass
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December 1985 to December 1990, nearly all of the
sts, by Owship increase in foreign bank business lending in the United
December 1990) States, or total lending for that matter, has been by the

offices of Japanese banks. These bank offices also ac-
o._ w*p js1 counted for over half of the total increase in business

lending in the United States over the same period. While
some ofthis business lending byIapanese banks, no doubt,

iP| ^tS""P"^ has been to nonbank subsidiaries of Japanese corpora-
tions, the Japanese banks were also significant net lenders
to U.S.-owned businesses during the tight credit environ-
ment prevailing during the last several years. Business
lending by domestic banks has grown relatively slowly
since the mid-1980s, but declined in 1990. Since the end
of 1988, while assets of branches and agencies of non-
Japanese banks grew (up 23 percent compared to Japanese
asset growth of2l percent), lending by these foreign banks
did not increase. Since the end of 1990, however, data
suggest that lending by foreign banks other than Japanese
may be increasing.

Japanese banks in the last few years have increased
their share of U.S. business lending by foreign-owned
bank offices to over 50 percent, up from about a third
earlier in the 1980s. Offices of foreign-owned banks, in
turn, accounted fornearly 30 percent of business lending
by banks in the United States, which totalled S630 billion
last year.

Japan is not the only country with a significant
presence in U.S. banking, although in terms of asset size.
itaccounts fornearlysixtypercent ofthe total foreign bank
assets controlled by agencies and branches of foreign
banks and, as discussed in the next section, over4 I percent
of the assets in U.S. subsidiaries of foreign banks. Italy
is a distant second among U.S. bank offices that are
agenciesand branchesof foreign banks, witha 7.5 percent
share or S47 billion in assets, and France is third with a 5.2
percent share or S32.7 billion in assets. All of the 7
countries shown in Figure 10-3 have a substantial banking
presence in the United States, with asset values reported to
the Federal Reserve Board for December 1990, of over S 15
billion.

Bank adjustments ofasset portfolios, in anticipation
of the forthcoming tighter international minimum capital
requirements specified by the Basle Committee on Bank-
ing Supervision in July 1988, along with otherproblems in
the financial sector, have contributed to a reduction or
slowing of lending activity in the United States. The
lending activity of offices of Japanese banks in the United
States also slowed in 1990, but the restrictive impact of
tightened capital requirements on lending appears to have
diminished.

According to updated Federal Reserve Board infor-
mation on the lending portfolios of U.S. agencies and
branches of Japanese banks. business lending by these
offices of foreign banks in the United States increased
nearly S13 billion during 1990, while business lending by
other foreign banksdeclined in both 1989 and 1990. From

Fisty 104
Shares of Total Brandhes' A Agendes' Assets of

Foreign Banks, by Country, December 1990
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U.S. Subsidiaries

The assets ofU.S. subsidiaries of foreign banks have
increased substantially since the early 1970s. but this
segment of the foreign presence remains only arelatively
small partofthe U.S. banking industry. These subsidiaries
in December 1990 had assets amounting to less than one-
fifth of total foreign-owned U.S. banking assets and only
4.2 percent(SI 54.5 billion)ofthe $3.7 trillion total of U.S.
bank assets. U. S. bank subsidiaries accounted for less than
one percent of the number of chartered commercial banks
in the United States, according to Federal Reserve Board
statistics.

These U.S. bank subsidiaries are, like other offices
of foreign banks. located primarily in New York and
California. Nearly 80 percentofthe total offoreignassets
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of these U.S. subsidiaries was owned by bank offices
located in New York (50.8 percent) and California (28.7
percent). In these markets, U.S. subsidiaries of foreign
banks are relatively and increasingly more visible and
important, even though in terms of asset shares (loans and
other forms of banking assets), they are of nowhere near
the relative importance of the branches and agencies of
foreign banks. These subsidiaries accounted for 11.0
percent of total banking assets in California in 1990. up
only moderately from 9.2 percent in 1980, and for 9.2
percent of banking assets in New York in 1990, up from a
7.9 percent asset share in 1980.

Consistent with the dominant position of Japanese-
owned banks among the world's largest banks, Japan
accounts for 41.2 percent of the total assets of U.S.
subsidiaries of foreign banks, followed by the United
Kingdom (15.9 percent). HongKong (I 2-8percent),Canada
(7.4 percent), Ireland (5.1 percent), and Israel (4.1 per-
cent) (Figure 10-4).

Asofthe endof 1990, there were 101 foreign-owned
U.S. subsidiary banks reporting to the Federal Reserve
Board (with 25 of these owned or controlled by Japanese
banks). This number reflects the multiple bank entities
created to comply with various regulatory restrictions on
interstate banking. For example. Harris Bank alone
accounted for fourteen of these banking subsidiaries last
year.

The largest U.S. subsidiary of a foreign bank, Ma-
rine Midland Bank of North America, Buffalo, New York,
is owned by the Hong Kong and Shanghai Bank. Other
subsidiaries, not in order of size, include Harris Bank
(Bank of Montreal), First National Bank of Maryland
(Allied Irish Banks), Union Bank, San Francisco (Bank of
Tokyo), Bank of California, San Francisco (Mitsubishi

row 10-4
U.S. Subsidlarks of Foreign Bankis by Country

(Asset Value Shares, December 1990)
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Bank), National Westminster Banks of New York and
New Jersey (National Westminster Bank), Bank of the
West, San Francisco (Banque National de Paris), Sanwa
Bank of California (Sanwa Bank), Sumitomo Bank of
California (Sumitomo Bank), and the IBJ Schroder Bank
and Trust Company (Industrial Bank of Japan).

Many foreign-owned U.S. subsidiary bank names
are so well known that foreign presence is very visible,
eventhough the total asset value ofthese U.S. subsidiaries
is small in relation to total foreign bank assets in the United
States, and to U.S. bank assets as a whole. By way of
comparison to the asset size of Japan's and the world's
largest banks, the December 1990 total asset value of U.S.
subsidiaries of foreign banks (S 154.5 billion), was only
about one-third of the current asset value (end of March.
1991) of any one of the six largest banks in Japan.

In terms of employment, the relative size of these
subsidiary banks also remains small. According to staff of
the statistical office of the American Banker, there were
86,000 full timeequivalent(FTE)jobsatthesebanksatthe
end of 1990. This constitutes only 5.7 percent of the 1.5
million jobs (FTE) at the 12,338 chartered commercial
banks in the United States in the fourth quarter of 1990.

A Changing Regulatory
Environment

From a historical perspective, the likely impact of
recently proposed changes in the regulatory treatment of
foreign banking is uncertain, but the asset shares of foreign
banks in the United States did not seem to be adversely
affected by the tighter regulation applied to foreign banks
by the International Banking Act of 1978. Under Secre-
tasy of the Treasury David C. Mulford observed in June
1991 testimony that no major legislation dealing with
foreign banks in the United States had been enacted since
the International Banking Act of 1978 (IBA). In this
legislation, the Congress adopted the general principle of
national treatment by applying the McFadden Act and the
general prohibitions of the Glass-Steagall Act to foreign
banks in the United States. However, the IBA also
grandfathered securities affiliates and interstate branches
of foreign banks that existed in 1978, allowing some
foreign banks to retain preferential treatment.'

A variety of international and domestic regulatory
changes affecting banking institutions are either being
implemented or have been proposed. It is too early to tell
what will be the final outcome. It also remains to be seen
whether foreign shares of U.S. banking assets and the
kinds of banking activities accounted for by the different
types of foreign bank offices will change substantially
when the provisions of the Basle Accord become fully
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implemented, and if regulatory and institutional changes, RlI Is
proposed by the Administration and presently being con- Foreign BanW. Share of Bank Assets In California
sidered by the Congress, are passed. In 1 980a Fiat, but Illuaory

(Shares of total bank assets In each area)
Significance of Institutional

Differences -.

The prevalence of agencies and branches of foreign N Yok
banks may reflect, in palt, competitive advantages that so
accrue to these offices, because of the level of capitalize- s
tion made available, by their parent banks, or differential c/mfe.
capital and regulatory environments faced by the parent '0
banks in home countries as compared with those of U.S.- 2_
owned banks or U.S. subsidiaries of foreign banks in the - ----
United States. U.S. banking subsidiaries must meet the ' n To-tl in U.
capital and other requirements set by U.S. banking laws
and regulatory authorities. Is" 7 It as

The advantages which can accrue to the use of Snub: Federal Rue wve Boad, unpublished ue Npoom Tablea 1.2, &
branches or agencies, rather than a U.S. subsidiary, are 3.
noted in the LaFalce Reports

Prior to the new international agreement on U.S. offices of foreign banks exhibit a heavy geo-
capitaladequacy. . ., commonlyreferred to as graphic concentration, with banks accounting for 85.6
the Basle Accord, international banks had percent oftotal foreign assets located largely in two areas:
greater latitude to exploit country differences New York (68.4 percent) and Califomia(1 7.2 percent). In
in capital requirements as asourceofcompeti- New York, offices of foreign banks accounted for 58.4
tive advantage. percent of total banking assets and over half of the

commercial and industrial (C & I, or business) lending in
An earlier change in the regulatory environment NewYorklastyear. Detailsonthenumberofforeign bank

faced by foreign banks in the United States did not cause offices and asset shares for the ten states with the most
a decline in foreign banking activity. Asset shares of all foreign bankassets are shown in Table 10-1. In view ofthe
institutional types of foreign bank offices rose sharply importance of foreign trade, it is not surprising that many
following passage of the International Banking Act of
1978 (Figure 10-5). Op. ca. p. 313.

Tobl 10.1
Offices and Asset Values of Foreign Banks by State

(Values In billion dollan)

P.eat rPere-tl
Sty.1 Number Sbur Cusns. Value Sbur. Cuums.

New York. - .... 342 47.0 47.0 Ss36.s 60.4 68.4
Califomnix - 159 21.9 68.9 135.3 17.2 85.6
lllinoiu ............_.._.__.. 74 10.2 79.1 66.2 3.4 94.1
Florida------ ______9 8.1 07.2 12s 1.6 95.7
Geaqgs......._................ 22 3.0 90.2 7.3 0.9 96.6
New Jerey...... ---. I 0.1 90.4 7.1 0.9 97.5
MfAylead.......... _. I 0.1 90.5 6.9 0.9 98.4
Tenaa a ... 25 3.4 93.9 4.1 0.5 90.9
OeDn........................_ 4 0.6 94.5 2.7 0.3 99.2
Waabinalau.............. _._._ 7 1.0 95.5 2.2 0.3 99.5
Subtotal _ 694 95.5 S701.1 99.5
US..._ ..... tot_ 727 100.0 S784.8 100.0
Soun-m Fedeeul Raesee Bak CuD Repos dl.
* Buntk eus in billi-ns of dllu Decembr. 1990.
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of the major coastal stases have some foreign bank pres-
ence. In terms of foreign bank assets, the third most
important state for foreign banking is Illinois, reflecting,
in part, its role as a financial center.

Foreign involvement in the United States banking
industry will continue, although market share trends,
evident in Figures 10-5 and 10-6 since the early 1970s,
may not continue togrowas rapidly if bank functions and
assetsassociated withessentiallydomestic financial func-
tions of foreign banks, particularly Japanese banks, are
repatriated inresponse to continued relaxationoffinancial
constraints in home markets.

The stable asset share for foreign bank offices in
California is due to the distorting effect of the purchase.
and subsequent sale, of a single large California bank.
Figure 10-5 illustrates the impact ofthe 1980 purchase of
Crocker Bank by Midland Bank of the United Kingdom,
and the subsequent sale of these assets to the Bank of
America. Excluding the effects of these transactions.
reveals a relatively rapid upward rise in the total foreign
share of the assets of California bank offices, reflecting a
rapid rise in the share of Califomia bank assets accounted
for by branches and agencies of foreign banks, and a
slower gain in the share held by the largely retail U.S.
subsidiary banks.

Reasons for the Increased Foreign
Presence in Banking

Although present in the United States for over 100
years, foreign banks recently have become more signifi-
cantly involved in the U.S. banking industry, particularly
in U.S. subsidiary banks and agencies and branches of

Figr 10-6
U.S. Offices of Foreign Banks' Share of Bank

Asses In California In 1980s Rises Steadily, When
Midland Ownership of Crocker Bank Excluded
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foreign banks located in California and New York. There
are a number of reasons for the involvement of foreign
banks in the United States.

The fundamental reasons for the increased presence
of foreign banks in the U.S. include: traditional support of
nonbank investors in an attractive economic environment,
large external surpluses, and the relatively more open and
unconstrained financial regulatory environment in the
United States and other financial centers. All three apply
in the case of Japan. The initial increase in bank assets in
the United States from Japanese banks, beginning in the
1970s and carrying on into the early 1980s, also was
influenced by rising dollar-denominated trade financing
needs, since the yen has not been widely used in interna-
tional commerce by Japan or any country.

A more open and less regulated financial environ-
mentinthe United Statesandothermoney centers encour-
aged the increased presence of international banking
assets in the United States during the 1980s. Forexample,
according to one view.

The impact of the regulated interest rates for
banks in Japan in this period appears to have
provided incentives to Japanese banks to shift
some of their lending and interbank business
to the United States, including transactions
with Japan-based entities, because of regula-
tions on interest paid on deposits.'

Many ofthe reasons for the increased presence in the
United States of Japanese banks, now the largest country
groupofforeign banks. parallel to aremarkable extent the
factors that contributed to the postwar increase in the
foreign operations of U.S. banks. A key factor was asset
redeployment to avoid restrictive regulations.

The onset of American banks' foreign thrust
can be attributed to avoidance of U.S. regula-
tions. Particularly important in the 1960s
were frequently binding deposit interest ceil-
ings, reserve requirements, and various capi-
tal controls and restrictions.'

The concentration in individual U.S. stases of for-
eign bankoffices noted inTable 10-1, and the large share
ofassets devoted to wholesale banking, including interbank
transfers (included in "Cash and Due From Banks" in
Figure 10-7), are consistent with the view that growth of
the foreign presence in the U.S. banking industry is no
longer so tightly associated with the growth of foreign
direct investment in nonbank sectors of the economy.

Japanese and other foreign bank offices in the U.S.
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do lend to both nonhank U.S. affiliates of home country
companies and other borrowers, but it is the banb in-
creased wholesale bankdng mom thans their business lend-
mng that is behind the recent rapid expansion of ftreign
bank assets in the United States.
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LINKING BEAAND CENSUS DATA
by Louis J. Moazar*

As mentioned intheIntroductionand describedmore fully
in Chapter I, the "Foreign Direct Investment and Intema-
tional Financial Data Improvements Act of 1990" author
rizesthe BureauofEconomic Analysis (BEA) to exchange
and share its confidential dataon foreign direct investment
in the United States with the Bureau of the Census and the
Bureau of Labor Statistics (BLS) and for the Census
Bureau to share its confidential data with BEA. The
purpose of this exchange of data - data collected by
different agencies for different purposes - is to improve
the quality of U.S. Government data on foreign direct
investment in the United States and to enhance the ability
of analysts to assess the impact of that investment on the
U.S. economy. Within the framework of this overall
objective, BEA and the Bureau ofthe Census are currently
engaged in matching BEA's enterprise-based data on
foreign direct investment in the United States with the
establishment-based data of the Census Bureau for the
year 1987.

The main purpose of linking the BEA enterprise data
with the Census Bureau establishment data is to identify
U.S. establishments that are owned by foreign direct
investors. A successful match will improve the Census
and BEA data sets and make it possible to analyze the
contribution of foreign-owned firms to the U.S. economy,
by state and detailed industry, in terms of employment,
employee compensation, sales or shipments, and other
measures of economic performance. Linking the two
different datasetsrepresentsthe firsttime aU.S. statistical
agency has undertaken the task of matching its entire data
set on foreign direct investment in the United States
against the entire industry establishment data set of an-
other U.S. agency. The scope and complexity of the
undertaking are seen in the numbers involved: BEA files
covering over 8,500 reporters (enterprises) and 21,000
ElNs(EmployerIdentificationNunbers)arebeing matdced
againstthe CensusBureau filescovering 10 millionestab-
lishments. Preliminary indications are thatabout 100,000
of these establishments are foreign-owned.

*Soi-or E4o0o--i Office of Lr. Ash i. Dima.. for Iolni
Eoo.i.. 1 of Eorn.. Analysn.

Enterprise Versus Establishment
Data

Economic data are normally collected either on an
enterprise oron an establishment basis. Enterprise data -
as in the case of BEA'a data on foreign direct investment
in the United States-are collected on a consolidated basis
for all ofa company's units combined. Establishment data
on the other hand - as in the case of the Census Bureau's
data onthe Standard Statistical Establishment List (SSEL)
- are collected for each of the individual plants or loca-
tions of an enterprise.

When a company has only one unit, the enterprise
and establishment are the same. For purposes of industry
analysis, the establishment data are generally preferred,
because an establishment is much less likely to diversify
into other lines of economic activity than an enterprise.
Since an enterprise is normally assigned for statistical
purposes to the industry or area which accounts for the
largest share of ita activity (as measured by sales or
employment), enterprise data often contain data on activi-
ties in areas outside of the enterprise's main activity.
Establishment data are far less likely than enterprise data
to contain data on activities in "other" areas because
individual plants and locations tend to specialize in pro-
ducing or selling a particular type of product The
successful linking of BEA's enterprise data with the
Census Bureau's establishment data will make possible a
much more detailed analysis of the activities of foreign-
owned firms in the United States.

Timetables and Problems in
Previous Data Matching Studies

The one-year timetable for the BEA-Census link
project is far shorter than those experienced in previous
studies involving the matching of data from different
agency record systems. For example, the fastest Internal
Revenue Service/Social Security Administration match-
ing project on taxpayer noncompliance took two to three
years to complete; other studies took six or more years to
complete. Experience gained in a recent study, "A



96

Comparative Study of Reporting Units in Selected Em-
ployer DataSystems," prepared by the EnployerReptrt-
ing Unit Match Study (ERUMS) Work Group and issued
as a Federal Statistical Working Paper in May 1990, is
particularly instructive. This study linked for 1982 the
records of employers and their reporting units from three
agencies: the BureauofLabor Statistics(BLS), the Social
Security Administration (SSA), and the Internal Revenue
Service (IRS). The study was limited to a single state.
Texas, and was based on a small sample (401) of employ-
ers and reporting units; nevertheless, it took seven years to
complete.

The linking and analysis of results were complicated
by differences in concept, timing, coverage, and in confi-
dentiality rules in the record systems of the different
agencies. Additional difficulties were encountered in the
geographic and industry classification for employers.
Perhaps the clearest finding of the ERUMS study was that
it is not possible to maintain a usable establishment
reporting system for multi-unit employers, unless system-
atic procedures are set up for monitoring employer report-
ing and updating files for changes in the number, location,
and industry of each employer's reporting units. One of
the most difficult aspects of the study was matching the
EINs for the reporting units in the different reporting
systems. Some reporting units had no E[Ns, others had
multiple EINs, and for still others, it was found that their
EINs had changed over the years through mergers, acqui-
sitions, and other changes in organization.

The experience of the Census Bureau's Center for
Economic Studies, which regularly undertakes small data-
matching studies, is also instructive. According to the
Center, twomajorfactorsplayarole: (I)Matchingofdata
from different sources is a relatively newactivity, with the
result that new problems emerge in each study; and (2)
matching establishments to enterprises is particularly
difficult, because mailing addresses for establishments
reporting in the establishment survey often differ from
addresses of enterprisesreporting in the enterprise survy.
Assuring an accurate match requires a time-consuming
review of the data being matched, resulting in lengthy,
most often, multi-year, projects.

The task of linking the BEA-enterprise and Census-
establishment data sets is a formidable undertaking. Nev-
ertheless, the relatively short timetable for the link project
is made possible by extensive planning on the part of both
BEA and the Census Bureau and by the availability of the
Census organizational file, which provides "mapping"
from company to establishment. Other factors that facili-
tate the work include legislative authority for BEA to have
access to Census files, the expertise that has been built up
over the years in both BEA and Census in managing large
data sets. and the ease of communication between the two
bureaus as constituent parts of the Economics and Statis-
tics Administration within the Commerce Department.

Status of Data Link Project

As a result of close cooperation between BEA and
the Census Bureau, significant progress has already been
made in moving the link project to a timely completion.
Asofmid- 1991, the following items have been completed:
a memorandum of understanding between Census and
BEA on the sharing of data between the two agencies; a
written data request by BEA for Census data to be shared
with BEA; a reimbursable agreement between Census and
BEA for the portion of the work to be done by Census; and
a detailed schedule for the project. In addition, BEA and
Census have inspected each other's facilities to ensure the
security of the data, and the employees of both agencies
have signed sworn statements ofnondisclosure ofthe data
Finally, BEA provided its 1987 data tape to Census, and
Census has completed and run the computer programs
linking the two data sets (hereinafter referred to as the
"mechanical link").

Results of the Mechanical Link

In the mechanical Link, about 80 percent of BEA's
enterprises (6,991 of 8,577) had one or more EIN's that
linked to a Census EIN. For about 85 percent of these
linked companies, the differences between agency esti-
mates of employment were under 100 employees. The
BEA enterprises linked to over 130,000 separate Census
establishments; these enterprises were the larger ones,
accounting for over 95 percent of the employment re-
ported in BEA's 1987 benchmark. BEA is optimistic that
it can successfully achieve a linkup with the Census data
for virtually its entire 1987 file within the time parameters
agreed upon by BEA and Census.

Some problems in linking BEA's enterprise-based
data and the Census Bureau's establishment-based data
came to light when the two data sets were mechanically
linked. For example, some of BEA's enterprises linked to
too many of Census' establishments. This problem oc-
curred where a given BEA enterprise is majonty-owned
by another U.S. company andminonty-owned by a foreign
parent. In such cases, the mechanical link caused the BEA
enterprise to be linked to all the establishments ofits U.S.
majority owner. notjustto those ofthe foreign-owned U.S.
company, because the Census Bureau considers a U.S.
company and all the companies in which it has majonty
ownership to be a single company, whereas BEA includes
only the foreign-owned part of the company in its data. To
resolve such problems, the establishments that are not
foreign-owned must be removed.

As a result of work to reconcile BEA's estimates of
employment to the sum of employment reported by the
individual Census establishments, some large differences
were found but were primarily because of different defi-
nitions of employment used by BEA and the Census
Bureau, and because the two agencies measure employ-
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ment at different points in time. BEA coliects data on
employmentbysaenterpriseasofthe endofits fiscal year,
if the year-end level of employment is unusually high or
low, BEA requires that a "normal- level applicable to the
year as a whole be reported. 7be Census Bureau measures
employment of an establishment as of a specific point in
time; for this project, this was the pay period that included
March 12.

SEA and Census Bureau staff are now engaged in
improving the results of the mechanical link and in recon-
ciling the data. This work includes using information on
corporate ownership structure from the Census Bureau's
SSEL interactive computer system; comparing state-by-
state distributions and levels of employment of BEA's
enterprise versus the mechanically-linked Census Bureau
establishments; contacting BEA enterprises that did not
link in order to obtain their EIN's, addresses, or other
identification information; and limited use of public do-
main information.

Publication of Final Results

The workis proceeding according to schedule. BEA
and Census plan to publish, in June 1992, the 1987 state-
by-detailed-industry estimates of four items: employ-
ment, employee compensation, shipmentsor sales,and the

number of foreign-owned establishments. In addition,
data for these items will be classified by country of the
ultimate beneficial owner of the U.S. establishment, and
comparisons with all U.S. companies will also be shewn.
(For each of the four items BEA plans to publish, there are
more than 40,000 state-by-detailed-industry data cells,
excluding subtotals, consisting of more than 800 4-digit
industries for each of the 50 states and the District of
Columbia.)

In orderto avoid the disclosure of dataof individual
establishments or enterprises, some of the state-by-indus-
try datamay have to be suppressed. Despite such suppres-
sion, the publication will contain much more detailed
information on the operations of foreign-owned U.S.
companies that has been available previously.

Future Plans

As soon as the 1987 link is completed, BEA and the
Census Bureau will move forward to link data for addi-
tional years, and will assess the feasibility of providing
data for additional items for the linked entities. Building
on experience gained in the current data link project, BEA
and the Census Bureau plan to link their respective enter-
prise and establishment data forthe years 1988 and 1989,
and expect the results to be available in 1993.
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12
SUMMARYAND CONCLUSIONS

by Sumaye Okubo McGuire*

Over the past decade, international investment flows have
increased significantly worldwide. The United States, in
particular, has experienced rapid growth in the inflows of
foreign capital - portfolio and direct - and acted at
increasing share of worldwide foreign investment during
the 1980s. This rapid growth in capital inflow occurred
primarily as a result of the increase in investment demand
relative to saving in the U.S. economy. U.S. gross saving
did not keep pace with the increasing U.S. investment
demand, while gross saving in other countries, such as
Japan and West Germany, was greaterthan theirdomestic
investment demand. Also, U.S. taxes on business invest-
ment were reduced, the U.S. economy grew faster than
most other industrial economies in 198385, and arestric-
tive monetarypolicy raised real interest rates, aliofwhich
increased the expected after-tax rate of return on invest-
ment. The resultant appreciation of the dollar exchange
rate to its Febnuary 1985 peak hadanegative impactonthe
U.S. current account deficit which mirrors net capital
inflows and reached record levels in the mid-1980s.

Contributing to the inflows of foreign investment in
the United States were changes in the global economy
which encouraged the international integrationofmarkets
and, especially, the growth of relatively open global
financial markets. These changes include the deregula-
tion of domestic financial markets, liberalization offinan-
cial flows among major industrial countries, and the
effects on these markets of advances in communications
technologies. Integrated financial markets have greatly
facilitated direct and other forms of investments into the
United States and elsewhere, as foreign investors have
sought the highest rates of return on assets, and foreign
investors and financial institutions have sought to parid-
pate in growing economies around the world. In addition
the U.S. financial market issufficiently largetoaccommo-
date efficiently massive blocks of funds which flow into
foreign national capital markets.

Although foreign capital biflows into the United
States remained large throughout the 1980s, in the latter
half of the decade, the rate of increase in these inflows
slowed, as the gap between U.S. saving and investment
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Nanowed. After 1985, a number of related changes
affected the capital flows, relative rates of return, ex-
change rates, and trade performance. In the mid-191Os,
the rate of U.S. economic growth slowed compared to
other industrial countries and the United States eased
monetary policy. The gap between U.S. and foreign real
i_ rates and the after-tax rate of return on U.S.
investments declined, and changes in U.S. tax laws re-
moved many of the tax incentives created by the 1981-82
Tax Act to encourage U.S. corporate investment. Eco-
nornic growth and the business climate abroad also im-
proved, and the dolar exchange rate began to decline. As
a result, the growth of U.S. demand for imports fell while
foreign demand for U.S. exports rose. Nonetheless,
foreign investment continued to flow into the United
States, albeit at a slower rate - reflecting the narrowing,
but still significant saving and investment gap.

An increasing proportion of the rising foreign capi-
tal inflows into the United States has been inward direct
investment, as multinational corporations based in the
United Kingiom. West Germany, France, and Japan have
expanded their role in the world economy. Indeed, the
world stock of inward direct investment increased rapidly
duringthe 198Osamongthemajorindustrial countries. As
a percent of world stock of inward direct investment, the
U.S. share grew over one-and-a-half times between 1980
to 1988. Nonetheless, the role of foreign-owned films in
the U.S. economy-in terms of proportion of domestic
sales, aset or employment - remains the lowest, except
for Japan, among industrial countries.

Major Investing Countries and
Industries

Analysis ofavailable data on U.S. affiliates, which
are collected on an enterprise or firm-level basis, can
provide information and a means for drawing conclusions
about the significance and trends of foreign direct invest-
ment in the aggregate. Conclusions about the extent and
impact of the activities of U.S. affiliates at the detailed
industry level, however, tend to be much more tenuous, in
large paut because firm-level data are generally not com-
parable to establishment-level data collected on U.S.
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industries. Many ofthe problems hampering analysis can
be overcome with the completion of the project currently
underway to link data produced by the Bureau of Eco-
nomic Analysis (BEA). with data from the Bureau of the
Census and the Bureau of Labor Statistics (BLS).

The largest stocks of foreign direct investment in the
United States (FDIUS) are held by firms from the United
Kingdom, Japan, and the Netherlands, followed by Canada
and West Germany. European nations, as a group, con-
tinue to be the major investor, with the United Kingdom
remaining the leader, in terms of growth in direct invest-
ment inflow in the 1980s and as a percentage of total stock
of FDIUS -- holding nearlyone-third ofthe total in 1989.

In the 1980s, multinational corporations responded
not only to the depreciation in the dollar, but also to the
perceived need to expand into the U.S. market to improve
their ability to compete there. The United Kingdom has
long ranked as the largest foreign investor. The rapid
growth of U.K. firms' FDIUS can be partly attributed to
special circumstances: specifically, the deregulation of
financial markets - the "Big Bang" in 1989 -- which
encouraged mergers and acquisitions by, and of. British
companies; the expansion of U.S. investment banks in
London which facilitated acquisitions of U.S. firms; and
changes in U.K. tax and regulatory policies which in-
creased British firms' cash flow and profits. Japan moved
up rapidly to be the second largest source of inflows of
FDIUS in 1986, and to be the second largest holder of
accumulated investment stock in 1988, as a number of
factors, including the increase in its saving surplus, finan-
cial market deregulation, elimination of capital controls,
and rising trade balances, encouraged outward invest-
ments. In 1989, Japan was the largest U.S. source of
inflows of foreign direct investment, surpassing even the
United Kingdom. Most Japanese-owned U.S. investments
went into wholesale trade, manufacturing, and real estate.
While Canada, the largest U.S. trading partner, doubled its
direct investment inthe United States from 1985 to 1989,
it did not keep pace with Europe and Japan.

The principalnational investors inthe U.S. economy
differ according to the sector, as measured by foreign
direct investment position:

o Manufacturing continues to be the largest sector of
foreign direct investment. In 1989, the major
investors were companies from the United King-
dom, Japan, the Netherlands, Germany, and France.

o The second largest sector is wholesale and retail
trade, with the major investors in this sector from
Japan and Canada

o Real estate is the third largest industry sector of
FDIUS. Over 80 percent of FDIUS in real estate
is held by owners from Japan, the United Kingdom,
Canada. the Netherlands, and the Netherlands
Antilles.

o The finance and insurance sector was the fourth
largest, with most of the direct investments coming
from Japan, the Netherlands, Switzerand Canada,
and the United Kingdom - countries with major
financial markets.

o The FDIUS position in banking rose steadily in the
1980s with Japan, Italy, Hong Kong, and the
United Kingdom being the dominant sources.

o The amount of FDIUS in petroleum leveled off
after 1987, contributing to a decline in its share of
total FDIUS. Canada remains the dominant source
country.

Contributions of FDIUS to the U.S.
Economy

Although the benefits and costs of foreign invest-
ment to the U.S. economy cannot be measured with any
precision, currently available information indicate that
the United States, in several major respects, has benefited
from the large inflow of capital from abroad during the
1980s. Benefits can be viewed at the level of the total
economy and at the industry level. For the total economy,
the large capital inflows from abroad filled the gap be-
tween domestic saving and investment, and helped meet
U.S. domestic investment needs, which rose throughout
the 1980s. These capital inflows peaked in 1987, interms
of share of U.S. gross domestic investment, and declined
in share in 1988 and 1989. Without these capital inflows
from abroad. gross investment in the United States in the
1980s would have been substantially lower. This lower
level of U.S. investment would have been reflected in
reduced GNP growth in the 1980s.

Benefits from FDIUS

Foreign direct investment, which has been a rising
portion of capital inflows, has also provided benefits.
Viewed at the industry and firm level -- U.S. affiliates of
foreign firms are past of U.S. productive assets. Their
output of goods and services is included in the U.S. gross
domestic product, their workers are included in the total
U.S. employment ofworkers, and these fims and workers
contribute to local, state, and federal revenues. Moreover,
their exports and imports of goods and services are in-
cluded in U.S. aggregate foreign trade. Theirresearchand
development expenditures are part of total U.S. invest-
ment in technology, and the results oftheir R&D represent
U.S. technological progress.

Data indicate that U.S. affiliates, on average, have
made a small, but growing contribution to the U.S. eco-
nomic output and employment, andin several sectors, they
account for an important share ofthe total. U.S. affiliates'
share of total U.S. gross product (value added) averaged
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slightly over four percent in the 1980s. Moreover. they
have increased their share of total U.S. gross product
during this period. In real terms, the increase in the gross
product by U.S. affiliates in manufacturing was nearly
four times greater than by all U.S. manufacturing finns
between 1980 and 1987. This contribution of U.S. affili-
ates to U.S. output was mainly in manufacturing and
wholesale trade, which accounted for 58 and 14 percent.
respectively, of the U.S. affiliates' total gross product.
Their output is much more concentrated in these two
sectors than it is in all U.S. business, whichhad 24 percent
of output in manufacturing and 9 percent in wholesale
trade.

Non-bank U.S. affiliates provided a rising share of
U. S. employment, tripling their employment compared to
an increase of slightly over one-fourth by all U.S. business
between 1980 and 1988. Manufacturing accounted for
nearly one-half of U.S. affiliates' total employment, fol-
lowed by a smaller share in wholesale and retail trade.
Within manufacturing, chemicals was the largest em-
ployer, followed by electrical and electronic products.
Canadian- and British-owned businesses in manufactur-
ing were the largest of the affiliates' employers, followed
by Japanese- and German-owned affiliates. Compensa-
tion per worker for foreign-owned firms was also higher
than forall U.S. business-- S30,517 foremployeesofU.S.
affiliates, compared to S25,480 for all U.S. workers in
1988.

Moreover, manufacturing productivity grew more
rapidly in U.S. affiliates than in the U.S. manufacturing
sector as a whole, rising between 1980 and 1987 by 40
percent, compared to a 32 percent rise for all U.S.
manufacturing. This high productivity gain in manufac-
turing can be attributed in part to the more rapidly rising
(although considerably higher) capital intensity, on aver-
age, ofU.S. affiliates compared to U.S. firms. Amongthe
U.S. affiliates, Japanese-owned firms tended to have the
highest capital intensity.

U.S. affiliates have also contributed to technology
investment and progress. Two indicators provide evi-
dence of this contribution. First, license and royalty fees
paid by U.S. affiliates suggest a rapid rise in technology
inflow to them from abroad. The second indicator, the
ratio of R&D spending to gross product, shows that the
ratio for U.S. affiliates in manufacturing, which represent
85 percent ofall U.S. affiliates' R&D spending, rose from
4.5 percent in 1977 to 7.6 percent in 1987, whereas the
ratio for all U.S. manufacturing averaged 6.5 percent for
over this period.

Economic Costs of FDIUS

Questions about the economic costs to the U.S.
economy of foreign direct investments arise out of con-
cems that foreign owners may not have the same interests
as U.S. owners or workers. The datasuggest that foreign-

ownedaffiliatesdo notappearto have significantlydiffer-
ent intrsts from U.S. citizens and U.S.-owned firms. in
fact, U.S. affiliates resemble or compare favorably to U.S.
finns in the same industries, in terms of many of the
measuresdiscussed earlier, such as capital intensity, com-
pensation per employee, and research and development
expenditures. These measures suggest that foreign direct
investment has been beneficial to the U.S. economy.

However, any direct investment by firms- domes-
tic or foreign - produces winners and losers. Such
investments are often accompanied by a restructuring of
the firm and/or relocation of production, producing gains
for some and losses for others. Many of these benefits and
costsaredifficulttomeasureorquantify. Forexample, the
data on FDIUS do not permit an easy examination of
changes within an industry and within the firm and the
possible gains or costs related to these changes.

The data also do not allow close analysis of the
economic strategies of firms. Specifically, concerns that
foreign owners are bringing to the United States lower
value added production, while retaining high value added,
sophisticated operations at home, are not easily addressed
with currenty available information. Anecdotal evidence
suggests that foreign investors, at least in the consumer
electronics industry, have moved from initially low value-
added production to high value-added manufacturing, but
systematic analysis requires information about the activi-
tiesofasetoffirms overtime. Similarly, questions about
changes in the nature of competition within an industry
that might result from increased foreign direct invest-
ment, and the impact on costs to U.S. consumers and
producers, cannot be readily assessed using currently
available data. Changes in the concentration within an
industrv could be examined once the data link project has
been completed if disclosure issues can be resolved.

Lastly, concerns about U.S firms sharing and par-
ticularly losing access to technologies deemed critical to
U.S. national security are difficult to evaluate with avail-
able information. The U.S. government has in place a
mechanism for determining the national security impact
of each proposed foreign acquisition of a U.S. firm,
including the technologies controlled by it. The detailed
industrydatathat will become available from the data link
project may serve to help to understand how a proposed
acquisition or merger might change relationships and
competition within an industry, and how it might influ-
ence foreign control over a given technology or set of
technologies.

U.S. Affiliates' Trade

Although the trade data for U.S. affiliates are not
entirely comparable to data for all U.S. trade, they are
sufficiently close to draw some useful comparisons. U.S.
affiliates' tade is classified by industry of major activity
of each affiliate, and this classification may not represent
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the appropriate classification of the products actually
exported and imported. U.S. trade accounts, on the hand.
provide data classified by products exported and im-
ported.

The data indicate that in 1988, U.S. affiliates ac-
counted for 19 percent of total U.S. merchandise exports,
and one-third of total U.S. imports. On average, trade by
U.S. affiliates represented alargeand growing share ofthe
U.S. trade deficit after 1984. Most of this growth in the
deficit can be accounted for by U.S. affiliates in the
wholesale wade sector, which had a rapid growth in
imports and a slow, irregular decline in exports between
1982 and 1987. U.S. affiliates in wholesaling in 1988
accounted for 73.1 percent oftotal imports by U.S. affili-
ates and 58.6 percent of total U.S. affiliates' exports, and
approximately 83 percent of the U.S. affiliates' aggregate
trade deficit. The wholesaling industry often merely
distributes foreign-made products, and thus, these results
are not particularly surprising. For manufacturing affili-
ates, on the other hand, exports remained relatively flat
from 1980 to 1986, and rose sharply in 1987 and 1988.
reflecting their apparent increased price competitiveness
following the major U.S. dollar devaluation from its
February 1985 peak. Imports by U.S. manufacturing and
non-manuacturing affiliates continued to rise unabated
by these changes.

The major share of U.S. affiliates' foreign trade is
with their own foreign parents, with the parents' share of
their imports (76 percent) far larger than of their exports
(42 percent) in 1988. The share of imports by U.S.
affiliates from foreign parents rose from 62 percent in
1982 to 76 percent in 1988. The extent of U.S. affiliates'
dependence on imports from parents was highest for
affiliates in wholesaling (81 percent of total imports),
compared, for example, with averages for those in all
manufacturing industries (69 percent) and in the petro-
leum industry (46 percent). The percentage for U.S.
affiliates in motor vehicle and parts manufacturing (85
percent) was much higher than the average for those in all
manufacturing industries (69 percent). These results are
consistent with past empirical studies of trade and invest-
ment which have shown that foreign direct investment
abroad leads to increased exports from the investing
countries; specifically, U.S. investment abroad has led to
increased exports from the United States by U.S. multina-
tional corporations.

The share of U.S. affiliates' exports going to their
parents was much smaller than the share of imports from
parents. The export shares varied irregularly from 1977 to
1988, showing no general trend and reaching 41 percent in
1988. Japanese-owned affiliatesincreased the proportion
oftheirexportstotheirparents from 37 percent in 1980to
42 percent in 1988. The proportion of imports from
parents also rose from 36 to 48 percent during the same
period.

Industry Case Studies

The five case studies of specific industries - elec-
tronics, automobiles, steel, chemicals, and banking -
highlight the importance of inward foreign direct invest-
ment to the U.S. economy, and supportthe general conclu-
sions about their contribution to the U.S. economy. They
provide some general observations about U.S. affiliates'
performance relative to U.S. industries as a whole. How-
ever, they also draw attention to the limitations of data on
FDI in the United States for detailed industry analysis, and
on conclusions about the competitiveness of U.S. affili-
ates relative to U.S. businesses in individual industries.

These industry studies all show that foreign firms
have beenactivelyincreasingtheirparticipation ineachof
the five industries examined, and indicate that this partici-
pation has been generally beneficial to the U.S. economy.
However, determining the exact nature andextentofthese
benefits is not possible without more detailed data. e-
lated costs are also difficult to quantify. A better picture
of theirrole in the U.S. economy will be available once the
data link project is completed.

The case studies provide some general conclusions
across industries in terms of capital needs, employment,
foreign trade, technology, and industrial organization.

The case studies point out the role of foreign direct
investment in providing needed capital to U.S. manufac-
-turing. The steel industry is the clearest example of the
case in which U.S. fums had difficulty obtaining domestic
sources of financing to upgrade aging facilities.

The case studies indicate that the numbers of work-
ers employed by U.S. affiliates have been increasing in
each of the five industries. However, this rise in employ-
ment may be as much a reflection of their increased
acquisitions of existing U.S.-owned furms as of their own
increased output. In addition, compensation Per employee
in each of the five industries appears to be at least
comparable to the U.S. average, and appears to be higher
in some industries, such as electronics.

Foreign Tada

The case studies support evidence from analysis of
aggregate data that much of the affiliates' trade, both
exports and imports, occurs between them and their for-
eign parents.

The industrv studies highlight the importance of
voluntary export restraint agreements by foreign govern-
ments in encouraging foreign direct investment, in at least
two of the five industries - automobiles and steel. Volun-
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tary export restraint agreements appearto be animporant
factor in foreign firms' decisions to invest in the United
States, and have possibly speeded the process, as foreign
firms sought to reta in and incrsse access to the large and
profitable U.S. market.

Tegbxna

The studies suggest that U.S. affiliates have been
contributors tothe advance of technology in U.S. industry.
The U.S. affiliates' ratio of R&D spending to sales rose
between 1980 and 1988 for electronics and chemicals. In
addition, in chemicals, the ratio for U.S. affiliates was
higher than the average for the U.S. chemical industry as
a whole. Although the ratios of R&Dexpenditurestosales
for U.S. affiliates in the steel and automobile industries
were negligible compared with all U.S. firms in these
industries, in many cases U.S. affiliates transferred in
important manufacturing and process technologies that
were ahead of the state-of-the art in the United States.

In the automobile industry, anecdotal evidence sug-
gests that U.S. affiliates of foreign firms appear to have
encouraged the diffusion of new technologies, including
speeding the adoption of robotics to improve the effi-
ciency of the manufacturing processes.

There is evidence, too, that, besides bringing cut-
ting-edge technologies to the United States, U.S. affiliates
have acquired certain U.S. firms to gain access to these
firms' advanced technologies in specific industries, such
as semiconductor materials and equipment, biotechnol-
ogy, and robotics.

Industrial Orysnization

Despite public concerns about the lack of freely
competitive procurement of inputs by Japanese-owned
affiliates, no apparent transfer of the Japanese keiretsu-
type organization to their U.S. operations could be iden-
tified. However, horizontal and vertical (upstream and
downstream) linkages appear to have been established
between U.S. affiliates thatmirrorto some extentthose in
the parents' home country, at least in the automotive
industry.

In the U.S. automotive industry, which has a high
proportion of Japanese investment, such linkages appear
between U.S. affiliates of Japanese-ownedauto producers
and Japanese-owned pasts suppliers and wholesalers.
Nonetheless, U.S. automobile producers have similar
types of relationships with their suppliers. The major
difference appears to be the way in which contracts tend
to be made and relationships established and maintained;
that is. prices of parts and components under the U.S.
system have been the determining factor, whereas quality
control (minimizing numbers of defective parts), just-in-
time delivery, anddependability of supply have been more
important under the Japanese system.

In the electronics sector, the vertical linkages ob-

served appear to be, in lre part, a function of the size of
corporation. Very large European and Japanese corpo
dons have each made direct investments in final products
and in components and materials, vertically integrating
theiroperationsinthe United States. Such vertical integra-
tion is not apparent for smaller foreign investors.

Data Problems and the Data Link
Project

Analysisofthe operations ofU.S. affiliates has been
seriously hampered by two types of problems. Foremost
among these problems is that BEA data are reported on an
enterprise basis. While this basishas nothindered analyz-
ing U.S. affilateoperatiosinthe aggregate, it has limited
analysis atthe detailed industry level. This limitation will
be reduced by the major effort underway to link BEA data
to data ofthe Bureau ofthe Census and BLS. The second
type of problem relates to assessing how U.S. affiliates of
foreign firms compete with U.S.-owned firms in the U.S.
market Suchassessmentsrequire detailed firm-level data
for both U.S. affiliates and U.S.-owned firms on pricing
behavior, marketing strategy, technology strategy, qual-
ity, and the means by which firms establish vertical and
horizontal linkages in order to improve their competitive-
ness. The data link project will not provide information to
examine thes questions.

The inking ofBEA datato Censusand BLS data will
improve the basis for assessing the role of U.S. affiliates
of foreign-owned firms in the U.S. economy. The project
will provide data on U.S. affiliates that are comparable
with other U.S. industry data, so that their relationship can
be analyzed in more detail by industry and state by
industry, than was possible in this, the first annual report
on FDIUS in this series. The data link will enable
tabulation of information on U.S. affiliates on an estab-
lishment or plant basis, in addition to an enterprise basis.

The linked data will provide an improved means of
looking at the actual operations of the U.S. affiliates and
their performance in a given industry without having to
include in the industry the secondary industry activities of
the companies that are outside their primary industry. For
example, currently available data make distinguishing
between manufacturing versus wholesaling difficult for
those affiliates engaged in both types of activities.

The linked data will provide consistent bases for
gauging the performance of U.S. affiliates against U.S.
industrytotals oral the detailed industry level. The market
shares, or market penetration, of U.S. affiliates of foreign
firms at the detailed industry level can be estimated. Aiso,
it should be possible to determine how much of the
employment is in existing plants acquired, or new plants
established in the future by foreign investors.

Examination of performance of U.S. affiliates in
groups of related industries can be made, with more
representative data; for example, the automotive industry
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as defined by the 3-digit SIC category includes only
automobile assembly, and closely related activities, but
excludes the production of automotive glass, tires, and
seats, which are classified in completely different SIC
categories. Yet, an assessment of foreign direct invest-
ment in the automotive industry, without considering
these related activities, would be ignoring an important
part of this industry. Analysis ofthese related activities is
not possible with the enterprise-level data as currently
reported to BEA.

The linked datawill permit an examination of actual
activities by regional or state location. BEA currently
collects data on affiliates' manufacturing employment by
state or region, but does not collect data for more detailed
industry sectors by state or regions. Systematic informa-
tion by industry for individual plants or establishments
disaggregated by location are not currently available.

The initial results for the year 1987 are expected by
June 1992, for data on employment, employee compensa-
tion, shipments or sales, and number of foreign-owned
establishments at the state level and by country ofultimate
owner. Data for 1988 and 1989 are expected in 1993.

BEA and Census are examining the feasibility of
providing data for additional items for the linked entities.
For example, for establishments that report on the Census
Bureau's Annual Survey of Manufactures, BEA and Cen-
sus might be able to show data on: value of products
exported, value added, capital expenditures, and employer's
cost for worker fringe benefits. From these data, and those
to be published next year, it will be possible to calculate
important operating ratios for the manufacturing estab-

lishmenta of U.S. affiliates. BEA and Census will also
explore linking BEAs data to other Census Bureau data
sets.

Data are not available for R&D spending at the
establishment level; such data are available only at the
enterprise level for U.S. firms as well as U.S. affiliates of
foreign firms. The data will be limited by the frequency.
representativeness and other characteristics of the agen-
cies' surveys of firms. Coverage will not be expanded
backward to cover the entire 1980s. Moreover, a larger
than currently available share of the data cells provided
may not be reportable in order to prevent disclosing
individual company data as required by law, to the extent
that the numbcr of reporters in each cell is reduced,
especially at the state by detailed industry level.

Outlook

The data link project will facilitate an examination
oftheroleofU.S. affiliatesofforeign firms by the industry
of establishment, and thus, enhance the usefulness of
subsequent reports in this series on FDIUS. To maximize
the usefulness of the next report, its production should
follow the publication ofupdatesofU.S. affiliate financial
and operatingdata and more importantly, of the expanded
linked data, which are scheduled to be published in August
and June 1992, respectively. Production of the next report
probablyshould,therefore, be scheduled forlate Fall 1992
or early 1993, rather than the Summer or Fall of 1992, to
allow time to analyze the data and prepare the report.
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APPENDIX A
Glossary of Foreign Direct Investment
Terms

Following ae important terms describing foreign direct
investment and the operation of foreign-owned affiliates
in the United States as used in this report and by the U.S.
Department of Commerce, Bureau ofEconomic Analysis:

Benchmark year
The year for which BEA conducts a benchmark

survey, or census, of foreign direct investment in the
United States. Benchmark surveys are normally taken
once every five years. They are BEA's most comprehen-
sive surveys of FDl, both in terms of the amount of detail
coUected andnumberof firms covered. They are designed
to coverthe universe of U.S. affiliates ialue lerm . For
example,in the 1987 benchmark survey, all U.S. affiliates
of foreign persons were required to report operating,
financial, balance of payments, and direct investment
position data if the affiliate's total assets, sales, or net
income were at least SI million or if the affiliate owned
200 or more acres of U.S. land.

Although the affiliates required to report account for
only 66 percent of the total number of affiliates in the
universe, they accounted for 99.0 percent of the assets,
99.9 percent ofthe sales, 100.7 percent ofthe net income,
and96.3 percent ofthe acres ofU.S. land owned by all U.S.
affiliates. (The percentage for net income exceeded 100.0
percent because exempt affiliates had, in the aggregate, a
net loss for the year.

BEA's quarterly and annual direct investment sur-
veys are less comprehensive and cover only a sample of
companies. Reporting in the annual survey is limited to
affiliates with more than S 10 million in total assets, sales,
and net income (positive or negative), and fewer operating
and financial details are required. Reporting in the
quarterly survey is limited to affiliates with more than S20
million in assets, sales, and net income. Data from the
sample surveys are linked to data from the most recent
benchmark survey and, for most items, are expanded to
universe levels.

In order to promote consistency and comparability
between the enterprise data collected by BEA and the
establishment data collected by the Censui Bureau and to
enhance their analytical usefulness, the timing of bench-
mark surveys of foreign direct investment in the United
States has been shifted to coincide with the economic

censuses conducted by the Census Bureau; the first such
year was 1987.

Enterprise
The data collected and reported to BEA by U.S.

affiliates are for the fully consolidated affiliate enterprise.
In many instances, an affiliate will comprise two or more
establishments or plants. Data reported by some other
agencies on business operations within an individual
industry are sometimes based on the operations of indi-
vidual establishments

Foreign Direct Investment in the U.S.
Foreign investmentinthe United States is classified

as foreign direct investment where ownership or control,
directly or indirectly, by a freign person amounts to 10
percent or more of the voting securities of an incorporated
U.S. business enterprise, or an equivalent interest in an
unincorporated U.S. business enterprise. Suchabusiness
is referred to as a foreign-owned U.S. affiliate.

Foreign-Owned Affiliate in the U.S.
A business in the United States in which there is

sufficient foreign investment to be classified as direct
foreign investment. To determine fuly the foreign owners
of a U.S. affiliate, three entities must be identified. the
foreign parent, the ultimate beneficial owner, and the
foreign parent group. AU these entities are "persons" in
the broad sense: thus, they may be individuals; business
enterprises; governments; religious, charitable, and other
nonprofit organizations; estates and trusts; and associated
groups.

A U.S. affiliate may have an ultimate beneficial
owner (UBO) that is not the immediate foreign parent;
moreover, the affiliate may have several ownership chains
above it, if it is owned at least 10 percent bymore than one
foreign person. In such cases, the affiliate may have more
than one foreign parent, UBO, and foreign parent group.

Foreign Parent
The first foreign person outside the United States in

an affiliate's ownership chainthathas direct investment in
the affiliate.



105

Foreign Parent Group (FPG)
In many cases, a U.S. affiliate is only one unit in a

global network of corporate affiliations. Thus, a U.S.
affiliate may have a foreign parent who, in turn, is owned
by a direct investor of a third country or who has affiliates
in other countries.

Foreign parent group consists of (I) the foreign
parent, (2) any foreign person, proceeding up the foreign
parent's ownership chain, that owns more than 50 percent
of the person below it, up to and including the UBO, and
(3) any foreign person, proceeding down the ownership
chain(s) ofeachlof these members, that is owned more than
50 percent by the person above it. In the U.S. balance of
payments, transactions of U.S. affiliates with all members
of the FPG, not only transactions with foreign parents, are
shown as transactions with "affiliated" foreigners. Also,
equity and debt positions in the affiliate held by all
members of the foreign parent group are included in the
foreign direct investment position in the United States.

The following diagram illustrates relationships and
transactions that could occur between a U.S. affiliate and
members of the FPG. Company A is a U.S. chemical
companyowned5OpercentbyCompanyB. aNetherlands
finance affiliate, which is owned 100 percent by Company
C, a French manufacturing company. No single investor
has more than 50 percentownership of Company C. Like
Company B. Company D, a British company, is owned
100 percent by Company C. Therefore, Company A's
foreign parent is Company B; Company A's UBO is
Company C. Company A's FPG consists of Companies
B,C, and D. Company D is in the FPG because, even
though it does not have an ownership interest in the U.S.
affiliate, it is more than 50 percent owned by Company C,
the UBO.

IfCompany A receivesa loan from Company D, the
transaction would be treated as a direct investment trans-
action in the balance of payments accounts, because
Company D is part of the FPG. The flow would be
recorded as an intercompany debt inflow from the United

Kingdom.
If Company A pays dividends to Company B, the.

transaction would be recorded as a direct investment
income payment between the United States and the Neth-
erlands in the U.S. balance of payments because the
dividends are paid directly to the foreign parent (not the
UBO). If the Netherlands company (Company B) then
passes on the dividend to the French UBO (Company C),
this transaction would not be a U.S.-to-foreign transac-
tion; it is a foreign-to-foreign transaction and as such is not
recorded in the U.S. balance of payments. (It would,
however, be recorded in the balance of payments accounts
of France and the Netherlands).

The direct investment position of both Company B
and Company D are equal to the book value of their
cumulative debt or equity transactions with Company A
over time, and are calculated at yearend. For Company B,
the position is equal to its equity (including reinvested
earnings) in Company A plus any net outstanding loans by
it to Company A. Company D has an investment position
with Company A equal to the remaining balance of the
loan. The position of Company C in Company A is zero
because it has no direct equity interest in Company A and
has made no loans to Company A.

Industry of Affiliate
Data on the operations of U.S. affiliates owned by

foreign investors are classified in BEA data both in terms
of the "industry of affiliate" and the "industry of sales".

Classification of an affiliate by "industry of
~affiliate" is based on a three-stage procedure: first, the
major industry group accounting for the largest percent-
age of its sales is determined, (a) agriculture, forestry, and
fishing, (b) mining, (c) petroleum, (d) construction, (e)
manufacturing, (f) transportation, communication, and
public utilities, (g) wholesale trade, (h) retail trade, (i)
finance, insurance, and real estate, and fi) services. Sec-
ond, within the group the two-digit International Surveys
Industry (ISI) in which sales are largest is determined.
Third, within the two-digit industry the three-digit ISI
industry in which sales are largest is determined. This
procedure is designed to avoid assigning an affiliate to a
two-digit subindustry that is outside its major industry, or
a three-digit subindustry outside its two-digit industry.

Classification by "industry of sales" of affiliate
sales and employment data shows not only such data for
the affiliate's primary industry, but also for its associated
secondary industries. This classification method roughly
approximates the distribution that would result if the data
were reported and classified by industry of establishment.

Nonbank Affiliate
An affiliate classified in an industry other than

banking in the ISI coding system.
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Ultimate Beneficial Owner (UBO) of an
Affiliate

.me 'person' proceeding up the U.S. affiliate's
ownership chain, begiming withand indudingtbe foreign
parent, that i not owned iore than 50 percent by another
persl. 1te UBO consists only of the uftim owner,
otheraffiliated persons re excluded. If the foreign parent
is not owned more than 50 percent by another person, the
foreign parent and the UBO are the same. The UBO,
nlike a freign parent, may be a U.S. person.
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APPENDIX B
Legislative Request for Study

This study on foreign direct invesunent in the United
Statesas required underthe provisions of Section 3(a) of
the 'Foreign Direct Investment and International Finan-
cial Data Improvements Act of 1990.' The data link
project undertaken by the Bureau of Economic Analysis,
the Bureau of the Census, and the Bureau of Labor
Statistics, refered to in this report, was required by Section
5 ofthe Act. The following reprints Sections I through 10
of the Act.
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PUBLIC LAW 101-8-NOV. 7,1990

FOREIGN DIRECT INVESTMENT
AND INTERNATIONAL FINANCIAL
DATA IMPROVEMENTS ACT OF 1990
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Public Law 101-533
101st Congress

An Act

To augment and improve the quality of international data compiled by the Bureau of
Nov. 7, 1990 Economic Analysis under the International Investment and Trade in Services

[s. 25161 Survey Act by allowing that agency to share statistical establishment list informa-
tion compiled by the Bureau of the Census. and for other purposes.

Be it enacted by the Senate and House of Representatives of the
Foreign Direct United States of America in Congress assembled,
Investment and
International SECTION 1. SHORT TITLE.
Financial Data
Improvements This Act may be cited as the "Foreign Direct Investment and
Act of 1990. International Financial Data Improvements Act of 1990".
Business and
industry. SEC. 2 FINDINGS.

nt UC3141 The Congress makes the following findings:
22 USC 3141. (1) The United States Government collects substantial

amounts of information from foreign owned or controlled busi-
ness enterprises or affiliates operating in the United States.

(2) Additional analysis and presentation of this information is
desirable to assist the public debate on the issue of foreign
direct investments in the United States.

(3) Information collected from foreign owned or controlled
firms by the Bureau of Economic Analysis has serious analyt-
ical limitations because it is largely collected on an "enterprise"
basis that does not permit an adequate analysis by industry
groupings.

(4) Statistical and analytic comparisons of the performance of
foreign owned or controlled businesses operating within the
United States with other business enterprises operating within
the same industry can be accomplished under sections 2(b) and
5(c) of the International Investment and Trade in SerVices
Survey Act, and under Executive Order Numbered 11961, with-
out the need to collect additional information, by sharing with
other authorized Government agencies the employer identifica-
tion numbers maintained by the Bureau of Economic Analysis.

(5) Public disclosures of confidential business information
collected by the United States Government relating to inter-
national direct investment flows could cause serious damage to
the accuracy of the statistical data base.

(6) The General Accounting Office may have limited access to
Government data on foreign direct investment.

22 USC 3142 SEC 2. REPORT BY SECRETARY OF COMMERCE.

(a) ANNUAL REPORT ON FOREIGN DIREcr INvEmwENT IN THE
UNITED STATES.-Not later than 6 months after the date of the
enactment of this Act, and not later than the end of each 1-year
period occurring thereafter, the Secretary of Commerce shall submit
to the Committee on Energy and Commerce, the Committee on
Ways and Means, and the Committee on Foreign Affairs of the
House of Representatives, to the Committee on Commerce, Science,
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and Transportation of the Senate, and to the Joint Economic
Committee of the Congress a report on the role and significance of
foreign direct investment in the United States. Such report shall
address the history, scope, trends, market concentrations, and ef-
fects on the United States economy of such investment. In addition,
the Secretary of Commerce shall, if requested by any such commit-
tee, appear before that committee to provide testimony with respect
to any report under this subsection.

(b) ouRCES OF DATA.-In preparing each report under subsection
(a), the Secretary of Commerce, or the Secretary's designees, shall
consider information collected by-

(1) the Bureau of Economic Analysis under the International
Investment and Trade in Services Survey Act (22 U.S.C. 3101
and following);

(2) the Bureau of the Census on industry, manufacturing,
research and development, and trade, under title 13, United
States Code;

(3) the Bureau of Labor Statistics pertaining to information
collected under the International Investment and Trade in
Services Survey Act, but only to the extent that such informa-
tion is in a form that cannot be associated with, or otherwise
identify, directly or indirectly, a person, including any enter-
prise or establishment;

(4) the Secretary of Commerce or the Secretary's designee
pursuant to section 2 of Executive Order 11858 of May 7, 1975;

(5) the United States Department of Agriculture under the
Agricultural Foreign Investment Disclosure Act of 1978 (7
U.S.C. 3501 and following);

(6) the Department of the Treasury under section 6039C of the
Internal Revenue Code of 1986 (26 U.S.C. 6039C), but only to the
extent that such information is in a form that cannot be associ-
ated with, or otherwise identify, directly or indirectly, a person,
including any enterprise or establishment;

(7) the Department of Energy under section 657(8) of the
Department of Energy Organization Act (42 U.S.C. 7267(8)), but
only to the extent that such information is in a form that
cannot be associated with, or otherwise identify, directly orindirectly, a person, including any enterprise or establishment;

*(8) other Federal agencies not referred to in paragraphs (1)through (7), but only to the extent that such information is in a
form that cannot be associated with, or otherwise identify,
directly or indirectly, a person, including any enterprise or
establishment;

(9) foreign governments and agencies thereof; and
(10) private sector sources.

(c) ANALYsEs.--(1) The analysis in each report prepared under
subsection (a) shall, to the extent of available data, compare busi-ness enterprises controlled by foreign persons with other business
enterprises in the United States with respect to employment,
market share, value added, productivity, research and development,
exports, imports, profitability, taxes paid, and investment incentives
and services provided by State and local governments (including
quasi-governmental entities).

(2) Each such analysis shall be done by significant industry sectors
and geographical regions, except that information shall not bepresented in a way in which any person, including any business
enterprise or establishment, can be identified. The restriction con-
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tained in the preceding sentence on presentation of information does
not apply to information that is obtained from foreign governments
or agencies thereof and that has been published pursuant to the
lawful disclosure of the information. To the extent that data are
available, each such analysis shall include an analysis, together
with current levels and trends, of the number and market share of
business enterprises at least 10 percent of the voting securities or
other evidences of ownership of which are owned or controlled by a
foreign person, and of the number and market share of the
establishments of such business enterprises, that are engaged
substantially in the production or coproduction of any critical tech-
nologies included in the most recent plan submitted to the Congress
under section 2368 of title 10, United States Code, or included in the
most recent report submitted to the President under section 603 of
the National Science and Technology Policy, Organization, and
Priorities Act of 1976.

22 USC 3143. SEC. 4. REPORTS BY GENERAL ACCOUNTING OFFICE

(a) IN GENE}ATx.-The Comptroller General, to the extent per-
mitted by law, including section 8 of this Act, is authorized to review
the information described in section 3(b) for purposes of preparing
the report required under subsection (b) of this section. Nothing in
this section authorizes disclosure of any individually identifiable
data or information in any form that can be associated with or
otherwise identify, directly or indirectly, any person, including any
enterprise or establishment.

(b) REPORT.-Not later than 5 months after each report issued by
the Secretary of Commerce under section 3, the Comptroller Gen-
eral of the United States shall submit to the Committee on Energy
and Commerce, the Committee on Ways and Means, and the
Committee on Foreign Affairs of the House of Representatives, to
the Committee on Commerce, Science, and Transportation of the
Senate, and to the Joint Economic Committee of the Congress, a
report-

(1) analyzing the report of the Secretary of Commerce;
(2) making recommendations for changes in the analysis done

in the report due the following year under section 3;
(3) making recommendations for improving the collection by

respective Federal agencies of data on foreign direct investment
in the United States, including use of private sector data, and
improving survey questionnaires to obtain useful and consistent
information that avoids unnecessary redundancy among Fed-
eral agencies;

(4) reviewing the status and processes for reconciliation of
data exchanged as required by this Act and the amendments
made by this Act, and making any recommendations for
improving and augmenting international financial data;

(5) making recommendations for possible additional policy
coordination within the executive branch affecting foreign
direct investment in the United States; and

(6) making recommendations for improvement of the cov-
erage, industry classification, and consistency among Federal
agencies of their respective surveys.

Reports under this subsection shall be issued only with respect to
the first 3 reports issued by the Secretary of Commerce under
section 3.
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(c) OTHER REVIEWS AND REPORTS.-41) The Comptroller General
may, to the extent permitted by law, including section 5(c) of the
International Investment and Trade in Services Survey Act (22
U.S.C. 3104(c)) and section 8 of this Act, also review data and
information at the Bureau of the Census, the Bureau of Labor
Statistics, and the Bureau of Economic Analysis and from time to
time report to the Committee on Energy and Commerce, the
Committee on Ways and Means, and the Committee on Foreign
Affairs of the House of Representatives, the Committee on Com-
merce, Science, and Transportation of the Senate, and to the Joint
Economic Committee of the Congress.

(2) The Comptroller General shall, in carrying out paragraph (1),
comply with procedures relating to access to and disclosure of data
and information established within the Federal statistical agencies
referred to in paragraph (1), and maintain any and all individually
identifiable data and information at the statistical agency where the
information is reviewed.

(d) CONFIDENTALITY; REVIEW BY OTHER AGENCIES.-In preparing
any report under this section, the Comptroller General shall not-

(1) disclose any confidential business information or present
any information in a way in which any person, including a
business enterprise or establishment, can be identified; or

(2) combine, match, or use in any other way individually
identifiable data or information maintained by any of the Fed-
eral statistical agencies referred to in subsection (c) with any
other individually identifiable confidential data or information
that is not collected by such statistical agencies.

Before issuing any such report, the Comptroller General shall in
each instance submit the report to the head or heads of the agency
or agencies from which confidential or identifiable information
described in the preceding sentence was obtained. The agency or
agencies concerned shall promptly review the report for the purpose
of assuring that the confidentiality of such information and identity
is maintained, and for any other purpose, and shall provide the
Comptroller General with appropriate comments or other sugges-
tions within 10 working days after receiving the report.

(e) RIGHT OF AccEss.-The access by the Comptroller General to
information under this Act shall be in conformity with section 716 of
title 31, United States Code.
SEC. 5. ACCESS TO CENSUS DATA BY BUREAU OF ECONOMIC ANALYSIS.

(a) ACCESS TO DATA.-Title 13, United States Code, is amended by
adding at the end the following:

"CHAPTER 10-EXCHANGE OF CENSUS
INFORMATION

"Sec.
"401. Exchange of census information with Bureau of Economic Analysis.

"§ 401. Exchange of census information with Bureau of Economic
Analysis.

"(a) EXCHANGE OF INFORMATION.-The Bureau of the Census shall
exchange with the Bureau of Economic Analysis of the Department
of Commerce information collected under this title, and under the
International Investment and Trade in Services Survey Act. that
pertains to any business enterprise that is operating in the United
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States, if the Secretary of Commerce determines such information is
appropriate to augment and improve the quality of data collected
under the International Investment and Trade in Services Survey
Act. Information provided to the Bureau of Economic Analysis by
the Bureau of the Census shall be only those data coUected directly
from respondents by the Bureau of the Census.

"(b) REQUESTS FOR INFORMATION.-The Director of the Bureau
requesting information under this section shall make the request in
writing and shall certify that the information will be used only for
statistical activities performed to improve the quality of data col-
lected under the authority of title 13, United States Code, and the
International Investment and Trade in Services Survey Act.

"(c) DEFINITION.-As used in subsection (a), the terms 'business
enterprise' and 'United States' have the meanings given those terms
in section 3 of the International Investment and Trade in Services
Survey Act.".

(b) CONFORMING AMENDMENTS.-(1) The table of chapters at the
beginning of title 13, United States Code, is amended by adding at
the end the following:

"10. Exchange of census information . . .................... 401".

(2) Section 9(a) of title 13, United States Code, is amended by
inserting after "section 8" the following: "or chapter 10".

SEC. 6. AMENDMENTS TO THE INTERNATIONAL INVESTMENT AND TRADE
IN SERVICES SURVEY ACT.

(A) PURPOSE.-Section 2(b) of the International Investment and
Trade in Services Survey Act (22 U.S.C. 3101(b)) is amended by
inserting after "the impact of such investment and trade," in the
first sentence the following: "to authorize the collection and use of
information on direct investments owned or controlled directly or
indirectly by foreign governments or persons,".

(b) REPORTING REQuIREMENT.-Section 4(aX5) of the International
Investment and Trade in Services Survey Act (22 U.S.C. 3103(a)(5)) is
amended by inserting before the period the following ", including,
with respect to foreign direct investment in the United States,
information on ownership by foreign governments of United States
affiliates by country, and tables, on an aggregated basis, of business
enterprises the ownership or control of which by foreign persons is
more than 50 percent of the voting securities or other evidences of
ownership of such enterprises, and business enterprises the owner-
ship or control of which by foreign persons is 50 percent or less
of the voting securities or other evidences of ownership of such
enterprises".

(c) BUXEAU OF ECONOMIC ANALYSIS REPORT.-Section 4 of the
International Investment and Trade in Services Survey Act (22
U.S.C. 3103) is amended by adding at the end the following new
subsection:

"(Mhl) The President, or the designee of the President responsible
for monitoring the impact of foreign investment in the United
States, coordinating implementation of United States policy on
investment, and investigating foreign acquisitions under section 721
of the Defense Production Act of 1950 (50 App. U.S.C. 2170), may
request a report from the Bureau of Economic Analysis of the
Department of Commerce. When such request is made in connection
with an investigation under such section 721, the report shall be
provided within 14 days after the request is made. When such
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request is not made in connection with an investigation under such
section 721, the report shall be provided within 60 days after the
request.

"(2) A report requested under paragraph (1) shall contain the best
available information on the extent of foreign direct investment in a
given industry, including a breakdown of total investment in the
industry, and any foreign government investment in the industry,
by country of the foreign owner, and any other information that the
Bureau of Economic Analysis or such designee of the President
considers relevant. The industry information provided shall be at
the most detailed level available of Standard Industrial Classifica-
tion, subject to the requirements of section 5.".

(d) ACCESS TO INFORMATION.-Section 5 of the International
Investment and Trade in Services Survey Act (22 U.S.C. 3104) is
amended-

(1) by redesignating subsection (d) as subsection (e); and
(2) by inserting after subsection (c) the following:

"(d) The Bureau of the Census of the Department of Commerce is
authorized, for purposes of augmenting and improving the quality of
data collected by the Bureau of the Census, to have, upon written
request, access to data relating to business enterprises that is col-
lected directly by the Bureau of Economic Analysis for purposes of
this Act. The Bureau of Labor Statistics of the Department of Labor
is authorized, for purposes of augmenting and improving the data
collected by the Bureau of Labor Statistics, to have access, upon
written request, to selected identification information on business
enterprises and data on international services transactions, that is
collected directly by the Bureau of Economic Analysis for purposes
of this Act. Officers and employees of the Bureau of the Census and
-the Bureau of Labor Statistics shall, for purposes of subsection (c), be
deemed to be officials or employees designated to perform functions
under this Act.".

(e) CONFORMING AMENDMENTS.-Section 5 of the International
Investment and Trade in Services Survey Act is amended-

(1) in subsection (c)(2) by striking "(d)" and inserting "(e)"; and
(2) in subsection (e), as redesignated by subsection (dX1) of this

section, by inserting "or (d)" after "(c)".
SEC. 7. ACCOUNTABILITY FOR TIMELY REPORTING.

(a) AFFIRMATION BY A RESPONSIBLE OFFIcER.-Section 5(b) of the
International Investment and Trade in Services Survey Act (22
U.S.C. 3104(b)) is amended by adding at the end the following:
"When a report under paragraph (2) is furnished under oath, such
oath shall be by the officer of such person who is directly responsible
for the maintenance and compilation of such information, and shall
certify that the report was prepared in accordance with this Act, is
complete, and is to such officer's best knowledge and belief, substan-
tially accurate, except in a case in which, in accordance with rules
and regulations issued under this Act, estimates have been provided
because data are not available from customary accounting records
or precise data could not be obtained without undue burden, and the
data subject to such estimates has been noted in the report.".

(b) CIVIL PENALTIES.-Section 6(a) of the International Investment
and Trade in Services Survey Act (22 U.S.C. 3105(a)) is amended by
striking "may be subject to a civil penalty not exceeding $10,000"
and inserting "shall be subject to a civil penalty of not less than
$2,500, and not more than $25,000,".
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22 USC 3144. SEC S. ACCESS TO INFORMATION: CONFIDENTIALITY.

(a) CONFIDENTIALITY.-(1) Those officers and employees who have
access to information under this Act to which the provisions of
section 9 of title 13, United States Code, apply must have been
sworn, as provided for in section 23(c) of such title, to observe the
limitations imposed by section 9(a) of such title and to be subject to
the provisions of section 214 of such title to the same extent as such
section applies to officers or employees of the Bureau of the Census.

(2) Only those officers and employees who have sworn to observe
the provisions of section 5(c) of the International Investment and
Trade in Services Survey Act (22 U.S.C. 3104(c)) may have access
under this Act to information to which such provisions apply, and
such officers and employees are subject to the penalties for improper
disclosure of such information provided in section 5(e) of that Act to
the same extent as such section applies to officers or employees
designated to perform functions under that Act.

(3) Those officers and employees referred to in paragraphs (1) and
(2) of this section shall be subject to any other restriction or penalty
imposed by law with respect to disclosure of information to which
such officers or employees have access under this Act.

(b) VIOLATIONS AND PENALTIES.-Whoever is in possession of
information made available to any department or agency by virtue
of this Act or the amendments made by this Act and discloses the
information in any form which can be associated with, or otherwise
identify, any person, including any business enterprise or establish-
ment, shall be fined not less than £2,500 nor more than $25,000 or
imprisoned not more than 5 years, or both.

(c) UNLAWFUL AccEss.-Whoever procures, by fraud, misrepresen-
tation, or other unlawful act, access to information made available
to any department or agency by virtue of this Act or the amend-
ments made by this Act shall be fined not less than $2,500 nor more
than $25,000 or imprisoned not more than 5 years. or both.

(d) INFORMATION IMMUNE FROM PROCESS.-Information obtained
under this Act shall be immune from legal process and shall not be
used as evidence or for any purpose in any Federal, State, or local
government action, suit, or other administrative or judicial proceed-
ing except as necessary to enforce requirements imposed by law on
the collection of information, to enforce the provisions of subsections
(b) and (c).

(e) IMPLEMENTATION.-(1) The Secretary of Commerce shall be
responsible for the implementation of the exchange of information
under this Act between the Bureau of the Census and the Bureau of
Economic Analysis, and shall resolve any questions on access to
information, data, or methodology that may arise between the
Bureau of the Census and the Bureau of Economic Analysis, except
that the Secretary shall not construe this section in a manner which
would prevent the augmentation and improvement of the quality of
international data collected under the International Investment and
Trade in Services Survey Act. The Bureau of Economic Analysis and
the Bureau of the Census shall agree in writing to the data to be
shared under this Act.

(2) The Director of the Office of Management and Budget shall be
responsible for the implementation of the exchange of information
under this Act betwef n the Bureau of Economic Analysis and the
Bureau of Labor Statistics, and shall resolve any questions on access
to information, data, or methodology that may arise between the
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Bureau of Economic Analysis and the Bureau of Labor Statistics,
except that the Director shall not construe this section in a manner
which would prevent the augmentation and improvement of the
quality of international data collected under the International
Investment and Trade in Services Survey Act.
SEC. 9. CONSTRUCTION OF THE ACT. 22 USC 3145.

(a) IN GENERAL-Nothing in this Act or the amendments made by
this Act shall be construed to require any business enterprise or any
of its officers, directors, shareholders, or employees, or any other
person, to provide information beyond that which is required before
the enactment of this Act.

(b) IMPLEMENTATION.-All departments and agencies implement-
ing this Act and the amendments made by this Act shall, with
respect to surveys or questionnaires used in such implementation-

(1) eliminate questions that are no longer necessary,
(2) cooperate with one another in order to ensure that ques-

tions asked are consistent among the departments and agencies,
and

(3) develop new questions in order to obtain more refined
statistics and analyses,

consistent with the purposes of the provisions of law amended by
this Act and the Paperwork Reduction Act of 1980.
SEC. 10. DEFINITIONS. 22 USC 3146.

For purposes of this Act-
(1) the terms "foreign", "direct investment", "international

investment", "United States", "business enterprise", "foreign
person", and "United States person" have the meanings given
those terms in section 3 of the International Investment and
Trade in Services Survey Act (22 U.S.C. 3102); and

(2) the term "foreign direct investment in the United States"
means direct investment by foreign persons in any business
enterprise that is a United States person.

Approved November 7, 1990.

LEGISLATIVE HISTORY-S 2516 (H.R. 4520):

HOUSE REPORTS: No. 101-855. Pt. I (Comm. on Foreign Affairs) and Pt. 2 (Comm. on
Energy and Commerce), both accompanying H.R. 4520.

SENATE REPORTS: No. 101-443 (Comm. on Commerce, Science. and Transporta-
tion).

CONGRESSIONAL RECORD. Vol. 136 (1990):
Oct. 18. considered and passed Senate.
Oct. 2:L. considered and passed House.

WEEKLY COMPILATION OF PRESIDENTIAL DOCUMENTS. Vol. 26 (1990):
Nov. 7, Presidential statement.
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APPENDIX C
Statistics

The following table provide additional details on foreign
direct investment inthe United Stae. They are numbered
according to the report chapters to which they primarily
relate.
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Table 2-1
Annual Change In U.S. Gross Saving and Gross

Private Domestic Investment

Gross Savings
-3.71
18.61
18.51
21.8X
12.21
-2.9X
17.3X
14.51
3.91

22.61
-6.21
-1.51
5.71
18.11
5.41
-4.9X

Gross Private
Domestic Investment

-8.8X
26.5X
23.91
21.1X
9.11
-3.91
18.01
-13.21
12.31
32.41
-3.31
2.51
6.1X
6.81
3.11
-3.41

Source: Bureau of Economic Analysis

Table 2-2
Foreign Direct Investment In The United States

(Billions of Dollars)
C

Position
13.3
13.9
14.9

. . . . . . . . 20.6a , , , , 25.1

27.7
, . . . . . . . . 30.8
' . . . . . . . . 34.6

- 42.5

a'.' * * * * 54.5El . . . . . . 83.0
108.7

. . . . . . . . 124.7
137.1
164.6
184.6
220.4

. . . . .. 263.4
314.8
373.8

.. . . . . . . . 403.7

apital
Flows
1.5
0.4
0.9
2.8
4.8
2.6
4.3
3.7
7.9
11.9
16.9
25.2
13.8
11.9
25.4
19.0
34.1
58.1
59.4
70.6
37.2

a: Break in series due to benchmark surveys.

Source: Bureau of Economic Analysis Source:

1975
1976
1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990

1970
1971
1972
1973
19744
1975
1976
1977
1978
1979
1980i
1981
1982
1983
1984
1985
1986
1987i
1988
1989
1990
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Table 2-3
Flows of Foreign Capital Into

The U.S. at Book Value
(Millions of dollars)

Direct All Other
Totala Official Investment (portfolio)

84,869
102,621
130,012
221,599
229,828
221,534
216,549
86,303

5,845
3,140
-1,083
35,588
45,343
39,657
8,624
32,425

11,946
25,359
19,022
34,091
58,119
59,424
70,551
37,213

67,077
74,122
112,074
151,420
126,366
122,453
137,374
16,666

a: Does not include "statistical discrepancy"

Source: Bureau of Economic Analysis

Table 2-4
Foreign Direct Investment Position In the
United States, Total and Selected Countries

(Millions of dollars)

Total

83,046
108,714
124,667
137,061
164,583
184,615
220,414
263,394
314,754
373,763
403,735

Direct
United
Kingdom

14,015
18,585
28,447
32,152
38,387
43,555
55,935
75,519
95,698
105,511
108,055

Investment Position
Jasan Nether-

lands

4,723
7,697
9,677
11,336
16,044
-19,313
26,824
34,421
51,126
67,319
83,498

19,140
26,824
26,191
29,162
33,728
.37,056
40,717
46,636
48,128
56,316
64,333

Canada

12,162
12,116
11,708
11,434
15,286
17,131
20,318
24,684
26,566
28,686
27,733

Change in Direct
United
Kingdom

Investment Position
Japan Nether-

lands

1980 28,584
1981 25,688
1982 15,953
1983 12,394
1984 27,522
1985 20,032
1986 35,799
1987 42,980
1988 51,360
1989 59,009
1990 29,972

a: Break in series

4,219
4,570
9,862
3,705
6,235
5,168
12,380
19,584
20,179
9,813
2,544

1,230
2,974
1,980
1,659
4,708
3,269
7,511
7,597
16,705
16,193
16,179

due to rebenchmarking

Source: Bureau of Economic Analysis

1983
1984
1985
1986
1987
1988
1989
1990

1980a,
1981
1982
1983
1984
1985
1986
1987a
1988
1989
1990

Total Canada

6,468
7,684
-633

2,991
4,546
3,328
3,661
5,919
1,492
8,188
8,017

5,008
-46
-408
-274

3,852
1,845
3,187
4,366
1,882
2,120
-953



TABLE 4-1

WORLD STOCK OF INWARD DIRECT INVESTMENT IN MAJOR HOST COUNTRIES OR REGIONS,
SELECTED TEARS. 1967-89

(Billion of Dollars or Percentage)

All Countries

Developed Countries

United States

Europe

Belgium-Luxembourg a) b)
Deesark bl
France bl
Cermany c)
Greece bl
Ireland b)
Italy bl
Netherlands b)
Portugal
Spain Di
United Kingdom dl

Other Europe
Sweden
Switzerland a)
Other Europe bl

Amount

105.5 208.1 504.5 1,4D2.9

Percentage Distribution

1967 1973 19SO 1989

100.0 100.0 100.0 100.0

Average Annual Rate of Growth

1207 193 10 80-89

12.80 13.51 12.0X

P_9 15.7 393.4 1.133.3 69.4 73l 7l 80.8 iml 1 12.5
9.9 20.6 83.0 400.8 9.4 9.9 16.5 28.6 13.0 22.0 19.1

31.4 79 9 212.3 539.9 292 I8 ALl 38 .5 16.8 15.0 10.9
24.8 680 186.9 483L9 23.5 AM. 37.0 3 .5 l Im 15.
1.4 3.8 7.5 21.9 1.3 1.8 1.5 1.6 18.1 10.2 12.6
0.7 1.9 4.2 5.2 0.7 0.9 0.8 0.4 18.1 12.0 2.4
3.0 6.5 21.1 59.0 2.8 3.1 4.2 4.2 13.8 18.3 12.1
3.6 13.1 47.9 101.5 3.4 6.3 9.5 7.2 24.0 20.3 8.7
0.1 0.4 3.0 8.1 0.1 0.2 0.6 0.6 26.0 33.4 11.7
0.1 0.3 1.9 2.8 0.1 0.1 0.4 0.2 20.1 30.2 4.4
2.6 7.8 8.9 50.9 2.5 3.7 1.8 3.6 20.1 1.9 21.4
4.9 7.6 19.2 47.9 4.6 3.7 3.8 3.4 7.6 14.2 10.7
0.1 0.4 1.1 5.7 0.1 0.2 0.2 0.4 26.0 15.5 20.1
0.4 2.1 9.1 42.1 0.4 1.0 1.8 3.0 31.8 23.3 18.6
7.9 24.1 63.0 138.8 7.5 11.6 12.5 9.9 20.4 14.7 9.2
6.6 12.0 25.4 56 0 a 2A L L2 1O 1 W 2A
0.5 1.0 1.7 5.4 0.5 0.5 0.3 0.4 12.2 7.9 13.7
2.1 4.3 14.3 31.7 2.0 2.1 2.8 2.3 12.7 18.7 9.2
4.0 6.7 9.4 18.9 3.8 3.2 1.9 1.3 9.0 5.0 8.1

Canada fl 19.2 33.0 51.6 103.0 18.2 15.9 10.2 7.3 9.4 6.6 8.0
Australia and iiaw Zealand 4.9 10.5 28.1 69.3 4.6 5.0 5.6 4.9 13.5 15.1 10.5
South Africa 7.2 8.1 15.1 11.1 6.8 3.9 3.0 0.8 2.0 9.3 3.4
Japan bl a) 0.6 1.6 3.3 9.2 0.6 0.8 0.7 0.7 17.8 10.9 12.1

Developing Countries b) 32.3 54. 111.1 269 6 30.6 JLW 2EL 92 ILZ 1. Ilu i
Western Hemisphere 18.5 28.9 62.2 103.9 17.5 13.9 12.3 7.4 7.7 11.6 5.9
Africa 5.6 10.2 13.1 29.8 5.3 4.9 2.6 2.1 10.5 3.6 9.6
AIL L_3 I1l 35.8 135.9 LI LA LI i Il. I1. ImMiddle East h) 3.2 4.3 4.3 12.1 3.0 2.1 0.9 0.9 5.0 0.0 12.2

Other Asia 5.1 11.0 31.5 123.8 4.8 5.3 6.2 8.8 13.7 16.2 16.4

Addenda:
Outward Stock 112.3 211.1 518.5 1.342.3
Inward Stock lDS. 20j.1 503.6 1402.!
Difference I) 6.8 3 14.9 -60.6

8.2 13.8 10.8 21.7 7.8 6.6 2.1 1.5 9.1 -3.4 8.1

0

OPEC Countries i)

U.S.dol lars.
wbecause or rounring. End Of year eXchange rate were used to convert Stocks valued in local currences to



TABLE 1, Continued

a) Stock date available for Belgiun only.
b) Among developed countries, Belgium, Denmark, France, Greece, Luxemtourg, Spain, several other European countries not hohm separately, ad Japan

do not collect complete reinvested earnings data. The Netherlands does not collect reinvested earnings data for the banking industry. Atl, a
numer of developing countries do not collect reinvested earnings data. If reinvested earnings were included, the stocks for those countries
would be higher.

c) Beginning with 1976 and for subsequent years, date used ore "statistics on levels" for both primary and secondary investment as complled ad
published by the Deutsche Bundesbank. Data for years prior to 1976 ore comaonly referred to os "special stattsticst pubtlihed by the Ainistry of
Econcm cs.

d) Data include banking beginning with 1976. Prior to 1979, investment In insurance conpanies is for the Utited States only. Beginning with 1979,
data include investment by oil coopanies, insurance conpanies, nd investment In real estate.

e) Dtea back to 1960 were revised in 1979 by the Union Bank of Switzerland to core accurately reflect its estimates (based on sample data) of Swiss
direct investment abroad.

f) Data series revised beginning with 1983 data to include non-resident equity in Canadian assets abroad, and now represents foreign investoent in
Canadian enterprises, not just in Canada.

g) Beginning with 1976 and for subsequent years, data used are direct Investment external assets (which excluda reinvested earnings) as coopiled and_
published by the Bank of Japan. Data for years prior to 1976 are''approvals besis data" from the Ministry of Finance. b

h) Data for inward direct investment floes to Saudi Arabia as published by the IMF for the years 1979-BA were not used in this table to estimate the
stock of inward direct investment in OPEC countries in 1980 or 1989. Instead, estimates for these flows were based on data for outward direct
investment flows to Saudi Arabia from major source countries, as compiled from major source country data. Inward direct investment flows to
Saudi Arabia were estimated at $2,147 million in 1979; -S3,228 million in 1980; -S374 million in 1981; -81 million in 1982; l952 dillon in 1983;
£358 million in 1984; $216 million in 1987; -1312 million in 1988; and -S45 million in 1989. Also, an 1IMF estImate for unspecified Niddle
Eastern countries in 1979 of -$4,102 million (debit) is excluded from our estimates.

i) This table Is intended to shoe only regional and country patterns of inward direct investment. Because of differences In data collection system
and methodologies for inward compared with outward direct investment (both within soce individual countries as well as betn countries), d
possible statistical error, the world stock of inward direct investment is not equal to the world stock of direct investment abroad.

j) OPEC countries are Algeria, Ecuador, Gabon, Indonesia, Iran, Iraq, KIwait, Libya, Nigeria, Qatar, Saudi Arabia, Untited Arab Esirates and
Venezuela.

Source: U.S. Department of Comnerce, International trade Administration, Office of Trade and Investment Analysis, from national governments ad
International organizations.



TABLE 4-2

WORLD STOCK OF INWARD DIRECT INVESTMENT IN MAJOR HOST COUHNRIES OR REGIONS,
SELECTED YEARS, 1967-89

(Billions of SODRs or Percentage)

Amount Percentage Distribution Average Annusal Rate of Growth
1967 1973 1980 1989 196 1973 1980 1989 l967-73 197-80 1980-b

105.5 172.5 395.6 1,067.6 100.0 100.0 100.0 100.0 8.5X 12.6S 11.7S

leyelored Countrie5 73.2 127.4 308.5 862.4

United States 9.9 17.1 65.1 305.0

Europe 31.4 66.2 166.4 410.9
24.8 56 4 146.5 368.2

Selgium-Luxeobourg a) bI 1.4 3.2 5.9 16.7
Dermark b) 0.7 1.6 3.3 4.0
France b) 3.0 5.4 16.5 44.9
Germany c) 3.6 10.9 37.6 77.2
Greece b) 0.1 0.4 2.4 6.2
Ireland b) 0.1 0.2 1.5 2.1
Italy b) 2.6 6.5 7.0 38.7
Netherlands b) 4.9 6.3. 15.1 36.4
Portugal 0.1 0.3 0.9 4.3
Spain b) 0.4 1.7 7.1 32.0
United kingdom d) 7.9 20.0 49.4 105.6

Other Eurore 6.6 9.9 19.9 42.6
Sweden 0.5 0.8 1.3 4.1
Switzerland a) 2.1 3.6 11.2 24.1
Other Europe b1 4.0 5.6 7.4 14.4

Canada t) 19.2 27.4 40.4 78.4
Australia and aew Zealand 4.9 8.7 22.0 52.7
South Africa 7.2 6.7 11.8 8.4
Japan b) g) 0.6 1.3 2.6 7.0

Develorcin Countries b)
Western Hiemisphere
Africa
Asia

Middle East h)
Other Asia

Addenda:
Outward Stock
Inward Stock
Difference i)

OPEC Countries j)

69.4 73.9 78.8088 27 13.5 ILl

9.4 9.9 16.5 28.6 9.5 21.0 18.7

29.8 38.4 4Z.1 38.5 13.2 14.1 10.6
23.5 3Z.7 '37.0 34.5 147 14.6 10.8
1.3 1.9 1.5 1.6 14.8 9.1 12.3
0.7 0.9 0.8 0.4 14.8 10.9 2.2
2.8 3.1 4.2 4.2 10.3 17.3 11.8
3.4 6.3 9.5 7.2 20.3 19.4 8.3
0.1 0.2 0.6 0.6 26.0 29.2 11.1
0.1 0.1 0.4 0.2 12.2 33.4 3.8
2.5 3.8 1.8 3.6 16.5 1.1 20.9
4.6 3.7 3.8 3.4 4.3 13.3 10.3
0.1 0.2 0.2 0.4 20.1 17.0 19.0
0.4 1.0 1.8 3.0 27.3 22.7 18.2 b
7.5 11.6 12.5 9.9 16.7 13.8 8.8
63 2-7 2-° 4.0 70 10. 8.80.5 0.5 0.3 0.4 8.1 7.2 13.6
2.0 2.1 2.8 2.3 9.4 17.6 8.9
3.8 3.2 1.9 1.3 5.8 4.1 7 7

18.2 15.9 10.2 7.3
4.6 5.0 5.6 4.9
6.8 3.9 3.0 0.8
0.6 0.8 0.7 0.7

6.1
10.0
-1.2
13.8

5.7 7.614.2 10.2
8.4 -3.7

10.4 11.6

32.3 45.1 87.1 205.2 30.6 26.1 22.0 19 2 L.Z 2. 10.018.5 24 48.8 79.1 17.5 13.9 12.3 7.4 4 4 10.7 5.55.6 8.4 10.3 22.7 5.3 4.9 2.6 2.1 7 0 3.0 9.28.3 12.7 28. 103.4 LI4 7.1 9. 7. 12.0 15.63.2 3.6 3.4 9.2 3.0 2.1 0.9 0.9 2.0 *0.8 11.75.1 9.1 24.7 94.2 4.8 5.3 6.2 8.8 10.1 15.3 16.0

112.3 175 406.5 1,021.4
105.5 172.5 394.9 1.067.6

6.8 2.5 11.6 46.2

8.2 11.4 8.5 16.5 7.8 6.6 2.1 1.5

vote: Detail may not add to totals because of rounding. End of year exchange rates were used to convert stocks valued in tocat currenmies to U.S.dol lars.

Alt Countries

5.6 *4.1 7.6



TABLE 2. Continu d

a) Stock data avaliable for Belgium only.
b) Among developed countries, Belgiums Denmark, France, Greece, Luxembourg, Spain, several other European countries not shosn separately, and Japando not collect complete reinvested earnings data. The Nietherlands does not collect reinvested earnings data for the banking industry. Also, a

nu tr of developing countries do not collect reinvested earnings date. If reinvested earnings wsre included, the stocks for these countries
would be higher.

c) Beginning with 1976 and for subsequent years, data used are "statistics on levets" for both primary and secondary investment as compiled and
published by the Deutsche Bundesbank. Dto for years prior to 1976 are commonly referred to as "special statistics" published by the Ministry of
Economics.

d) Data include banking beginming ilth 1976. Prior to 1979, investment in insurance companies is for the United States only. Beginning with 1979,
data Include investment by oil companies, insurance companies, and investment in real estate.

a) Data back to 1960 sore revised in 1979 by the Union Bank of Saiteerland to more accurately reflect its estimates (based on sampte dats) of Swiss
direct Investment abroad.

f) Data series revised bagieting with 1983 data to include non-resident equity in Canadian assets abroad, and nos represents only foreign investment
in Canadian enterprises, not just in Canada.

gl Beginnting with 1976 and for subsequent years. data used are direct investment external assets (Which excluda reinvested earnings) as compiled and
published by the Bank of Japan. Data for years prior to 1976 are "opprovals basis data" from the Ministry of Finance.

hl Data for inward direct Investment floas to Saudi Arabia as published by the lIF for the years 1979-84 sere not used in this table to estimate the
stock of Inrard direct investment in OPEC countries in 1980 or 1989. Instead, estimates for these flows wsre based on data for outward direct
Investment floas to Saudi Arabia from major source countries, as compiled from major source country data. Inrard direct investment flows tosaudi Arabia sore estimated at $2,147 million in 1979; -S3,228 million in 1980; -S374 million in 1981; -SI million in 1982; *952 millon in 1983;
5358 million in 1984; $216 million in 1987; -S312 million in 1988; and -845 million in 1989. Also, an IMF estimate for unspecified Middle
Eastern countries In 1979 of -84,102 million (debit) is excluded from our estimates.

I) This table is intended to show only regional and country patterns of inward direct investment. Because of differences in data collection systems
and methodologies for Inward compared with outward direct investment (both within sone individuat countries as wsol as betwean countries), and
possible statistical error, the waord stock of Inward direct investment is not equal to the world stock of direct investment aba-ad.

J1 OPEC countries are Algeria, Ecuador, Gabon, Indonesla, Iran, Iraq, tuwait. Libya, Migeria, Qatar, Saudi Arabia, United Arab Emirates and
Venezuela.

Source: U.S. Department of Commerce, International Trade Administration, Office of Trade and Investment Analysis, from national governments and
international organizations.
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Table 5-1
Investment Outlays By Foreign Direct Investors

To Acquire or Establish U.S. Business Enterprises
CS MilLions or Percent)

Acquisitions Total
Acqlui- Estab- as percent OutLays
sitions lishments Total of as percent

Year 1smit S1t SMit Total of GNP

1979 . ... . 13159 2158 15317 85.9 0.61
1980 . ... . 8974 3198 12172 73.7 0.45
1981 . ... . 18151 5067 23219 78.2 0.76
1982 . ... . 6563 4254 10817 60.7 0.34
1983 . ... . 4848 324 8091 59.9 0.24
1984 . ... . 11836 3361 15197 77.9 0.40
1985 . ... . 20083 3023 23106 86.9 0.58
1986 . ... . 31450 7728 39177 80.3 0.93
1987 . ... . 33933 6377 40310 84.2 0.89
1988 . ... . 64855 7837 72692 89.2 1.49
1989 . ... . 55822 8743 64565 86.5 1.24

Note: Includes outlays for U.S. banks.

Note: Covers enterprises that, in the year they were acquired or established, had total assets of
over S1 million or owned at least 200 acres of U.S. land.

Note: The figures for 1989 are preliminary and will be revised up to include late reports.

Source: U.S. Department of Commerce, Bureau of Economic Analysis, Survey of Current Business (May
1990), p. 23, and comparable articles in earlier issues. Also,Survey ofCurrent Business (July 1990),
p. 40, and comparable tables for earlier years containing GNP data.

Table 5-2
Comparison of Average Gross Product Per Employee

of Manufacturing Affiliates with that of All
U.S. Manufacturing

1980 1987 X Change

Manufacturing Affiliates *:
Gross Product (SBit Nominal) .31.0 73.8 138.2
Employment (Thous) . .1105.0 1542.6 39.6
Deflator (1982=1.00) *. .0.876 1.067 21.8
Gross Product (S82 Bit) *. 35.4 69.2 95.6
Gross Product ($82 Thous)/Emptoyee * - 32.0 44.8 40.1
Gross Product (182 Thous)JEmployee * . . 32.4 46.0 42.3
Gross Product (S Thous Nominal)/Emptoyee . 28.0 47.8 70.6

All Manufacturing *:
Gross Product (Soit Nominal) .564.2 838.8 48.7
Employment (Thous) .............. 20220.0 18959.0 -6.2
Deflator (1982=1.00) .. .0.867 1.039 19.9
Gross Product (Soit 1982) *.. 651.0 807.1 24.0
Gross Product (S82 Thous)/Emptoyee - . . 32.2 42.6 32.2
Gross Product (S Thous Nominat)/Emptoyee . . 27.9 44.2 58.6

* Excludes petroleum and coat products.
* Reflects a deflator developed from SEA industry price deflators for gross product and sates data
for affiliates by industry of sates at the 2-digit level of aggregation. This new deflator was
thenapptied to the manufacturing affiliate gross product data.
*-^ Reflects deflators for all U.S. manufacturing, except petroleum and coat products.

Note: The affiliate gross product and employment data are on an industry of affiliate basis, white
the alt manufacturing data are on an establishment basis.

Source: U.S. Department of Commerce, Bureau of Economic Analysis.
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Table 5-3
Selected Camrisons of

U.S. Affiliates of Foreign Cpnies with
Parents of U.S. Nuttinational Copnies in 1988

(Dollars or Percent)

All lnorbl* Businesses U.S. anufacturing
U.S. Affiliates Parents of U.S. Affiliates

of Foreipn Hultinational of Foreien
ta ones t

Average Ctoenstion per Esploye. . 30517 33154 33726

Gross Product per Employee . 47117 54229 5401

U.S. Intrafiin Exports par Exploye .6637 491 3180

U.S. Intrafir Imports per Eaploya .31045 3777 11495

Vertical Integration (Ratio of Gross . . - 21 37 33
Product to Sales) *

Ratio of leports to Total Purchases. . 24 8 16
of Inputs

Ratio of Local Inputs to Sales * .81 95 91

* Date for 1987.

Source: Economic Report of the President (February l991), p. 260; Survey of Current Business, (various
issues); and ForeIan Direct Investment in the United States (various issues).

70-389 0 - 93 - 5
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Table 5-4
Gross Prodict of U.S. Affiliates end All U.S. Bsin

Affiliate Shares of Gross
Product of Ail U.S. Buinrse

(Percent)

smr m
Naufacturin ........ .
Wolale Tr ...........
Retail Tr ........ . .
Finrnce, except Sab*InS . . . . . .
In urance ..............
Real Estate .............
Service ...............
Other Irndstrie ...........

ALL Indurtrie ........

5.0
3.8
1.2
2.2
2.4
0.6
0.5
0.5

2.3

10.3
5.0
2.3
4.2
4.0
2.2
0.7
1.0

4.2

Nwffacturing ....
Wmolesale Tr de .
Retail Trade.
Finance, except Banking
Insurnce . . . . . . .
Real Estate ......
Service .......
Other Indurtries . . .

All Industries .

LiiI
88.8
21.0
10.5
6.5
5.3
4.6
6.7
8.5

151.9

Gros Product in 1987
Affiliates AlOf &LU..bUiam

I of
L TL ToU ta1l

58.5 U49.6 24.0
13.8 311.3 8.8
6.9 422.4 11.9
4.3 69.2 2.0
3.5 100.3 2.8
3.0 194.8 5.5
4.4 7T8.0 22.0
5.6 817.3 23.1

100.0 3542.8 100.0

Source: U.S. Department of Comrce, Burea of Economic Analysis. Survey of Current Buiness(Jne 1990). P. 50. -

10.5
6.8
2.5
9.4

5.2
2.3
0.9
1.0

4.3
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Table 5-5
Gross Product of IontF U.S. Affiliates of Foreign Countries

By Country of Ultimate Beneficial Owr
(S Millions)

X Ctige
1977 ]2L 3_ 1987 ~~~~~~~~1977-8

Cads .......... . 5991 1093 27714 2827n 37
Europe ... ........ ......... 24231 50401 85795 91115 276United Kingdom .7687 17278 29193 31956 316

Geriny .2938 8763 13421 1514 415Netherlands .6390 11330 1517D 15675 145
France .3153 6158 829 8246 162Switterland .2005 3791 8055 8310 324Latin America nd .1349 2296 3880 4698 248Other Western Hemisphere

Japan .2488 4961 13717 16828 576

Alt Countries .35222 70906 142120 151905 331

Source: U.S. Departmnt of Comrce. Bureau of Economic AnstysisSurvyv of Current Business (Jun 1990), P.47.

Note: Totals include sme countries for hidch separate data are not shown.

Table 5-6
Average Expendi tures For New Plant and Eeulprment Per

Etploye By Nordntm U.S. Affiliates of Foreign Coanies. By
Country of Ultieste Beneficial OCner

(Thousaids of 1982 Dollars)

Canada ............. . 7.3 15.5 8.3 9.1 8.9Europe ........... .. . 10.1 8.2 7.3 7.1 8.0Jpan .6.1 12.5 15.5 16.9 14.6

All Countries .9.1 9.6 8.4 8.6 9.0

Note: The CGP fixed-weighted price index was used to deflate the affiliate plant mnd equipment expenditure

Source: U.S. Department of Cerce, Bureau of Economic Analysis, Foren Diret Invetnt in the UnitedSat (various issues) and Economic Recort of the President (Fetm ry 1991). p. 292.
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Tabe 5-7
EndlDtwa For Research n Devel nt By

Hut fcturing U.S. Affitatete of Foreign Companies
By Indu try of Affiliate
(S Millions or Pecnt)

im im IMi a
CS NIllttln)

FooduPe to ........ .* 7 19 32 54 58Chemicals U 43 834 1580 2782 3220tteh .. 37 45 71 174 158Machinery . 167 507 670 1652 1581Other . 50 200 293 349 556Attlleufacturing . 743 1605 2645 5011 5573

(As Percent of Groas Product)

Food Pr do ..ts o0.27 0.49 0.66 0.85 0.93hmicals .8.99 10.12 8.48 12.33 12.53oats .1.84 1.23 1.78 2.35 2.20Machinery 5.23 6.82 7.36 13.83 12.78Other .1.43 2.58 2.78 1.99 2.49ALl Manufacturing .4.46 5.18 5.61 7.62 7.55

Source: U.S. Department of Cemerce. Bureau of Economic Analysis, FoimnDecMt investment in theUnited State (various years) and SurveB of Current Rusiness (June 199) p.

Table 5-8
Avera" Expenditures for Resaarch nd Development Per Employee
By Nollnk U.S. Afflliates of Foreign Ceanies, By Selected

Coeuntry of Ultimte Beneficial Oer and Industry of Affiliate
(Thousands of 1982 Dollars)

197z 19S 1986 ma 1988
All Indjstries:

Canada .0.57 0.54 2.20 2.36 *
Europe .1.35 1.21 1.68 1.68 1.62Japan .0.4 0.89 1.15 0.85 1.04ALL Countries .1.12 1.11 1.72 1.70 1.62

Maldfacturing:
Food Products .0.14 0.18 0.29 0.34 0.50Chicales .3.58 3.41 6.43 6.84 7.75Metals. 0.63 0.46 0.96 0.83 0.91Machinery .1.52 2.03 4.57 4.08 3.53Other Maeafacturing . . . U 0..3 0.78 0.76 0.90 0.84All Manufacturing 1.58 1.69 3.09 3.04 2.93

Suppressed to avoid disclosure of date for an individual company.

n.a. Not available.

Note: The GNP fixed-ueighted price index s used to deflate the affIliate research and daevotexpenditure data. The mnufacturing indu try date exclude petroleum and coat products. T h eexpenditures exclude spending for R&O cnducted for others under contract.

Source: U.S. Departmnt of Cerce, Bureau of Economic Analysis, Foreien Direct Investment in theUnited St(te (various issues) and Economic Rerort of the President (Februry 1991). p. 292.
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Table 5-9
Employment nd Cross Proeuct of

lontw U.S. Affiliates
of Foreign Ceanies, Amounts ad as a Share of

Totals For Noll U.S. Busin

Eretent

Thos

1218.7
1429.9
1733.2
2033 .9
2416 .6
2448 .1
2546.5
2714.3
2862.2
2937.9
3224.3
36R2.2

Gross Product
3 of

S il. Tmin
A 0?

1.8
2.0
2 3
2.7
3.2
3.3
.3.4
3.3
3.5
3.7
4.1

35.2
42.9
55.4
70.9
98.8

103.5
1115.
128.8
134.8
142.1
151.9
n.s.

2.3
2.4
2.8
3.3
4.2
4.2
4.3
'.4
4.3
4.3
4.3

n.a.

Note: Date are not available for 1978-80 on the affiliates' share of gross doetic
product for all nont U.S. businesses. However, based on estimetes, It aears
that the affiliate percentage rose each year from 1977 to 1981.

n.a. Not available.

Source: U.S. Departmnt of Comerce, Bureau of Economic Analysis, Survey of Current
Business (Jun 1990). pp. 46 and 50; end (July 1990). p. 131. Also* cmarable
articles for earlier years and certain unpublished data.

Table 5-10
Euployent By onatank U.S.

Affiliates of Foreign Countries
By Country of Ultimete Beneficial Owner

(Total and Percent)

Total, Thousands .1218 7

1980 1986 1987i 1928

2033.9 2937.9 3224.3 3682.2

15.5
70.2
23.5
11.0
12.5
10.7
6.6
6.9

Percent of Total:
Canada ..............
Europe

United Kingo1m
Gere . . . . . ... . .. . .
Netherlands.
France .............
Switzerland.

Latin America and.
Other Western Noemiphere

Jaw.n.

Source: U.S. Department of Corce, Bureau of Economic
States. Oerations of U.S. Affiliates (various issues).

14.3
72.6
21.1
18.5
9.2

10.1
7.8
6.3

20.7
60.7
21.2
10.6
8.3
6.1
6.2
'.4

18.'
60.2
20.1
11.4
8.4
5.8
5.9
4.6

19.4
59.6
20.0
10.2
8.2
6.7
5.5
3.1

6.3 5.7 7.5 9.4 10.9

Anstysisjforeirn Direct investment in the United

Note: Totals include som countries for which separate data are not shro.

lI

1977
1978
1979
1980
1981
1982
1983
19J4
1985
1986
1987
1988
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Tabtl 5-11
Eapttoymnt of Affiliates By Industry of Saes,

Selectad Countries of Uttimot Beneficial Owajr
X 1980)

United All
KI CounttedeGr

All Indutries Total in Thousds .4.... . *28.2 290.0 115.2 375.9 2033.9

Percent of Total:

MusJfecturing .. 52.6 50.2 41.7 48.2 51.3
Shiicalet s & A'lled Produkta 8.4 1.1 2.3 13.5 8.1
Food & Kindred Product . .9.0 4.6 4.2 0.7 5.0
Primry £ Fabricated Metals 3.3 8.3 6.9 5.4 5.6
Etectric & Electronic Equipment . . . 3.4 9.0 12.4 4.6 8.0
Monetectric machinery . .7.3 5.6 4.5 S.0 5.7
Motor Vicles & EquJlpet .* * * * 3 0
Printing & Puttishing . .1.1 8.9 0.6 1.2 2.1
Stone. Clay, & Glass Products 1.4 3.6 2.1 1.2 1.8
Instnueants & Related Products 3.1 * 1.7 5.0 2.6
Paper & Allied Products . .1.7 * * 1.7
Rutber & Plastics Products . . 1.9 1.6 0.9 1.8 1.9
Textile Prodicts & AppareL . . 3.1 1.3 2.9 1.2 1.6
Other Transportation . .* * 0.3 * 1.1
Ltuber, ood, & Furniture 0. 7 0.7 . 0.9 1.0
Other manufacturing . .5.0 1.1 0.9 * 2.0

Wtolestte Trade . .5.0 3.9 34.7 6.1 7.0
Motor Vehicles & Equipxent . .0.9 * 7.8 1.7 1.2

PetroL . .3.5 0.3 * 4.5
Retail Trade .19.8 13.7 3.4 33.7 18.8
Insurice . .6.7 2.7 * 0.8 3.1
Finance, xcept BRnaing . .1.3 3.9 * 0. 1 1.4
Services . .4.7 4.5 9.6 1.7 S.4

Buriness Services . .0.4 0.5 0.2 * 1.2
Reat Estate . .0.3 4.2 0.3 0.1 0.9
Tramortation . .0.3 6.4 6.2
mining . .1.5 4.7 * 1.7
Construction . .1.7 1.6 * 4.6 2.1
Comxunications & Pubtlic Utilities . 0.3 * 0.0 0.1
Agriculture, Forestry, Fishing * 0.2 0.3 *

Agriclture . .0.5 0.1 0.3 0.5 0.6
Unspecified . . .0.1 1.3 2.0 1.0
General Adainistration Offices . . 4.0 2.9 4.6 3.1 3.6

* suppressed to avoid disclosure of dat of individuaL coanies

Note: Percentages are calculated fro totals excLuding employutnt in general administration offices. The
petrotes category includes petrote cnd coo proda ts m_ acturing. Becc.. of rounding, the ut-categories
my not add to the totals.
Source: U.S. Department of Cnerce, Bureau of Economic Analysis, Forelon Direct Investment in the United
States, 1980 (October 19831. Table F-20.
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Ttle 5-12
Employnt of Affittlate xB Iyniutry of Bates,

hinted Countries of Ultimate aBnficilal Obr
(1998)

United ALt

K m CrIR an Gerrenv cuntrie

Alt Indutries Total In Thoua . . .. .: 734.8 714.6 401.0 376.7 3682.2

Percent of Totat:

Iwlfecturing .47.6 33.4 43.6 52.4 45.3

Chemicals & Allied Produts .7.1 8.3 2.5 18.2 7.6

Food & Kte d Pro..ct .5.6 3.5 1.4 1.0 4.5

Primary & Fabricated metls .2.7 4.0 7.9 3.6 5.0

Electric A Electronic Eqruipnt .5.4 3.9 7.8 7.1 6.1

Monelectric Machinery.4.4 1.6 4.7 4.7 3.9

motor Vehicles £ Equipent .1.5 0.7 5.8 2.9 1.7

Printing & Pubtlihing .3.6 4.7 1.7 3.1 2.8

St.. Cclay, a ClaN Produts .4.6 0.4 2.3 1.9 2.5

Instrujents & Related Products .5.2 1.0 1.2 1.9 2.1

Paper A ALlied Produts .0.9 1.3 0.8 0.5 1.2

Rutber Produts .0.2 0.5 4.9 2.8 1.1

MiscellenBous Plastics Product . 1.2 1.S 0.5 0.8 1.0

Textile Products & Apparel .2.0 1.0 1.2 1.3 1.2

Other Tranaportation .0.6 0.3 * 0.5 0.4

Lumer, Wood, £ Furniture .0.2 0.5 0.1 1.8 0.7

Other anfO acturing .2.5 0.2 0.7 0.3 1.1

Uholesale Trade .5.7 2.2 19.1 10.8 7.5

Motor Vehicles & Eu t.pxent 0.5 0.1 3.8 2.2 1.2

Petrole .4.5 3.0 0.1 0.1 3.3

Retail Trade .14.3 37.0 4.7 27.4 20.4

Insurance .5.4 1.5 0.1 0.7 3.0

Finnce. except . ..itng 1.6 0.9 13.3 0.2 2.7

Service s.9.6 6.2 11.3 3.2 10.2

Busine.s Services .5.1 0.9 3.6 0.3 4.5

Real Estate .0.4 2.1 1.2 0.1 0.8

Transportation 1.4 6.3 2.0 0.4 2.9

Mintng .2.0 2.5 0.1 0.7 1.5

Carnatiueton.1.3 0.7 3.4 2.4 1.S

Comnuicttions & Pbtic Utititie. 0.2 1.0 0.0 0.0 0.4

Agriculture. Forestry, & Fishting 0.4 0.2 0.4 0.3 0.5

Unspecified .5.5 3.1 0.6 1.1 2.1

* Suppresaed to avoid disclosure of data of individuaL copnies.

Mote: The petroleum category Includes petroteum and coat produSts mnrsfacturing. Because of rounding.

the ct-categories my not add to the totals.

Source: U.S. Departmnt of Comrce Bureau of Econaric Analysis, Forgion Direct In,,stnent in the United

States overations of U.S. Affitlates of Foreign Coenanies, Pretimin ry 1988 Estimmte. (August 19901)

Table F-Il.
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Table 5-13
Emptoyemt of Naonb U.S. Affiliates of Foreign Can1es

By Region
(Thousands and Percent)

1977 19S0 1987 11

A£t States, 1000 . . . . 1218.7 2033.9 3224.3 3682.2

Percent of Totat:
Southeast .21.7 22.9 25.0 24.9
Mideast . 24.6 22.9 23.0 22.1
Great Lekes .19.0 18.1 16.1 17.1
Far est .11.8 12.6 12.6 12.9
Southwest. 6.9 8.7 9.1 8.8
New EngLand 6.2 6.0 6.4 6.4
Ptains .5.0 5.1 4.4 4.9
Rocky ountalns . . 1.8 1.9 1.6 1.5

Source: U.S. Deprtment of Comierce, Bureau of Economic Analysis, Foreign Direct investment
in the United States. Oerations of U.S. AffiLiates (various issues).
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Table 5 14
Eploaymnt by Nlorbt U.S. Affiliate In Individuel States

Percent
of Etployment

by Alt Nonbenk
Thousands of Ennlotoveea, B usne

ji97 i1 1977 19U

Delaware ............. .. . 6.2 40.7 3.0 14.6
Hamwi .11.4 31.0 4.0 7.8
South Carolina .35.1 82.1 3.9 6.8
New Jersey .85.0 196.0 3.6 6.3
North Carolin .45.7 153.9 2.4 6.0
Nebraska .3.5 11.5 2.0 5.8
Georgia .30.7 140.0 1.9 5.8
WMet Virginia .11.2 26.7 2.2 5.6
Tannes. .26.2 95.6 1.9 5.4
Alaska .5.1 7.7 4.3 5.2
Maine .5.7 23.3 1.8 5.2
New York. 121.5 329.7 2.2 4.9
illInois .73.8 206.6 1.9 4.7
Courecticut .22.6 69.9 2.0 4.7
New Mamphire .8.4 20.5 2.9 4.4
Louiiana .18.4 53.7 1.6 4.4
Texas .66.6 226.2 1.6 4.1
Ohio .55.8 166.5 1.5 4.1
Pennsylvanie ........ . . .... ..64.5 177.7 1.7 4.1
Virginia .23.8 90.7 1.6 4.0
Oklahm . 8.7 35.0 1.1 3.9
Indiana .30.4 80.2 1.7 3.9
Arizona .6.9 46.3 1.0 3.8
New Mexico .2.0 15.6 0.6 3.8
Kentucky .. . ............ . 15.5 43.6 1.6 3.8
Ma18achusetts . 30.3 102.1 1.5 3.7
California .124.2 390.3 1.7 3.6
Wiconsin .30.6 67.7 2.0 3.6
Arkansas .9.8 25.9 1.6 3.5
tams .8.8 28.7 1.2 3.4
Maryland .21.5 60.1 1.8 3.4
Michigan .41.1 107.5 1.4 3.3
Florida .28.3 I4.2 1.1 3.3
Vermont .4.7 6.9 3.2 - 3.2
Albam .14.3 39.6 1.4 3.1
Washington 11.9 48.4 1.1 2.9
Miesouri .20.2 56.1 1.3 2.9

innesota ...... ... 17.6 49.3 1.3 2.8
Iowa .9.3 27.2 1.0 2.8
Rhode Island 3.8 11.3. 1.2 2.8
Colorado .11.2 32.3 1.3 2.7
Wyoming .2.2 3.8 1.5 2.7
Missiai . . . . 5.7 19.1 0.9 2.7
Ne1a1 .2.3 12.7 0.9. 2.6
Oregon .5.1 24.3 0.7 2.5
Utah ......... . . ... 5.9 11.0 1.6 2.1
District of Colubia .1.4 8.2 0.4 2.0
Idcho 1.9 5.6 0.7 1.9
Montana ... . 1.4 3.6 0.7 1.6
South Dakota .0.7 2.7 0.4 1.3
North Dakota .1.4 3.5 0.3 0.6

Note: The eaploynt totala for all U.S. businesses used to calculate U.S. affiliate shares for Delasre
and the Diatrict of Colutbia for 1977 Include eaploymnt by banka. Because amploynnt by U.S. affiliates
xetudes bhat, the Stare of all U.S. mptolYnet accounted for by affiliate in these juridictions for

1977 my be slightly understated.

Source: U.S. Departan of Comerce. Bureau of Economic Analysia, unpulished dta.
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Table 5-15
Gross Proprty Plint nd Equipment of U.S. Uohenk Affiliates

of Foreign Cpnie, Date For 1967, By State

California
Texas.
Iba york ...
Alaska.
Loulsiuw .
Ittinois ....
M Jere . . .

Ohio.
orth Carolin

Florida . . ...
Ceorgie .....
Michigan .
Virginie .. . .
South Carolina
Taruasee .
Naasachtmetts
Oktdm . .
Wt Virginia
Klentucky . . . .
Colorado . .
Niumaaota .
Nissouri
Indim . . . .
Arizon .. . . .
Atso .. .. .
Maaington
H~fi .. .. .

Datmrstn ....

Coaeticut . . .
tlng ...
Wiaconsin ....
mm Maxico . . .
Utah ......
Nississippi

Foreign 4 ....
Oregon .....

onn, .. .. .
lo ......
District of Coto&
1ad .. .. .
Naine .. . . . .
North Dakota ..
Arm...Arnas. . .m lenpdi re..
Rhode Isand~
Puarto RICo

Iddeo . .. .. .
Vont . . ...
South Dakota ..
Other U.S. areas

Alt States . . .

Percent cncistiro of

Total uring arciat
in S Nltilons property proeorty

44275 25.8 40.3
41591 37.5 23.4
23069 18.3 57.6
16420 *
14292 46.9 9.2
12920 48.9 28.4
11456 53.9 27.3
1am9 55.3 16.8

10622 62.2 18.1
9727 75.0 15.5
9574 22.6 53.3
9059 49.8 34.1
7640 51.8 12.2
6eo8 49.0 29.8
6182 ?7.8 11.8
5604 72.8 13.9
5214 30.2 47.5
5011 18.5 13.3
5060 50.7 1.5
4557 SO.5 14.1
4487 15.4 43.9
4344 31.7 28.6
4233 50.3 19.5
4183 69.2 12.0
4103 25.9 34.9
4011 81.7 4.1
3560 42.1 32.1
3474 2.8 82.0
3432 79.9 14.7
3124 - 42.7 39.1
3092 42.8 39.3
2962 9.7 1.2
2803 59.5 15.8
Z751 10.3 7.6
2610 17.7 5.6
2425 33.4 7.9
2350 29.7 8.7
216S 7.8 1.5
1812 3S.0 32.1
1664 14.2 5.5
1663 59.5 15.3

Is 1655 0.1 92.6
1606 2.4 27.5-
1549 49.6 19.7
1295 11.4 4.8
1289 S4.2 19.6
736 41.3 33.3
605 57.7 20.3
S58 70.4 '.7
49 43.4 21.6
395 18.5 8.4
382 52.9 11.0
378

-1S019 1. 3

353278 36.5 25.5

lfg Property
per Nlg

HEpt

90.5
216.1

54.3
424.4
96.5
87.3
68.4
92.1
97.5
70.6
80.9
76.5

109.3
127.s
78.6
48.5

167.7

109.0
72.8
63.0
99.1
71 .
74.9

150.9
113.5
99.0

2Z6.4
69.9

52.5
318.9
60.8
94.0

100.2
72.3
89.4

563.3
72.9

199.2
92.5
10.0
95.0

101.2

147.0
62.4
39.5
52.1
53.8
73.7
73.0

126.3

96.0

* a4wressd.

Source: U.S. Depertmnt of Cmerca, SureW of Econeri An is, FeignDire Investment In the United test. 1 k Srve. Fin t Results(Augut 19), p. 52 nd Surve of Current Suainss b CJuly 1990). p. 142.
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Table 5-16
State EMptusnt in 1988

By MNoik U.S. Affiliate of Foreign Cpnies

Percent Distribution of Employees MaIbfact-
According to Country uring a

of Ultimate BeneficiaL Owmer Percent
ISt tO ........ Thsina Cbnad inErope of Tot

California .... .. . 390.3 15.2 51.6 21.1 37.3
New York .329.7 17.8 59.7 11.4 24.9
Texs 226.2 15.6 63.7 6.1 34.5
Illinois 206.6 14.0 61.9 16.4 41.6
New Jerse .196.0 12.2 71.1 10.2 36.8
Pennsylvania 177.7 18.0 67.9 4.7 50.4
Ohio . . . . . . .... . 166.5 17.1 59.0 12.0 49.7
North Caroline . . . 153.9 20.3 71.0 4.4 56.7
Florida ..1.2 26.6 50.2 9.2 22.3
Georgia .140.0 23.5 55.1 9.7 42.8

ichigan .107.5 17.7 58.9 15.4 53.6
Massachusetts .102.1 18.7 61.2 10.7 34.6
Tennessee .95.6 19.5 64.1 10.0 64.5
Virginia .90.7 23.8 6.3 3.9 43.4
South Carolina . . . 82.1 11.2 74.3 6.5 49.7
Indiln .80.2 20.7 68.1 8.1 63.6
Connecticut .69.9 10.7 81.5 4.6 41.1
Wisconsin .67.7 19.6 66.2 5.8 55.5
Maryland .60.1 24.5 64.2 5.7 38.3
Missouri . . . . . . . 56.1 28.5 59.4 4.5 42.6
Louisiana .53.7 18.2 53.4 2.2 29.4
Minnenot. 49.3 22.3 65.9 5.9 47.5
Washington .48.4 27.1 65.0 16.1 33.1
Arizona .46.3 23.5 43.2 8.6 26.3
Kentucky. 43.6 25.5 54.4 10.8 53.7
Delaware .40.7 * 21.9 2.5 31.9
Aabm .39.6 18.2 55.8 15.4 58.8
Oktlaha ...... . 35.0 27.1 53.4 7.7 29.1
Colorado .32.3 22.9 59.4 6.2 27.2
Haai i.31.0 2.3 8.4 71.3 4.8
Kansas. 28.7 28.2 58.5 3.8 32.4
Iowa .27.2 23.5 62.5 9.9 58.8
West Virginia 26.7 48.7 48.7 1.5 53.9
Arkansas .25.9 19.7 52.9 21.6 - 57.1
Oregon. 24.3 18.9 55.6 16.5 43.2
Maine .23.3 52.8 40.8 2.1 32.6
New Hlshire 20.5 * 56.6 9.3 37.6
Mississippi .19.1 15.7 48.7 8.4 66.0
New Mexico .15.6 17.3 65.4 1.9 19.9
Nevaa .12.7 20.5 47.2 0.0 5.5
Nebraska . . . . . . . 11.5 10.4 76.5 6.1 37.4
Rhode Island 11.3 20.4 72.6 3.5 58.4
Utah .11.0 20.0 61.8 3.6 49.1
District of Coltia . 8.2 23.2 52.4 11.0 6.1
Alaska .7.7 16.9 41.6 27.3 29.9
Vernt .6.9 31.9 59.4 5.8 27.5
Idaho .5.6 28.6 41.1 0.0 30.4
Wyming .3.8 18.4 55.3 2.6 21.1
Montan .3.6 38.9 36.1 2.8 36.1
North Dakota 3.5 20.0 68.6 2.9 31.4
South Dakota 2.7 44.4 51.9 3.7 55.6

Total . 3682.2 19.4 59.6 10.9 40.6

* Supressed to avoid disclosure of data of individual cqlanies.
- The total Includes territories for which data are not shown here.

Source: U.S. Department of Crnerce, Bureau of Econoic Analysis, Foreian DirectInvest mnt in the United
States, Operation of U.S. Affiliates of Foreign Cnies, Preliainary 1988 Estimates (August 1990).
Tables F-S and F-13.
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Table S-IT
Aver Coensation Per EAptoyme in 1988

Selected lnu facturing Indumtrfes
(S Thminm )

U.S. Parents of U.S.
Affiliates of Multinationel

Foreitn Crmonlex Comspomex

Food d Kindred Proodcts .... . . . . . . . . . . . 28.6 25.7
Chemicals nd Allied Products .*.... ........ 41.5 39.3
Primry and Fabricated Notatl . 35.6 36.1
Machiney .*...................... . 32.4 39.4

Office nd Craing .*... . . . . . . . . . . . 45.3 49.1
Other Nuxafacturing . . . . . . . . . . . . . . . . . . 30.5 32.3

Alt N ifecturIng . . . . . . . . . . . . . . ..... 33.7 37.3
Note: These groupings are by the instry of the affiliate and the isdmtry of the parent.
They are oan enterprise als.

Source: U.S. Departmnt of Comrce, Sureau of Economic Analysis Survey of Current Business
(Juim 1990), p. 35 nd (July 1990), p. 135.

Table 518
Ecptouent By llnxa U.S. Affiliates of Foreign Capenies

(Total and as a Percent of Eeployeent by atl U.S. Busineases)

U.S. Affilistes
es Percent of Att

Thousanda of Eotove" U.S. Busines
Indstr 1980 198 198 1911 19B I9t

Maufacturing .1.0.6.8. . . . . . . . . . . . . . 10oS 1472 1667 5.2 7.7 8.5
Chdmicals 9 Allied Proacts .... . .. t60 269 281 14.3 26.2 26.4
Stone. Cley. & Glass Pro ...ts ..-. . . 35 82 93 5.3 13.9 15.4
Primary Metal Irtnatries ... . . ..... . 62 90 93 5.4 12.2 12.0
Electric & Electronic Equipment ... . . . 158 202 225 7.5 9.7 10.8
Instruments 6 Related Prctts .. . ... . S1 76 79 7.2 11.0 10.7
Food & Kindred Products .... . . .. 98 137 166 5.7 8.4 10 1
Rubber & Misc Plastic Prod ..ts .... . 37 56 79 5.1 6.9 9.4
Motor Vehicles 9 Equilpent ... ..... . 59 56 64 7.4 6.6 7.5
Nonelectric Machinery ... . .i.l. . . . . III 121 145 4.5 6.0 6.9
Paper S Allied Products .a... ..... . . 34 46 46 4.9 6.8 6.6
Printing & Publishing .... . . . . . . . 41 83 102 3.3 5.4 6.4
Fabricated Metal Products .... . . . . . 49 58 91 3.0 4.1 6.3
Textile Mitt Proi ts .... . . . . . . . 20 27 32 2.4 3.8 4.3
Other Truportation Equipent ... . . . . 22 12 1S 2.0 1.0 1.3
Petrotem & Coat Pro.ucts .. . . . .. . 58 71 78 a

Mining .5.... . . . . . . . . . . . . . . . . 59 68 69 5.7 9.4 9.7
Finence ex. ept Swaring .... . . . . . . . . 27 83 96 3.0 5.3 6.2
Insurance ... 61 ................. . 81 111 3.5 3.9 5.2
Wholesale Trads .... . . . . . . . . . . . . 141 282 281 2.7 4.7 4.6
Retail Trad .-.... . . . . . . . . . . . . . - 633 768 - 3.3 3.9
Transportation ..... . . . . . .. 87 113 2.7 3.4
Rest Estate ..... . . . . . . . . . . . . 17 31 31 1.6 2.2 2.2
Services ..... . . . . . . . . . . . . . . . 107 329 375 0.6 1.3 1.4
Construction .4. . 42 57 56 1.0 1.1 1.1
Agriculture, Forestry 6 Fshing.*- 18 19 1.0 1.0
Crmnication & Pubtic Utilities .... . . . . 2 14 1S 0.1 0.6 0.7

Alt Industries ..... . . . . . . . . . . . . 2034 3224 3682 2.7 3.7 4.1
Not meaningful because data are not corprabte.
SuPr**Nd to avoid disclosure of data of individu l copnies.

Note: In order to he cawistent with the ltt-U.S.-buminees dota, affiliate epoyment in the various
petroleum "binstries is distributed _ong the other mJor Induatries. The fnutacturing and "-Ll
Industries" totals Incmude s inttstries for ihich data are not hown separatety. ErploYent of U.S.
affiliates is classified here by industry of sales.
Source: U.S. Department of Crce. Bureau of Ecrnomic Analysis, Survey of Current Business (July issue,
various years) nd Foreign Direct Investment In the United States, Operati6na of U.S. Affiliates (various issues).
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Table 5-19
Ceprisen of Affiliates Cross Predut *nd BSet

with Total U.S. Isports of Cooda Serviceo
( Sitttlnw or Percent)

Ufo Affiliates:
Gran Prdt.t . 35.2 151.9
Bas . . . 19.0 731.4

Total U.S. Isports of Goods ad Services . . . . 172.8 478.0

Affiliates' Gross Pr djct
as a Percent of sports of
Goos ad Services .20.4 31.8

Affiliates' Sales
es a Percent of Imports of
Goode nd services .112.3 153.0

Note: The data an U.S. Iports of gooda and services are on a twslance-of-peymts basis.
Nilitery a*d other govemant isports are exclded.

Source: U.S. Department of Cmrce, Bureau of Econoic Analysis, Survey of Current Business
(JLai IW), pp. 51. 76-77.

Table 5-20
Nerchandise Exports Shipped By and
Merclum Iie sports Shipped to U.S.

Normu Affiliat of foreignConies
IS mliltloBs or Percent)

Affiliate Affiliate
Exports Isports

Exports Imports as a S of as s X of
as * S a a S Total Total

of Affit. of Affil. U.S. Ndae. U.S. 8d5.
Year Exoorts tncrts Btalane Sat Sn Exports Ircorts

1977 .24858 43896 -19038 12.8 22.6 20.6 28.9
1978 .32169 56567 -24398 13.3 23.4 22.6 32.1
1979 .4341 63039 -18698 13.5 19.2 24.0 29.7
1980 .52199 75803 -23604 12.6 18.4 23.3 30.3
1981 .6466 82259 -18193 12.6 16.1 27.0 31.0
1982 .60236 84290 -24054 11.6 16.3 28.5 34.0
1983 .53854 81464 -27610 10.0 15.2 26.7 30.3
1984 .58186 100489 -42303 9.8 16.9 26.5 30.2
1985.56401 113331 -56930 8.9 17.9 26.1 33 5
1986 .49560 125732 -76172 7.4 18.7 22.2 34.1
1987 .48091 143537 -95446 6.0 18.0 19.2 35.0
1988 .59812 149713 -89901 7.0 17.5 18.7 33.5

Note: Became of certain reporting problem the affiliate trade data are not strictly coarable with
the total national trade data. Conaeq~mntly, these percentages are of us* only as they reflect trends

Source: U.S. Department of Cerce, BureuJ of Econamic Analys is. Forein Direct Investment In the United
States. terations of U.S. Affiliates of Foreign Caenfes (varios lesves) _nd Eeenonie Berort of the
Present (February 1990), p. 412.
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Table 5-21
ftrcdw~i Iportsa Local Content, nd Vertical Integration of

U.S .. Affitfat1. of Foreign C ;niJs
Altl Indutries

1977 ....
19o . . . .

1979 ....
1979 ....
1961 . . . .am,2 ...1901 . .. .

;se3 ....

1986 ....
1986 ....

Me hadise
leporta as a

Percent of
total

27.2
28.0
22.5
21.9
19.5
20.2
19.2
21.3
22.5
23.5
24.1

LocalContent as a
Prceant of

78.6
78.1
83.0
82.7
85.6

84.4
84.5
8U.2
83.0
82.2
81.4

Vertical
Integration
(Ratio of

Gros Product
to Sales)

17.9
17.5
16.5
17.0
19.0
19.8
20.8
21.5
21.1
21.0
20.6

Source: U.S. Department of Comerce, Bursa of Economic alysis, Sur ofCurrent uines (Jun. 1990), p.51, ad aditional data sptlied by the Bureau.

Table 5-22
Nerchandise Iports and Locat Content of U.S Affiliates of ForeignCopnies. By Selected Irndutries of Affilates: Affiliates of Alt

Nationalities mnd Thosa Whose Beneficial Gmer is s

Dat for 197:
nfacturwing.

Food & Kindred P to.h ..ts
Chmicals I Atlled Pro& t
Ibtate . . . . . . . . . . . . . . . . .
Nathir. . .
Other Manufacturting

Whotesar .Trade.
Motor Vehicle. Equtpent .

Alt It tries ...............

Data for log?
hnmfacturing.

Food & Kired Produkct .
Comicats & Allied Pro ct

etala .................
Nachinery
Other Nlulecturing

Uholesale Trade .
Motor Vehicles i Equip;t.

Alt Irdztries ...............

Mec handise sports
as a Percent of
Totat Purchases

-All

M Ct

17

53

37
50

33

37
1'
9

13
56
5o
'7
59

'3

16

9
19
28
15
34
56

Local Content
es a Percent of

Alt
am Conre

8e 90
99 91
90 95

*8762 83
* 92

64 6B
52 48

69

16
10
11
19
25
14
'I
65

24

7'
90
93
92
60
65

55
'5

* Supresed to aoid disclosure of data of individual crenies or les then 5000000 or 0.5 percent.Note: *Local content of *aotc is overstated to the extent that purchases from dostic suppliers inctudemrchandise t'porta end to the extent that the Include psaxhases of services from foreigners that Wre notreported separately, aid thus could not be broken out, In 1977. the Japanese presence in the U.S. mafejcturlingsector was very Smll. Surce: U.S. Departmnt of Commrce Bure of Econmic Anlysis, Suvrf CurrentBuines (Jusme 1990), p. Si, and LVa'pstiashed data provided by the Burew.

79

91
92
9'
86
U
9'62

40
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Table 5-23
U.S. Nerchardise Exports and Iports

By U.S. Affiliates of Foreign Cpanies ard Other U.S. Businesses
(Billion dollars)

At( Other
Total U.S. Affiliates U.S. Businesses

eaL ZExports ifl Balance Exporta Imrts Batance Exports Inwrts Balance

1977 123.2 151.0 -27.8 24.9 43.9 -19.0 98.3 107.1 -8.8
1978 145.9 174.8 -28.8 32.2 56.6 -24.4 113.7 118.2 -4.5
1979 186.5 209.5 -22.9 44.3 63.0 -18.7 142.2 146.5 -4.3
1980 225.7 245.3 -19.5 52.2 75.8 -23.6 173.5 169.5 4.0
1981 238.7 261.0 -22.3 64.1 82.3 -18.2 174.6 178.7 -4.1
1982 216.4 244.0 -27.5 60.2 84.3 -24.1 156.2 159.7 -3.5
1983 205.6 258.0 -52.4 53.9 81.5 -27.6 151.7 176.5 -24.8
1984 224.0 330.7 -106.7 58.2 100.5 -42.3 165.8 230.2 -64.4
1985 218.8 336.5 -117.7 56.4 113.3 -56.9 162.4 223.2 -60.8
1986 227.2 365.4 -138.3 49.6 125.7 -76.2 177.6 239.7 -62.1
1987 254.1 406.2 -152.1 48.1 143.5 -95.4 206.0 262.7 -56.7
1988 322.4 441.0 -118.5 59.8 149.7 -89.9 262.6 291.3 -28.7
1989 363.8 473.2 -109.4 -- -- -- -- -- --

Note: Because of certain reporting problems, the affiliate trade data are not strictly corparable
with the total national trade data.

Source: U.S. Department of Connerce. Bureau of Economic Analysis, Foreign Direct investment in the
United States, Ooerations of U.S. Affiliates of Foreian Convanies (Various Issues) and International
Trade Administration, U.S. Foreign Trade Highlights 1990 (may 1991). p. 29.
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Table 5-24
U.S. Merchandise Exports Shiped by, and

Imports Shiped to U.S. NIonri* AffiLiates of Foreign Companies
(Billion dollars or Percent)

Exports Isports

To the From the
Foreign Foreign

Total Parent To Imports Parent From
Exports Group Percent Others Total CrOUO Percent Others

1977 . . . . 24.9
1978 . . . . 32.2
1979 .. . . "4.3
1980 . . . . 52.2
1981 .... 64.1
19Q2 . . . . 60.2
1983 . . . . 53.9
1984 . . . . 58.2
1985 . . . . 56.4
1986 . . . . 49.6
1987 . . . . 48.1
1988 . . . . 59.8

11.7 47.0
16.6 51.5
22.1 49.8
21.0 40.2
26.9 42.0
25.0 41.5
22.6 41.9
27.1 46.5
25.9 45.9
21.9 44. 1
19.1 39.7
24.4 40.9

13.2
15.6
22.3
31.2
37.2
35.2
31.3
31.1
30.5
27.7
29.0
35.4

43.9 30.9 70.3 13.0
56.6 39.5 69.8 17.7
63.0 45.3 71.9 17.7
75.8 47.0 62.0 28.8
82.3 52.2 63.5 30.1
84.3 52.0 61.6 32.4
81.5 54.8 67.3 26.7

100.5 70.5 70.1 30.0
113.3 81.7 72.1 31.6
125.7 93.4 74.3 32.3
143.5 108.2 75.4 35.3
149.7 114.3 76.4 35.4

Source: U.S. DepDrtmrnt of Coawerce, Bureau of Economic Analysis.

Table 5-25
U.S. Exports ard Irputs by Affiliates by

Industry of Affiliate
(Billion dollars)

Exports

Total fig Other

1977 .... .. . 24.9 3.6 21.3
1978 .... .. . 32.2 4.5 27.6
1979 ...... . 44.3 6.5 37.8
1980 .... .. . 52.2 9.0 43.2
1981 ...... . 64.1 13.6 50.5
1982 ..... . 60.2 12.9 47.4
1983 .... .. . 53.9 12.0 41.8
1984 .... .. . 58.2 13.1 45.1
1985 .... .. . 56.4 12.8 43.6
1986 ...... .49.6 12.8 36.8
1987 .... .. . 48.1 15.5 32.6
1988 .... .. . 59.8 21.0 38.9

Imports

Total MIj. Other

43.9 5.6 38.3
56.6 7.2 49.4
63.0 8.7 54.5
75.8 10.4 65.4
82.3 13.2 69.0
84.3 12.4 71.9
81.5 14.0 67.4

100.5 18.2 82.3
113.3 18.6 94.7
125.7 20.6 105.1
143.5 24.5 119.0
149.7 29.3 120.4

Source: U.S. Department of Coraerce, Bureau of Economic Analysis.
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Tabte 5-26
U.S. Exports mnd leports By U.S. llnkmm Affiliates of Foreign Cmanes

Selected Product Categories
(S Mittlios or Percent)

Exports Affiliate Share of
tjittions Total Merchandise Excorts

Produet 19J0 18 1M

Food . . . . . . . . . . . . . . . . . .... 19358 9835 69.8 51.3
ChOicals . 4411 8055 21.3 30.5
Machinery 5429 7465 9.5 10.7
Crude Materials, Inedible, except Fuels . . 9361 6103 39.3 29.9
Metat Manufactures . .3186 3412 26.4 53.1
Petroleum end Products . .2295 2564 81.0 65.4
Coat end Coke . .2181 1327 47.2 39.4
Beverages and Tobacco . .489 869 18.4 23.7
Road Vehicles and Parts . .1219 793 9.3 4.0
Other Transport *quin .t .878 m 6.2 4.3
Other . .3392 6895 9.0 13.2

Total .52199 48091 24.1 19.7

Imports Affiliate Share of
smittions Total Merchandise lamEots

Food .6452 6400 40.9 31.1
Chemicals .2955 7112 34.4 43.9
Machinery .11465 35790 35.5 36.0
Crude Materials, Inedible, except Fuels . . 3744 4193 35.6 36.4
Metal Manufactures .10806 10662 57.7 42.4
Petroleue mnd Products .11719 10915 15.1 26.3
Coat and Coke .82 23 n.e. n.a.
Beverages mnd Tobacco m.7 1739 27.9 42.4
Road Vehicles and Parts .16070 47416 61.5 65.2
Other Transport equl . ..nt 1001 1544 46.8 27.2
Other .10731 17747 21.3 16.3

Total .75803 143537 31.0 35.4

n.e. Not available.

Note: The affiliate shares are based on total dstic exports. Since the affiliate exports of
food may be overstated for 1980 while the affiliate exports of crude materias my be understated
for that year, the affiliate export decline from 1980 to 1987 _y be sltter for food and larger
for crude materials than is indicated here.

The affiliate ieport shares were calculated by using for the denintor data on general imports.
Because of certain reporting problem, the BEA affiliate data are not strictly cooparable with the
date on total trade from the Bureau of the Census. The date cofe from different sources--the
affiliate data are based on compny records, while the Census data ore complied from docaments
filed by the shipper with the U.S. Custin Service, in addition, the affiliate data are on a fiscal
year basis, mhile the total trade data are on a calendar year basis. Further, while affiliates were
asked to provide data on a *shippel rather than a "charged- basis, sse cases of erroneous reporting
probably occurred and were not identified.

Source: U.S. Depert ent of Comerce, Bureau of Economic Analysis, Foreign Direct Investment in the
United States (October 1983 and August 1990) and Statistical Abstract of the United States 1990,
Table Nos. 1410 mnd 1411.
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Table 5-27
Merchandise Exports and Ieports in 1987
By U.S. Affiliates of Foreign Companies

Industry of Affiliate By Product
(Million dollars)

Industry of Affiliate (a)

Wholesale Manu-
Trsde facturinq

Pet- Retai l
rotem Trade

Food .............
Beverages and Tobacco ....
Crude Materials, Inedible,

except Fuels
Petroleum and Products .....
Coal and Coke .........
Chemicals
Machinery.
Road Vehicles and Parts ....
Other Transportation Equip .
Metal Manufactures ..... . .
Other.
Total ...........

Food.
Beverages and Tobacco .....
Crude Materials, Inedible,
except Fuels
Petroleum and Products ....
Coal and Coke ........
Chemicals . . . . . .. . ..
Machinery
Road Vehicles and Parts ....
Other Transportation Equipm . .
Metal Manufactures .......
Other
Total

Exports

9260 448 0 (b) 9835
Cb) 459 0 (b) 869

5209 619 (b) 0 6103

2256 85 223 0 2564
459 (b) (b) 0 1327

1830 5379 840 0 8055
3355 3956 11 9 765

408 383 0 1 793
(b) 177 0 0 775

2643 710 (b) 0 3412
(b) (b) (b) 41 6895

29165 15487 1186 948 48091

Imports

5419
Cb)

2786

1075
(b)

2823
27693-
46018

720
7930
(b)

107278

834
840

1332

ib)
7

4092
7845
1393
799

2481
ib)

245U

0
0

(b)

8666
0

(b)
9

(c)
0
5

(b)
8971

1U
(b)
0

0
0

(c)
Cb)

0
0
0

(b)
2134

6400
1793
4193

10915
23

7112
35790
47416

1544
10662
17747

143537

(a) Only selected categories of industries of affiliate are shown here.
(b) Suppressed to avoid disclosure of information on individual companies.
(c) Less than $500,000.

Source: U.S. Department of Commerce, Bureau of Economic AnalysisForeian Direct Investment
in the United States. 1987 Benchmark Survev.Final Results (August 1990), Tables G-10 and G-16.
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Table 6-1
U.S. Electronics Industry

Affiliate's *nd Total U.S. Electronic Production, 1990

ComAuters £ Pericherals
Cuters
Periphersls

Household Video. Audio

Telecoamznications
Telephone Apparatus

Neasuri no Instruments
Id. Process Controls
Electrical Measuring

I ficat Equipment
Search and navigation
Photographic, copiers

Electronic Coonents
Semi conductors
Electron & TV Tubes
Components, nec.

Audio and Coamuter-retated
agnet n optical

recording media

Total

(Number in
1 AffL iiates

33.0
3571 24.3
3575-77 8.7

16.7

366 31.5
3661 21.7

382 18.7
3823 6.1
3852 4.4

384 13.2
381 4.0
386 5.0

367 58.4
3674 18.4
3671 10.2
3679 6.9

3695

thousands)
U.S. Total

103.3
70.6
32.7

26.8

130.9
71.7

178.4
34.0
48.0

142.6
93.0
44"1

337.0
94.7
22.3
91.5

8.8 16.2

191.3 1,072.3

Sources: U.S. Department of Labor, Bureau-of Labor Statistics. Ew mt aEarninas, Karch 1991. Household video and audio based on Census data Affiliatesdata corpiled by Economics *nd Statistics Administration, Office of Business Analysis.

Percent of
Total

31.9
34.4
26.6

62.3

24.0
30.3

10.4
17.9
9.2

9.2
4.3

11.4

17.3
19.4
45.7
7.5

54.3

17.8
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Industry Products

Comouters and Perioherals.total
Computers

Mainframes
PC & Laptops
Workstations

Computer disc drives
Computer monitors
Computer Printers, Keyboards

Consumer Electronics
Color T.V., Radio, Audio

Automotive audio, speakers

Telecommunications. total
Telephone Apparatus

Digital PBX
Communications Equipment

CelluLar Mobile Phone
Satellites

Electronic detection equipment

Instruments, total
Industrial Process Instruments
Electric and Signal Testing
Laboratory Instruments

Medical Eauipment.total
Electromedicat Apparatus

Magnetic Resonance Imaging
Ultrasound diagnostic
Cardiac pacemakers

Other
Avionics, radar, sonar
Copiers & photographic equip.

Semiconductors and
Electronic Components. total

Semiconductors

Electron Tubes, TV and other
Printed Circuit Boards
Electronic Capacitors
Resistors, Coils, Connectors
Electronic Components, nec.

Semiconductor Manufacturing
Eguipment.totaL

Semiconductor Manufacturing
Semiconductor Testing
Electron beam accelerator

Semiconductor Materials, total

Silicon ingots and wafers
PolycrystaLLine siLicon
Silicon wafers
GaLium Arsenide wafers

Semiconductor ceramic packages
Lead frames for semiconductors
Sputtering targets
Quartz for semiconductors

Table 6-2
U.S. Electronics Industry
Workers and Plants, 1990

No. of
Workers

33,008
3571 24,275

13,000
6,830
2,160

3572 2,864
3575 233
3577 5,636

3651

3663

3669

3821-29
3823
3825
3826

3841-45
3845

3812
3861

3674

3671
3672
3675
3676-78
3679

3559
3825
3699

3339

3264
3469
3499
3679

16,678
1509

31, 491
21,720
3,818
9,271
2,188
3,300

500

18,682
6,068
4,384
3,935

13,235
6,069

265
2,135
2,228

3,972
4,982

58,402

18,419

10,205
10,815
10,164
1,880
6,919

3,169

2,086
991

92

6,697

3,670
490

3,050
130

2,050
375
325
217

No. of
Plants

71
33
2

10
6

16
3

19

33
8

60
35.
5

23
a
2
2

74
15

-, 19
12

42
18
2
3
2

7
21

136

49

13
22
16
15
28

26

13
10
3

32

15
2
10
2
6
6
2
3
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TabLe 6-2 (cont d)

No. of No. of
- SIC oaorkers p

Comwuter-Related Products
Floppy, hard disks 3695 3,163 12

Hard magnetic disks 1,930 4
Ftoppy disks 1,233 8

Audio-Related Products, total 6,239 16
Pre-recorded records, tapes 3652 2,550 5
Btank magnetic tapes, disks 3695 5,519 14

TOTAL 202,607 537

Data Sources: Date on employ ent and pLants were corpiled by the Economics and Statistics
Aduinistration, Office of Business Analysis from the following directories of acquistions
and plants published by: International Trade Administration, Japan Economic Institute, Duin's
Industriat Guide, 1990-91; Corotech Directory; Etectronics Industry Association--television
plants.
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Table 6-3
U.S. Electronics Sector

Production Workers in U.S. Affiliates of Foreign Firm, 1990

California
Massachusetts
Florida
Texas
Tennessee
New York
Georgia
Indiana
New Jersey
Permslyvania

Ohio
North Carolina
South Carolina
Maryland
Oregon
Illinois
Michigan
Washington
Utah
Alabo

Arizona
Rhode Island
Virginia
Missouri
Colorado
Nebraska
Idaho
New Hampshire
Kansas
Connecticut

Mirnesota
Oklahoma
Arkansas
Maine
Wisconsin
Louisiana
Kentucky
Utah
Mississippi
South Dakota
Nevado

TOTAL

Affiliates (1990)
No. of No. of

Workers Plants

60,826 197
18,415 30
15,953 16
11,025 25
9,519 10
9,303 22
9,020 22
7,792 15
6,898 32
6,417 17

6,059 16
4,943 13
4,800 5
3,599 8
3,693 12
3,493 21
2,412 6
2,497 8
1I785 4
1,646 2

1,628 4
1,610 3
1,540 6
1,167 2
1,026 7
850 1
840 1
774 - 6
547 3
520 2

497 4
493 4
450 1
310 2
300 1
300 1
160 3
130 2
130 1
60 1
15 1

203,442

State Total (1987)
No. of No. of
Plants Workers

4,633 213,200
1,069 53,000(D)
760 41,500

1,025 51,800
197 10,400

1,438 67,600(D)
256 7,000 (D)
317 16,500

537

(D) Substantial amounts of employ ent not disclosed.

Sources: Bureau of the Census. Affiliates data compiled by
Economics and Statistics Adsinistration. See Database Sources.
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Table 7-1
U.S. Autoaotive Industry Affiliate's Workers mnd

Plants, By Inisatry, 1990

go. of No. of
IM Indstr orkers Pl nts

Vehicles 35 Z68 tz
3711 Cars and Pickup Trucks 26,653 8
3711 Heavy Duty Trucks 7,400 6
3713 Truck cabs, cargo beds 1,845 3

Tires and Parts 393308 2
3011 Tires for cars mnd trucks 37,028 25
2296 Tire chord & fabric 2,030 3
2822 Synthetic rubbsr 250 1

Stampings 9,06123
3465 Ste pings & welded parts 9,061 23

Bearinas .018
3562 Batt and roller bearings 7,062 18

Windows and Parts 6 77 21
3211 Automotive glass 4,405 9
3231 Safety glass and mirrors 1,468 11
3442 Window fremes, motding, pipe 902 5

Seats and Parts 6,46930
2531 Automotive seats 3,659 19
2399 Sent covers 2,230 8
3499 Seat frames 580 3

Rubber Parts S U
3053 Rubber products, seals 4,129 15
3052 Rubber hose mnd belts 460 5
3061 Rubber engine mounts, etc. - 541 5
3069 Weather strip 300 1

Engine Parts 4M S32
359Z Pistons, valves, valve seats 3,602 14
3519 Engine and turbocharger parts 303 8
3312 Piston rings, etc. 250 1
3714 Misc. engine parts 550 3

Air Conditioners and Parts 4 O 16
3585 Air conditioners and parts 4,106 15
3714 Controls for air conditioning 50 1

Electrical Eaiufment for Ernines 4 SS
3694 Wiring harnesses for engines 3,281 9
3678 Connectorsf or wire hrness 155 3
3699 Starters, alternators, coils 1,119 5

Plastic Parts. Tris LM191 la
3089 Trim, bumpers, bearings, etc. 3,101 18

Safetv Eoaiument LZ i
2221 Material for air b g 485 2
2399 Seat belts, restraints 1,731 4
3493 Seat belt springs 100 1
3829 Sensors for air bags 365 1

Fuel Iniection System S 2
3714 Fuel injectors, pumpe, etc. 2,330 5

Eineg i 1
3714 Passenger car engines 1,950 1
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Table 7-1 (cont'd)

Automotive Springs
3493 Steel coil and leaf springs

Wheels
3714 Wheets, steel and aiuninua

Instrument Panels
3087 Instrument panets
3089 Plastic instrument panels
3714 Instrument panels, dashboards
3824 Speedom eters, gauges

Pollution Controls
3714 Pollution controls, thermostats
3714 Catalytic converters

Audio Eguicment
3651 Automotive audio, speakers

Water and fuel mjras
3714 Automotive pumps, water, fuel

Radiators and Hesters
3433 Radiators
3714 Radiators and heater cores

Fuel and Brake Lines
3317 Steel fuel and brake lines

\ 1,831

1.854
1',564

250
660
350
329

1A51
1,000

517

1.509

1.304
1,304

Lm
85

1,200

1-134
1,134

2
9

9

3

I
2

a

3

I
2

10
10

Sources: Compiled by the Economics and Statistics Administration, Office of Business
Analysis from directories of plants published by the Motor Vehicle Manufacturers
Association, Japan Economic Institute, Auto Parts International, Dun's Industrial Guid
Rubber and Plastics, and the International Trade Administration. See Database Sources

\,
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Table 7-2
U.S. Automotive Indstry Affiliate's Workers

*rd Plants, by Indostry, 1990
(Vehicles, Tires, Parts)

'lain
hloh.

Tee.esse..
Michigan .....
KeIntucky ...
South Carolina.
North Carolina.
Illinois.
Indiana.Anlabam . . . . . . . . . . ..

California.

New York.
Pennsylvania.
Virginia ...........
Iowa.
Oklishr_.'
Taxes.
Georgi..
Wisconsin.....
Missouri ......Wiscosin . . . . . . . . . . .

Now Hehir..

New Jersey ..........
Arkwaa..
Minresota.
Deleware
Washington.
Maryland ..... .....
Nebraska.
Vermont.
Nevad..
Colorado
Connecticut . . . . . . . . . .
"mins.
Kansas.

TOTAL . . . . . . . . .

Affiliates (1990)
No. of No. of
Plants -orkers

68
48
se
39
13
22
27
s0
7
16

9
a

10
8
2

10
10
10
11
3
3
3

1
2

11

2

24,148
19,107
17s557
14,178
12,540
12,060
11,921
1`1,802
7,582
5,759

4,969
4,376
4,316
4,134
4,020
2,712
2,335
2,207
2,172
1,67S
1,456

740
560
410
218
175

.75
125
60
30
25
25
25

na.

State Total (1987)
No. of No. of

. p n t

474 128,400
159 20,800
857 230,800

77 (0)
77 3,500(o)

133 17,500(0)
293 20,8D0

4035 3,500

461 175,217

(0) Substantial amounts of eaploymnt not disclosed.

Sources: Bureau of the Census, and, for affiliates, from database compiled by
the Economics and Statistics Administration, Office of Business Analysis.
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Table 8-1
U.S. Foreign Owned Steel Affiliates by Country of Ownership, 1980,1988

Japan ....
Canada ....
West Germany .
Sweden ....
France .
Belgiun
United Kingdom
United States
South Korea
Italy . . . .
Norway . . .
INetherlands
Turkey . . . .
Australia . .
China ....

121
5

11
6
2
3
2

2

18
5
4
4

3
2

1

1
11
I

* Affiliates that are ultimately bined by U.S. companies
but that have foreign parents in Bermuda and Netherlands Antilles.

Source: U.S. Department of Commerce, Bureau of Economic Analysis.

Table 8-2
Selected Data of U.S. Steel Industry Foreign Owned Affiliates

(MilLion dollars)

Number of
Affiliates

24
25
34
39
43
43
45
48
51
5D
47
50

Total
Assets

996
1,118
1,449
2,257
2,972
3,084
3,017
5,185
5,531
5,114
5,774
6,425

1,019
1,407
1,814
2,786
3,271
2,838
2,985
6,218
6,410
6,360
7,509
8,371

Net
I miome

-14
36
51
9

49
-143
-167

-11
-286

-45
173
268

11,858
12,947
17,518
22,562
25,616
21,645
21,055
38,020
37,480
32,615
39,300
38,400

Note: Industry of affiliate basis.

Source: U.S. Department of Commerce, Bureau of Economic Analysis.

Year

1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
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irxktry

Teble 9-1
U.S. C0lcals iNafacturing Irjatry Affillteeivestomlt Outtly$ I/

(Nilliots of Dollatr)

By Type of Investit By Type of Investor

Tetot Acatitis Estobtishjnts Foreign direct U.S.
Investors Affliltes

1980
Alt Cihmical & Irdmtrias
Inustri /
Drup3
Othr 3/

1988
Alt Chmicals t Irdutries 2,918
Indutral, 35
Drup il59
Soap mnd toitetrias SS4
Other 4/ 769

1989
AlL Chomictc I Irdatrles
Irdutrial

Soap and toiletries
Other 4/

253 242
176 (0)

20 18
ST (D)

2,464
711
496
554
722

11.005 10,217
1.703 1,703
6,632 5,900
1.732 1,731
1,238 883

10
(D)

2
(0)

434
24

363
0

47

7M8
0

433

355

3
0

la

534
93

366
37
38

6,824
457

Iss"5
467

Note: A MD) irdicates that data have been suppressed to avoid dieclosure of dats of
indivijdual comnies.
11 Date oan indtry of affiliate basis.
2/ Irtlustriat chemicals include plastics and synthetic prodicte (SIC 282).
3/ Include soap, cleaners and toiletries, agricultural chemicals nd chmicals
not elsewhere classified.
4/ Includes agricultural ad chemicats not elesehere classified.
5/ Flgures for 1989 are preliminary.

Sowurce: U.S. Depertent of Comerce, Bureau of Econmic Analysis.

250
176

56

2.384
642
'93
5S7
731

4.180
1,245

47
1,717

'm
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Table 9-2
U.S. Chesical Mantfacturring Irtry Affiliates Gross Stock of Prrperty,

Plant nd Efsipment by Couitry of U1S0 j/

Inrutry

All Chemlcal Ilnutrial 2/ Ron Soap, Claine Other 31
Industries ond oioletries

(nit.S) (X) (Nit.S) (M) (Ni|t.$) ) CIt.$) CZ) CH.I) CZ)

1980
All Countries 18,378 100.0 11,273 100.0 1.590 100.0 1,157 100.0 4,337 100.0
Canada 330 1.8 (D) (O) 0 0.0 (D) (D) CD) (D)
Total, Europa 17,562 95.6 11,011 97.7 1,369 86.1 1,127 97.4 4,056 93.1

Framte 1,129 6.1 528 4.7 (D) (D) I-) 0.0 (D) (D)
West Germny 7,430 40.4 3,890 34.5 39 2.5 (D) CD) (D) (D)
Netherlad 2,077 11.3 (D) (0) (D) (O) (0) (D) (D) (D)
Switzerland 2,171 11.8 (D) (D) CD) (D) 77 6.7 (D) (O)
Urited Kingdom 4,165 22.7 3,788 33.6 (D) CD) 137 11.8 (D) (D)

Japan 272 1.5 (D) (0) (D) (D) 2 0.2 (D) (D)

1987
All Countries 54,832 100.0 44,024 100.0 5,793 100.0 2,956 100.0 2,059 100.0
Canada CD) (D) IO) CD) CD) (D) (D) MD) CD) (D)
Total, Europe (D) (0) CD) (0) S,121 88.4 2,883 97.5 1,763 85.6

Frame (D) (D) (D) CD) CD) (D) (D) (D) (D) (D)
West Geryn 9,022 16.5 7,630 17.3 337 5.8 720 24.4 336 16.3
Netherlands 2,866 5.2 CD) (D) 0 0.0 (D) CD) 0 0.0
Switzerland 4,052 7.4 CD) (0) 3,752 64.8 219 7.4 (D) (0)
United Kin 6,598 12.0 5,418 12.3 820 14.2 (C) CD) (D) (C)

Jawn 1,052 1.9 845 1.9 172 3.0 0 0.0 35 1.7

1988 4/
All Countries 58,246 100.0 45,827 100.0 6,526 100.0 3,455 100.0 2,437 100.0
Canada (D) (D) (D) CD) 42 0.6 60 1.7 467 19.2
Total, Europa 27,824 47.8 16,855 36.8 5,789 8.7 3,355 97.1 1,824 74.8

France (D) CD) (D) (D) 0 0.0 7 0.2 CD) (C)
West Germy 9,958 17.1 8,285 18.1 366 5.6 877 25.4 430 17.6
Netherlands 3,340 5.7 (D) (0) 0 0.0 (D) (D) 0 0.0
Switzerland 4,571 7.8 42 0.1 4,268 63.4 222 6.4 39 1.6
United Kingdom 6,101 10.5 4,906 10.7 960 14.7 CD) CD) CD) (C)

Japan 1,198 2.1 921 2.0 174 2.7 21 0.6 82 3.4

Note: A (C) indicates that data have been suppressed to avoid disclosure of date of indivIdual companies.
An C) indicates a value of between (-SSO0000 and S500,000)
1/ On industry of affiliate basis.
2/ Industrial chemicals includes plastics and synthetics (SIC 282) products.
3/ Other includes agricultural chemicals, paints, and other chemicals not elsehere classifIed.
4/ Figures for 1988 are preliminary estimates.

SOURCES: U.S. Department of Coemerce, Bureau of Econoric Analysis and the Office of Business AnalysIs.
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TobI. 9-3
U.S. ChmIlcaa Mtaefacturing Irdustry Af itlates' Gross Stock of

Proe ty. Plant and EquInt by State, 1980 nd 1908 I
(Cittlion of Dollars)

Tota, Att Regions: 18,378 58,246

New England: 578 1,198 Southeast contd.
Com cticut a2 483 Georgia
Maine (D) 35 Kantucky
Massachusetts 272 596 Louisiana
New Hamhire 42 Is Mississippi
Rhe Istlnd 139 65 North Carotine
Vermont (D) 4 South Carotina

TWWsasee
Mideast: 3,747 (D) Virginia
Detlawre 200 (D) Vest Virginia
Dist. of CoLumbia 3 3
Maryl nd 226 388 Southwest:
Nw Jersey 2,087 5,067 Arizona
New York 687 1,458 New Mexico
Peeytvani 544 1,627 Okthom

Tes
Great Lakes: 1,813 5,194
ItLinois 619 1.790 Rocky Mountains:
Indians 394 940 Cotorado
Michigan 273 974 Idaho
Ohio 417 1,332 Montana
Wisconsin 110 158 Utah

uyming

625 a8n
131 522
932 3,234
(D) 384

1,052 3,169
1,318 Z,286

553 1 88
270 2,639
354 3,124

3,077 11,722
62 92

(D) CD)
(D) (D)

2,678 10,222

253 1,132
113 352

11 21
(D) tD)

33 118
CD) CD)

PLisns: 796 CD)
Iowa 216 258 Far West: 1,276 2,84
Kiss as 210 Catifornia 1,131 2,564
Minnesota 48 164 Nevada CD) 24
Missouri 373 840 Orfgon CD) 90
Nebraska 55 82 Uashingtoe 90 206
North Dakota CD) CD)
South Dakota CD) I Other: 192 2,741

Atlaako CD) CD)
Southeast: 6,648 19,49 Kmi H il CD) 27

ALab 582 924 Puerto Rico 106 34
Arkansas CD) 132 Other U.S. areas CD) (D)
Ftorids 604 319 Foreign 0 6

Note: A CD) indicates that data have been uppressed to avoid disclosure of data of
individual coanies. An I5) indicates a value of between (-SSOO,000 an 1O5O,000).
I/ Data on industry of affiliate basis.
2/ Figures for 1988 are preliminary estimtes.

SOURCES: U.S. Department of Commerce, Bureau of Econoic Anatysis nd the Office of Business Aariysis.
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Tabte 9-4
U.S. Chemicals Nlnufacturing Sales tb All U.S. Affiliates. V/

(millions of Dollars)

U.S. Affiliates U.S. Industry Total U.S. Affiliate
Subirndutry Subincutry Share of

Product YAM yam YNIM am ISh VtrS

1980
Total Chemicals 124,036 100 X $157,660 100 I 15S
Indatrial 2/ 13,071 54 76,691 49 17
Drugs 3,433 14 22.446 1 15
Other 3/ 7.532 31 58,523 37 13

1987
Total Chemicals *57533 100 *225,200 100 26
Indutrial / 31. 124 54 95,n54 42 33
Drugs 10,070 18 42,903 19 23
Other 3/ 16D339 28 86,749 39 19

1968 4/
Total Chemicals 563,245 100 *262,525 100 24
Indutrial V/ 34,028 54 116,737 44 29
Drugs 11,687 18 46,490 18 25
Other 3/ 17,530 28 99,298 38 18

1/ Data on Industry of sales basis.
2/ Indistrial chemicals includes plastics aid synthetics (SIC 282) products.
3/ Other includes soap, clearers and toiletries, agricultural chemicals, paints, *d other chemicals not
elewhere classified.
4/ Figures for 1988 are preliminary estimtes.

S0UCES: U.S. Department of Comoere, Bureau of Economic Anlysis, Bureau of the Censue and the Office of
Business Analysis.
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Tobte 9-S \
U.S. Chemcal anufacturing Sates by All U.S. Affiliates, by Country of U0. I/

aInufacturing Products

1980
All countries
Cft
Total, Europe

Frame
West Go
5etherlud
Swittertand
Unitad Ktingi

Jan

1987
Alt countries

Total, Eurtpe
Fra
West GetinW
N*tl rt&K
SmItzterltand
United Kingde

Japmn

1988 */
All countries
Canada
Total. Europe

France
West Germwn
Dethsrlatds
Switzerland
United Kinrdom

Japan

(M11.1) Cl)

124,036 100.0
636 2.6

22,336 92.9
1,459 6.1
6.345 26.4
S.409 Z2.S
3,428 14.3
4.596 19.1
395 1.6

157,533 100.0
CD) CD)
CD) CD)

2,389 4.2
13.403 23.3
8,051 14.0
5,782 10.0
9,922 1T.2
1,494 Z.6

163,Z45 100.0
11.90z 18.8
47,4Z1 75.0
2.632 4.2

15,178 24.0
8,439 13.3
6,517 10.3

11.467 18.1
2,060 3.3

Inutrial z

(811.) Cl

S13.071 100.0
CD) (C)

12,466 95.4
547 4.2

4,009 30.7
3,527 27.0

(C) CD)
2,646 20.2

188 1.4

131,124 100.0
CD) (C)
(C) (C)

1,537 4.9
8,104 Z6.0

CD) (C)
1,Z2l 3.9
3,88 12.4

983 3.2

134,028 100.0
CD) (D)

22,312 65.6
1,661 4.9
9,241 27.2

CD) (D)
1,175 3.S
4,382 12.9
1.409 4.1

M~IA.) Cl

13,433 100.0
0 0.0

3.165 92.2
191 5.6
683 19.9
CD) CD

1,530 44.6
626 18.2
(0) (D)

110,070 100.0
CD) CD)

8,958 89.0
CD) CD)

2,045 20.3
CD) (C)

2,942 29.2
3,321 33.0

CD) (D)

111.687 100.0
98 0.8

10,40S 89.0
(C) CD)

2.294 19.6
CD) (C)

3,417 29.2
3,991 34.1

360 3.1

Soap, Clears
and Toiletries

MCA1.) CZ)

52,693 100.0
CD) CD)

2.482 92.2
(D) (D)
505 18.8
CD CD)
479 17.8
434 16.1
CD) CD)

5.982 100.0
(D) (D)

sm 96.5
(D) CD)

1.018 17.0
(D) (D)
891 14.9
869 14.5
0 0.0

"6,c87 100.0
180 3.0

S,844 96.0
40 0.7

1.134 19.0
CD) CD)
933 1S.3

1,152 18.9
24 0.4

0Other 31

(W1t.$) (X)

S4,839 100.0
499 10.3

4.221 87.2
CD) (D)

1,148 23.
935 19.3
CD) (D)
89D 18.4
92 1.9

$10,357 100.0
2.061 19.7
7.796 75.3

CD) CD)
2,236 21.6

T27 T.0
I,88 18.2

(D) tD)

S11; 3 100.0
(D) (0)

8.860 77.4
(0) (0)

2,489 21.8
CD) CD)
992 8.T

1,942 1T.0
267 2.3

Vote: A (D) indicates that data has been suppressed to avoid disclosure of data of indtvidut cMPNies.
I/ Dateaon indjstry of sales basis.
2/ Iniestrial chemicals includes plastics and synthetics (SIC 282) products.
3/ Other includes agricultural cl eicats, paints, mnd other chemicals not etlsahdie classifi d.
4/ figures for 1988 ae pretiminary estiwates.

SOURCES: U.S. Department of Corce, Bureau of Economic Analyais Nd the Office of Business analysis.
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Table 9-6
U.S. Chemicals Nanufacturing Employnt by ALL U.S. Affiliates

(Thou)anda)

\ ^f#{ I z t 11 t t~~ese_ Tn~l U.S.Affi tisto

Subrdustry Sahirdtry Share of
Product V tult Share V tul Industry

19SO
Total chemicals 169.9 100X 1,112.6 100X 1SX
Industrial i/ 76.7 45 542.5 49 14
rugs 4 .3 26 199.2 18 22

Soap & toiletries 19.0 11 137.9 12 14
Other 2/ 29.8 18 23.1 21' 13

1987
Total 269.4 1001 1,026.6 1001 26
IidumtriaL I/ 132.4 49 451.8 4429
Orugs 58.3 22 211.7 21 28
Soap a toiletries 24.9 9 152.5 Is 16
Other 2/ 53.8 20 210.6 21 26

19818 3/
Total 280.8 100X 1,062.9 100l 26
Industrial I/ 134.7 48 459.1 43 29
Dnus 63.0 22 228.5 21 28
Soap & toiLetries 26.1 9 162.8 .15 16
Other 2/ 57.`1 20 212.5 20 27

Note: Data on industry of sates basis.
1/ Industrial chemicals includes pLastics and synthetics (SIC 282) products.
2/ Other includes agricultural chemicals, paints, and other chemicals not elesehere classified.
3/ Figures for 1988 are preliminary estimates.

SOUlCES: U.S. Department of Coloerce, Bureau of Economic Analysis and the Office of Business AnaLysis, U.S.
Department of Labor, Bureau of Labor Statistics.
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1Tble 9-7
U.S. Chemicals aenufacturing Employing t by ski Affiliates, Country of U10. 1/

(Thousands)

manufacturing Product

Total industrial 21 rwM Soap. Cleaners
Chemicals and Taiteturn Other 3/

IEmp) tX) tErp) MX) (Eep) tX) (Emp) tX) (Emp) tX)
1980
Alt countries 169.9 100.0 76.7 100.0 44.3 100.0 19.0 100.0 29.8 100.0

Canada 3.3 1.9 0.5 ,0.7 0 0.0 0.6 3.2 2.2 7.4
Total, Europe 157.1 92.5 74.2 96.7 39.9 90.1 16.4 86.3 26.6 89.3

Fr ance 13.6 8.0 4.2 5.5 tD) tD) tD) tD) 5.3 17.8
West Germany 51.9 30.5 32.1 41.9 9.7 21.9 3.2 16.8 6.8 22.8

Netherlands 20.0 11.8 10.4 13.6 0.6 1.4 CD) (0) (D) tD)

Switzerland 30.1 17.7 CD) tD) 15.9 35.9 4.2 22.1 (D) CD)

United Kingdm 37.5 22.1 19.8 25.8 9.4 21.2 3.4 17 9 4.9 16.4

Japan 2.6 1.5 0.6 0.8 (D) tD) 0.1 0.6 (D) tD)

1987
All Countries 269.4 100.0 132.4 100.0 58.3 100.0 24.9 100.0 53.8 100.0

Canada D) D) CD) CD) 0.6 1.0 CD) CD) CD) CD)

Total, Europe 190.2 70.6 77.4 58.5 50.4 86.4 22.5 90.4 40.0 74.3

France 11.0 4.1 6.2 4.7 0.1 0.2 tD) CD) tD) CD)
West Geremny 66.8 24.8 37.3 28.2 13.9 23.8 4.6 18.5 11.0 20.4

Nethertands 20.4 7.6 6.3 4.8 CD) CD) CD) tD) CD) CD)

Switzerland 32.7 12.1 6.1 4.6 17.8 30.5 4.9 19.7 3.8 7.1

United Kingdom 47.7 17.7 17.7 13.4 13.8 23.7 4.9 19.7 11.4 21.2
Japan 7.9 2.9 3.8 2.9 tD) CD) 0 0.0 CD) (D)

1988 4/
Alt Countries 280.8 100.0 134.7 100.0 63.0 100.0 26.1 100.0 57.1 100.0

Canada 59.6 21.2 MD) CD) CD) (0) CD) (D) 11.5 20.1

Total, Europe 199.4 71.0 79.0 58.6 54.4 86.3 23.7 90.8 42.3 74.1

France 10.7 3.8 6.8 5.0 0.2 0.3 0.2 0.8 3.6 6.3
West Germany 68.7 24.5 38.8 28.8 14.1 22.4 5.0 19.2 10.7 18.7

Netherlands 21.5 7.7 5.8 4.3 CD) CD) CD) (D) CDl CD)
Switzerland 35.4 12.6 6.5 4.8 19.1 30.3 5.4 20.7 4.5 7.9

United Kingdom 51.9 18.5 17.9 13.3 16.0 25.4 5.0 19.2 13.1 22.9

Japan 10.2 3.6 5.2 3.9 3.1 4.9 0.1 0.4 1.7 3.0

Note: A CD) indicates that data have been suppressed to avoid disclosure of data of Individual comepanies.
1/ Data on industry of sales basis.
2/ Industrial chemicals includes plastics and synthetics (SIC 282) products.
3/ Other includes agricultural chemicats, paints, and other chemicals not elsewhere classified.
4/ Figures for 1988 are preliminary estimates.

SOURCES: U.S. Department of Cosmerce, Bureau of Economic Analysis and the Office of Business Analysis.

70-389 0 - 93 - 6
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Table 9-8
U.S. Chemicai Mmifacturing Indu try Affiliates Eplop'nt by State. I/

(Thoueb of Eaployas)

19S0 2/ 1988 3/

Total, All Regions:

New England:
Connecticut
Maine
Massachusetts
New Hamshire
Rhode Island
Vermont

Mideast:
Delaware
Dist, of Columbia
Maryland
New Jersey
New York
Persylvania

Great Lakes:
Illinols
Indiana
Michigan
Ohio
Wisconsin

Plains:
Iowa
Kansas
Minnesota
Missouri
Nebraska
North Dakota
South Dakota

Southeast:
Alabami
Arkansas
Florida

195.6

9.9
2.0
0.6
4.6
0.4
2.0
0.1

54.3
1.9
0.0
4.9

28.8
10.0
8.7

33.5
11.8
7.9
4.6
5.3
3.9

11.5
3.2

-1.4
0.8
5.0
1.0
(1)
(-)

54.6
3.2
0.5
5.0

270.6

11.1
5.4
0.2
4.7
0.3
0.5
(-)

67.5
10.3
(*1
3.2

30.7
12.1
11.1

37.4
10.3
6.9
7.3
10.2
2.7

11.7
1.5
1.9
.1.7
5.6
0.9
(.)
C.)

86.0
3.3
1.4
3.5

i9al 2/

Southeast (cant.)
Georgia
Kentucky
Louisiana
Mississippi
North Carotina
South Carolina
Tennessee
Virginia
West Virginia

Southwest:
Arizona
New Mexico
Oklahm
Texas

Rocky Mountains:
Colorado
Idaho
Montana
Utah
Wyoming

Far West:
CaLifornia
Nevada

Oregon
Washington

Other:
Alaska
Hawaii
Puerto Rico
Other U.S. areas

Foreign

3.3
1 .9

0.2
12.1
ii.'
7.6
2.7
2.3

10.'
0.8
CD)
(a)
9.3

1.8
0.7
(D)
0.1
0.9
(0)

18.8
16.6
CD)
(O)
1.5

(D)
(a)
0.1
0.6
(D)
(D)

7.3
2.5
3.9
1.2

22.2
10.2
10.8
12.2
7.5

22.8
0.7
0.1
1.0

21.1

3.4
1.7
(a)
0.6
0.7
0.4

27.3
22.7

0.3
1.0
3.3

3.4
C.)
0.3
3.0
C.)
(a)

Note: A (D) indicates that data have been sippressed to avoid discLosure of dats of individual coapanies.
An (0) indicates a value of fewer than 50 eapLoyees. Includes, all chemicaLs and allied products.-
I/ Data on indhostry of affiliate basis.
2/ Figures for 1980 were estinmted from Industry of Affiliate epLoyment data.
3/ Figures for 1988 are preliminary estimates.

SOURCES: U.S. Department of Commerce, Bureau of Economic Analysis and the Office of Business Analysis.
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Table 9-9
U.S. Chesicals Manufacturing Incustry

Affiliates U.S. Exports by Country of UED. 1/

Industry

All Chemical Industrial 2/ Lrm Soap, Cleaners Other 3/
Indutries end Toitetries

(Hit. S) (X) (Hit. S) (X) (Hit. S) (X) (Hit. A) CX) (CMt. O) X)

1980:
All Countries 2,133 1,408 210 193 322

Canada 33 1.5 iD) CD) 0 0.0 1 0.5 CD) CD)
Total, Europe 1,965 92.1 1,383 98.2 101 48.1 180 93.3 302 93.8

France 179 8.4 31 2.2 tD) (D) 0 0.0 CD) tD)
uest Gernany 632 29.6 466 33.1 tD) tD) 10 5.2 (D) (D)
Netherlands 206 9.7 CD) CD) 3 1.4 CD) tD) 0 0.0
Switzerland 250 11.7 (D) (D) 74 35.2 tD) CD) 2 0.6
United Kingdoa 593 27.8 543 38.6 2 1.0 (D) CD) CD) (D)

Japan 87 4.1 CD) CD) CD) (D) (D) CD) C-) 0.0

1987:
All Countries 6,849 5,654 750 170 275

Canada (D) CD) (D) (D) CD) (D) 6 3.5 0 0.0
Total, Europe (D) CD) (D) (D) 523 69.7 163 95.9 260 94.5

France 181 2.6 (D) (D) (D) (D) 1 0.6 (D) (D)
West Germany 1,376 20.1 1,280 22.6 5 0.7 (D) (D) (D) tD)
Netherlands 149 2.2 (D) (D) 0 0.0 (D) (D) 0 0.0
Switzerland 450 6.6 (D) (D) 419 55.9 16 9.4 (D) (D)
United Kingdom 750 11.0 675 11.9 (D) (D) 1 0.6 (D) (D)

Japan 235 3.4 93 1.6 (D) (D) 0 0.0 (D) (D)

1988: 4/
All Countries 8.492 6,983 865 224 420

Canada (D) CD) (D) CD) (D) (D) 4 1.8 (D) (D)
Total, Europe 4,419 52.0 3,169 45.4 659 76.2 216 96.4 374 89.0

France 214 2.5 (D) (D) 0 0.0 1 0.4 (D) (D)
West Germany 2.567 30.2 2.417 34.6 (0) iD) (D) (D) 71 16.9
Nethertands 308 3.6 (D) (D) 0 0.0 (D) (D) 0 0.0
SwitzerLand 585 6.9 13 0.2 556 64.3 14 6.3 2 0.5
United Kingdom 473 5.6 412 5.9 (D) (D) 1 0.4 tD) tD)

Japan 259 3.0 113 1.6 131 15.1 2 0.9 12 2.9

Note: A t0) indicates that data have been suppressed to avoid disclosure of data of individual companies.
An C-) indicates a vatue of between (-S500.0OO and S500,000)
1/ Data in industry of affiliate basis.
2/ Industrial chemicals inctudes plastic and synthetic (SIC 282) products.
3/ Other includes agricultural chemicals, paints, and other chemicals not elsewhere classified.
4/ Figures for 1988 are preliminary estimates.
SOURCES: U.S. Department of Commerce, Bureau of Economic Analysis and the Office of Business Analysis.
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Table 9-10
U.S. Chemical Manufacturing Industry Affiliates'

Total U.S. Imports by Country of U O I/

Industry

ALt Chemicals Industrial 2/ REM Sop, Claers Other 3
Industries and Toitetries

(Iit.$) Cl) (1111.0 CX) C .S) (ID ("f (t X) (N11t.$) X)

1980
Alt Countries 1,744 100.0 1,138 100.0 187 100.0 133 100.0 286 100.0
Canada (D) C CD) tD) 0 0.0 1 0.8 tD) (D)
TotaL, Europe 1,461 83.8 1,003 88.1 CD) tD) 131 98.5 D) tD)

France 155 8.9 142 12.5 CD) (D) 3 2.3 CD) CD)
West Gerinny 713 40.9 549 48.2 * 2.1 7 5.3 153 53.5
Netherlands 97 5.6 iD) (D) 3 1.6 tD) (0) 0 0.0
Switzerland 251 14.4 CD) (D) (D) (0) 32 24.1 2 0.7
United Kingd 231 13.2 186 16.3 CD) (0) CD) CD) 14 4.9

Japan CD) CD) tD (D) 0 0.0 I 0.8 t * 1

1987
Alt Countries 5,200 100.0 3,468 100.0 1,150 100.0 195 100.0 388 100.0
Canada (D) CD) tD) (D) 3 0.3 1 0.5 3 0.8
Total, Europe 3,919 75.4 CD) CD) 1,020 88.7 192 98.5 CD) tD)

France 300 5.8 31 0.9 (0) CD) tD) tD) CD) CD)
West Germany 1,505 28.9 1.432 41.3 CD) CD) 18 9.2 (D) CD)
Netherlands (0) CO) 86 2.5 0 0.0 CD) CD) 0 0.0
Switzerland 756 14.5 CD) tD) 644 56.0 68 34.9 (D) CD)
United Kingdom 1.080 20.8 662 19.1 301 26.2 47 24.1 70 18.0

Japan 74 1.4 56 1.6 CD) (0) 0 0.0 (D) tO)

1988 3/
ALt Countries 6,165 100.0 3,845 100.0 1,518 100.0 265 100.0 537 100.0
Canada CD) CD) ) tD) 3 0.2 1 0.4 tD) tO)
Total, Europe 4,805 77.9 CD) tD) 1,333 87.8 259 97.7 tD) CD)

France tD) CD) (D) tD) 0 0.0 10 3.8 CD) tD)
West Germany 2,114 34.3 2,012 52.3 44 2.9 20 7.5 37 6.9
Netherlands tD) CD) tD) tD) 0 0.0 tD) iD) 0 0.0
Switzerland 962 15.6 37 1.0 855 56.3 63 23.8 7 1.3
United Kingdom 1,019 16.5 499 13.0 413 27.2 62 23.4 45 8.4

Japan 70 1.1 36 0.9 14 0.9 3 1.1 17 3.2

Note: A tD) indicates that data have been suppressed to avoid discLosure of date of individual comtpnias.
An (t) indicates a value of between C-S500,000 end SS00,000).
1/ Data an industry of affiliate basis
2/ Industrial chemicals includes pLastic and synthetic (SIC 282) products.
3/ Other inctudes egritulturaL chemicats, paints, and other chemicals not elsewihere classified.
4/ Figures for 1988 are preliminary estimates.

SOURCES: U.S. Department of Commerce, Bureau of Economic AnaLysis and the Office of Business Analysis.
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SENATOR SARBANES. Well, thank you very much, Mr. Undersecretary.
First, I want to include in the record an opening statement by Congress-
man Armey, who is not able to be with us this morning.

[The written opening statement of Representative Armey follows.]
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WRITTEN OPENING STATEMENT OF REPRESENTATIVE ARMEY

I want to welcome Undersecretary Michael Darby this morning, as well as our three
distinguished witnesses, Mr. Hughes, Mr. Taylor and Professor Woodward. While the news
is full of the need for investment and development of markets in areas of the world new
to free enterprise, today we turn our attention to the discussion of what people in other
counties have chosen to invest in our country. Specifically, we have the distinct pleasure
of recognizing the good work being done by Michael Darby's group at the Commerce
Department to improve our statistical understanding of this investment

The Commerce Department study released today is a benchmark study that catalogues
and discusses the characteristics of foreign direct investment in the United States in the
creation of jobs and capital accumulation. Linking the foreign direct investment data of the
Commerce Department's Bureau of Economic Analysis to that of the Census Bureau will
vastly expand our understanding of five important U.S. industries: electronics autos, steels,
chemicals and banking. This provides five case studies to instruct the future linking of
these two data sources across all industries. This improvement in industrial data will be
the envy of the developed world, and provide scholars the raw materials to explore
thousands of topics about the performance of domestic and foreign-owned firms.

A broad consensus exists for the need for better international trade and investment
data. As an unabashed supporter of open international trade and investment, I am fully
confident that good data will confirm the gains from unrestricted investment and trade.
some of the pessimistic pundits of the U.S. economy suggest that more accurate data will
reveal foreign investment that is cheating the United States by systematically hiring less
labor, investing in less research and development, and stealing high technology trade
secrets in foreign-owed U.S. plants. While every business must be judged on its own
merits, regardless of the geographic local of its ownership, I feel confident that the more
we know about investment from around the world, the more we will come to understand
that it nourishes our domestic economy As the world seeks to emulate the success of the
United States, the research and data improvement underway at the Commerce Department
comes at a time when the United States will face increased competition to attract and
maintain foreign direct investment.

Reliable data allows us to investigate such concerns about open international invest-
ment and confirm them or lay them to rest. International investment policy needs to be
constructed with as perfect an information set as is humanly possible, and the opportunity
costs of legislating on investment issues without good information is immense.

Dr. Darby, as a public servant and recognized scholar in economics of extremely high
quality, has made a concerted effort to improve data produced by his agency in a manner
that is relevant for accurate public policy analysis and debate. I'd like to take this opportu-
nity to recognize the contribution of his group at the Commerce Department to improving
the debate on international trade and investment issues.
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SENATORI SARBANES. We're very pleased to have been joined at this
hearing by Senator Exon, who's been actively involved in the issue of
foreign direct investment. He co-authored the Exon-Florio Amendment to
the 1988 Trade Act, which now requires all foreign takeovers with nation-
al security implications to be examined. And he also sponsored the
legislation last year that led to this report that we're receiving this morn-
ing from the Commerce Department.

Jim, we're pleased you're here. Do you have any opening statement
you'd like to make?

SENATOR EXON. Mr. Chairman, I have no opening statement that I'd
like to make. I listened very carefully to the Undersecretary's description
of the report, and I'm very much interested in it. I will have some ques-
tions at an appropriate time.

SENATOR SARBANES. All right. Thank you very much.
Mr. Undersecretary, I have just a few, in a sense, almost technical

questions to answer. You answered one in the course as we moved
through the definition of foreign-owned firms. You state on page 5-

MR. DARBY. Of my statement or the report? I'm sorry.
SENATOR SARBANES. Of your statement.
MR. DARBY. Yes.
SENATOR SARBANES. -Of the last bulleted paragraph, 'Available evi-

dence also suggests that the rate of research and development spending
by foreign-owned U.S. manufacturing affiliates was higher than by all
U.S. manufacturing firms." I want to make sure we're comparing apples
and apples. You took the standard of R&D spending by all U.S. manufac-
turing firms. Is that correct?

MR. DARBY. Yes.
SENATOR SARBANES. In all aspects of manufacturing?
MR. DARBY. Yes, sir.
SENATOR SARBANES. Now, the spending by the foreign companies

manufacturing in this country, is that for all manufacturing?
MR. DARBY. Yes, sir. I should acknowledge that there are limitations

in the data, although this would tend to work against that in the sense
that, to the extent there's some wholesale operations included in the
manufacturing data, there's not a lot of R&D for wholesaling operations.
We have not yet been able to have the plant-level data needed to really
clean that out.

SENATOR SARBANEs. The wholesale operations would have been includ-
ed in which measurement?

MR. DARBY. For the foreign affiliates. It would have been included to
some extent for their value added. We have attempted to report the value
added for manufacturing alone. But by the nature of the data, until we
have the plant level data, we cannot really eliminate all of the whole-
sale

SENATOR SARBANES. So, this is R&D, not just in the five sectors we are
talking about, but all manufacturing?
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MR. DARBY. No, sir, all manufacturing.
SENATOR SARBANES. SO, you had a survey broader than the five sectors,

is that correct?
MR. DARBY. Yes, sir. We have tried to focus on the five sectors in this

first report that we believe after consultation with Committee staff have
received the most attention. And we intend to broaden and examine other
sectors in future reports, as well as other cross-cutting issues.

SENATOR SARBANES. All right. Now, on page 6, you say, "If concerns
in the U.S. about direct investment lead to constraints that inhibit invest-
ment here, the countries in which the U.S. invest could counter with
controls on U.S. investments overseas." And that leads me to ask the
question about whether or not the constraints currently existing are rough-
ly equal. Is there a level playing field at the moment, or are there far less
constraints in the U.S. on foreign direct investment, as compared to what
the U.S. encounters overseas?

MR. DARBY. Well, the U.S. Treasury Department has examined that
issue, and I am familiar with their report. They came to the conclusion
that by and large it's similar. There are some differences but, in terms of
the actual restrictions faced, it's similar for at least the major industrial
countries, the G-7.

SENATOR SARBANES. SO, you're telling us this morning that access for
our investors in the other G-7 countries is equivalent to the access that
their investors have to the United States?

MR. DARBY. There are restrictions in some of the countries, essentially
no restrictions in others but, by and large, in terms of the burden, they do
not seem to be-

SENATOR SARBANES. Well, let's take them country by country. Canada?
Would you say that there exists a somewhat more restrictive investment
regime in Canada than exists for Canadians in the U.S.?

MR. DARBY. Sir, I'm speaking from memory on a report that was not
produced by my agency. And I would ask your indulgence to let me
respond in a written way after I've had the opportunity to refresh my
memory on the details.

SENATOR SARBANES. Well, why don't you respond, then, for each of the
G-7 countries?

MR. DARBY. I'd be glad to, sir.
SENATOR SARBANES. I think that the point you're making here is not a

bad point, if the starting point is equivalent. But if the starting point is not
equivalent, then it seems to me you're missing the mark in this assertion.
In other words, if you have a situation existing in which our investment
opportunities in those countries have somewhat more restrictions placed
upon them than their investment opportunities in this country, then you
have an uneven playing field. Either we ought to catch up with them or
they ought to catch up with us, one way or the other. Isn't there some
merit to that perception?
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MR. DARBY. Sir, I know that we have been concerned, as Congress has
been concerned, about particular countries, and we have tried to push the
point where there are differences that they should be more liberal. I think
my point was that, in dollar terms, we have several hundred billion dollars
more investment overseas at market values than they have here. So, at
least in terms of the results, they are largely catching up with the degree
of internationalization that U.S. firms have already achieved.

SENATOR SARBANES. Could you look at page 22 of your report, please?
MR. DARBY. Yes.
SENATOR SARBANES. On Table 4-2, at the top of page 22, this table

measures the proportion of foreign direct investment in the economies of
major industrial countries. Is that correct? Percentage shares?

MR. DARBY. Yes, sir.
SENATOR SARBANES. Now, for assets, it's 25 percent in Canada; is that

correct?
MR. DARBY. Yes, sir.
SENATOR SARBANES. SO, that means that in Canada 25 percent of the

assets are from foreign investment, is that correct? Is that what that
means?

MR. DARBY. This is for nonfinancial corporations. Yes, sir.
SENATOR SARBANES. OK. France, 26 percent; correct?
MR. DARBY. That's for manufacturing and petroleum sectors only.

Unfortunately, there's different national data collection available.
SENATOR SARBANES. Germany?
MR. DARBY. Seventeen percent for all nonfinancial corporations.
SENATOR SARBANES. Japan?
MR. DARBY. One percent for all industry, so that would include things

like real estate.
SENATOR SARBANES. The United Kingdom?
MR. DARBY. Fourteen percent for all large companies.
SENATOR SARBANES. And the United States?
MR. DARBY. Fifteen percent for manufacturing companies only.
SENATOR SARBANES. Well, now, only 1 percent of all assets in Japan

are foreign investment; is that correct?
MR. DARBY. That's our estimate, yes.
SENATOR SARBANES. Now, what about sales? Why don't you take us

through that column?
MR. DARBY. Okay. In sales, Canada is 27 percent for all nonfinancial

corporations; France, 27 percent manufacturing and petroleum sector only;
Germany, 19 percent, all nonfinancial corporations; Japan, 1 percent all
industries; and-

SENATOR SARBANES. One percent?
MR. DARBY. For all industries. I have to explain-and we can refer

back to the table on page 16-that all industries is a significant change.
The industry difference of coverage, including the real estate and other
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service industries, would lead to much smaller numbers for these other
countries. So, they're not strictly comparable. But 1 percent of all indus-
tries. United Kingdom, 20 percent of value added in manufacturing; the
United States, 12 percent for manufacturing companies only.

The point I was alluding to is that foreign direct investment, at least,
for example, in the United States, is disproportionately concentrated in the
manufacturing and wholesaling sectors. And the other sectors that are so
important in our economy have much smaller proportionate amounts of
foreign direct investment.

SENATOR SARBANES. Now, are you trying to assert that if the Japanese
measure was taken on the basis on which other countries are measured,
the percentage would be much higher?

MR DARBY. The percentage, yes. Well, another way of putting it-if
I could turn to page 16 of the report-look at Table 3-2, that shows
foreign direct investment relative to the size of the total economy, as
measured by the host country GDP. It's looking at U.S. investment only.
But you see there that our U.S. holdings, relative to the total GDP, are 1
percent. That's smaller. After all, Japan didn't open up to foreign invest-
ment until 1982. So, it's still going. But 0.7 percent of Japan versus their
1.3 percent of our total economy here. United Kingdom, 2.3 percent
relative to GDP here. But we have 7.5 percent relative to GDP there.

SENATOR SARBANES. But U.S. holdings in the United Kingdom are 7.5
percent of their GDP; is that correct?

MR. DARBY. That's correct, sir.
SENATOR SARBANEs. In the Netherlands, it's 6.9 percent.
MR. DARBY. That's correct.
SENATOR SARBANES. In Canada, it's 11.9 percent
MR. DARBY. That's correct.
SENATOR SARBANES. In Japan, it's seven-tenths of 1 percent.
MR. DARBY. Yes.
SENATOR SARBANES. Does the investment regime in Japan offer any-

thing approaching equivalent access in your judgment?
MR. DARBY. We have certainly been having discussion with them about

it. Until 1982, the answer was clearly no.
SENATOR SARBANES. Yes, it's still no, isn't it?
MR. DARBY. Now, there's the de jure versus the de facto. It's hard for

any new firms to enter in Japan, be they domestic or foreign. And we are
trying through the Structural Impediments Initiative to change those de
facto conditions to more liberal ones.

SENATOR SARBANEs. There's a problem, isn't there?
MR. DARBY. Yes.
SENATOR SARBANES. Now, I'm concerned by a perception I have about

the trade balance. If you turn to page 30 of your report?
MR. DARBY. Page which?
SENATOR SARBANES. 30.
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MR. DARBY. Three zero?
SENATOR SARBANES. Yes. "Shares of Key U.S. economic indicators

accounted for by U.S. affiliates of foreign companies." Do you see that
table?

MR. DARBY. Yes, sir.
SENATOR SARBANES. Now, between 1980 and 1988, their share of ex-

ports ... I take it that that is exports from the United States?
MR. DARBY. That's correct.
SENATOR SARBANES. Their share of exports dropped from 26.8 percent

to 18.9 percent; is that correct?
MR. DARBY. That's correct.
SENATOR SARBANES. And their share of imports-in other words, goods

brought into the United States-increased from 31.5 percent to 35 percent.
MR. DARBY. Yes, sir.
SENATOR SARBANES. Now, that's then reflected in your table-as I

understand it-on page 36. "Components of the U.S. merchandise trade
deficit", which shows-I find this very interesting-that a very large
proportion of the U.S. trade deficit is accounted for by the trade balance
of foreign direct investor accounts. Is that correct?

MR. DARBY. Yes, sir.
SENATOR SARBANES. We have figures that according to the most recent

available trade data on foreign-owned firms-a July 1991 Survey of
Current Business-such fimns had imports of $170 billion in 1989 and
exports of less than half of that amount-$84 billion-thus, a deficit of
$86 billion. In other words, these foreign-owned firms accounted for
three-quarters of our trade deficit in that year. Is that an accurate state-
ment of the situation?

MR. DARBY. Accounted for is the question. As long as we don't use
that as caused. May I elaborate?

SENATOR SARBANES. What percentage figure would you attach to their
role in the American economy? 20 percent?

MR. DARBY. Four percent.
SENATOR SARBANES. Four percent.
MR. DARBY. That's their share of GDP or employment overall. May I

try to clarify the point I
SENATOR SARBANES. And they're accounting for about three-quarters of

the trade deficit.
MR. DARBY. Well, let me clarify that if I might.
SENATOR SARBANES. Yes, sure.
MR. DARBY. On the same two pages you were turned to-pages 36 and

37-I think that Figure 5-11 is very informative. This breaks down U.S.
affiliates' trade with their parents and U.S. affiliates' trade with nonpar-
ents. You'll notice that, at least in 1988, there was essentially a balance
in trade with nonparents. And that the entire deficit was in trade with
parents.
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If you go back to Figure 5-10 on page 36, you'll also see that the
history of the manufacturing affiliates' deficit is not much different than
that of other U.S. manufacturing industries; that what we have as the
deficit is in the nonmanufacturing, primarily the wholesaling. So, what we
have here is that many of these affiliates are in fact the local U.S. sales
offices for foreign firms. And that accounts for the bulk of the deficit.

On the other hand, it would still account for the fact that Americans
are buying, say, foreign automobiles, which still show up in the deficit as
if those were sold through American-owned manufacturers' representa-
tives, rather than these firms choosing basically to have their own sales
force here.

So, I think it's important to distinguish between selling and manufac-
turing operations, which are basically just marketing these imports, and
manufacturing, which is much more similar.

SENATOR SARBANES. All right. Now, does the U.S. manufacturing affili-
ates' chart-Figure 5-10 on the left-hand side-include autos and elec-
tronics manufactured in this country? (See chart on p.)

MR. DARBY. Yes, sir.
SENATOR SARBANES. And what does the nonmanufacturing include?
MR. DARBY. The wholesaling, retailing, banking services, and every-

thing else that they do besides manufacturing. Again, subject to-
SENATOR SARBANES. If a company does some manufacturing in this

country and some sales, you separate that out and put the manufacturing
and the chart on the left-hand side, and the sales and the chart on the
right-hand side. Is that correct?

MR. DARBY. It's in terms of the-
SENATOR SARBANES. No, that's not correct. It's in terms of the compa-

ny, isn't it? Isn't that how you do it?
MR. DARBY. For these charts, it's in terns of whatever the company

mostly does.
SENATOR SARBANES. Yes, well, that's right. So, on the nonmanufactur-

ing side, you list the companies that do manufacturing.
MR. DARBY. Yes. And some of the deficit in the manufacturing affili-

ates are in the wholesale.
SENATOR SARBANES. Doesn't that to some degree undercut the point

that you were just trying to make?
MR. DARBY. I think it works the other way, sir, because we also have

wholesaling operations in companies that mostly do manufacturing. And
it's clear from the relative magnitudes that the wholesaling operations
might account for the entire indicated deficit in the manufacturing sector.
We won't know the answer until we complete the data link. But the
biases, I think, tend to run in the other way, that it's

SENATOR SARBANES. Don't these figures lead to, at least, the very
serious question that these firms, in terms of their import and export
behavior, are skewed toward, in effect, favoring their foreign status, and
therefore exacerbating the U.S. trade imbalance?
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MR. DARBY.I don't think that that conclusion can be drawn. First of
all, in terms of the overall trade balance, that's a macroeconomic result
and determined by our saving and investment trends. In terms of the
individual data, when we look at the studies, they seem to be very similar,
except to the extent they're new firms still adapting to the market.

SENATOR SARBANES. Well, how do you get 75 percent of our trade
deficit, resulting from the activities of these foreign-owned companies,
constituting only a small percentage of the overall economic activity?

MR. DARBY. What I'm trying to separate is companies that are manu-
facturing, or doing, or working here in the United States other than as
sales. Needless to say, our sales forces overseas sell a lot of American
products for the companies that own them. Their sales forces here-their
wholesaling operations-sell their products here.

That's one issue that in fact we're buying more foreign goods than
we're selling overseas. But that's different from the issue of whether these
firms behave differently than other firms similarly occupied. That is,
would U.S.-owned import selling firms have a different export versus
import than the foreign-owned import selling firms?

SENATOR SARBANES. Well, you have $115 billion trade deficit and $86
billion of it came from foreign-owned firms in the last available statistics.
It's incredible when you stop and think about it I'll yield to Senator
Exon.

SENATOR EXON. Mr. Chairman, thank you very much.
Mr. Darby, is it not true that probably the next report that we'll be

getting, what, a year from now, may clear up some of these things, after
you've had a chance to have a little broader look at the data? This is the
first report, is it not?

MR. DARBY. Yes, sir. And I appreciate your efforts in getting this bill
passed that permits us to link these two data sets, so that we will be able
to give more definitive answers once this linkage is complete.

SENATOR EXON. Are you saying, then, that maybe we shouldn't jump
to too many conclusions with the first report and that a year from now the
overall picture may likely be more accurate, as far as predictions are
concerned, than this one?

MR. DARBY. I agree, sir. We certainly will be more accurate. We'll be
able to have more confidence in the conclusions. I must say I was sur-
prised at how much information there was. But this report will be super-
seded by reports that will change in ways that we can't fathom now until
the linkage is done. But we'll all know a lot more about foreign invest-
ment in the United States once it's done.

SENATOR EXON. I'm not sure that I fully understand. This report covers
the foreign investment in manufacturing in the United States. It does not
cover foreign investment in our banks, or does it?

MR. DARBY. Yes, sir, it does.
SENATOR EXON. It does.



170

MR. DARBY. The overall studies cover all industries, and we do have
a special chapter just on the banking industry.

SENATOR EXON. Let me ask you a general question. You're familiar
with the Exon-Florio Law, although that primarily is an action of the
Treasury Department rather than Commerce. I know Commerce is in-
volved in that. How well or how poorly in your view has the so-called
Exon-Florio Law been successful in ferreting out more information? And
how effective or lack of effectiveness do you think the measure has been?

MR. DARBY. It's my understanding that this process, which has imple-
mented the Exon-Florio Law, has been very successful in ferreting out the
information. They need a lot of detailed information and they have been
successful-I am told by my colleagues elsewhere in Commerce and at
the Treasury-in getting that.

I think that they are looking forward to the results from the data
linkage project, in the sense of being able to have better information on
the industrial context, in which the particular firms they are getting reams
of information about, fit in. So, they'll understand the background, the
industrial structure, much more.

And so, while they have loads of information on the firms involved in
the prospective takeover or merger, they're looking forward to getting
improved comparison information on the industry as a whole. But my
understanding is that for the particular firms, they've been quite successful
at getting information.

SENATOR EXON. What is it that foreign firms see in the U.S. work force
and companies that seemingly some of the U.S. firms seem to be miss-
ing? Is there any structural problem in the U.S. law that prevents or
discourages U.S. investment in the U.S. economy? It seems to me that the
foreigners are very much attracted to investment in the United States. I've
always assumed that not only did they feel that by spreading some of
their investments in the United States that it made their overall sums of
their company that much better, but sometimes I get the impression that
foreigners are making investments here that we may be missing as Ameri-
cans. I suspect part of that, though, is just from the fact that one person
or one individual makes a decision-good, bad or indifferent-about
where to go and what the market is. I also suspect that an underlying
matter of foreign investment in the United States has to do with the very
attractive buying power that is obvious to all, and all want to go after that
American buying power.

And probably, they figure, as much as anything else, except in many
of the joint ventures, that it's just good business to have companies in the
United States and provide jobs for Americans. And that is a more likely
and acceptable method over the long pull than simply making something
overseas some place and then selling it in the United States. So, there's
some public relations involved in that by foreign investors in the United
States. Is that correct?

MR. DARBY. I think that I agree with all the elements you've touched
on. One other that I would add. Right now, we have more investment
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overseas, even though we're only roughly 20 to 25 percent of the world
economy, than they have here. So, partially, we've already realized those
advantages of being in another market, and they're catching up in terms
of entering our market They're still disproportionately low, but they're
becoming more like us.

You know, many of my foreign graduate students, when they come
over from a foreign country, would learn for the first time that Wool-
worth's was an American firm, not a British firm, or whatever. And so,
we've already been there and we sometimes forget that, but for exactly
the reasons you pointed out in terms of the advantages of being in large
markets overseas as well.

SENATOR EXON. The report then talks about foreign investment in our
manufacturing facilities and foreign investment in our financial facilities.
It does not touch on or it isn't a matter of foreign investors in our debt
load-T-bills and bonds and things of that nature.

MR. DARBY. No, this separates out-4his is only on the direct invest-
ment and not on portfolio investment, other than in a very tangential way.
We do look at the totals, but quickly focus on the direct.

SENATOR EXON. Is the foreign investment in our business enter-
prises-manufacturing, banking, and business services-as a percentage,
higher or lower or about the same as foreign investors in our Treasury bill
market?

MR. DARBY. That's an interesting question. I don't know the answer.
I'll try to figure that out if we have the statistics to answer and provide
it for the record, if I might.

SENATOR EXON. Well, I'd like to have that because when we first came
up with Exon-Florio, I had an official from the Treasury Department
come over to say, "don't you recognize, Senator, that if a bill like this
would become law, it would have a chilling effect on foreign investment
in the United States?" And my response to him, was, yes, with regard to
key national security and national defense companies. That was the basic
thrust of the legislation.

It would appear, though, Exon-Florio has not been a substantial imped-
iment from foreign investments in the United States, has it?

MR. DARBY. My understanding is that the way that Congress and the
Administration have worked together have made it clear that they are
concerned with those issues you point to, and as a result it has not been
a major impediment.

SENATOR EXON. I just have one other question, if I might, Mr. Chair-
man. Let's look at some of the negatives. There are positives and nega-
tives on all of these things.

I would simply note, with interest, Japan's position as a number two
foreign investor in our economy. The Japanese gained very rapidly in the
1980s. What do you rate the Japanese, number two?

MR. DARBY. Yes, sir.
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SENATOR EXON. Number two now. There have been a number of stories
related to the potential problems-real or imagined-of the Japanese
financial system. Obviously, we have some very serious things going on
today in our whole financial structure.

Have we ever evaluated or looked at the possibility of what effect it
might have on the U.S. economy to any vulnerability or future problems
in Japan if they should have a financial crisis of some kind, a major break
in their market or their system? There have been some, as I understand
it, very serious problems with regard to probably lots of illegal dealings
on the part of the Japanese, which I think are being investigated at this
time.

My basic question is, is there much of a danger of any serious negative
effect on our economy should there be a failure of a major nature or crisis
in Japan?

MR. DARBY. Well, I think it's fair to say that this is an area of concern,-
that if it was to impinge upon the viability of the U.S. financial system
because of some major loans, for example, that would be a cause for
serious concern.

It's my understanding and belief that the Federal Reserve and Treasury
do follow these issues closely, from my experience when I over at the
Treasury and my colleagues were at the Federal Reserve.

Really, you could say that they have had a slow crash.
SENATOR EXON. A controlled crash.
Ma. DARBY. Controlled, perhaps, yes. The behavior of their stock

market relative to our stock market over the last several years in some
sense must reflect their worst fears, except it happened over a slower
period of time. And so, in some sense, there's less danger now perhaps
than there was several years ago when they seemed to be so very high.

SENATOR EXON. I was talking to an economist one day about this whole
matter, and I was speculating on the fact that since the Japanese in partic-
ular and many other foreigners are heavily involved in our T-bill markets
today-some people say without them we'd have a dickens of a time
financing our borrowing appetite in America-supposing they would have
a serious recession or depression in Japan, or if the Japanese would
become unhappy with us over something, as was lined out as a possibility
in a book published a couple of years ago that caused quite a furor. And,
you know, the basic thrust was that if you don't treat us well, we'll pull
our money out of America. And I was wondering whether if they would
decide to pull their money out of America or be forced to because of
some problems at home, what effect that might have on our economy?

The economist that I was talking to said, "well, that's always, you
know, a potential worry or concern. But possibly, Senator, we should take
a look at the fact that maybe the Japanese are so heavily involved in the
American economy that they couldn't allow, anymore than we could, the
collapse of the American economy." And he thought that just from their
own selfish standpoint the Japanese, because they are investing quite
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heavily here, probably have some of the same concerns over the long pull
about our economy as we do.

I guess the sense of my question is, do you think that there is mutual
understanding and respect between the United States and Japanese govern-
ments, economists, and businesses in this particular field, which is another
way of saying or asking, that with the increase in Japanese investment in
America now number two, at least those Japanese who make such invest-
ments are as much concerned about the success of the economy in Ameri-
ca as we are here.

MR. DARBY. Well, I think that the globalization of productive invest-
ment has certainly been a powerful force for peace, not only with Japan
and the United States, but as we bring the Eastern and Central European
countries into this globalization, we'll rest a lot easier.

SENATOR EXON. Would there be, in your opinion, any serious economic
problems if the United States-one of these months or years or decades-
decided that they would pull all of the military forces that we have out of
Japan, thereby saving some money?

MR. DARBY. I honestly am not prepared to answer that. I haven't
thought about that issue.

SENATOR EXON. Thank you, Mr. Darby.
Thank you very much, Mr. Chairman.
SENATOR SARBANEs. Certainly, Senator Exon.
Mr. Undersecretary, I just want to pursue one final point with you. On

page 5 of your statement, I want to probe this statement that the rate of
R&D spending by foreign-owned U.S. manufacturing affiliates was higher
than by all U.S. manufacturing firms. The R&D spending of value-added
ratio, reaching 7.6 percent, compared with 6.5 percent. Do you have that
in front of you?-

MR. DARBY. Yes, sir.
SENATOR SARBANES. AUl right. Now, I want to make sure I understand

this, because that assertion seems to conflict with your statements later
that in electronics, autos, and steel the amount of R&D is significantly
less on the part of the foreign-owned companies. It's higher in chemicals,
you make the point, but less in those other sectors. Is that correct?

MR. DARBY. I'm not sure if I understand the question, so I'll ask you
to follow up if I've misunderstood. For particular industries and even
subsectors within those industries, there are markedly different patterns
from the average.

SENATOR SARBANES. That's right. Now you say-
MR. DARBY. The statement of the 7.6 is averaged over all industries.
SENATOR SARBANEs. I understand that, but I'm trying to square that

statement with the statements that come later, where you make the point
that R&D spending in the chemical sector in the foreign-owned affiliates
is higher than for the industry as a whole, but not in electronics. And you
say in auto and steel that the rate was negligible compared with U.S.
firms. Is that correct?
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MR. DARBY. That's correct.
SENATOR SARBANES. All right now. I'm wrestling with the problem of

squaring a general assertion about the higher level of R&D with your
statement on the specific industries, which appear to run directly counter.

So, let me put a couple of questions to you. On your general state-
ment, is it the case that most of the spending by foreign-owned U.S.
manufacturing affiliates, most of the investment, tends to be in sectors that
have higher R&D spending than is generally the case in manufacturing?

MR. DARBY. We don't know the answer to that. I don't know if we'll
be able to supply it

SENATOR SARBANES. If the answer to that were yes, then a good deal
of the thrust of this general assertion would, in effect, be nullified, would
it not? In other words, here's what I'm saying. You take all manufactur-
ing-I asked you earlier whether the comparison was on all and you said,
yes.

MR. DARBY. Yes.
SENATOR SARBANES. And that took care of that question of apples and

apples. But if, as a practical matter, the foreign investment goes into
economic sectors that have a much higher R&D figure than generally
prevails throughout all of manufacturing, then they're going to reflect
better in a comparison with all manufacturing, because their investments
are concentrated in the sectors that have high R&D expenditures. Would-
n't that be correct, just as an analytical matter?

MR. DARBY. Yes, that would be a possible explanation.
SENATOR SARBANES. Now, you say you don't know the answer to that.
MR. DARBY. We'll try and get the answer-
SENATOR SARBANES. Because this assertion runs counter to the kind of

prevailing view that they don't do as well in R&D. And, of course, then,
if that's the case, the more relevant comparison would be to take the
sectors in which they make investments and compare them with our R&D
expenditures in those sectors only. Would that be correct?

MR. DARBY. That's correct. We'll want to reweigh-
SENATOR SARBANES. As an analytical matter. Could you do that analysis

for us, if you have the figures?
MR. DARBY. If we can. We may have to say that it'll have to await the

data link project.
SENATOR SARBANES. All right. Now, the second question I have, which

again queries this general assertion, that seems to be belied by your own
comments later on the specific sectors-

MR. DARBY. That varies from sector to sector. Some big industries
have-

SENATOR SARBANES. I understand that. Well, chemicals is up, but autos,
steel, and electronics are all down.

The next question I have is this one. You state that you're measuring
the percentage of R&D spending to value-added ratio.

MR. DARBY. To value added. This is a ratio of-
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SENATOR SARBANES. All right, to value added. R&E spending to value
added gives you your ratio of 7.6 percent for U.S. affiliates, compared
with 6.5 percent of all U.S. manufacturing firms. Now, if foreign firms
import more of their sales value and therefore have a low value added
here than do American firms, which is not an unreasonable premise since
we've already shown earlier this import-export discrepancy, and it's
reasonable to assume that they probably are importing from their parents.
That's a factual question.

Analytically, if they import more of their sales value so that the value
added that they do here to get to their sales prices is significantly less
than the value added that American firms do, and if you're applying the
R&D expenditure to that value added, you would get an overstatement of
the ratio, or the ratio would be very favorable on this R&D spending,
because the denominator to which you're applying it is a smaller figure
than is the case with American manufacturing companies. Is that correct?

MR. DARBY. I don't believe it is. I may have missed something.
SENATOR SARBANES. YOU mean you don't think it's factually correct,

or you don't think that's a correct analysis?
MR. DARBY. I don't think that's a correct analysis.
SENATOR SARBANES. You do or don't?
MR. DARBY. I do not.
SENATOR SARBANES. Why not?
MR. DARBY. Value added is computed by subtracting out all purchased

inputs, not just imports. So, whether a company buys from abroad or buys
domestically would not affect its value added. Value added is a measure
of what production it actually is adding to the inputs it-

SENATOR SARBANES. In this country?
MR. DARBY. Yes.
SENATOR SARBANES. Well, if it imports-
MR. DARBY. But it's the particular firm. So, it doesn't matter whether

it was imports or goods purchased from another American firm. Either
one would computationally be subtracted out to find out what was pro-
duced within this particular firm.

SENATOR SARBANEs. In the United States.
MR. DARBY. Because we're measuring-
SENATOR SARBANES. I mean, if General Motors is vertically integrated

and does all of its production in the United States
MR. DARBY. Yes.
SENATOR SARBANES. Then, that's all value added, right?
MR. DARBY. Yes.
SENATOR SARBANES. YOU would then, to get your ratio under this analy-

sis, apply your R&D expenditure to that figure to get your percentage. Is
that correct? The way this analysis works?

MR. DARBY. Yes.
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SENATOR SARBANES. OK. Now, if a foreign company brings in an
import that is 50 percent along the production line, let's say, and then
takes it from there the rest of the way, is the value added to which you
apply the R&D figure, the 50 percent that they add in the United States?

MR. DARBY. Yes, sir.
SENATOR SARBANES. Well, don't you then have a possibility here of a

skewed presentation if, in fact, the foreign firms ... and I don't know that
it's a fact. I'm asking the facts. But if the facts were that they were
importing further along the production path so that the value added in the
United States is less than the value added that American companies are
doing, and you're applying your R&D figures against that value added,
then you get a better ratio for the foreign companies on R&D by applying
this standard; would you not?

MR. DARBY. I don't believe so. I think it goes back to your prior
analytical question. The value added measures the production done in this
country, and the R&D figures measure the R&D done in this country,
presumably related to the manufacturing done in this country. If they were
only doing the high-tech part of the production here in the United States,
for example, then you would expect to have a higher R&D to U.S. output
ratio. But if they were doing the lower tech-the so-called screwdriver
plants-then you would say, well, gee, they're eliminating half of the
output but they're eliminating everything they have to do any R&D for.

So, in terms of your General Electric example, if they were to elimi-
nate half of their productive operations and sell them off, presumably,
they would also not do the R&D associated with those operations. The
new owners would do it. Now, whether or not that would increase or
decrease the ratio of R&D to the value added of the remaining G.E. really
depends upon the R&D intensity of the parts they're now buying and they
used to build, compared to the R&D intensity of what they're still doing.

So, I don't think that you can relate this ratio to whether or not a firm
has more purchased inputs or less purchased inputs. I think it's more
directly related to your previous question. If there's a bias, I think it's
because they're focusing on industries that are particularly R&D intensive.
And, as a result, even if they had less R&D than Americans doing the
same operations, they could show up higher. I think that that's a correct
analysis and that it's not the value added calculation per se that would be
a source of bias, because the value added calculation could go either way.

SENATOR SARBANES. I guess it depends on how their R&D relates to
whether it's done on the import or whether it's done on what they add to
the import after it comes to this country.

MR. DARBY. YOU mean, if, for example, the R&D operation-
SENATOR SARBANES. I mean, you set out, in fact, two alternative scenar-

ios there, one of which would overstate the figures and the other of which
would understate the figures. And I'd be interested to know, in fact, if
there's any way to know which is the case?
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MN. DARBY. I and my colleagues will think about whether or not we
can know. I think that the honest answer, though, is that the linkage
project, as we get that data out and into the hands of many researchers all
over the country, is going to produce many more ideas of how we could
answer that than any handful of people can do alone.

I think that your Committee's help in improving the statistical data has
made a real contribution. And I'm not so proud of my agency-although
I'm very proud of it-that we have a monopoly on the knowledge. So,
I appreciate your help in getting this data out into the hands of many
other researchers who may come up with a better way of answering your
questions than we do.

SENATOR SARBANES. Well, Mr. Undersecretary, we thank you very
much for your testimony and further report

MR. DARBY. Thank you for having me.
SENATOR SARBANES. If the panel that was to follow could now take

their places, we'll proceed straight away into the balance of the hearing.
Gentlemen, we're pleased to have you here. Your full statements will

be included in the record. And if you could briefly summarize them, we'll
proceed through the panel before we address any questions. As I indicated
earlier, we have a very good panel here. Professor Douglas Woodward of
the University of South Carolina and co-author of The New Competitors:
How Foreign Investors are Changing the U.S. Economy; Mr. Charles
Taylor, Executive Director of Group of Thirty; and Mr. Kent Hughes,
President of the Council on Competitiveness.

Professor Woodward, we'll start with you and go right straight across
the panel. And as I said, we'll include the full statement in the record. If
you could summarize it, we'd be happy to hear from you.

Professor Woodward, please proceed.

STATEMENT OF DOUGLAS P. WOODWARD,
ASSISTANT PROFESSOR AND RESEARCH ECONOMIST,

THE UNIVERSITY OF SOUTH CAROLINA

MR. WOODWARD. Good morning, Mr. Chairman. My name is Douglas
Woodward. I'm an economist at the University of South Carolina, with
a principal research interest in the domestic causes and consequences of
foreign direct investment. It's an honor to speak before the Joint Econom-
ic Committee today.

The first Annual Report on Foreign Direct Investment released today
by the U.S. Department of Commerce no doubt contains some new and
useful information and analysis. Since I just received it and I have not
perused the report yet, I'll confine my remarks to what I believe are some
of the important issues related to foreign direct investment. I shall argue
that much of the conventional wisdom about the issue and its economic
effects on the U.S. economy is wrong or at least still open to debate.
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It's commonplace among analysts, if not economically correct, to
dismiss any concerns about foreign direct assessment by asserting that
foreign ownership can only improve American economic competitiveness.
Essentially, that's the message found in the Economic Report of the
President for 1991, which included a special section on multinational
corporations and the rise of international direct investment.

The Council of Economic Advisors, that's the chief White House staff
economists, provide perhaps no better statement of the orthodox view of
this phenomenon. "Foreign direct investment in the United States is a sign
of strength in the economy, not weakness." Continuing, "It's a sign of
the increasing internationalization of the economy through which U.S.
firms will be strengthened and made more competitive."

One might ask for evidence to back these sweeping conclusions. I
argue that we cannot make unqualified statements about how foreign
firms are improving the U.S. economy, even as a general proposition. As
an example, and this has already come up today in the hearing, let's
examine the issue of local content or domestic production relative to sales.
On the crucial issue of local content, the President's economic advisors
and others in the Washington policy establishment tacitly assume that an
economy owned by foreign interests would be no different, if not better,
than the one owned by and controlled locally.

As local sourcing achieves a prominent role in trade negotiations, it's
important to be clear about the issue. The conventional wisdom holds that
there is no difference in domestic value creating activities or local content
of foreign-owned and home grown multinationals. The Economic Report
of the President, for example, presents figures that reputedly show that the
two types of multinationals-domestic- and foreign-owned-are roughly
the same in terms of their performance in the U.S. economy. Any detect-
ed differences in local content are dispelled by asserting a tendency
towards convergence in local content of foreign and domestic firms.

The Council of Economic Advisors claimed, "Foreign multinationals
operating in America will tend to become more local with time." Few
analysts have ever disputed these allegations. Yet, the evidence supporting
such statements, I believe, is weak, if not contradicted by a careful review
of the facts. So, let's take a quick look at what those-facts are.

Local content ratio, which is the one usually used, is just value added
plus local inputs over local or U.S. sales. First-what we were just
discussing in the previous panel, Michael Darby-one subtracts imports
from total purchases to get purchases from U.S. businesses. Then we sum
U.S. purchases and gross product that's value added in the United States
to yield local content. The ratio of local content relative to sales in the
United States yields a relative measure of firms' contributions to the U.S.
economy.

The data on local content-as just defined-is reported by the Bureau
of Economic Analysis and then by the Council of Economic Advisors in
the report this year. They use that to show that there are essentially no
differences in foreign and domestic multinationals. But if you look at the
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data of the local content ratio, which is 81 percent in 1987, the latest data
for foreign firms and parents of U.S. multinationals operating in the
United States was 95 percent.

To me, that sounds like a difference. So, already it appears that un-
qualified statements about how locally-owned and foreign multinationals
have the same commitment to the U.S. economy, I believe, is misleading.

I also present some figures-I correct those figures in my written
testimony-that show that foreign multinationals, I believe, actually their
local content ratio is 72 percent compared with U.S. multinationals of 81
percent. Then I present some figures for the Japanese, which is much
lower. For foreign and U.S.-owned firms, we see, I think, substantial
differences in the ratio of local content, especially for the Japanese.

Now, these data have limitations. But when the data support the con-
ventional wisdom, it seems to me, the caveats are often suppressed. When
they contradict the orthodox view of foreign investment, they're always
prominently displayed for everyone to see.

Now, there's another question related to local content that I'll quickly
go through. Two distinct differences in local content of domestic and
foreign firms in the United States persist or go away through time. For
parents of U.S. multinational corporations, known to have increasingly
used off-shore suppliers during the 1977-87 period, saw their local content
ratio slip from 85 to 81 percent, according to my data. Meanwhile, U.S.
affiliates of foreign multinationals their local content ratio remained about
constant at 71 percent in 1977, 72 percent in 1987. If there's any discern-
ible tendency towards convergence in local content, it would appear to be
because U.S. multinationals' local content fell, not because foreign multi-
nationals rose.

Surprisingly, Japanese multinationals operating in the United States,
their local content did fall during this period. It didn't rise as was expect-
ed or implied by the Economic Report of the President. At 53 percent in
1987, Japanese multinationals' local content remained fall below other
countries.

Perhaps, this is because the Japanese local content will rise after 1987.
There's no doubt that the automotive and other heavy industrial factories
that were constructed in the 1980s will increase their local sourcing. But
is there any reason to believe that will somehow converge with the
domestic-owned multinational?

One quick example suggests to me that maybe not and that's Honda.
Honda is often cited as a paragon of foreign production in America. It's
been used to prove that Japanese automotive companies have been com-
mitted to ever increasing higher value-added production, higher local
content

Honda also serves to illustrate the tenuous nature of the local content
figures, which always rely on company's compliance and veracity. In a
widely followed case brought before the United States-Canada Free Trade
Agreement, Honda's North American content for its Ontario plant appears
to be about 25 percent to 30 percent less than the company claimed. The
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1989-90 audit conducted by the U.S. Cutstoms Service found that Honda
exaggerated its figures on rules of origin to gain duty-free access to the
U.S. market.

The North American content of that Canadian plant, according to the
Customs review, was 38 percent, not what the company had claimed. And
all the surveys that we get from foreign companies always rely on com-
pany reports and their own veracity. An independent audit of one com-
pany shows that that wasn't the case, that their local content was much
lower than what they were claiming.

So, based on what we know, the salient point that emerges from our
examination here of local content and the contribution of foreign firms to
the American economy is that the orthodox view is wrong, I believe. The
Economic Report of the President suggests there are no value-added
differences between foreign and American companies, but the facts do not
support this. Maybe sometime in the future-how far, no one knows-but
not now.

Research and development is another potential contribution of foreign
firms to the United States. Promoters often point out that foreign firms
have invested heavily in research and development. Do here they have the
same commitment? I'll skip most of my written testimony and just come
to the conclusion that I reach on that, since it's already been discussed
widely today. The conclusion that I reach is that the aggregate numbers
are often used to dismiss concerns about the United States being short-
changed in R&D. I believe these aggregate numbers can be deceptive.
Only by looking beyond the aggregate statistics to finer levels of industry
detail can we begin to see differences between American and non-Ameri-
can companies on the issue of R&D.

So, I look forward to reading the report today and what it has to say
about R&D, as well as further analysis.

I would like to point out, though, one thing that came up. One of the
major industries in which there is foreign investment is chemicals. Chemi-
cals has high R&D. And because of the industrial composition, pharma-
ceuticals is another example of foreign affiliates operating in the United
States. Because of their concentration, some of these high R&D industries,
you have to compare it industry by industry. You just can't look at the
aggregate figure and get an accurate view of the phenomenon. You are
absolutely right about what you were saying before, Senator, I think, to
Undersecretary Darby.

Also, in chemicals-I should point out-it included Dupont. It's
actually considered a U.S. affiliate of foreign companies. So, Dupont is
thrown in with the foreign companies. And I think this whole problem of
takeovers and acquisitions being included skirts around the issue. I think
a lot of people, what they're interested in when they think about R&D is,
are the new plants that are operating, do they have the same commitment?
Not when some company is taken over, you know, does it continue the
R&D? Are the new companies that are operating in the United States
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contributing as much R&D as, say, an equivalent company in that indus-
try in the United States?

We need to do a much more careful comparison by industry instead
of looking at and accepting these aggregate data.

One final point. Until recently jobs-employment-was the commonly
cited benefit of foreign direct investment. I think this caused a lot of
confusion.

A few years ago the conventional wisdom was that foreign investment
created millions of jobs for the American economy. Most of these jobs
were added to foreign payrolls through takeovers of existing companies.

As an empirical matter of the myth of large-scale job creation by
foreign owners, it-has been debunked over the last several years. But to
be sure, I would say that local and state officials remain very enthusiastic
about attracting new employment from foreign firms. They're interested
in the employment from new establishments. They're not going to Japan
to try to attract new takeovers or acquisitions, which is about 80 percent
of the phenomena we're talking about.

So, new establishments and the employment creation through those is
actually rather meager. That doesn't stop our Mayors and Governors from
trying to attract the employment because, in particular, in industries it still
can be significant. And certainly they want to be the winners in foreign
investment sweepstakes, and create the jobs for their jurisdictions.

I'd like to point out, however, that foreign owners, just like domestic
ones, destroy jobs as well as create them. They not only cut payrolls but
displace employment in other firms. This is true because substantial
foreign investment has gone into industries, like automobiles and steel,
already burdened with high capacity. Like squeezing on a balloon, new
establishments in these mature industries often mean payrolls fall in one
area as they expand in another.

In general, if there is such job displacement, then foreign direct invest-
ment is not, what we say, a positive sum gain. That is, where no one
loses, as it is sometimes portrayed. Every region is not necessarily a
winner in the foreign investment sweepstakes.

I've analyzed the characteristics of who these winners are, these
regional winners in foreign investment and employment. My research
focused on the location of new Japanese manufacturing establishments in
the United States, because that's where most of the new plant investment
has come from in foreign investment during the 1980s. I discovered that
the economically healthy areas of our country, with high per capita
income and low unemployment rates, tended to benefit from attracting
new plants. Distressed, high-poverty areas, and those with strong minority
concentrations apparently repelled Japanese transplants.

In conclusion, I'd like to point out that Congress has recognized that
the fog of ignorance still surrounds foreign investment in the United
States. The fog has not yet lifted. It's imperative that new information is
gathered and additional analyses are performed. A cynic might argue that

70-389 0 - 93 - 7
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there are three types of lies: lies, damn lies and foreign direct investment
statistics.

[Laughter.]
MR. WOODWARD. I would say that thanks to Congress and the act that

was passed last year, we are now moving away from that perspective. I
think we have better data now. I think we're really improving the knowl-
edge that we have about foreign investment and will continue to in the
future, particularly with the linkage between the Census, the Bureau of
Economic Analysis, and the Bureau of Labor Statistics.

But I'd like to point out that at the very least, right now we should still
be skeptical of these foreign direct investments statistics, and even more
so about unqualified statements asserting that foreign multinationals are
strengthening the American economy. Much of what currently passes for
conventional wisdom about foreign ownership simply does not hold up
to scrutiny.

Thank you very much.
[The prepared statement of Mr. Woodward follows.]
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PREPARED STATEMENT OF DOUGLAS P. WOODWARD

Introduction
Good morning Mr. Chairman and members of the committee. My name is Douglas

Woodward. I am an economist at the University of South Carolina with a principal
research interest in the domestic causes and consequences of foreign direct investment
(hereafter FDI). It is an honor to speak before the Joint Economic Committee today.

With the passage of the Foreign Direct Investment and International Financial Data
Improvements Act of 1990, Congress demonstrated an interest in obtaining a broader and
deeper understanding of foreign direct investment. I supported the act in previous
testimony before Congress. The thrust of the legislation-to get a better handle on the
facts--was justified. As one of the act's provisions, the first annual report on Foreign
Direct Investment in the United States, released today by the U.S. Department of Corn-
merce, no doubt contains some new and useful information and analysis. I have not had
a chance to study the report yet, so I will confine my remarks to what I believe are some
of the important issues related to FDI. I shall argue that much of the conventional wisdom
about foreign direct investment and its economic effects on the U.S. economy is wrong,
or at least still open to debate.

Foreign Direct Investment in Perspective
At the outset, it is important to stress what foreign direct investment means. It is not

always "real investment' in the sense usually found in economics; that is, plant and
equipment Direct investment may add to the real capital stock. At the same time, FDI
can increase without adding any additional capital to the United States. Foreign firms
could borrow on U.S. capital markets to acquire U.S. assets for example. Over four-fifths
of FDI represents financial acquisitions of U.S. companies.

Strictly speaking, foreign direct investment signifies the extent to which that non-
American companies have increased their ownership and control of U.S. companies and
resources. In defining foreign direct investment, then, control is the central concept.
While the U.S. Department of Commerce Department defines foreign investment as direct
when the investor has a stake of ten percent or more in an asset, most of what they track
is majority ownership.

At first glance, the share of total annual U.S. output controlled by non-American firms
is small, under 5 percent.' Foreign ownership emerges as an issue to consider seriously
only after we pierce the veil of the aggregate economy. Moving down one level of
industry detail, for instance, we find that in 1989 foreigners controlled over 11 percent of
U.S. manufacturing output, 15 percent of its sales, and 17 percent of its assets. About one
factory worker in ten works for a foreign concern. I believe these are historic records for
manufacturing.

By any reasonable measure, foreign ownership today is larger than at any time this
century. As a result, "made in America" increasingly means "owned overseas." This point
comes into sharper focus as we move to finer levels of industry analysis. Within manufac-
turing one of the most important global industries is electronics. In 1990, U.S. affiliates
of foreign companies in the United States controlled about 18 percent of U.S. production
employment Within consumer electronics, the foreign concentration was 62 percent.
Among industries vital to America's economic future, many have, witnessed growing
foreign involvement, including semiconductors and semiconductor equipment and advanced
materials like ceramics. Less visible are smaller stakes, notably the proliferation of
marketing arrangements and joint ventures in biotechnology.

Should we be concerned with rising foreign ownership of American industries like
chemicals and consumer electronics? Of key links in the technological food chain like

' Jeffrey H. Lowe, 'Gross Product of U.S. Affiliates of Foreign Companies," Survey of Current
Business, June 1990, p. 50.
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semiconductor equipment and biotechnology research? Do we even know who owns what
in America? I am sure I need not remind you that for the past six years the most notori-
ous of all foreign interests, the Bank of Credit & Commerce International, surreptitiously
owned First American Bankshares.

The Conventional Wisdom
It is commonplace, if not "economically correct" to dismiss any concerns about foreign

direct investment by asserting that foreign ownership can only improve American econom-
ic competitiveness. For many policy analysts in monographs and testimony, this means
displaying aggregate statistics to show that the performance of foreign and U.S. firms is
the same. Where they differ, foreign investors are superior.

Essentially that is the message found in the 1991 Economic Report of the President,
which included a special section on multinational corporations and the rise of international
direct investment. Written by the Council of Economic Advisors (CEA), the chief White
House staff economists, there is no better statement of the orthodox view. In short,
"Foreign direct investment in the United States is a sign of strength in the economy, not
weakness." The president's economic advisors also allege that FDI is ". . a sign of the
increasing internationalization of the economy through which U.S. firms will be strength-
ened and made more competitive." 2 Note that they claim U.S. firms, not to mention the
U.S. economy, will benefit by greater foreign ownership.

One might ask for evidence to back these sweeping conclusions. I argue that we
cannot make unqualified statements about how foreign-owned firms fortify the U.S.
economy, even as a general proposition.

Local Content
Doubtless, there are positive benefits that foreign investment brings to the U.S.

economy. The real measure of foreign companies' contribution to the U.S. economy, it
is often argued, is high value added, complex production. Many foreign firms enhance
national competitiveness through value-creating activities. It is possible to find cases
where foreign-owned firms engage in high-value production, including design work. Yet
this does not prove anything about the comparative contributions of foreign and domestic
corporations in national economies.

Let's examine local content, or domestic production relative to sales. On the crucial
issue of local content, the president's economic advisors and others in the Washington
policy establishment tacitly assume that an economy owned by foreign interests would be
no different, if not better, than one owned and controlled locally. As local sourcing and
"rules of origin" achieve a prominent role in trade negotiations, it is important to be clear
about the issue. As we shall see, the orthodox view is open to question, even on its own
terms.

The received wisdom holds that there is no difference in domestic value-creating
activities, or local content, of foreign-owned and home-grown multinationals. The
Economic Report of the President, for example, presents figures that reputedly show that
the "two types of multinationals are roughly the same."3 A similar assertion was put forth
in the 1989 Institute for International Economics book by Edward Graham and Paul

'Council of Economic Advisors, &conamic Report of the President (Washington, D.C.: United
States Governnent Printing Office), Febuary 1991, p. 258.

3 Concil of Economic AdvisNs, Econonic Report of the President, p. 260.
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Krugman.' Yet, as we shall see, even the government statistics to justify the claims
actually show substantial performance differences.

According to the orthodox view, any detected differences in local content are dispelled
by asserting a tendency toward convergence in the local content of foreign and domestic
firms. The Council of Economic Advisors claim that "foreign multinationals operating in
America will tend to become more 'local' with time."5 Few analysts have disputed
these allegations. Yet the evidence supporting such statements is weak, if not contradicted
by a careful review of the facts. Let's take a closer look.

Local content is typically defined as the ratio of value added plus local inputs to local
(U.S.) sales. This shows the extent to which foreign firm sales in the United States
generate domestic production. It should be recognized that most non-American multina-
tional corporations (MNCs) are not driven here by the production climate. They are here
for the market. If they were here for primarily for production more than the local market,
then foreign companies would be essentially export platforms. Conceivably, local content
in relation to sales could be above one hundred percent. As we shall soon see, the figure
is well below one hundred percent.

Local content for all U.S.- and foreign-based businesses can be estimated in the
following way. Fust one subtracts imports from total purchases to get purchases from
U.S. businesses. Then, we sum U.S. purchases and gross product (value added in the
United States), yielding local content. The ratio of local content relative to sales in the
United States yields a relative measure of firms' contribution to the domestic economy.

This definition of local content is designed to encompass all contributions to domestic
production. When divided by sales, it provides a performance measure that can be reliably
estimated with government data. The further below one hundred percent, the more it is
purely market-driven and less production-driven.

The data from the Bureau of Economic Analysis, duly reported by the president's
Council of Economic Advisors (BEA), show that foreign companies' (U.S. affiliates') local
content ratio was 81 percent in 1987; for the operations of multinational subsidiaries with
U.S. parents the ratio was 95 percent, surprisingly high. Already, it appears that unquali-
fied statements about how locally owned and foreign multinationals have the same
commitment to the U.S. economy may be misleading. Europe and Canadian local content
appears to be much closer to U.S. MNCs than Japanese. The figures are given in the
columns of Table I entitled "uncorrected."

These numbers, like most aggregate figures on foreign investment, have problems. In
particular, assumptions underlying the local content ratio tend to upwardly bias all the
numbers. Most importantly, the BEA's definition of local purchases is overstated to the
extent that they include merchandise imports. The BEA made no attempt to correct this
problem.

If we assume that the import content of the purchases approximately equals the ratio
of total imports to gross national product, the we get the results displayed in last two
columns of Table 1. For the U.S.- and foreign-owned firms, we see substantial differences
in the local content ratio according to nationality of ownership, notably for Japanese
MNCs. After correcting the figures, subsidiaries of U.S.-owned MNCs had 81 percent
local content, compared with 53 percent for subsidaries of Japanese MNCs.

Comparisons of local content cover foreign acquisitions. In most cases, all the local
content of the acquired firm is simply transferred to the new foreign owners. While direct
investment always signifies greater foreign control of American resources, it does not
always mean operational changes. Hence, one strong caveat must be placed on the data-
differences among countries may reflect the industrial composition of acquisitions, not

' Edward Graham and Paul Krugman. Foreign Direct Imnestment in the United States (Washington,
D.C.: Institute for International Economics, 1989).

' Council of Economic Advisors, Economic Report of the President, p. 260.
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actual differences in performance between new foreign-owned and domestically owned
plants. Unfortunately it is not possible to examine that data for individual industries by
country.

That the data have limitations is well-known. When they support the conventional
wisdom, however, the caveats are often suppressed; when they contradict the orthodoxy
they are prominently displayed for everyone to see.

Let's now briefly explore changes over time in local content, which again is the
contribution of local production relative to sales. Do distinct differences in the perfor-
mance of domestic and foreign firms in the United States persist or wither away?

Table I shows the local content relative to sales of U.S.- and foreign-owned multina-
tionals operating in the United States for 1977 and 1987, the latest available figures. U.S.
multinational companies' local content remained constant at 95 percent during the period
in the uncorrected figures. In general, foreign multinationals' content ratio increased from
77 to 81 percent. It increased for multinationals based in France, the United Kingdom,
Canada, and the Netherlands. Surprisingly, local content decreased for Japan and Germa-
ny.

The corrected figures better correspond to what might expect based on stories in the
business press. Parents of U.S. multinational companies, known to have increasingly used
offshore suppliers during the period, saw their domestic content ratio slip from 85 to 81
percent. Meanwhile, U.S. affiliates of foreign MNCs' local content ratio remained
constant: 71 percent in 1977 and 72 percent in 1987. If there is any discernible tendency
toward convergence over this period, it would appear that is because U.S. MNCs' local
content fell, not because foreign MNCs local content rose.

Again, the outlier is Japan, where local content fell from 1977 through 1987. At 53
percent, Japanese MNCs remained far below other MNCs operating in the United States
during 1987. It should be noted that Japanese local content should rise when data are
available for the period after 1987. Their is little doubt that automotive and other heavy
industrial factories increased their local sourcing (typically from affiliated companies). But
is there any reason to believe that they will converge with local multinationals?

Honda is often cited as the paragon of foreign production in America, if not the future
of U.S. manufacturing. It has been used to prove that Japanese automotive companies
have been committed to ever higher value-added production. Honda also serves to
illustrate the tenuous nature of local content figures, which always rely entirely on
companies' compliance and veracity. In a widely followed case brought under United
States-Canada free-trade agreement, Honda's North American content for the Allisiton,
Ontario plant appears to be 25 to 30 percent less than the company claimed. The 1989-90
audit conducted by the U.S. Customs Service found that Honda exaggerated its figures on
rules of origin to gain duty free access to the U.S. market from Canada. (Under the 1987
free-trade pact and the 1965 U.S.-Canada automotive agreement, Canadian-assembled cars
are not subject to tariffs if 50 percent of the assembled components' value was produced
in Canada or the United States.) The North American content of the Canadian plant,
according to the Customs review was 38 percent.

The orthodox defense of low domestic sourcing for Japanese-owned firms tends to rely
on statements by private and public Japanese organizations that indicate that Japanese
import behavior will "become much less distinctive as their investments mature."6 A high
growth rate of new vintage investment will tend to push local content lower because
foreign start-up companies source more overseas. In cases where local content has fallen,
this could be because of the recent vintage of investment Nevertheless, no one had
conducted longitudinal research on the sourcing patterns for foreign-owned production in
the United States. No one knows how the true local content of Honda's Ohio facilities
or of any other transplant have changed over time. The current evidence suggests that

6 Grahan and Krugmn, Foreign Direct Investmen in the United States, p. 120.
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foreign sourcing remains below that of U.S. multinational companies. The long run
behavior of these new plants remains a mystery.

Based on what we do know, the salient point that emerges from our examination of
local content and the contribution of foreign firms to the American economy is that the
orthodoxy is wrong. The Economic Report of the President suggests there are no local
content differences between foreign and American companies. But the facts do not
support equivalence with domestic firms. Maybe sometime in the future--how far no one
knows. But not now.

Research and Development
Research and development is another potential contribution of foreign firms' to United

States. Promoters often point out that foreign firms have invested heavily in research and
development. Pharmaceuticals is an area with notable R&D investment Bayer has a major
research center and over 20 development labs scattered across the United States. British--
based Glaxo, a major pharmaceutical firm, has extensive operations in North Carolina's
Research Triangle Park. The company has reportedly funded a $608 million capital
expansion program for over one million square feet of new research and development labs
in the Research Triangle.

Nevertheless, with increasing foreign control, any economy risks becoming short
changed in knowledge production, the initial phase of value creation, and perhaps the most
important over the long run. It has long been argued that technology is closely tethered
to the home country as MNCs venture overseas; that is, there is a "headquarters effect" in
the location of research and development activities of multinational firms. Economists
Graham and Krugman conclude that the aggregate data on R&D "do not provide any
indication that foreign firms behave differently from U.S. firms in a way that could be
view as detrimental to the US economy. In particular, there is no sign of a headquarters
effect that leads foreign firms to perform R&D at home rather than in the United States."7

If the authors can find "no sign" of a headquarters effect it is because it is difficult to
discern with the data at hand. As usual, at such a high aggregation level, differences
cannot be easily discerned. But, as with local content, they can be found. After a careful
examination of R&D spending, Gregory Tassey, the chief economist for the National
Institute of Standards and Technology, was "suspicious" of the conclusions presented by
Graham and Krugman.8 Tassey argues that the high R&D per worker ratio found by
Graham and Krugman reflect the concentration of FDI in manufacturing, where R&D
tends to run much higher. He reports that over 90 percent of manufacturing R&D
spending by foreign firms in the United States is concentrated in chemicals, electrical and
non-electrical machinery, and instruments. It is important, then, to account for the
composition of investment before reaching sweeping conclusions.

Figure 2 shows a rough similarity in R&D spending per sales by U.S. affiliates of
foreign-based manufacturing MNCs and by U.S. manufacturers. The aggregate numbers
are skewed in favor of showing strong R&D spending by foreign investors because of the
dominance of chemical industry, which includes (among other acquisitions) the minority
stake held by the Canadian Seagram company in Du Pont. Yet in three other major
industries considered to be "high technology," machinery, electrical equipment, and
instrument, foreign investors have lower R&D spending per sales. Note in Figure 1 that
spending is much lower in instruments. In transportation, another major industry group
with substantial foreign investment during the 1980s, the lower research and development
spending stands out. Here most of the investment came through transplants, not takeovers.
With new design centers built by Honda and Toyota, R&D spending will rise, but there
is no evidence that it will come close to matching the industry average.

7 Graham and Krugman, Foreign Direct Investment in the United States , p. 59.

8 Gregory 'Tassey, "Foreign Direct Investment in 'I~chnology," mimeograhed, June 1991, p. 8.
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Further differences surface as one proceeds down the chain of industry disaggregation.
Within the broadly defined chemical industry, we find that pharmaceutical R&D spending
is strong, but lower than the U.S. average. Computers and office equipment and consumer
electronics (audio, video, and communications equipment) both exhibit much lower R&D
spending than would ever be gleaned from looking at aggregate manufacturing numbers
only.

As we clearly see, the preponderance of takeovers complicates matters. When foreign
firms acquire U.S. concerns with high R&D, they will tend to reflect the research and
development activities of the industrial composition of these acquisitions. That is why
Switzerland and Germany's research and development per sales vastly exceeds Japan.
West Germany and Switzerland have invested heavily in chemicals and pharmaceuticals,
which require large R&D outlays.

The aggregate numbers suggest that a headquarters effect may be at work with
Japanese multinationals. Figure 2 shows there are nationality differences. Again, this may
have to do with the composition of the investment. The one area with considerable
Japanese greenfield investment, transportation, shows the greatest difference in R&D per
sales.

The conclusion one reaches is that aggregate numbers often used to dismiss concerns
about FDI can be deceptive. Only by looking beyond aggregate statistics to finer levels
of industry detail can we begin to see differences between American and non-American
companies.

Employment Creation
Jobs are another commonly cited benefit of foreign direct investment. A few years

ago the conventional wisdom held that foreign investment created millions of jobs in the
American economy. But it only appears that foreign direct investment has directly
generated millions positions for American workers. Most these jobs were added to foreign
payrolls through takeovers of existing companies. As an empirical matter, the myth of
large-scale job creation by foreign owners has been debunked over the past several years.

To be sure, local and state officials remain enthusiastic about attracting FDI. They
focus only the jobs generated in their jurisdictions through new establishments. Figure 3
reveals that the total amount of employment created through new foreign-owned establish-
ments is meager. New employment creation of newly established foreign firms operating
in the United States peaked at 40,372 in 1988 when many Japanese automotive companies
opened. New employment fell dramatically over the next two years to just over 11,000.
These are the jobs that local and state officials see as critical to economic vitality. The
numbers are surprisingly small. Expansions after the initial opening often add many more
jobs to the tally. The Bureau of Economic Analysis used to report employment through
expansions, as well as employment elimination through cutbacks. Factoring in expansions
and cutbacks would FDI's net effect on U.S. employment is in serious question. For the
years in which data on expansions, cutbacks, and other components of job change were
available (the mid-1980s), it turns out the there was negative net job creation through
foreign investment.9

The facts are that foreign owners, just like domestic one, eliminate jobs as wel as
create them. They not only cut payrolls, but they may displace employment in other firms.
This is true because substantial foreign investment has gone into industries like automo-
biles and steel already burdened with high capacity (where capacity utilization rates fall
below 80 percent). Like squeezing a balloon, new establishments in these mature indus-
tries often mean payrolls fall in one area as they expand in another.

For a more compete discussion of job crealion and foreign direct investment, see Norman
Glickmnan and Douglas P. Woodward, The New Competitors: How Foreign Investors Are Changing
the US. Economy, New York: Basic Books, 1989, chapter 5.
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The causal link between direct investment and job displacement is often hard to trace
empirically. The numbers pivot on some heroic assumptions about the amount of imports
that the transplants' output replaces and other factors that are hard to quantify.'o It would
be instructive if the Department of Commerce would regularly analyze job displacement,
or at least provide information that would help others assess the issue. Accurate numbers
on local content would be very useful in this connection. At present, while estimates vary
widely about the extent of job displacement in the automobile industry, the burden of
proof is on those who would argue that it has not taken place.

In general, if there is displacement, then FDI is not a positive sum game, where no one
loses, as it sometimes portrayed. Every region is not necessarily a winner in the foreign
investment sweepstakes.

I have recently analyzed the characteristics of the "winners." My research focused on
the location of new Japanese manufacturing establishments in the United States because
most the new plant investment has come from Japan during the 1980s." I discovered
that the economically healthy areas (high per capita income and low unemployment rates)
tended to benefit by attracting new plants. Distressed, high poverty areas and those with
strong minority concentrations apparently repelled Japanese transplants.

Conclusion
The Congress has recognized that a fog of ignorance still surrounds FDI in the United

States. The fog has not yet lifted. It is imperative new information is gathered and
additional analyses are performed. It is important to get accurate, comprehensive informa-
tion on foreign ownership. We need reliable data on local content and other measures of
foreign multinational performance. The President's Council of Economic Advisors and
others argue that foreign- and American-owned companies do not behave or perform
differently in local content; they have a similar commitment to production in the United
States. This is not by any means a self-evident truth. As demonstrated by the recent
Honda case discussed earlier, the government often only knows what it is told and what
it is told may not be accurate.

Hearing my testimony, a cynic might argue that there are three types of lies: lies, damn
lies, and foreign direct investment statistics. At the very least one should be skeptical of
FDI statistics; and more so about unqualified statements asserting that foreign multination-
als are strengthening the nation's economy. Much of what currently passes for the
conventional wisdom about foreign ownership simply does not hold up to scrutiny.

The official dogma implicitly assumes an economy owned locally is no different from
one owned by foreign interests. The evidence, I believe, is that the ownership matters.
We should demand a richer understanding of the relation between nations, corporations,
and economic well being than now accepted as gospel in many Washington circles.

To date, most foreign investment analyses, when not based on selected anecdotes, are
shrouded in aggregate data that conceal more than they reveal. Despite an ongoing debate,
we have few answers about to the critical questions posed by the rise of foreign investment
and no basis for blindly accepting status quo policies in a rapidly changing global econo-
my. We still know little about the effects of foreign investment on economic security.

Part of the problem is that foreign investment is not one phenomenon at all-it differs
greatly by source country and industry. Clearly we cannot categorize all foreign invest-
ment as an undifferentiated force for good or evil. Evaluating rising foreign ownership
requires detailed industry- and country-specific analyses.

'0 U.S. General Accounting Office, Foreign Investmen: Japanese-Affiliated Automakers' 1989 Us.
Production Impact on Jobs Report to Congressional Requestors, GAO/NSLAD-91-52 (Washington,
D.C.: U.S. General Accounting Office, October 1990).

" Douglas P. Woodward, "Regional and Local Determinants of Japanese Manufacturing Stan-ups
in the United States," forthcoming in the Southern Economic Journal, January 1992.
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The Foreign Direct Investment and International Financial Data Improvements Act of1990 offers the promise of providing better information and the basis for challenging the
conventional wisdom. I look forward to perusing the report presented today. I also look
forward to analyzing the new data that will be forthcoming with the linkage of Bureau of
Economic Analysis, Bureau of Labor Statistics, and Census files, as called for in the 1990
legislation.
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Table 1: Comparisons of Local Content: U.S. and Foreign-based Multinationals

Uncorrected* Corrected"*

U.S. Affiliates of Forei MNCs 77" 819' 719' 72

Parents of U.S. MNCs 959 959' 859' 819
Canada 800' 9109 759 829
Japan 689' 619' 619' 53%
Europe 819' 879' 759' 789
The Netherlands 789' 819' 719' 72
Germany 929' 739N 739' 839
Switzerland 869 899' 789 799
United Kingdom 839 929' 769' 829'
France 869 909' 789' 809
Other Europe 689 819' 63 729'

Data Source: U.S. Department of Commerce, Bureau of Economic Analysis

1977 1 1987 1 1977 1 1987

*Local Content Ratio=(Local Purchases + Gross Product)/Sales
**In the corrected data, local purchases are multiplied by the propensity to import.



Figure 1
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Figure 2
R&D Spending Per $1000 of U.S. Sales

(By Country)
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Employment Creation in New Establishments
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SENATOR SARBANES. Thank you very much.
Mr. Taylor, could you for the record tell us about the Group of Thirty,

for whom you are, I take it, the Executive Director?
MR. TAYLOR. I'd be happy to, Mr. Chairman. I am the Executive

Director of the Group of Thirty. And I'm also an independent consultant
on multinational management issues. The Group of Thirty was set up in
1978 and has since then actively followed and taken part in the public
policy debate on international, economic, and financial issues.

It is a group of 30 individuals from around the world, largely the
industrial countries. The majority of them are bankers or central bankers,
leaders in industry or in public-policy making in their respective countries.
The minority are distinguished academics in the international economic
arena.

SENATOR SARBANES. Could you submit for the record the membership
of the Group of 30?

MR. TAYLOR. I would be happy to do so.
SENATOR SARBANES. We'd like to have that. It's a self-created, self-

perpetuating group.
MR. TAYLOR. It is an independent, nonpartisan group that was set up

by Johannes Witteveen when he retired as Managing Director of the IMF.
It is currently chaired by Lord Richardson, who was Governor of the
Bank of England and is now a private-sector banker in the United King-
dom.

SENATOR SARBANES. And if I could ask one other question, how does
it finance itself in its activities?

MR. TAYLOR. It's financed by contributions from individuals and
institutions that number between 40 and 100, depending on the year. And
those are gleaned, again, from a wide variety of countries around the
world.

SENATOR SARBANS. And what is the nature of the institutions that
participate in its financing?

MR. TAYLOR. They are, once again, some central banks, commercial
and investment banks, brokerage houses, and one or two industrial corpo-
rations. They're not very many.

SENATOR SARBANES. All right. Well, if you could submit any material
that would expand our knowledge about the Group of Thirty, we'd be
most appreciative of it.

[Material subsequently supplied for the record:]
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MR. TAYLOR. I'd be very happy to do it, Mr. Chairman.
SENATOR SARBANES. Please go ahead with your statement.

STATEMENT OF CHARLES TAYLOR,
EXECUTIVE DIRECTOR, GROUP OF THIRTY

MR. TAYLOR. Thank you.
It's an honor to address the Committee. It's a pleasure to be here

today. I want to open my remarks by mentioning why I have an interest
in the subject. First, the Group of Thirty have recently been working to
define a work program in this particular area. Second, I have been study-
ing the importance of direct investment abroad for U.S. corporations as
part of my consulting for the Conference Board of the United States. That
study will be published shortly. Incidentally, I would mention that it
supports the idea that foreign direct investment for U.S. corporations is an
important determinant of their profitability in growth and performance
overall. However, that's a tangential point.

I'd like to compliment the team at Commerce for the high standard of
their analysis. From the cursory look that I've been able to give it and
from the presentation this morning by the Undersecretary, their report
looks like a useful step toward the link project. It stands up very well by
international standards. There may be one or two other countries that can
offer comparable data quality and analysis, but after the link project is
completed, the Commerce Department is likely to have one of the very
best bodies of information available anywhere about inward direct foreign
investment.

Now, turning to the question at hand. How well foreign firms have
performed in the United States? I'd like to make three points. The first,
at one level, is that the data and the analysis is generally supportive of the
notion that inward foreign investment has been helpful to our economy.

The second, at another level, is that we need to reconsider some of the
assumptions that we have adopted traditionally in thinking about direct
foreign investments. Although, this is a theoretical point, it has practical
implications.

And the third point is to just highlight one particular of direct foreign
investment in recent years in the United States, which is the high level of
Japanese direct investment into our banking sector.

First, so far as the data is concerned that was presented in this report,
it portrays a picture of direct foreign investment that is generally encour-
aging as to its worth to our economy. Measured by royalty flows, for
example, foreign parents transfer more technology to U.S. affiliates than
they take from them. In these affiliates, they invest more per job than is
typical in the United States, not only because they choose relatively
capital intensive industries, but also because they choose relatively capital
intensive techniques within those industries.
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Correspondingly, foreign firms pay more to each worker in wages and
benefits than a typical U.S. firm, suggesting that workers are more pro-
ductive in foreign firms than domestic ones.

SENATOR SARBANES. They pay more per worker-what's the standard
of comparison for that?

MR. TAYLOR. The statistics in this report show that the average wage
for employees of foreign affiliates is higher than for workers in an aver-
age U.S. firm.

SENATOR SARBANES. But if the foreign affiliates are in the higher wage
sectors, wouldn't that make that general assertion meaningless?

MR. TAYLOR. My impression is that the result itself holds up within
sectors.

SENATOR SARBANES. All right. I mean, if that's the case, then there's a
point to it. But I don't see how you can make these generalized statement
without disaggregating and finding out what's done. And you say, well,
they make more capital investment. But they may be in heavy capital
intensive industries where they're primarily focusing their activities. Isn't
that the case?

MR. TAYLOR. That is the case to some extent. And, indeed, I would
argue that even after we've conducted the link project and look at the data
in a more disaggregated form, it's going to be very difficult without
looking at firm level data, in fact, to draw sensible conclusions.

SENATOR SARBANES. Do you assert that the Japanese auto producers in
the U.S. pay their auto workers more than auto workers are making
elsewhere in U.S. industry?

MR. TAYLOR. I cannot say.
SENATOR SARBANES. But that's the comparison.
MR. TAYLOR. That would be a relevant comparison.
One point that the report does make and which has been made before,

contrary to the prevailing wisdom, is that the average amount of R&D
spent in the United States per dollar of value added by foreign affiliates
is higher than the comparable figure for U.S. domestic firms. In this
respect, it seems that their influence on the U.S. economy is beneficial.
But one has to look closely at what may be happening behind the quanti-
tative data.

Let me illustrate this with the data on royalty flows. U.S. affiliates pay
more for the technology they get from their foreign parents than they earn
by selling technology to their foreign parents. Prima facie, this is evidence
of larger inflows of technology to the U.S. than outflows, but it's possible
something very different is happening.

It's quite possible than U.S. affiliates buy technology dear and sell it
cheap. In fact, that would make some sense. It's a supportable hypothesis
because if that were the case, two things would happen. One is that it
would show up as an increase in the expenses and reduction in the profits
of the U.S. affiliate, which might be beneficial from a tax perspective.
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And the other is, of course, that it might make the technology flows
appear more fair than they really are.

Some critics of direct foreign investment have argued that foreign
investors in high technology industries in the U.S. are out to raid our
research and development and our technology capabilities, and take what
we know home with them. Although the data lean toward refuting that,
they don't conclusively disprove it, because what we have is evidence on
the size of financial flows without having any evidence of pricing of the
technology that underlies those flows. So, there's reason here to be
skeptical about what the data suggests.

Equally, when we consider the amount that's invested per job, this
may reflect that much foreign investment is a relatively recent phenome-
non in the United States. The great surge in investment has been quite
recent. And in the aggregate statistics, this may be reflect that foreign
enterprises investing here are at the investment stage of developing their
businesses.

A high level of investment per job may simply reflect that they're
using more modem technologies that are more capital intensive. And
they're making the investments now rather than 10 or 20 years ago.

That also has a bearing on the trade flows, which you mentioned, Mr.
Chairman. We should expect foreign affiliates to import a lot from their
parent companies early on. To some extent, the overall statistics which
show relatively high imports for foreign affiliates reflect the fact that there
is still a large proportion of the population of direct foreign investment in
the U.S. that is cutting its teeth, so to speak. In time, the relatively high
import propensity of foreign affiliates is likely to decline.

The point has been made that a lot of time has been spent perhaps on
the average expenditure per dollar of the value added. Here, again, as you
rightly pointed out, Mr. Chairman-as I was starting to comment on
this- what matters is what's happening at the disaggregated level. And
I would venture to say, perhaps more importantly, what the flows are of
that R&D after it's been generated is also very important, and that has to
be taken into account. And it's very difficult to get it from a purely
statistical analysis.

So, I think the data in the Commerce Department report has to be
interpreted cautiously, even if the methods used here and the statistical
compilation and analysis are working toward being very sophisticated.

My second point is that perhaps we should rethink the way we consid-
er multinational firms and their activities and what direct foreign invest-
ment means. It is increasingly wrong to identify the interests of those
companies with the country where they happen to hail from or where they
happen to have their headquarters. What really matters is the nationality
of their stakeholders, both the individuals who exercise control over their
activities and the beneficiaries of their activities; that is, their workers,
managers, shareholders, suppliers and customers.

Now, this approach of thinking about stakeholders is not especially
important when one is considering direct foreign investment by small
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firns in large competitive markets. Then, we know that there aren't many
rents to be collected by the immediate stakeholders in the company. But
it can become quite important and it could, in theory, become very
important in the case of companies that command relatively oligopolistic
positions nationally or internationally.

And, again, our research at the Conference Board suggests that a
tendency toward "fewness" is there. Fewer and fewer companies can be
found competing in many important industries that are of significance to
us from a competitive point of view, if not from a national security point
of view, in the United States.

Ownership, with which we are traditionally concerned in our statistical
analyses, may be one of the least important kinds of stakeholder from the
viewpoint of identifying who benefits from multinational corporate activi-
ty, because our capital markets are among the most perfect internationally.
Our markets in high technology goods, in technology, in knowledge, and
in people are far, far less perfect.

The surveyors of these goods and services and the employees of large
multinational enterprises may collect significant rents. So, it then becomes
quite important to know, to the extent possible, the nationalities of
different groups of stakeholders.

Let me illustrate this by alluding to Dupont, which appears in our
statistics as a foreign-owned affiliate of Seagrams in Canada, which is a
large distilling company. However, I doubt that Seagrams exercises a
great deal of control, even though its ownership share exceeds 10 percent.

There are several issues we might address as a statistical level as the
work of the Commerce Department proceeds. For example, it might be
interesting to experiment with different thresholds of ownership to try to
more concisely gauge the significance of foreign direct investment.

When you noted, Mr. Chairman, that many U.S. affiliates of foreign
firms imported a high share of their inputs, we have to bear in mind that
these may be firms that have 11 percent foreign ownership and 89 percent
U.S. ownership. They will look like heavy importers that are foreign-
owned when, in reality, they are substantially U.S. owned.

It would be very useful to see how the picture changes if we changed
the threshold that we used to define foreign direct investment to, say, 20
percent or 30 percent ownership. And, of course, it would also be useful
to look at the question of the distribution of benefits to stakeholders other
than owners.

That brings me to another point about future research. The need there
is to undertake a different kind of work, looking at individual firms and
very specific industries. The scale of such research will determine how
valid the conclusions will be. But we are perhaps at a point where more
useful policy insights are likely to come from that type of work than from
further refining and analyzing our purely quantitative data on direct
foreign investment.

That, incidentally, is the direction in which the Group of Thirty is
considering developing its own research work.
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My final point concerns Japanese banking. Japan's share in U.S.
banking is remarkable, especially in the light of the low level of U.S.
investment in Japanese banks.

Several reasons have been put forward for this 55 percent share among
foreign investors in U.S. banking. These range from the notion that there
may be some sort of a conspiracy in Japan to take over U.S. financial
institutions to the more benign explanation that Japanese banks follow
their customers into the United States to do business for them here.

In fact, for the Japanese institutions that had high levels of savings to
dispose of in the 1980s, the United States was a natural destination for
their resources. U.S. banking may have looked like a relatively low risk
way of investing in the United States. It was the industry with which they
were the most familiar, and foreign investors are often well-advised to
avoid investing in other industries across national borders.

So, it was a very natural thing for Japanese banks to expand their share
as rapidly as they did, given the size of their savings that they had to
dispose of and to distribute internationally.

Thank you, Mr. Chairman.
[Mr. Taylor did not submit a prepared statement for the record:]
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SENATOR SARBANES. Thank you.
Mr. Hughes, we'll include your full statement in the record. If you

could summarize it for us, we'd appreciate it. It is very nice to have you
before the Committee.

STATEMENT OF KENT H. HUGHES, PRESIDENT,
COUNCIL ON COMPETMVENESS

MR. HUGHES. Thank you, Mr. Chairman.
As you know, I was a staff member here for many years, and it's a

particular pleasure to be back again.
In response to your request, I will take a look at the U.S. investment

performance broadly defined-plant and equipment, research and develop-
ment, and infrastructure. And second, ask the question how foreign invest-
ment and foreign direct investment fit into that overall picture.

In looking at the data, I will try to measure our performance relative
to our own past, as well as to that of the other G-7 countries.

To sum up my statement, we start with a position of considerable
strength in the world. We should remind ourselves that we still have the
world's highest standard of living and the world's most productive manu-
facturing sector. But when you look at the investment record, there are
warning signs for the future. In fact, I'm afraid that we may be develop-
ing an investment deficit relative to our own past and relative to the rest
of the industrial world that will affect not only our future standard of
living but our international standing as well.

First, although we still have the highest capital investment per worker,
we've been putting less relative to the size of our economy into new plant
and equipment than almost all of the other G-7 countries. The gap is
particularly striking with regard to Japan.

We lag badly in nondefense R&D spending. In the last years of the
past decade, we've put about 1.9 percent of gross domestic product into
nondefense R&D, compared to Germany's 2.6 percent and Japan's 2.9
percent

During this same period, we have turned to foreign investment to
compensate for what has been a low level of domestic savings. As a
result, we have gone rather rapidly from being the world's largest creditor
in 1982 to the world's largest debtor in 1990, with a swing of almost
three-quarters of a trillion dollars.

The foreign investments certainly helped to offset the declining pool
of savings. But if you look at our past, it has not been sufficient to
increase the net level of investment in new plant and equipment. Our
gross investment in plant and equipment has been roughly steady for the
last two or three decades. There has been an increase in gross investment
in equipment, but if you adjust that figure for depreciation, there has
actually been a decline; a decline, in fact, that has been going on for some
time in terms of net investment in equipment.
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With regard to research and developing in the 1960s, we put as much
as 3 percent of GNP into overall research. R&D spending declined to
about 1.5 percent in the mid-1970s, and grew again to an overall spending
level of about 3.0 percent recently. Unlike our major competitors, howev-
er, we've put a great deal of that spending, about roughly one-third of it,
into military-related R&D. And the specialists who we've talked to have
told us that over the last 10 or 15 years there has been much less transfer
of military R&D into the commercial economy.

SENATOR SARBANEs. We held a hearing on that before this Committee
that found exactly that. It came to that conclusion with some very impres-
sive witnesses who contrasted an earlier period when they thought there
was much more of a spill-over from military research into the civilian
sector than exists today.

MR. HUGHES. In March, the Council released a study, "Gaining New
Ground," on critical technologies. And one of the striking findings was
how much the relationship of military R&D to the overall economy had
changed. In fact, in many cases, commercial technology was well ahead
of that being developed in the military.

In terms of infrastructure, our overall level of infrastructure spending
relative to GNP has declined rather steadily since the early 1960s. It's
about half of what is was then. Part of that, of course, is the completion
of the interstate highway system. But it appears from a number of com-
mission studies that we're simply not keeping pace with what we need to
do in infrastructure.

The question of foreign investment, as I suggested, certainly helped to
offset the declining pool of domestic savings. But it was not, even on an
overall basis, a strictly painless process. The high dollar and the relatively
high interest rates that were associated with it put a heavy burden on both
export oriented and import-competing industries, and in many cases
forced a very painful adjustment. Some of that adjustment has contributed
to a more rapid growth in manufacturing productivity over the past
decade. But it also has caused a loss of jobs and, in fact, affected the
health of whole communities. In economic terms, there were some serious
adjustment costs associated with this process.

So, to sum up, in terms of our level of capital per worker and level of
capital relative to GNP, we're in a fairly good position. What is troubling
about the future is that we are not keeping pace either with our past or
with our major international competitors-when it comes to investment in
new plant and equipment, research and development or, it appears, al-
though it's difficult to make this comparison, in infrastructure investment.

Foreign investment, as I suggested, has helped offset that declining
pool of domestic savings, but has not been sufficient to increase the
overall level of investment in plant and equipment, and, therefore, lay the
same kind of basis that we saw in the 19th century, where foreign invest-
ment flooded into everything from farms to factories and really helped
open up the West. It not only laid the basis for repaying that foreign
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investment, it left enough in American pockets for some added consump-
tion and investment as well.

Thank you, Mr. Chairman.
[The prepared statement of Mr. Hughes follows:]
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PREPARED STATEMENT OF KENT H. HUGHES

Mr. Chairman and Members of the Committee. It is a particular pleasure to appear
before you today. As you know, I was privileged to have served as a staff member of the
Joint Economic Committee for a number of years. I continue to learn from and use the
good work of the Committee.

Mr. Chairman, in response to your request, I will discuss, first, America's investment
performance in terms of plant and equipment, research and development arid infrastructure;
and second, how foreign investment and foreign direct investment fit into the overall
American investment picture.

In looking at the investment data, I tried to compare America's recent investment
record to America's past performance and to the investment record of the other major
industrial democracies.

What emerges is a mixed picture that should raise concerns about the prospects for
future American growth and the future American standard of living.

In terms of standard of living and productivity, the United States still leads the G-7
democracies. But our standard of living has been improving only slowly and actually
declined in 1990 for the first time in eight years. In terms of investment, the
United States is in danger of developing an investment deficit relative to our own past and
relative to the rest of the world that will affect our future standard of living and, eventual-
ly, our international standing.

We still have the highest levels of capital per worker anywhere in the industrial world.
But for twenty years, relative to the size of our economy, we have put less into new plant
and equipment than the G-7 average and much less than our leading international competi-
tor Japan.

We lag badly in non-defense R&D spending. In the last years of the past decade, we
invested 1.9 percent of Gross Domestic Product in non-defense R&D, compared with
Germany's 2.6 percent and Japan's 2.9 percent.

Domestic investment in infrastructure has declined from 2.3 percent of GNP in the
early 1960s to 1.1 percent by 1985.

At the same time, we have turned to foreign investment to compensate for our low
level of domestic saving. In 1990, gross national saving in the United States reached a
new low of 14.3 percent (compared with about 25 percent for both Germany and Japan).
Although net household saving in 1990 stands somewhat above the 3 percent low in 1987,
the current 4.6 percent household saving rate does not even come close to net household
saving in Japan (14.3 percent in 1990) and in Germany (13.4 percent).

Largely as a result of the massive infusion of foreign investment since 1982, the
United States has gone from being the world's largest creditor to its largest debtor. In the
eight years since 1982, the U.S. net international investment position has deteriorated by
more than three quarters of a trillion dollars.

Foreign investment did help offset a declining rate of domestic saving. The billions
of dollars in foreign investment over the last eight years have probably helped fund the
rise in gross investment in new plant and equipment. Yet, despite the increase in foreign
investment, the rate of net investment continued its downward trend. In that sense, many
economists see America borrowing more, but investing less.

Mr. Chairman, America needs to increase its rate of private and public investment to
ensure a strong America and a rising standard of living.

Let me discuss our assessment of investment in more detail. In the Council's 1991
Competitiveness Index we compare the U.S. performance in standard of living, productivi-
ty, trade, and investment to that of the other G-7 countries -- i.e., the major industrial
democracies that meet annually at the Economic Summit.

In terms of our current economic standing, the United States has some very clear areas
of strength. The United States remains the most prosperous and productive of all the
major economies. Overcoming the overvalued dollar of the early 1980s, U.S. manufactur-
ing exports have grown to more than 11 percent of the world total - roughly the percent-
age share the country had in 1972 before the oil shocks and the emergence of major



206

international competitors. Furthermore, the trade and current account deficits are both
down.

Yet, as I noted earlier, it is not so much where we currently are than where we are
headed that is troubling.

INVESTMENT

Plant and Equipment:
The Data: The international data for plant and equipment investment come from the

Organization for Economic Cooperation and Development (OECD). They reflect a
combination of two series of OECD data one for producers durable equipment (PDE)
which includes machine tools, computers, heavy earth moving equipment as well as cars
or trucks used in a business. The second series is for non-residential construction. The
second series includes investment in new manufacturing plants but also covers investment
in shopping centers and office buildings.

Calculations from the combined series, known as non-residential gross fixed capital
formation and generally referred to as plant and equipment spending, have been made by
Wharton econometrics and are taken from the Council on Competitiveness' Competitive-
ness Index 1991.

Making International Comparisons: There is no one measure that gives a perfect
comparison of international spending on plant and equipment. The Council's calculations
for plant and equipment spending are generally based on purchasing power parity exchange
(PPP) rates that reflect purchasing patterns set in 1985. Purchasing Power Parities are an
attempt to calculate what a given collection of goods would cost in different OECD
countries, relative to what they cost in the United States.

Price Levels: The PPP exchange rate reflects the average differences in cost for a
large number of goods. The actual amount of investment will also be affected by the
relative price levels of equipment and construction in different countries. Machinery and
construction are both less expensive in the United States than in Japan but more expensive
than in Germany. PPP-adjusted calculations take these price differences into account.

Historical Comparisons: Relative to our recent past, real gross investment in new plant
equipment (or non-residential gross fixed capital formation) has remained roughly stable
at around 13 percent of GDP. In the 1980s, the United States increased its investment in
equipment (producers durable equipment) and decreased investment in new plant (or non-
residential construction).

In real terms, U.S. gross investment in new equipment (producers durable equipment)
increased from 5.5 percent of GDP in the 1960s to 6.6 percent in the 1970s and to 7.7
percent in the 1980 to 1987 period. Real gross investment in new plant (or non-residential
construction) declined from 7.9 percent of GDP in the 1960s to 6.3 percent in the 1970s
to 5.4 percent in the 1980 to 1987 period.

In terms of net investment -- adjusting the figures to reflect the need to replace worn
out plant and equipment -- the U.S. rate of investment has been falling since the mid-
1960s. In 1965, net capital formation in the United States was 9.7 percent of Net Domes-
tic Product. By 1982, the rate had fallen to 3 percent. It recovered to 5.8 percent in 1985
but then resumed its decline.

In the 1980s, the combination of rising gross investment in producer's durable equip-
ment but a decline in net investment in equipment probably reflected the shift to invest-
ments in computers and information systems that have shorter lives than many other types
of equipment

In sum, overall gross investment was steady and gross investment in equipment was
up. But net investment in equipment was down.

International Comparisons: For almost two decades, the United States has been
investing less in plant and equipment relative to the size of its economy than many of its
major G-7 competitors. Since 1987, the United States has invested less as a share of GDP
than Canada, France, Germany, Italy, Japan, or the United Kingdom.
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Real spending on plant and equipment (or real non-residential gross fixed capital
formation) has declined throughout the industrial democracies since the 1960s but remains
higher in Germany and much higher in Japan than in the United States.

As in the United States, real gross spending on equipment (producer's durable equip-
ment) increased in Germany and Japan, though not in the United Kingdom. And like the
United States, real spending on plant (or nonresidential construction) fell in Germany,
Japan, and the United Kingdom. Compared with the United States, spending on equipment
and plant remained higher, relative to GDP, in both Germany and Japan though not in the
United Kingdom.

The contrast with Japan is particularly striking. When the comparison is made in terms
of purchasing power parities, Japan's economy appears to be about 40 percent the size of
the U.S. economy and yet Japan invests about 50 percent as much as the United States.
If the comparison is made in terms of simple market exchange rates, Japan has actually
out-invested the United States dollar for dollar over the last three years.

Real net fixed capital formation relative to GDP also declined in the other major
industrial democracies. But German and Japanese rates remained well above the U.S. pace
for almost all of the last two decades.

Research and Development:
Historical Comparisons: In the early 1960s, the United States invested about 3 percent

of its GDP in total research and development (R&D). That level declined in the mid-
1960s to about 1.5 percent of GDP. Since that time, overall spending relative to GDP has
grown steadily and returned to the 3 percent level by the late 1980s.

Throughout the post World War II period, the United States has put a significant
percentage of its R&D dollar into military research. In recent years, about two thirds of
the Federal research dollar goes to the military and about one third of total U.S. (private
and public) research spending is focused on military R&D.

International Comparisons: In terms of actual dollars spent, the United States spends
more on research and development than Japan, Germany, and the United Kingdom
combined. The United States also spends more dollars on non-defense R&D than these
three countries combined. U.S. spending, however, is spread over a much larger economic
base, and the United States has made more of a commitment to research in agriculture and
particularly health care than has Japan or any of the European economies.

An international comparison of R&D investment looks quite different in terms of
spending relative to GDP, however. In the early 1960s, Germany and Japan each allocated
about I percent of GDP to total research and development. By the mid-1970s, Germany
and Japan had reached the U.S. level of 1.5 percent of GDP. Since the mid-1970s, all
three economies have increased their R&D spending at about the same rate to reach a late
1980s level approaching 3 percent of GDP.

In comparing the United States to its competitors, the composition of R&D differs
significantly. In the first place, the United States invests 1.2 percent of GDP in defense-
related R&D and only 1.8 percent of GDP on non-defense research. In Germany and
Japan, virtually all of their research efforts are concentrated in the civilian economy.
Secondly, the United States focuses more effort on basic and university research, while
Germany and Japan have placed a greater emphasis on industrial research. Particularly in
Japan, a very high percentage of research is conducted in company labs.

In the United States, defense and other national security research continues to have
value for the civilian economy. But the commercial impact of military research has
declined markedly in recent years. As the Council on Competitiveness notes in its study
of critical technologies, Gaining New Ground, defense research often lags behind civilian
technology and has become more focused on weapons-specific research.
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Infrastructure:
Roads, bridges and waterworks also make an important contribution to future economic

growth. International comparisons are difficult, but relative to America's past, there has
been a considerable decline in infrastructure spending.

In testimony before the Joint Economic Committee, Merrill Lynch indicated that
infrastructure spending by all levels of government has declined from 19 percent of total
government spending in 1950 to 6.8 percent in 1984. According to the National Council
on Public Works Improvement, gross investment in public works fell from 2.3 percent of
GNP in 1960 to 1.1 percent in 1985.

In part, the decline reflects the completion of the interstate highway system. But
several commissions have also found that infrastructure has deteriorated in many parts of
the country.

The impact of infrastructure on the economy, on private investment, and on productivi-
ty growth are still being debated by professional economists, but it is hard to imagine that
an adequately maintained infrastructure and predictable levels of infrastructure investment
do not contribute to private capital formation and long term economic growth.

FOREIGN INVESTMENT

For most of the post World War H period, the United States has been a major exporter
of capital. By 1982, the steady flow of overseas investment had made the United States
the world's largest creditor with a net foreign investment surplus of $364 billion.

In the 1980s, the shift to federal budget deficits and a decline in the private saving rate
reduced the level of domestic saving available for domestic investment During the 1980s,
economic thinking often emphasized the dangers of 'crowding out' -- a situation in which
federal or public sector deficits would squeeze out private investment through high interest
rates.

History, however, took a quite different course. Shifts in overseas fiscal policies, the
emergence of large foreign pension funds and insurance companies, and a slowdown in
foreign industrial investment created a large pool of foreign savings. At roughly the same
time, a combination of reduced capital barriers and an expanding capital market technology
helped bring the world's capital markets even closer together.

Instead of "crowding out" private investment, the U.S. government and Americans
generally could turn to a large pool of savings in Europe, Japan, and elsewhere around the
world. They did, and the result was a sharp reversal in the U.S. net investment position.
By 1990, the United States had a negative net foreign investment position of $412 billion.
In eight years, the U.S. position had deteriorated by almost $800 billion.

Much of the foreign investment was portfolio investment or the purchase of stocks and
bonds. But there were also large flows of foreign direct investment as international funds
poured into everything from farms to factories.

Foreign investment can make an important contribution to economic growth. In the
19th century, the United States depended heavily on foreign portfolio and direct investment
to fuel westward expansion and to build up America's industrial base. Borrowed funds
added to the level of investment and left Americans with enough to pay back the foreign
loans and still have something extra in their own pockets for both consumption and
additional investment.

It is not yet clear what will be the long term impact of foreign capital inflows in the
1980s. Investment is probably higher than it would have been without the foreign
investment Gross investment in plant and equipment and overall spending on research
and development did rise during the decade.

But net investment did not grow. In that sense, some economists charge that we were
borrowing more but investing less.

In the early 1980s, the flow of capital helped push up the value of the dollar which put
an added burden on America's export-oriented, as well as import competing, industries.
Financial flows of capital corresponded to particular goods concentrated in specific
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industries. The strong dollar and growing competition forced many changes on the
tradable goods sector. To some extent, these changes helped fuel the improved perfor-
mance in manufacturing productivity growth during much of the 1980s. To use an
economist's term, there were significant "adjustment costs". Some of the adjustment costs
required shifts in manufacturing employment and weakened many industries, all of which
affected many communities and whole regions of the country.

The question of foreign direct investment is complicated. Although most foreign
acquisitions are of existing properties, they can still be a vehicle for the transfer of
technology and organizational skills. That seems to have been the case with some foreign
investments in the fields of rubber, steel, and autos. At the same time, there is the risk
that strategic investments in a high technology field can limit the development of domestic
technology or create a dependency that could affect national security, as well as economic
growth. Many commentators find that to be true of some foreign investment as well.

SUMMING UP,

U.S. investment performance has been decidedly mixed. Gross investment in plant and
equipment held steady during the decade and gross investment in equipment rose, but net
investment fell. By international standards, the United States lags badly in terms of
investment in plant and equipment, relative to GDP.

Both absolutely and relative to GDP, U.S. R&D spending grew throughout the decade,
but much of the growth was concentrated in military R&D with a questionable degree of
application to the industrial economy. U.S. investment in non-defense R&D relative to
GDP, continued to lag that of its chief competitors, Germany and Japan.

Infrastructure investment as a percentage of GDP continued its decline from the early
1960s.

Foreign investment has helped compensate for a declining private and public saving
rate but has not been able to stem the trend of declining net investmenL
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SENATOR SARBANEs. Thank you very much. And thank you for a very
helpful statement.

First of all, gentlemen, I take it none of you has had a chance to really
work through this report. Is that correct?

MR. HUGHES. That's right. I tried to skim through it, but that's all.
SENATOR SARBANES. If you could do that and submit to the Committee,

like a memo suggesting directions in which you think it ought to go or
any pertinent observations you may have about perhaps what's not been
fully covered, that would be helpful.

We will be engaged in an ongoing interaction with the Department of
Commerce over these reports on foreign direct investment. And I think
that would be very helpful to us.

I'm going to have to go to the floor, and I just want to put out a
couple of questions. One, why is it that Japan always shows up so differ-
ently than all these other countries in almost any table we look at? It's
very striking.

In almost every instance, you have all these other countries that are in
the pattern, that high point to the low point of the pattern, and then you
have one country that's completely outside of the pattern. And that's
invariably Japan. If someone said to me, we have this table and it's
interesting, and all these countries are at or about in a range but roughly
in this area, there's one country that's not there. Which country do you
think it is on all of these economic questions? I'd say Japan. Now, why
is that? Do you have any explanation for that?

MR. WOODwARD. I have a lot of thoughts about that, and I'll try to be
brief.

SENATOR SARBANES. First of all, do you think the observation is a rela-
tively valid one?

MR. WOODWARD. Absolutely. The term we use in economics is that it's
an outlier. They're different-there's no doubt about it-when you look
at foreign direct investment. I think there are a whole host of reasons for
why that's true. First of all, it's the industrial composition. What are they
investing in? A lot of Japanese investment, unlike the popular impression,
is not in manufacturing but in wholesale.

For example, in their importing behavior, the first things the Japanese
did when they came to this country was set up a distribution network. It
wasn't to set up manufacturing plants. They set up a very efficient distri-
bution network to funnel in imports. It was on that basis that they moved
into the direct production in the United States during the 1980s. But if
you go back to the 1970s, you find wholesale was the first thing they did.

What's interesting about that is that for our own firms, that's exactly
where they have had problems in cracking the Japanese market. It's very
difficult for them to set up a distribution network in Japan. So, there's a
tremendous asymmetry there.

What they are able to do in the United States, we are not able to
do-our own companies-in Japan. So, they set up something very effi-
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cient to funnel in imports. And part of that's picked up from the direct
investment statistics and in the import behavior, in particular.

Another area where they're different is that they've been the ones in
the 1980s that have been building new plants as opposed to just acquiring
existing assets. So, where we have Canadian and European companies that
will buy up a chemical company or a pharmaceutical company, they've
been building the auto ally during the 1980s, building steel plants. And
for that reason, their behavior will be different and will change over time
much more, for example, than we would expect to happen if they had just
taken over existing facilities, although they've done that as well in Holly-
wood and in Bridgestone-they've taken over Firestone. They do acquire,
and that's been a trend. But they've been much more likely to build what
we call greenfield plants-new investments.

As a result, there's been much more attention at the state and local
level, which I look at a lot, in terms of the Japanese investment, because
they are the ones more likely to create the jobs.

The final point I'd like to make is that their form of capitalism is
different. That would have been a heretical statement, I think, five years
ago for an economist to state. But I think it's becoming largely accepted
now, even within the economic community. The keiretsu network-the
kind of ownership they have that's more bank directed-that gives them
the long-term perspective is a lot different than our shareholder kind of
capitalism.

And the keiretsu idea is something I would like to see a larger focus
on in the next report. I flipped through it, and I didn't see a lot on that
particular topic. But you know what I'm talking about, the family network
of companies. When they come here, they bring in this whole system with
them. That isn't the case with Canadians, or the British, or other major
investors.

SENATOR SARBANES. Mr. Taylor, do you want to comment on that?
MR. TAYLOR. I don't want to take exception to any of the points that

Mr. Woodward has made. I would just add that Japan's very high savings
rate at a certain point made it almost inevitable that they would engage
in considerable investment abroad.

The other country in which they have invested a great deal in recent
years and where it's been of political note is my country of origin is the
United Kingdom. There, it's become an issue within the European Com-
munity that there is so much Japanese production within the United
Kingdom.

But the reason it's been so noticeable in the U.S. and the U.K. is
because of the ease with which one can engage in direct foreign invest-
ment in those two countries. There are one or two other countries for
which it's true and where also you see, I think, fairly large flows of
Japanese capital. There was, so to speak, a lot of capital available, a lot
of savings available, and it flowed where it could.

That's the first point. The second is that they're latecomers. It's not
surprisinfg to me that Japan should be expanding its direct foreign invest-
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ment very rapidly through the ages. And I imagine they'll sustain much
of that growth in the 1990s, perhaps at a somewhat reduced pace, because
they have only recently joined.

During the 1950s, 1960s, and 1970s, they were in the process of
joining the very wealthy countries of the world. And now they have
caught up in their investment position here. It's not so much that they
have advanced beyond what one would expect. It's simply that they're
now close to what you would expect their position to be. The fact that the
United Kingdom, indeed, has a higher investment position than Japan is
an historical anomaly at this point in time.

So, I think that's the other point to bear in mind, that they are latecom-
ers. Thank you.

MU. HUGHES. I do share that view, that Japan does seem different when
you look at a whole range of data. I think what stands behind that is that
they really have a broadly shared vision of the national interest, and a
shared sense of urgency about getting there, and have been quite pragmat-
ic in developing what turns out to be a different variant of capitalism in
achieving those goals.

They've been adept at sharing risk in what is a conservative society.
They seem to blend cooperation and competition very well. Their market
is generally viewed, at least on the private side, as being much more
difficult to penetrate, both in terms of investment, as you suggested this
morning, and still in terms of trade.

I would share the interest in taking a look at the keiretsu system in
next year's report. It is something we've been looking at in terms of the
question of the time horizons of American industry, and found that, in
fact, it appears to let firms take the longer view. I'm talking now about
both the financial and supplier keiretsu. I suspect we'll end up feeling that
there arm some things that we can learn from the Japanese.

SENATOR SARBANES. Well, gentlemen, thank you very much. You've
been a very helpful panel, and we very much appreciate the time and
effort that went into preparing your statements, and we look forward to
the follow up from you as we continue to follow this issue.

Thank you.
The Committee stands adjourned.
[Whereupon, at 12:35 p.m., the Committee adjourned, subject to the

call of the Chair.]
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