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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 SARBANES. 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 SARBANES. 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 parent firms, the nature of
each U.S. affiliate’s production, or the natlire of the competition within
an individual U.S. industry as desired. : ©! '

The U.S. remains the largest foreign direct investor in the’ world. If
concems 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 particula—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-
wring. 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. T
~ 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 Umted
States. :
Nonetheless, foreign investors have also acquired U.S. firms to gain
access to these firms’ advaxéced technologles This avenue of technology
acqulsmon seems to be most 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 varied.
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. affiliastes—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 foneign ownership.

SENATOR SARBANES. What is that share?

MR. 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 Intemational 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 firms:

» 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.

e U.S. foreign-owned affiliates in manufacturing spent more on investment 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
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 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. manufacturing. The steel industry is the clearest
example, where foreign investment has helped finance the upgrading of aging facilities.
Also, foreign-owned affiliates have become increasingly important employers in these five
industries. This rise in employment has been largely the result of both the increasing
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 increasingly 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 technolo-
gy 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 R&D expendi-
tures risen between 1980 and 1988, the R&D spending of affiliates in the electronics and
chemicals 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 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 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 most
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 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, 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 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. 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 automo-
bile manufacturing operations, and they increased their share to over one-fifth of total U.S.
auto production in 1990. Tires, 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 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 the U.S. total steel industry property, plant, and equipment, 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
wished 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. 1 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
in broad on U.S. trade, empl ,and growth,
public attention began tumning in the mid-1980s to the
impact of foreign investment in the United States. Asthe
pace and magnitude of foreign investment, both portfolio
and direct, into the United States have risen over the past

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

‘IheAdminisunﬁonwppomnminmininganopen

decade or 50, policy makers, b and the |

policy, with limited exceptions

public have b ingly i d in g L ="_m | security. This policy produces
the impactofthisin onthe U.S. y. Forthe the greatest possible national benefits from ail

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 wamed against the possible detri | effects of
foreign investment, such as fears of ownership 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 cc

investments made in the U.S. economy. The
United States has long recognized that unhindered
intemational investment is beneficial to all nations,

that it is a "positive sum game.”
To imp: the federal gow: ’s information
on foreign direct in , on N ber 7, 1990, the

President signed into law the *‘Foreign Direct Investment
and Intemational Financial Data Improvements Act of
1990."" This legislationrequires the B of E i

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), andthe Census B toshareitsconfidential data
with BEA. These data have been collected for different
lude that it jectives, using different methodologies, and can pl

posesno threattothe U.S. economy.? Questions about the
impact of foreign-owned b at the industry level
can be attributed partly to the limitations of available data
and analytical methods.

*Director, Office of Macrocconomic Analysis, Office of the Chief Econo-
mist, E ics aod Statistics Administration, U.S. D of Com-
merce.

‘For examples of opponents of foreign direct investment in the United
‘States, sece Martin and Susan Tolchin, Buying into America: How Foreign
Money is Changing the Face of Our Nation (New York: Times Books,
1988); Pat Choate, Agents of Influence: How Japan's Lobbyists in the
United States Manipulate America’s Political and Economic System(New
York: Alfred Knopf, 1990).

*For proponents of foreign direct investment in the United States, sec
Edward M. Grabam and Paul R. Krugman, **Foreign Direct Investment in
the United States,” paper presented at the American Economic Association
Meetings, December 19, 1990, and Foreign Direct I the United

ment one another to permit fuller analysis of FDIUS.
Other federal agencies with relevant data on FDI are
authorized to sharedata. This sharing of data enhancesthe
systematic examination of the impact of these invest-
ments. The law also that the S, y 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 i

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

States (Washington, D.C.: Institute for Intemational Economics, 1989);

apy

h followed is to provide an overview of the scope

Michael Becker, Myths about Foreign I (Washi DC.:
Citizens for a Sound Economy Foundation, 1989); Normaa J. Glickman
and Douglas P. Wood! The New Comp : How Foreign investors
Are Changing the U.S. Economy (New York: Basic Books, 1990).

Page 262, Economic Report ofthe President, Transmitted io the Congress,
February 1991, together with The Annual Report of the Council of Eco-
nomic Advisers (Washington: U.S. Government Printing Office, 1991).
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and extent of foreign direct investment into the United
States, and review where investment is being channeled
and the imp: of foreign i in various U.S.
industries.

The study first reviews definition and measurement
issues, and lhen provides the macroeconomic and
i | foundanons underlying fac-
tors motivating i t flows, including
their relation to bal f-pay cun'entandcapnal

in five key industries — electronics, automobiles, steel,
chemicals, and banking —~ in which foreign ownership is
targe and/or signifi The last section covers progress
in the data linkage projects of Census, BEA, and BLS, and
issues which need to be addressed in the future.
Theanalysis in this studyis limited by large gapsand
discontinuities in the data and lack of comparability in the
currently available databases. Nonetheless, it providesa
clear indication of the overall magnitude and importance

bal lt lhen examines the
factors infl i gn in
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 in h in
its role, comparisons with other countries, and the unpact
onthe U.S. bal of pay Section five explores the

characteristics and performance of U.S. affiliates of for-
eign firms. The report then examines foreign investment

both direct and

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 level data
for foreign-owned companies, are expected to be available
in 1992.

hlich
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DEFINING AND MEASURING FOREIGN
DIRECT INVESTMENT IN THE UNITED

STATES

by Sumiye Okubo McGuire*.

The United States remains, afterthree centuries, an attrac-
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

Department of Commerce in 1946,

The Department of Commerce began systematic
collection of financial and operating data on U.S. affiliates
of foreign firms (as well as foreign affiliates of U.S. firms)
in the 1950s. These unpomm additional data provide

contributions to, the growth of the U.S. y. Through-
out the past, the level of U.S. concerns about the benefits
or p ially adverse imp 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
p of these devel and their imp Action
has been taken to improve the data needed to identify and
track foreign direct in 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 intemational

inf on the all openmons ofthe affiliates, as
pposed to i and p parent
firmsand their affiliates (asshown 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 i d direct i in 1959, 1974,
1980, and 1987. Annual, less detailed surveys of sampl

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
inward direct investments beganin 1979. Surveysare also

. conductedto collectdata on capital expendituresof major-

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

flows d with foreign direct in in the
United Statesand U.S. direct investment abroad for many
years for several reasons. Data on foreign direct and
portfolio investment have been collected since the early

the two types confusing, and assessing their

imporntance, often difficult. Thus, definitions ofboth types

are crucial to understanding their trends and impacts.
Foreign direct investment in the United States, as

Ao

1920s for producing the U.S. bal of pa; 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 investmentsin the United States were begun bythe
Treasury Department, and subsequently taken over by the

'Du'eﬂnr of lhe Office of Macmeconomu Alu.lytu. Office of the Chief

and

d by the U.S. government for reporting 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-
mentof the company. Thisdefinition of direct investment
is specified in the ional In and Trade in
Services Survey Act.’ New foreign direct investment can

U.S. Dx of
Commerce.

. 'For historical background, see Robent E. Lipsey, *‘Changing Paticras of
International [nvestment in and by the United States, " in The United States
in the World Economy, ed. by Mantin Feldstcin (Chicago: University of
Chicago Press, 1988).

Bu f

ll-'ol the officisl 4

Analvii

soe U.S. Dx of C
Fm» Directh in the United States, 1987
Benchmark Survey, Final Results (Washingtos, D.C.: U.S. Printing Office,
August 1990).

"Priot to 1974, the percestags cutoff was 25 percest.




take two forms — acquisition of an existing business
through *‘buyout’* of all or part of a company's stock, or
establishing 8 new facility or “gmenﬁcld" investment.
Direct in does not ly mvolve an
in ional transfer of fi ial capital. The investing
foreign firm can acquire ownership partly or wholly, in
exchange for technical know-how or mamgeml exper-
tise, rather than financial capital. M
capmltha!uexchmgedmbewhollyotpmlymsed
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 accounts. 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 transactions. While U.S. directinvest-
ment abroad. (USDIA) has continued to grow steadily,
foreign direct investmeat in the United States (FDITUS) 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-

Figure I-1 .
International Investment Position, 1989
(Billlons of dollars)
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Note: Based on historical cost basis.
Source: Buresu of Ecomomic Analysys.
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Figure (-2
Foreign Direct Investment Position at Yearend
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Figure 1
Net Direct investment Positions in the United
States at Yearend

ment data to market values and current (or replacement)
costs do not show such a crossover 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 terms
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
directinvestment in the United States differed from that of
portfolio investments during the 1980s. These patterns
suggest that factors motivating foreign direct investments
in the United States differed substantially from those

*Sce J. Stevea Landefcld aad Ans Lawsos, “Valuatios of the U.S. Net
Interaational Investment Positioa.” Survey of Currens Busimess (May
1991), pp. 40-49.
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motivating portfolio 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
otherhand, rose steadily until 1989, and decreased 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
ies of the Dep: of C ce, the E
and Statistics Administration's Bureau of Economic Analy-
sis (BEA) and the International Trade Administration
(ITA). Data on selected industries are collected by other
agencies. For example, the Depanmem of Agriculture

income and product accounts, as well as for assessments
of the impacts of direct investment for public policy
decision making. Each successive benchmark survey has
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  Dataon U.S. business enterprises newly acquired
or established by foreign direct investors.

. el The first type covefs t tions and p
collects informati land
andethe l[)e::rnun:; (:;- Ener?y " d agr £ on P 'U.S. affiliates and their foreign parents These
en direct in in U.S. energy sources and data are the source of official estimates of direct invest-

supphes
BEA, in response to a mandate under the Interna-
tional Investment and Trade in Services Survey Act,
d quarterly, 1, and benchmark surveys (every
five years) of foreign direct investment in the United
States.* These data are a prehensive and reliabl
source of information on direct investment needed for
inclusion in the U.S. international transactions accounts,
the intemational investment position, and the national

“Fora discussion of data collected by the Bureau of Economic Anatysis, see

Alicia M. Quijano, *"A Guide to BEA Statistics on Foreign Dircct Invest-
ment in the United States, Survey of Currens Business (Februaty 1990), pp.
29-37; and Bureau of Economic Analysis, 4 User's Guide to BEA Informa-
tion (March 1991).

Figure 14
U.S. Capital inflows, by Type of investment
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Note: Direct investment based on bistorical cost basis.
Source: Buresu of Economic Analsyis.

ment for the U.S. bal of pay (formally
the u.s. mtemanonal transactions accounts), the U.S.
1 and prod , and the intemna-
tional investment position of the Umted States. Balance
of payments data include data on direct investment capital
inflows from foreign parent groups to their U.S. affiliates
and payments of income, royalties and license fees, and
other service fees by U.S. affiliates to their parents.

The second category includes data on the overall
operations of U.S. affiliates. These data include: balance
sheets and income statements, sales of goods and services,
external financial position, property, plant and equipment
expenditures, employment and employee compensation,
U.S. merchandise trade, research and development expen-
ditures, U.S. land owned and leased, and selected mforma-
tion by state in which the affiliate is located.

The last type covers new investments, specificaily,
businesses that are newly acquired or established by
foreign direct investors. Information is collected on
investments outlays - how much foreign direct investors
spend in a given year to acquire or establish new U.S.
affiliates -- and on the portion of outlays funded by foreign
sources. The survey also obtains data on the ber and
type ofin andin and selected it the
operations of the new U.S. affiliates, including total
assets, sales, net income, employment, and acres of U.S.
land owned.

BEA data give a detailed picture of the levels,
growth origin and regional and mdustry distributionofthe
in; and of the isticsofthe U.S.
affiliates of foreign ﬁrms The data are collected at the
three-digit industry level, and are available for 135 sepa-
rate industries. The data can be disaggregated by industry
of U.S. affiliate. by country of foreign parent, by country
and industry of the ultimate beneficial owner, or by the
state in which it is located. They can also be cross-




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 agb sheetsand i
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 conmn significant double-counting of intercompany

tr and p and could include in its sales,
for le,a ber of i di before
reaching the final goods stage. When an enterprise fully

lidates its fi | and op information over
all of its establish such dupli of intercompany

transactions is eliminated and the sale of goods isrecorded
only once.

These data allow analyses 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 coliect data at the

blish levelb ion of such data would
greatly increase resp . However, blish
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 ag These links will provide
establishment level data for foreign-owned U. S compa-
nies without any in the ies' reporting
burden and without the need for BEA !o duplicate data
collected by the other agencies.

The Inter I Trade Ad ation (ITA), De-
panmem of Commerce, collects information on specific

gn direct i under Executive
Order 11858, which is based on the Foreign Investment
Study Act of 1974, PL 93-479, and under Executive Order
11961, which is based on the Internationat [nvestment and
Trade in Services Survey Act. ITA compiles these datain
an annual report, which analyzes major trends and signifi-
cant individual ransactions.® ITA uses the same defini-
tion of foreign direct in as BEA. Data are
it d only from available public sources. suchas print
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

coll

& haurd,

‘Fonhe most recent data. sec U.S. Dep of Ci
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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

Limitationsin measuring and tracking foreign direct
investment in the United States have long been recognized
by analysts, Congress, and the Administration. Many of
these limitati have been add d 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-

on such in

A major remaining difficulty in assessing the extent
and impact of these inv . particularly at a detailed
industry level. is indicated in a report from the House of
Representatives, Committee on Energy and Commerce on
the ‘‘Foreign Direct [nvestment and International Finan-
cial Data Improvements Act of 1990." In the repon,
Section 2, Findings, states that data collected by the
Department of C B of Ec ic 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 ber of other | 7 This data
distinction underlies many of the pmblemsmassessmg the
extentof foreign direct investment in particular industries.

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
shovld not be idereda hensive 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 ail trans-
actors. Only very small affiliates are exempt from
reporting in the 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.

| Trade A Foreign Direct Invesiment in the
United States. 1989 Tmn:acnnu(wmmgmn D.C.: May 1990},
*Some data series.

'See Lois Stekler and Guy V. G Slevens. “The Adeqmy of U.S. Direct
Daw.™ in /i Tr ions: Issues in

basis, such as: U.S. Bureau of he Census. Quarterty Financial Report for
Manufacturing, Miring, and Trade Corporations.

and Empirical Research, ed. by Peter Hooper and J. David
Richardson (Chicago: Chicago University Press. forthcoming), for a full
discussion of problems with BEA data.
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Most BEA methodology issues can be grouped into
four classes: scope, comparability with all U.S. industry
data (for ple, those collected by the B of the

£

ring, is considered to be in the wholesale trade
industry. In this case, comparing the sales and perfor-
mance of U.S. affiliates in wholesale trade to the total U.S.

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 data onnew acquisitions and establishments of banks,
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 law to report details on 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 data on U.S. affiliates’ operations that would
help in assessing the performance of these affiliates are not
available from BEA b of the sizable burden on
respondents to provide these data. For example, BEA
reports data on total comp ion 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 dataalso 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

holesale trade industry would tend to overstate the

importance of wholesale trade for the affiliates, and to

d their fe ing 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
originating) data for U.S. affiliates are available
only on an industry 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

facturing, is i however.

collected -- basically, enterprise versus establish

basis. Much more other U.S. government data by industry
are collected on an establishment basis. This method of
collection allows the firm to report data separately on each
of its establishments, and each establishment’s industry
reflectsitsown activity. Incontrast, in BEA surveys, 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

*Forad of BEA classification proced sec Bureau of Eco-
nomic Analysis, Foreign Direci Investment in the United States, 1987
Benchmark Survey. Final Results (Wasbington, D.C.: August, 1990).

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 importantly,
neither database can be used to examine the extent
to which research and development of teading
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, ¢ ic or

foreign.

o 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, be
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. lndustry defini-
tions and other classifications used in one benchmark

quired affiliate."® In addition, data are not provided so
that the evolution of a given 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 in b , in
the past, BEA has used the historical book value pmvtded
by companies, rather than market values, 1o 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 Business, May 1991,

survey sometimes differ from those used in earlier sur-
veys, while data collected in an earlier survey are no
longer included, b of the tradeoff b new
infor ded and company reporting b Itis,
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
parts 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 categones of affiliates. Such data would
be useful in examining the impact of foreign direct invest-
menton U.S. trade because the export and import behavior
of a new establishment could differ from that of an

q

/., pp. 18-20.
'1See Robert Eisner and Paul J. Peiper, " The World's Greatest Debtor
Nation,"* paper prewmad to Joint Semon of Nonh American Economics
and Finance Associ; and A iation, New York,
Ne\v York. l988 Michael Uhn lnd William G. Dcwlld. “The U.S. Net
d and Mi "in James
A. Dom and William A Niskaoen, eds.. Dollars, Deficits, and Trade
(Boston, MA: Kluwer Academic Publishers, 1989).

I costs are used throughout this report
bcmuse the revaluations of foreign directinvestment have
been made for only total accumulated values of FDI. The
recently released revaluations on 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 for U.S. affiliates of foreign firms.
Historical costs are thus used as a means of gauging
performance of U.S. nfﬁlmes in the aggregate and in the
P ies ined in this report.

Report Analysis

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.
While the depth, scope, andaccuracy have been somewhat
limited by the methodologyissues identified, the available
data provide a fairly clear picture of developments in

foreign direct investment in the United States. When
appropriate, probl of ability and consi y
are noted, and the tusi 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 J. Steven Landefeld*

Analystsin 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
providesa means for understanding 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
g Ily approach foreign direct investment from one of

two perspectives: classical investment theory and indus- -

trial organization theory.!
Two Analytical Approaches

The first pe'xspective. sometimes called the cost-of-
capital approach, is based on classical in theory

ration. This approach explains why a multinational firm
makes direct invegtments 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: (1) to maintain profitability while
reducing its prices when faced with lower competitors’
prices — sometimes due to its own rising production costs,
rising wages, or declining productivity, or itmay 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 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 ﬁnn (] ablllty to meet thc
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.?

which, ded to the inter I 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

!See Edward M. Graham snd Paul R. Krugmao, Fon@nbbealnmmm
inthe United States (Washi D.C.: Insty
ics, 1989); and Saul Lizondo, *‘Forciga Direct lInvestment,” in Determi-

nanisand. Ce of Iy nal Capital Flows, a Study
bythe R Dep fthe I ional M y Fund (Washing-
ton, D.C.: k honsl M Fund, March 1991). Lizondo provides

assets. Foreign, like d 3 weigh inq
tal expected retums against the marginal cost of capital,
and are motivated by the desire to eam the highest rates of

a detailed review and classification of the various theories of foreign direct
investment.
?See Gary C. Hufb **The Multinationat Corp and Direct lnvest-

return for any given level of risk, and to hedge ag
interest- and exchange-rate fluctuations, by diversifying
asset holdings.? This approach explains portfolio, as well
as direct, investment by foreigners.

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

ment,"” in I Tradeand Finance: Fr R ,ed.by
Peter B. Kenen (Cambric Cambridge Uni y Press, 1975); Jamuaa
P. Agarwal, *‘Determinants of Fomp Direct l.nvenmem A Survey,””
Weltwirtschafllickes Archiv, Vol. 116, Heft 4 (1980).

3Ses Stephen H. Hymer, ** The Intemational Operations of Natiopal Firms:
A Smdy of Direct Foreign I at,”’ a Ph. D. Di jon, 1960,
M: Institute of Technok (Cambridge, MIT Press, 1976);
Joho H. Dunning and Alan M. ann. *“The Influence of Hymer's
Dissertation on the Theory of Foreign Direct lavestment,” io bosor of
Stepben H. Hym:r The First Quarter Ceatury of the Theory of Foreign

*Director, Oﬂioc oancroeeouamne Alnlytu. Office of the Chief Econo-
mist, E ion; and Associate Director for
I ioual E Bureau of E ic Analysis, E ics and

Ceaticting &

US. Dep of C

Direct 1 E¢ Reviov (May 1985), pp. 228-
232;David J. Teece. *Multinational E: Internal G and

i ization,"* in honorof ! en H. Hymer: The First Quarter
Century of the Theory of Foreign Direct Investmeat, The American Eco-
nomic Review (May 1985), pp. 233-238.
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Macroeconomic and
Microeconomic Influences

These MyﬁnlWemhhwhnmoﬁvnu
foreign direct investment. Specifically, they help to
explain the large capital inflows into the United States
during the ﬁmhnlfofthe 1980s. At the macroeconomic
level, capital flows mspmded 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 monetary-fiscal policy mix in the
United States and other countries, specifically, Japan and
West Germany,* and in relative rates of inflation (Figure
2.1). The United States in the early 1980s saw a rising
relative rate of return on investment, as its saving declined,
malmmrestumme.md!hedollarappmcmedasthe
demand for doll. d d d for
dollars to purchase U.S. assets contributed to a 64 percent
rise in the real multilateral trade-weighted value of the
dollar between 1980 and 1985. Although changesintrade
respond with a lag to changes in exchange rates, the rapid
rise in the dollar sngmﬁcamly reduced the prlce competi-
tiveness of U.S. exp d the iveness of
U.S. imports, and pushed the current account deficit to
record levels in the mid-1980s (Figure 2-2).

Figure 2-1
Saving and Investment as Share of
Gross Domestic Product, 1988

‘SeeMomlGoIdﬂnn.lanl Mathieson. aad Timothy Lane, ** Determi-

unulnd y Conseqt of I -~ Capital Flows,"”” in
. n i of i I Capital Flows,
Asmdybyl.be Dx of the jonal My Fund
(Washi D.C-: I I

Fund, March 1991), pp. 1-45.

FRgwe 32
Trade Balance and Exchange Rate
(Current Account/Nominal GNP) & Real
Exchange Rate, 19832.90
Porenm
o

= |
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" WWN \ ’

A N s
) ”
Note: Exchange tates aro lagged cight quarters to illustsrate their lagged
relatioaship to the change ia the trado balance.

Source: Buresu of Ecosomic Analysis, Buresu of the Census, and Federl
Reserve Board.

Poreems.

The U.S. market became a more desirable place to
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
inflation in the 1980s also contributed to robust economic
growth in the United States relative to Europe and other
countries. In the first haif 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
restrained foreign demand for U.S. exports. Overseas
investors benefited from an improving return on foreign
investment in the United States.

- In the first half of the 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
capital controls imposed by the governments of heavnly-
indebted third world nations in an to their
rapidly mounting debts also spurred demand for U.S.
assets.

After 1985, a number of changes in
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
decline, and the United States began to ease monetary
policy. Moreover, changesin U.S. tax laws, including the
Tax Equity and Fiscal Responsibility Actof 1982 (TEFRA)
and the Tax Reform Act of 1986, coupled with improve-




26

Figure 2.3
Growth of Real Domestic Demand
U.S. versus Other G-7 Countries, 1982-89

selling its special knowledge and skills or technologies.
Empirical studies indicaethndependingonthemaqket is
particularly costly in industries with vertically integrated
manufacturing processes, knowledge-intensive and/or

L] [} “ L3 % ] [ ] [
Note: Domestic demand equals GNP less net exports. .
Source: OECD Economic Outlook, sod OECD Historical Statistics.

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. d d for imp 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 direct investment d They are included in the

- strategic decisions of the multinational corporation, as it
decides where tolocate itsinvestment, in what industry(ies),
what form (acquisition versus new plant establishment —~
‘‘greenfield’"), and extent of its involvement in the opera-
tions of the firm.

The gic d of the multinational cor-
poration on foreign direct investment hinge on factors
internal and external to the finm, 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, culturally 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 ad Or assets, prefe
to substitute transactions within the firm for transactions
in the market place, such as exporting its products or

- &

com intensive products, or goods requiring
quality assurance. These advantages are not uniformly
distributed across countries, industries, o enterprises, and
can change over time. Thus, the level and pace of foreign
direct 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. Inthatinstance, in
order to gain or maintain market share, orie 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 app hes provide insigh

into causes of foreign in nt and its position, a
number of important developments have taken place over
the past decade in the world economy and in the intema-
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 industrial countries, especially
in direct and other investments into the United States, as
investors sought the highest rates of retumn on assets, and
ignin 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 i d volume of , which

0 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 interational
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-

*See op. cit., Lizondo and Grabam asd Krugmas.
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]

four hours & day around the globe. . These technolo-
giudnandhmwmololmumn&
tional corporations’ operstions, encouraging the
giohlinnonofR&D production, and distribution
in many of the fastest growing industries and
markets.

Another major factor shifting the scale of FDI upward in
the United States in the 1980s has been the fact that the
U.S. financial marketissufficiently large to accommodate
efficiently massive blocks of funds which may flow outof
fommapmlmarkm,uuresuhofvuyhxgblevehof
national saving relative to investment

mlugemaemmmevohmeofﬂmmm
investment over the past decade also reflects the expanded
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 affiliates. Capital flows have become as impor-
tant as the substantial flows of goods and services traded
in and out of the United States.’

4Sce Rachel McCuflock, **Why Foreiga Companics Aro Buyiag isto U.S.
Business,” The Annals of the Americsa Academy of Political sad Social
Scieace (fxrthcoming, July 1991).

1Seo DeAnse Julins, Global Companies and Public Policy: The Growing
Challexgs of Foreign Direct favestment (New York: Council oa Foceign
Refations Press, 1990), especially Chapter 2.
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MACROECONOMIC SETTING OF
FOREIGN DIRECT INVESTMENT

by Michael R Darby and Sumiye Okubo McGuire*

Al

Macroeconomic factors here and abroad have been the
major determinants of the 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 mvestmem from a macmeconomlc as op-
posedtoami pective. Itprovidesa broad
macroeconomic context for assessing the economic im-
pact of foreign investment on the U.S. economy through
itseffect on interest rates, capital formation, employment,
productivity, and standards of living. It does not consider
microeconomic factors such asrelative costs, the need to

blish distrit lets 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-
tnes, such as Japan and West Germany, exceeded their

d d, 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

*Under for E ic Affairs and Admini and Director,
Office of Macrocconomic Analym. Oﬂ'we of the ChiefEconomist, respec-
tively, Es ics and us. fCom-
m The authors nhwwledge lhe muum of J. Stepben Landefeld,

rates produced a large absolute gap between gross saving
and investment, in 1987 peaking at $155 billion (Figure
3-1) and as a share of GNP (Figure 3-2).

Figure 3-1
U.S. Gross Private Domestic Investment
Outpaces U.S. Gross Saving Startlng in 1983
Biflion doltars
800

700 I

1978 1980 1988 19%0
Source: Burean of Economic Analysis.

Figure 3-2
Ratio of Gross Private Domestic Investment
& Gross Saving to U.S. GNP (In current dollars)
Percens
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te Director for I Buresu of E
Analysis, E ics and Statistics A UsS. D of
Commerce.

19% @ b 80
Source: Bureau of Eonomic Analysis.
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In the early 19803, U.S. gross domestic investment
rose, reflecting reductions in taxes on business investment
and the effects of economic recovery. Moreover, the
expectedreal 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
ti-busi political cli in the United States.

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

The i ind in d d rela-
tive to desired domestic saving raised real interest rates in
the United States relative to other countries. These Ingh
real interest rates in the United States and imp

for U.S. goods that was restrained due to slower economic
growth abroad.!

Although forelgn capital inflows into the United
States ined 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. savmg and uU.s. mvesl-
ment narrowed. M. mic C¢ h.
influencing capital flows, relative rates of return. ex-
change rates, and trade. In the mid-1980s, the rate of U.S.

ic growth slowed d 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 mvestmem ? The rate of increase of U.S. domestic

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 iveness of in 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. trade balance, and the current account
deficit reached record levéls in the mid-1980s. The
increase inthe U.S. current account deficit was also due to
U.S. demand for imports that was spurred by robust
relative growth in the United States and foreign demand

Figure 3-3
Real Long-Term interest Rates
(Average annual rate)
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Source: OECD Economic Outlook Historical Siatistics.
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in pped 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 offsetby 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 natiohal
income and product accounts (NIPAs) provides a useful
way of izing the ynomic 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 piant and equipment, isvento-
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

‘imponts and interest paid on government bonds owned by

foreigners). Alternatively, net foreigninvestment is equal
to the i ional capital bat which mea-

ICommentary by Michae! R. Darby on “The U.S. External Deficit: lts
Causes aod Persistence,” by Peter Hooper and Catherine L. Mans is U.S.
Trade Deficit: Causes. Conb. and Cures, Proceedings of the
‘Twelfth Anaual Economic Policy Confereace of the Federal Reserve Bank
of St. Louis, ed. by Alert E. Burger (Norwell, Massachusetts: Kluwer
Academic Publishers, 1989).

2See Joel Slemrod. “The Impact of the Tax Reform Act of 1986 oa Foreiga
Direct Investment to xnd from the United States.” Working PaperNo. 3234,
National Buresu of Ecooomic Research (January 1990). and Myroa S.
Scholes and Mark A. Wolfson, “The Effects of Changes in Tax Laws on
Corponate Reorganization Activity.” Working Paper No. 3095, National
Bureau of Economic Research (September 1989). for a discussion of the
hypothesis that changes 1o the tax laws encouraged foreign direct invest-
ment, especially through mergers and acquisitions by foreign firms.
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suresthe excess of foreign capital inflows less U.S. capital
outflows.?

ment, as well asinvestment abroad (Table 3-1). However,
in the 1980s, as the federal budget deficit rose, the
government saving rate fell from an average of -0.4

Gross saving = Gross private d
+ Net foreign investment

nt

Gross saving = Personal saving + Corporate saving
+ Noncorporate saving + Government saving

This accounting identity holds at all times. If gross
private domestic investment rises and saving does not
match this increase or if gross saving ~ government and
private — fallsand gross private domestic investment does
not decline pmpomonamely. the gap is closed by an

in net foreign An alternative way of

ng this saving-i y is as foll a
fall in national saving or rise in gross priva!e domestic
investment is equivalent to arise in spending by individu-
als, government, and business. When domestic spending
exceeds domestic production--asit did in 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 19803, since the United States has one of the
lower in rates g the major industrialized
nations of the world. Without fomgn 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-

p 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 and older
families, with low saving rates, and the fall in the propor-
tion of middie-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 govemment
deficits, but this effect is dominated in the mid-1980s by
those due to transitory income and real money balances.*
The net resuit of these changes in private and
govemment 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

between the current
and the aumbers that follow.

the istical di

Errors and
account balmc&-u xgnomd in th

dditional i :  eavinm b s

“Fi

inthe Untied
States from 1981 to 1989, sce Michae| R. Dasby, Robert Gillingham, and

It thebulk of d omissi d Jobn S. G “The Impact of Government Deficits on Petsoul and
capital flows, which iscoasistent with most analysts’ assessment of the U.S. National Saving Rates,” v Policy Issues, forth
Figure 34 Table 3-1
Net Foreign Capital Inflows as Percent of Gross Sources of Fi for D ic Inv t,
Private Domestic Investment 1950.90
(In percent of GNP)
B 1950-79 1980-90
0| Gross private domestic investment ... 160 155
(3 Equaks:
N saving 16.3 139
PrvaeS o 16.8 164
or H s0 37
Business 1n.a 127
st Government ...... 0.4 25
Faderal 0.6 -37
R Sate & loal 0.2 12
/ Plus:
3 - : 4 Net foreign capral inflows 03 16
1980 n (0 [ ] %
Note: Detail may oot add 1o totals because of rounding.
Source: Bureau of Ecosomic Analysis. Source: D of C Bureau of E ic Analysis.
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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 explmmng cspual inflows into the United States,
saving broad help explain the
capital outflows from surplus countries such as West
Germany and Japan. For example, while the United States
bas 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
pnces for land, houslng, and consumer goods along with

tax p ge saving in Japan. While
the excess of savmg over investment creates very low real
rates of return in Japan, the high U.S. real rates of return

role in the U.S. economy than in other major economies.
Indeed, with the exception of Japan, cumulative direct
investment by the Uaited 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 $433.7 billion as compared to U.S. direct
investment assets abroad of $536.1 billion, for a U.S. net
worth on direct investment assets of SlOZ 3 billion. In
1989 the total value of U.S. domesti al Tudi

government owned assets—was $16,017 billion and U.S.
national net worth was $15,602 billion. Foreign direct
investment assets in the United States accounted for only
2.7 percent of U.S. domestic wealth and U.S. net worth 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 $1556 billion as
comparedto total U.S. i assets abroad of $1025.¢
Total foreign assets in the United States equalled 9.7

make investment in the United States very ive to
Japanese investors.

Increasing Integration of World Capital
Markets

Increasingly integrated world capital markets have
contnbutcd to capual mﬂows into the Umted States
I | lity and interdep
capital markets have resulted fmm the widespread appli-
cation of improved ication. hnologies, and the-
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 op foreignin ,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 smailer

Table 3-2
Foreign Direct investment, 1989
(Holdings as Percent of Host-Country GDP)

Foreign holdings  U.S. holdings
In the inthe
United States Foreign Country

Unitsd Kingdom e __...23 75

p of U.S. d ic wealth and the negative U.S. net
worth on foreign in qualied 3.4 p 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
in and productivity growth. Inthe 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-infl y monetary polici
andimproved incentives through tax cuts. Qver time, U.S.
economic growth, competitiveness, and standards of liv-
ing depend on productivity growth, which in large part
hinges on investment in new plant and equipment. In other
words, higherinvestment is the key to higher productivity,
higher wages, and higher standards of living. Foreign
investment -- portfolio and direct -- raises investment and
U.S. capital formation. Higher investment improves

D. lulius and S. Thomseo, ' Foreign-owned Firms, Trade, 20d Economic
Integration.” Tokyo Club Pspers 2. London: Royal Institute of Intemna-
tional AfTairs, 1988. Il lhould be noted lhnl are significant measurement
difficubti

the United States bas onc of the b definiti

of direct i

among the G-7 pations, and bence the U.S. share cited above is probably
hpan t3 07 biased up nhuve w lhe oth:tmmﬂn.
Netherands ... 12 69 “The aggregate i 1] position data here are
Canad e 06 19 r!poned on the Fedenl Reserve Board's flow of fundl basis w astoallow
Wesz G y [ X3 18 fforeign i the Board" i
Swiertaind e 04 108 Foradiscussion of differencesin the series - which are in the classification
France 03 14 of portfolio rather than direct investment — see, Sarah A. Hooker and John

F. Wilson, "A Reconciliation of Flow of Funds s0d Commerce Department

ics oo U.S. 1 ional Ti and Foreign 1 Posi-

*Data for 1988. tion,” Finance and Economics Discussion Series, No. 84. August 1989,
Sources: Dy of C aod ik M Fund. Fedenal Reserve Board. Washington, D.C.
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productivity by increasing the of capital each
workerhastouse,andalsospeedsthemtemwhnchnew
technologies are adopted, thus providing each worker with
both more and better equipment.

Estimating the Benefits: A Macroeconomic
Approach

The estimated contribution of foreign investment to
the U.S. economy is indicated by the domestic saving and
investment rates and the net capital inflows -- portfolio
and direct -- into the United States during the 1980s. Prior
to 1982, U.S. domestic saving was sufficient to fund

domestic investment, but after 1982, it became increas- -

ingly inadequate due to an increase in investment demand.
Asaresult, this gap was filled by net capital inflows, which
rose dramatically, peaking at 22 percent of U.S. gross
domestic investment in 1987 (Figure 3-4).

Without the availability of the net foreign capital
inﬂow, a lower level investment would have been re-
flected in a significantly reduced level of GNP in the
1980s. Between 1982 and 1987, net capital inflows from
abroad — direct and portfolio -- added estimated roughly
$745 billion to gross private domestic investment in the
United States. Applying the average rate of depreciation
onthe U.S. capital stock to these inflows suggests that they
added about $640 biilion to the U.S. net capital stock by
1989.

During the postwar period, the elasticity of capital to
output -- the percentage change in GNP arising from a one
ge in the net I stock, or capital's contri-

bunon to economic growth, has averaged roughly one-
third, which is also equal to its postwar share of GNP. If
this postwar elasticity of one-third is applied to net foreign
capital inflows’ contribution to the U.S. capital stock, it

suggests that this increase in the capital stock raised GNP
for 1989 by roughly $210 billion (Table 3-3). The average
rate of return to foreign investment in the United States in
1989 was 9.1 percent. Applying this rate of return to net
capital inflows from abroad in the 1980s suggests that the
United States paid $62 billion to foreigners for a capital
investment that produced $210 billion in additional U.S.
output for a possible net benefit of about $150 billion in
1989.

These estimates pmv:de only a very mugh order of
magnitude of the contrib ign ital and
embody simplifying p about
relationships in the U.S. economy. The estimates pre-
sented above are rough approximations, and represent one
way of modeling relationships in the U.S. economy. The
estimates are based on long-run relationships and abstract
from short-term macroeconomic fluctuations. Alterna-
tive models would provide additional estimates for gaug-
ing the sensitivity of the estimates and the validity of the
assumptions made.

The most important of simplifying assumptions
made for the set of long-run estimates are as follows:

o The post-World War I average contribution of
capital to GNP of approximately one third is
representative for the 1980s.

o Gross saving would not have risen to offset any
reduction in net capital inflows from abroad.

o0 The rate of return on incremental or net capital
inflows was the same as the average rate of return

- on all foreign assets in the United States.

0 Alternative depreciation patterns would not change

the results.

The most sensitive of these assumptions is probably
the elasticity of output to capital. Although productivity

Table 3-3
Hlustrative Estimates of Macroeconomic Impact of Net Foreign Capital Inflows, | 982-89
(Billions of dollars)
1982 1983 1984 1985 1986 1987 1988. 1989

Totl net foreign investmene 10 138 909 144 1358 154.6 119.2 96.8
Increase in US. netcapimalstock® 10 344 1236 2316 3592 4921 5878 6386
Increase in US. GNP, assuming’

Capiral y of 176 0.2 57 20.6 386 599 820 980 1064

Capital et y of 1/3 03 (1.4 408 T64 1Has 1624 1940 2107
Increase in payments to foreignerss 0. 3 120 25 348 477 570 619
Not benefit, assuming:

Capial ek ity of 176 0. 26 94 178 72 72 45 483

Capital elasticity of 1/3 02 8.2 295 55.4 858 1176 1405 1526
*Portfolio and direct investment.
*Derivedusing: octforcigni 19-yearavenge service life (U.S. average during the 1980s), straightline d aadibe implicit price defl

.. i}
for gross domestic investment.

“Derived using the average rate of return on the replacement cost stock of foreign investment in the United States (portfolio and direct) , including capital

gains and losses.
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rebounded in the 1980s, d productivity growth
remains below the postwar average and capital productiv-
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-gixth is used rather than one third, the 1989
increase in GNP would be $105 billion and the net benefit
would be $48 billion.

The d critical ption is that gross saving
would not have risen to offset any reduction in net foreign
capital inflows. If, for example, foreign capital inflows
had 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 borne by gross invest-
ment. Private saving, however, has not been very respon-
siveto changes in realinterestrates. Indeed, the household
saving rate in the United States actually declined from an
average 5.0 percent of GNP between 1950 and 1979 to an
average 3.7 percent between 1980 and 1990.7

In addition to these direct benefits from foreign
directi area ber of indirect benefits. Higher
levels of investment also speed the rate of technological
chnnge by accelemung the rate of adoption of new tech-

g pecially those embodied in new capital stock.
M \ b direct i involves the invest-
ment of preneurial, 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 deveioped nations.

Itis 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

$48 to $150 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 fi ial market particip have
observed sharp shifts in capital flows and d ici
rates as foreign capital has moved into or out of the United
States in response to changes in foreign and domestic

rate diffi ials. Directi 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 worid of

and acquisiti selling a pany is signifi-

cantly 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 firms pay their workers
significantly more than the average worker —~ $30,517 in
compensation per worker versus an average of $25,480 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 — $11,184 per worker versus anall U.S.
average of $4.284 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 thie greatest area of concem is that foreign
p may cut back on R&D activities at U.S. affiliates,

"Although other wealth and life cycle effects appear to bave offset the

effects ofhigher real rates of return in the 1980s: private saving in the post-

warperiod has not been very respoasive to variationsin real rates of retumn.

‘See for example, Paul Romer, "Crazy Explanatioos for the Productivity
down,” NBER Mc i Mamml pp. 163-201, 1987.

A recent article. Benhabib and 3 (1991), ines the high
correlation between changes in capital and changes in output and suggests
that the correlation may be due to other factors than technical chaage
embodied in physical capital. See Jess Benhabib and Boyan Javanovic,
"E: litics and Growth A 8." American E ic Review, pp.
82-“3 Much 1991.

include that of ial i ions berween
lhe iovestment me and the rate of technical change suggesied by Boskin
(I988). ‘Leaming by-domg eﬂ'ecu in invesimeot may positively link the
rate ofii and Ichange. A society withahigheri
rate might not have a temporarily higher growth rate in its transition to 3
higher growth path, but actuaily might also increase the long-run rate of
growth.” Sce Michael J. Boskin, "Tax Policy and Economic Growth:
Lessoas From the 1980s," Journal of Economic Perspectives, pp. 71-98.
Fall 1988,

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
net outflow from the United Statesthrough U.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



34

property rights by U.S. affiliates from their foreign par-
ents. In 1990, U.S. affiliatespaid their foreign p $1.9

ment relates to constraintsthat would unduly inhibit direct

billion in royalties and license fees for the use of intangible
property rights and assets, such as patents, techniques,
formulas, designs, copyrights, and manufacturing rights.
In contrast, foreign parents paid their U.S. affiliates $0.3
billion for such rights, yielding net imports on royalties
and fees of $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
suchas national security and political influence, these data
suggest that there is little quantitative evidence to support
large econamic costs from direct investment in the United
States.

Indeed, the largest concern regarding direct invest-

in While the overall volume of capital flows is
mainly determined by macroeconomic factors, regula-
tions that in direct i 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 substi for direct in 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 opti policy response is
to continue U.S. multilateral efforts towards an open trade
and invetment regime worldwide.
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4

TRENDS AND PATTERNS IN FOREIGN
DIRECT INVESTMENT INTHE 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
by amajor recipient of i d in ' During
this decade, foreign direct in 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 of FDIUS. 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 of the stock of outward direct investment --
althoughits share of outward flows fell dramatically in the
. early 1980s. Nonetheless, the United States still has the
lowest proportion of i d foreign direct in
(FDI) among industria! counties, except for Japan.

Figure 4-)
FDI QOutflows by G-5 Countries
(Billions of dollars)

Y SNZAI

570 N 74 7% n 80 2] 84 8s 88

Source: DeAnae Julius. Global Companies & Public Policy: The Growing
Challenge of Foreign Direct Investmeni. Council on Foreign Relations
Press, New York, 1990,

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 $30 billion in 1990,
substantially less than the $60 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: (1) 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
interest rate differentials in 1990 encouraged some 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.)

European companies made only $13 billion in direct
investment in the United States in 1990, down sharply
from an average of over $40 billion in 1987-89. Japanese
direct investment in the United States in 1990 was about
$16 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 to other
countries in order to conduct business operations during
the Gulf conflict.’ -

This chapter briefly reviews global foreign direct

*International Economist in the Office of Trade and {avestment Analysis,
Trade Infi ion and Analysis, I | Trade Administrati
'DeAnne Julius. Global Companies and Public Policy: The Growing
Challenge of Foreign Direct Investmens (New York: Council on Foreign
Relations Press, 1990), pp. 20-35.

? Data discussed in this chapter are on a historical cost basis, rather thas
current cost or market vatue bases, to retain consistency throughout the
report.

YAdditional detait oo FDIUS in 1990 are publishedin the Survey of Current
Business, August 1991.
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Figure
World Stock of Inward Direct Investment
B8y Major Host Country or Region

(Percentage Share)
1980 1989
US. 165% EC(12) 345% US. 28.6%
Asian LDCs 7.1% asian LOCs 9.7%
African LDCs 2.6%
Other Europos 4.0% Alrican LDCs 2.1%
W. Hemisphere Canada 7.3% \ W. Hemisphsre LDCs 7.4%
. 123%
Othar Developed 9% 0% 127 Othar Daveloped 6.4%
Source: U.S. Dy of C I Trade Admini:

Office of Trade and Invesiment Analysis.

investment trends and their importance in major countries.
It then provides an overview of the FDIUS position.* This
overview includes ch in the composition of financ-
ing, shifts in countties investing in the United States,
trends in ind ition,and ch in the bal

1973 and 1980, but dropped to a 10.1 percent average rate
from 1980-89. European countries, Canada, and Australia
experienced major slowdowns in inward direct investment
in the eariy 1980s. and a rapid growth of inward direct

of payments, wlnch reﬂect FDIUS activity.

. Global Trends in Foreign Direct
Investment

The United States attracted an increasing share of
international direct investment in the 1970s and 1980s.
While the world stock of inward direct investment in-
creased rapidly during the last two decades, from $208
billionin 1973 t0$505 billion in 1980and to$1.403 billion
in 1989, the FDIUS position rose proportionally faster,
from $21 billion to $83 billion and to $401 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 wofld output. Excluding the United
States, the world stock of inward direct investment in-
creased at a 12.3 percent average annual rate between

“The FDIUS position is defined asthe cumulative net book value of foreign
investors’ equity in, and nct outstanding loans to, U.S. business enterprises
(U.S. affiliates) in which foreign i mvmn hold 10 percent or more of the
voting Unless oth position data are classified
by couatry of the first foreign parent in the ownership chain.

in

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 intema-
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.



Table 4
Measuru of the Proportion of FDIUS in the U.. S
Economy
(Percentage Share)

i
: d
FDIUS Position a3 a Proportion of Total U.S. ) \
Domestic Net Worth (1989) cuoenecceecerssrerammsnsssssrsssesssases - 45
Total Assets of U.S. Affiliates in Maoufacturing '
n s Pmpomon of Total Assets of AllU.S. \
g Companies (1988) 147
Stockbolder's Equny of US. Affiliates in Maou-
facturing as a Proportion of Stockholder's Equity
of All U.S. Manuf ing C: (1988) 129
Sales of U.S. Affilistes i Manufacturing as s i
Propottion of Sales of All U.S. Manufacturing
Companies (1988) . 12.2
Employment of Nonbank U.S. Affilistes as s
Propoction of Total U.S. Private Nonbank
nploy (1988) . . 41
Employmeat of U.S. Affiliates in Manufacturiog
a3 a Proportion of All U.S. Masufacturing

C ies (1988) 8.5
Value Added of Nonbank U.S. Affiliatesasa
Proportion of U.S. Gross D ic Product (1987)........ 4.3

Value Added of U.S. Affiliates in Manufacturing
as a Proportion of All U.S. Manufacturing

[ ies (1987) 10.5
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Table 4-2
Measures of the Proportion of FDI In the
Economies of Major Industrial Countrles‘

(Percentage Share)
= 1 Valwe-  Employ-
added mens .

Canads* 25(1987) 27(1987) 44(1986) 34(1986)
Fraoce® 26(1987) 27(1987) 25(1987) 22(1987)
Germasy* 17(1986)  19(1986) N.A.  20(198%)
Japant |\ 1(1984)  1(1984) NA. 0.4(1984)
United Kingdom*®  14(1983)  20(1985) 19(1985)  14(1985)
United States’ 15(1988). 12(1988)  4(1987)  4(1988)
N.A. - Not :vnhhle > ’
*Assets and' sales are for all nonﬂnuu:nl corponuou. value added and

are for oaly.

'Dm ue for manufacturing sod petroleum sectors oaly.
*Dats are for all nonfinancial corporations.

“Data are for all industries.

*Assets are forall large
manufacturing companies only.

fAssets and sales are for manufacturing companies oaly; value added and
employment for all industries except banking.

Note: Years in parentheses arc year for which dats was collected.
Sources: For Canada. assets and sales from Corporations and Labor
Unloiu Returns Act. Part I, 1987; value added asd employment are from

sales, value added and employ for

Sources: Calculated based on data from the Bureau of Economic Analysis
and Bureau of the Census, U.S. Dep-nmcnl ofCommelce and data on the
set worth of the U.S. d b holds and
aonprofitinstitutions) fromthe Federal Reserve Board's Bak A

Cansda. For France, Ministry of Industry, SESS/, January 1988.
For Germagny, Japan and the United Kiogdom, /nward Investment and
Foreign-owned Firms inthe G-5,by De Aune Juliusand Stephen Thomsen,
Royal Innmne for Interuational Affairs, 1989. For the United States,

the U.S. Economy, October 1990.

Relative Importance of FDI in Major Host
Countrles

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 as the then single-largest
host country of FD], 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 $401 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 a relatively small part of the U.S.
economy. Allthe various ofthe ic

importance of FDI in an economy -- none of which is ~

superior for all purposes - show lowex proportions for the
United States. B the y to develop
the ratio of FDI positions as proportions of the net worth
ofd b arenotg tly available for coun-
tries other than the United States. other measures are used
to compare the importance of FDI across countries (Table
4-2).

based on data from the Bureau of Economic Analysisand the
Bureau of the Ceasus, U.S. Depantment of Commerce.

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 to 21 percent in 1985. The shares of employment by
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 throughout 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 $83 billionto $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 $401 billion. After
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Figure 4-3
R.cont Trends in the FDIUS Position, 1980-90
4 (Biltions oy Dollars)

= i
1
Table4d '

Recent Trends in the FDIUS Position, '
1 Year end 1980, 1985, 1989

» (Billion dollars or pcrcentage) .
Ben dotery <. ;
2300 A, — 7 'f Avenage Aonual
\
1980 1988 1989  1980-85  1985.89
: Toul Foraign ivestmmt All Countries 810 1846 4008 113 24
150 :
V Developed Countries 720 1612 3698  ILS 21
Canada 122 171 3S 7.1 16.5
1000 ; Europe 547 1214 2620 173 212
/ EC-12 413 1074 2348 178 216
%o - N Other Burope 74 140 272 137 180
fd Iapas 47 193 69.7 325 37.8
‘_’___—_—-/_/ OtherDoveloped 0.4 33 65 507 185
° 1980 e 1994 1986 o8 19908 Dﬂﬂ‘nﬂ ill Countries
: L0 224 L0 163 pA
E - Estimated based on FDIUS capital inflows for 1990. Latin Americs 9.7 168 203 117 49
Source: U.S. Dx of C Buresu of E: Analysis. Middle East 09 5.0 64 402 6.7
Otber Africa, Asia ~
, d Paci 0.5 1.7 .3 7.7 26.1
1985, the rate of growth of foreign investment from and Pacific 2
European countries, Japan and Canada increased, while Addendum:
that from other developed countries (mainly Australia,  opgc Counties 06 46 7.5 483 130
New Zealand, and South Africa) and from developing
countries slowed (Table 4-3). Note: Growik ratcs calculated from Appeodix Table 4.2
This pattem changed in 1990 as total FDIUS capital  sounen: U.S. B of Commensy, Burean of Beogomic Analytis.

inflows fell from $72billion in 1989 to $26 billionin 1990,
the smallest amount since 1985. This sharp decline in
FDIUS in 1990 d in all three comp of capital
inflows — intercompany debt, equity investment, and
reinvested eamings. Intercompany debt inflows fell from
$26 billion in 1989 to only $1 billion in 1990, reflecting a
preference for holding U.S. debt rather than foreign debt,
asreal U.S. interest rates declined relative to interest rates
abroad and the dollar continued to depreciate.

This shift in intercompany debt financing serves to
highlight the influence of relative interest rate differen-
tials on the behavior of foreign investors in financing
FDIUS. Foreigndi may seektob funds
at the lowest i rate available globally, or seek to
invest liquid assets at the highest interest rate available
worldwide, in addition to the more strategic motivations
for making direct investments abroad.

Composition of Financing of FDIUS Position

Nearly 90 percent of the increase in FDIUS p

Equity capital inflows also declined from $47 bil-
lion in 1989 to $35 billion in 1990, reflecting a slowdown
in acquisitions and establishments of U.S. companies by
foreign investors. Reinvested carnings fell from a nega-
tive $0.1 billion in 1989 to a negative $10 billion in 1990,
as the U.S. economy slowed and losses were incurred by
U.S. affiliates in the finance and banking sectors.

Earnings, and therefore reinvested eamings, of U.S.
affiliates have been relatively small throughout the 1980s,
possibly reflecting 1) high start-up costs for foreign inves-
tors either unfamiliar with U.S. markets or for the estab-
lishment of new businesses; 2) high interest expenses on
large of debt i d by some foreign multina-
tional corporations (MNCs) to acquire U.S. companies; 3)
operating losses from those business ventures that have

since 1980 came from equity and intercompany flows of
capital, while less than 4 percent came from reinvested
eamings of existing foreign-owned U.S. affiliates (Figure
4-4). Another 6 percent of the increase came from
valuation adjustments.® Much of the large i in

| or are affected by slower U.S. eco-
nomxc growth; (4) specific problems in the banking,
finance or real estate industries; and/or 5) inter-company
pricing and cost allocation practices of foreign investors.

equity and intercompany inflows went to finance acquisi-
tions of U.S. companies in a broad range of industries, with
the largest portion going for acquisitions in manufactur-
ing.

SValustion adi ino 2 g book vatue

of assets, liabilities or owners’ equity due Lo such items as major changes
in the value of oil reserves, fire losses. ot changes in the vatue of goodwill.
They may also reflect statistical adjustmesnts by the Buresu of Ecomomic
Ausalysis based o8 Beachmark Survey reports that more accurately reflect
the value of foreiga isvestors® equity is their U.S. affiliates.
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Figure 44
Sources of Additions to FDIUS by Component
(Percentage Share)
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Source: U.S. D of C Buresu of ic Analysi

FDIUS by Major Source Country or Region

Nearly two-thirds ($262 billion) of the 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 ($119 billion) of total FDIUS, up from a
17 percent share in 1980 (Table 4-4). The rapid surge of
FDIUS fromthe EC countries in the 1980s, especially after
1985, reflects not only the shifting of productive i

Table 44
Teon Largest Source Countries of FDIUS, by Rank
Order in 1989
(Percentage Share of Total Position)

1989

1980

i 1000 1000
United Kiagdomn 29.7 (1) 17.0 )
Japan 174 (2) 5.7 ()
Netherlaod 153 (3) 2.1 (1)
Casada 79 (4) - 14.6 (3)
West Germasy 7.0 (5) 9.2 (4)
i 48 (6) 6.1 (6)
France 4.1 4.5'(8)
Netberlasds Antilles 2.6 (8) 8.0 (%)
Austzali 16 (9) 0.4(12)
Igium and I, b 1.4(10) 22 (9)

Other Countries oo 8.4 92
Source: U.S. D of C Bureau of E Adalysis.

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

The unusually large and rapid increase in FDIUS by
U.K. 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. i 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 U.K. tax and regulatory policies.*

‘Robert N. McCauley and Dan P. Eldridge, ** The British Invasion: Explain-
ing the Strength of UK Acquisitions of US Firms in the Late 1980s,™

Position by Region or Major Source Country

(Percentage Share)

r y ( mulfw Exch Rate D g P k
in response to dollar depreciation, but also the perceived ¢, 4 Imbalk Bagk for I ional s ,'::
need of foreign MNCs to increase their overall size and 1990.
Figure 4-5
FDIWUS

Jpan 57%

Source: U.S. D of C

Bureau of Ex ic Analysi




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 of total FDIUS was 17 percent by the end
of 1989. Mostofthe $65 billion increase in Japanese direct
investment during the 1980s went into three industries:
wholesale trade ($17 billion); manufacturing ($16 bil-

40

tions, aided by the assimilation 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 in relatively low-
wage developing nations. Wealthy individualsand MNCs
from Hong Kong have an additional incentive to establish

db of the uncertainties surround-

lion); and real estate ($14 billion).” The large i in
wholesale trade primarily financed expansion in the op-
erations of affiliates that import motor vehicles and parts
a.nd other durable goods into the United States. These

ports are p d through wholesale trade afﬁllates on
their way toretailers. This i in wholesale trade also
flects the operations of Jap p involved in

worldwide trading of raw materials, such as metals, min-
erals, and crude oil. Jap direct in in manu-
facturing is concentrated in electric and electronic equip-
ment, primary and fabricated metals, and transportation
equipment, reﬂectmg competmve advantages in those
industries. The special cir sur g 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
$32billion. However, Canada’s share of total FDIUS fell
to 8 percent by year end 1989, a post World War I low, as
FDIUS from most European countries, Japan and Austra-
lia rose faster.

Latin America’s direct investment in the United
Statesincreased 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 Antiiles’ position has not grown since 1984,
when U.S. withholding taxes on interest payments to
forei were elimi d*

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
acquiring alarge 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 numberof MNCsbased in those countries have inrecent
years achieved the size necessary for international opera-

"The p likely to be sub modified as areult of the data
link project. The data link will improve infonmatic n sbout the activities of
U.S. affiliates because they will no longer be classified only in the industry
of major activity, but in the industry of actual activity of any separate
establishments.

mg 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.

Data by country ofultimate 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
network of tax treaties), Panama, the Netheriands 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 (inciuding Kuwait and Saudi Arabia), Australia
and Hong Kong increase, indicating that the investors in
these countries are the ultimate owners of much of the

: hhatdi .
interest

*The elimi of US. foreign-
ers in 1984 targely nullified the unique advantage of the Netherlands
Antilles which, because of a tax treaty with the United States that existed

until 1987, offered an from the withholding tax on interest

paymens.

*An ultimate beneficial owner (UBO) of a U.S. affiliate is that person,
ding up the hip chain b with and including the

foreign parent, that is not owned more than 50 percent by another person.
A U.S. UBO must be owned by a foreign investor in order to be ciassified
a3 FDIUS. Sce appendix for further discussion of UBO and how UBO is
determined.



investment made th h i diary | Less
than one percent of the FDIUS position was held by U.S.

UBOs through intermediary in: in foreign coun-
tries in 1987.

Trends in Industry Composition,
1980-89

In all industries, the acquisition of existing U.S.
companies was the overwhelming method of investment
rather than the blish of new operati The
establishment of new factories has added to the U.S.
capital stock and U.S. manufacturing productivity. Pro-
ductivity improvements associated with foreign acquisi-
tions of existing companies, while not so obvious, can be
substantial since many of the same benefitsmay flow from
takeovers as from greenfield investment, i.e., gains from
specialization, increasing returns to scale, and more com-
petmon ln addition, the fcrelgn firm may introduce new

or gerial skills, which are adopted by

at different rates, the relative shares have not changed
significantly from 1980 to 1989, although two sectors
show particularly fast growth, *‘Other Manufacturing,””
particularly pnmmg and pubhshmg, instruments and re-
lated prod portation equipment (Figure 4-7).
In 1989 the largest share of FDIUS continued to be held
by chemicals manufacturing (29 percent), followed by
food processing (14.9 percent), primary and fabricated
metals (11.6 percent), electric and electronic equipment

'(10.2 percent) and nonelectrical machinery (6.4 percent).

FDIUS in wholesale and retail trade comprised the
second largest major industry sector in 1989 (17.8 per-
cent), its share declining slightly since 1980 (18.3 per-
cent). The share of FDIUS in wholesale trade may be
slightly overstated, to the extent that wholesale trade in
motor vehicles includes manufacturing of motor vehicles
because of the classification methodology used toallocate
industry statistics. However, sales from the manufactur-
ing of motor vehicles can be expected to become larger
than the sales of vehicles imported for resale by certain

domcsnc firms, thus improving productivity in the long
run.

By far the largest share (40 percent of the doilar
increase) in FDIUS during the 1980s went into manufac-
turing. The FDIUS position in manufacturing rose nearly
five-fold between 1980 and 1989, from $33 billion in 1980
(39.8 percent of total FDIUS) to over $160 billion (Table
4-5 and Figure 4-6). The pace of growth of FDIUS in
manufacturing in the early 1980s was lower than in other
industries, but, after 1985, it increased at a higher rate -
reflecting, in part, the effects of dollar depreciation which
began in early 1985. Almost two-fifths of the rise in
manufacturing FDIUS occurred in just two years, 1988
and 1989, coming mostly from the United Kingdom,
Japan, the Netherlands, Germany, and France.

Within manufacturing, aithough FDIUS has grown

Table 4-$
Recent Trends in the FDIUS Position By Industry,
Year end 1980, 1985, 1989
(Billion Dollars or Percentage

Average Annual

ed U.S. affiliates now classified in whole-
sale trade as the U.S. affiliates become established, and
these affiliates will be reclassified out of wholesale trade
and into manufacturing. When this happens, FDIUS in
transportation equipment manufacturing will rise and in
wholesale trade of motor vehicles will fail. This problem
will be resolved with the completion of the data link
project.

Real estate was the third largest industry sector at
year end 1989, with an 8.9 percent share ($35.9 billion),
down from its peak share of 1 0.8 percentin 1984. It should
be noted that the FDIUS positionin U.S. real estate, as well
as in any other industry, rep only fi

g0 rs’

.own equity in and net outstanding loans to U.S. affiliates

classified in that industry, and does not include domestic
U.S. borrowing. Moreover, real estate held for personal
use is excluded from FDIUS by definition. The FDIUS
position in real estate rep the i of foreign
parents in U.S. affiliates whose major activity is real
estate, and significant amounts of U.S. real estate are held
by affiliates classified in other industries.!® The FDIUS
position of $35.9 billion does not represent the value of
total assets of U.S. affiliates in real estate (asis true in other
industries), which is much larger because of the high debt
leverage typical in the real estate industry.

Over 80 percent of FDIUS in real estate is held by

Raig of Growth owners from just five countries, Japan, the United King-
1950 1935 1989 1980-85 198589  4om,Canada. the Netherlandsand the Netherlands Antilles.
All Industries 210 1546 4008 20% 214% Over haif of the mcrease of FDIUS.in real estate occurred
Petroleum 12.2 283 35.1 183 5.5 after 1985. especially in a surge of investment from Japan
Manufacturing 330 Sz»g 160.2 12.6 2:~g from J987-89. A combination of economic factors en-
Tade 15.2 25, 714 188 18 ced I : : .
Banking 46 14 196 199 145  couragedJap direct in in U.S. real esuate
Fioance & Insunnce 7.4 16.1 RZR] 16.8 20.6
Rea! Estate 6.1 19.4 359 260 166 = — - -
Other ladustries PR TR 146 257 34 n sddition. foreign ownership ofU.S. maybe
extent that foreign have in such i as
timited bips, which may oot be aware of the reporting requirements
Source: U.S. Dep 01 C Burcau of E Analysis. 10 the U.S. Government.
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Figure 44
Trends in Industry Composition of FDIUS, 1980 and 1989
(Percentage Share)
1980 1989
Manufacturing 39.8%
Trade 17.8%
Other industries 5.4%
Real escate 7.4%
Petroleum 8.8%
Banking 5.5%
Firance & insurance 6.9% Rinance & iaurance 85%
Source: U.S. D of Ci Bureau of E Analy
Figure 47
Industry Composition of FDIUS in Manufacturing, 1980 and 1989
(Percentage Share)
1989
Chemicals 28.9%
processing |4.8%
Menls |1.6%
Other miring. 21.6%
Nonelectric machinary 6.4%

Electric & electronic machinery 12.4%

Source: U.S. Dep of C

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 substantiaily
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 from Japan, the Netherlands,
Switzerland, Canada and the United Kingdom--where
major financial markets are | d--more than d
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-
ment and lending and borrowing activities have been more




43

prevalent than direct investment (permanent debt and
eqmty mvestmem) in U.S. banks. As of June 1990,
d or lled U.S. banks held over 20

percem of the assets of all U.S. banks, over |7 percent of
all loans and nearly 14 percent of all deposits.'!

The amount of FDIUS in petroleum leveled of fafter
1987, contributing to a share decline to 8.8 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 petroteum in the 1980s have
generally dep: d 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
11.1 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.

Current Account Flows

While the foreign direct investment capital flows are
reported in the capital account of the U.S. balance of
payments, the inter | operating tr ions of the
U.S. affiliates in which these investments are made are
reported in the current account. These operating transac-
tions include pay ts 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 capitai account do not significantly
correspond to the timing and level of the overall business
transactions of U.S. affiliates in which those investments
are made.

Thelinkage between the timing and level ofinterna-
tional capital and ions for U.S.
affiliates is therefore weak. On the capital side, they
obviously exclude investment in U.S. affiliates by U.S.
partners. Moreover, in made by foreign owners
from borrowing in the United States are not included. The
timing of the operati ion: ded 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, how long it takes U.S. affiliates to begin
operations.

Thetiming and level of these intemnational operating

ions are also a function of the industry in which the
U.S. affiliate is operating (for example, wholesaling ver-
sus facturing) and whether the U.S. affiliate is shrink-
ing or growing. Also determining these ions 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 in Goods

By far the largest entries, 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 tatest year avail-

"Fedenal Reserve Board, **Selccted Assets and Liabilities of U.S. Offices
of Forcign Banks,"™* September 1990.

Figure 4-8
Balance of Payments Impact of FDIUS
(Billion Dollars)
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Note: Net imports of goods and services not yet available for 1989,
Source: U.S. D of C Bureau ot E: Aonalysis.

able), compared with income payments of$ 14 billion. and
$0.3 billioninoverall net services payments (including net
royalty and license fee payments of $1.0 billion) (Figure
4-8).

U.S. Affiliate Merchandise Imports
U.S. aftiliate merchandise imports were $150 bil-
lion (over one-third of total U.S. impons) 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 ($110

biltion). of which Jap owned wholesale trade
affiliates accounted for nearly two-thirds (371
billion).

o  From 1980 to 1988, imports of motor vehicles and
equipment by Japanese-owned wholesale trade
affiliates increased from $12 billion to $33 billion,
and wholesale trade imports of computers, electric
and electronic equipment, and other durable goods
increased from $6 billion to $29 billion.



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 afﬁhates about one-fifth. Most of the imports

by Europ ing affili were in the
chemicals, electric and eleclromc equipment, and
nonelectrical machinery industries d af-

filiates in electric and electronic eqmpmem and in motor
vehicles and eqmpment accounted for two-thirds of the

total imports by Jap d if: ing affili-
ates.
US. Affiliate Merchandise E

U.S. affiliate merchandise exports were $60 billicn
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. From $52billionin 1980, U.S. affiliate
exports peaked at $64 billion in 1981, generally declined
to $48 billion by 1987, and then rose to $60 billion in 1988.
Most of U.S. affiliates’ exports ($60 billion) in 1988 was

hipped by Jap d affiliates (324.5 billion) and
European-owned affiliates ($23.6 billion). Canadian-
owned affiliates exported another $6 billion. The compo-
sition of exports from European-owned affiliates shifted
between 1980 and 1988. The proportion of manufacturing
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, expons ﬁom Japanese-owned affiliates

howed a less d ing exports
rose from 4 percent in 1980 to 7 percentin 1988, while raw
materials exports fell from 78 percent in 1980 to 52 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
34.6 billion.

Royalty and license fees paid by U.S. affiliates
include those for the use of technology, copyrights, trade-
marks, franchisesor other intangible property rights needed
to produce or market the purchaser's products. Netroyalty

and li fee pay d fourfold during the
1980s, but were still relatively small at $1.4 billion in
1989. Paymeots 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-
ates toproduce and market their products and services 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 $3.5 billion and
paymentsof $2.9 billion. Among "other” services compo-
nents, for ple, affiliates’ ipts for warranty work
on imported motor vehicles, are much larger than pay-
ments for servicesrendered by foreign parentsand 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
p are the foreign parent pany’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 $9 billion in 1980 to $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 expensesreflecting 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
(378 billion), U.S. government payments ($36 billion), or
income receipts on U.S. direct investment abroad (354
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 ($11.8 billion) of total
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 $1.3 billion of income, mostly from
banking, wholesale 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, and merchandise trade; their
lmponance mmdmdualUS mdnsmuandsmu,and
their principal forei

The major pomts that emerge I‘mm 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 a considerably 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 to that represented
by all other U.S. businesses. (Hereinafter the 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. employment, their exports and imports
of goods and services are included in U.S. aggregate
foreign trade, and their research and developmem expen-
ditures are part oftotal U.S. technol 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. owners. Acquisition of an
existing business (by buy-cut), rather than by construction
of a new business facility (a ‘‘green-field’’ facility),
resultsinanimmediau: substitutional shift in the U.S.-

d versus forei d share of U.S. economic
activity. The shift i m 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

mid-1980s. Acquisition of existing business is by far the
dominant basis for foreign owners to obtain U.S. busi-
nesses - in 1989, reaching $55.8 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 5-1).

Table $-1
Shares of Key U.S. Economic Indiaton
Accounted for by U.S. Affiliates of Foreign

‘Szmor&onommwtheoﬁaofl’oquwnd
ioa, U.S. Dy

Companies
(In percent)
- 19 1980 988
Al nonbank private affliates:
Gross product. 3 R B 4.5
8 7 4.1
Manufacturing affiliates:
P T S—— 63 83 147
Sobod e S0 74 122
Gross product e 50 79 s
R&D expenditures® — 4.0 57 109
Toal US. merchandise ade:
Expora 202 268 189
Imports 2.1 ns 50
*1987 data.
*Exctudes p refini
Sources: U.S. D of C Bureau of E 5c Analysis

and Bureau of the Ceasus; aad National Science Foundatics.
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Figure $-4
Import Share of Total U.S. Affillates’ Input
Purchases

Contributing to the larger 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
wholesaling comprising their own Japanese parents' prod-
ucts, such as automobiles and parts,

Another significant factor explaining the differ-
ences between Japanese and other affiliatesis the fact that
Japanese affiliates are on average much newer to the
American market than are affiliates of other nations.
Generaily, U.S. affiliates increasingly "go native" in
purchasing and employment practices as they mature,
learn about, and adapt to the American market. That same

tended to occur in the behaviour of affiliates of

10 L " " " L N

(1244
Source: Bureau of Economic Analysis.

a7

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 11 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 imported-input dependence of affiliates in wholesal-
ing also varies widely, depending on the product sold. For
example, U.S. affiliates in wholesaling of motor vehicl
equipment and parts, 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 aratio 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 was43 percent versus 24 percent for all U.S, affiliates

inall industries, and for those in manufacturing was 37 and
16 percent, respectively. Moreover, Japanese-owned U.S.
affiliates sub: ially i d their depend on im-
ported inputs -- rising from 33 to0 43 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
d d of these Jap owned firms on imported
inputs isalsoreflected 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.

U.S. multinationals in Europe.?

Across individual manufacturing industries, the
degree of dependence on imported inputs varied widely
between Japanese-owned and all other U.S. 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 Jap ned affiliates in machinery and
other £ ing industries were sub ially higher
than for all U.S. affiliates, and were particularly higher in

1 ics and transp ion prod 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 for a rapidly rising share of
the U.S. total -- their share rising from 1.8 to 4.1 percent
of the total (Figure 5-5). As pointed out earlier, a large rise
in acquisitions is a major contributor to that share rise.

Manufacturing accounts for nearly one-haif of total
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 261. Economic Reportof the President, Transmitted to the Congress,
February 1991, together with The Annual Report of the Council of Eco-
nomic Advisers (Washington: U.S. Government Printing Office. 1991).



Between 1980 and 1988, U.S. affiliate employmem
in almost all individual goods and services ind

clwedthosewnhmmkpmmd(iemany The

significantly rose as a share of total U.S. employment in
those industries. The largest share growthduring 1980-88,

rise in number of jobs supported by
afﬁlmcsbetwem 1980 and 1988 were those with Japa-
nese owners, their shace of the total doubling from 5.7 to

as well as the largest share in 1988, was in the chemical
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-

Figure 5-§
U.S. Affiliates’ Share of Nonbank Busi

109p

In broad terms, Japanese-owned U.S. nonbank af-
filiates grew in 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 construction. Within manufacturing, a aumber 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 of Canadian-owned U.S. affili-
ates in retailing from 1980 to 1988 resulted in a corre-

Employment, 1977-88

Percers.

pondingly large rise in the number of U.S. jobs they
supported in retailing. As a result the shares of employ-
ment in Canadian-owned affiliates sharply rose from 14 to
37p largely at the expense of the share of Canadian-

44

40

kX3

32

18

2§

0

L
"7 1979 98 1983 1985 1987
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Figure 54
U.S. Affiliates’ Shares of Employment Highest in
Chemicats Industry, 1980 and 1988

Chemi-
als

s
Source: Bureau of Economic Analysis.

owned affiliates’ employment in manufacturing, which
dropped from 50 to 33 percent.

of foreign direct in often argue
that fomgn firms are a source of technology inputand thus
also make a contribution to productivity growth. A
commonly used indicator of relative productivity is output
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 !hey support
less employment. Since the 11 U.S.
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 who are more
productive when they have more and better tools.

Although data are not available to ital
intensity directly, some indirect insight can be mfened 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

These productivity
wﬂhmmmqﬂmmmmnﬁwm
output compositios for U.S. affiliates 2ad all U S. industry in manufactur-
ing.
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Gross Product of Affiliates!

Betweenl977andl987,U.S.afﬁliawsmadenmll
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 and then holding at slightly over fourpercent through-
out the remainder of the 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 growth rate
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 concentrated inmanufac-

! “Gross product” is used by the Bureau of Economic Analysis in place of
themnncommonlyu:edunn'vdmldded'.whkhisnlmequlmmu

Figura §-1
U.S. Affillates Support Over 4 Percent of U.S.
Nonbank Gross Product in the 1980s

Percens
s

7 ™ L1} L2} 5 7

Source: Burean of Economic Analysis.

Figure 5.2

of Gross Product Of U.S,

Aﬂill;tes and All U.S. Nonbank Business, 1977-87

product originating. This chapter the Bureau's use of these terms.
Ch in Compositi
Nonbank Affiliates, 1977
Finance ex. banking 0.7% 3%

Insurance 2.6%
Wholesale trade 14.9%

All U.S. Nonbank Businesses, 1977

Reail rade 123%

Nonbank Affillates, 1987

Manufacturing 58.5%

Source: Buresu of Economic Anslysis.
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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). U.S, 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 £

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 (Figure 5-3).! Japanese-owned U.S. affiliates in-
creased their share of the group’s total gross product from

turing than in other sectors, such as wholesaling, finance,
and services. Their share of the gross product ofall U.S.
manufacturing rose from 5.0to 10.5 p b 1977

Twilp b 1977 and 1987. In contrast, the
share of Netherlands-owned U.S. affiliates dropped sharply
from 18 to 10 percent. Japanese-owned U.S. affiliates

and 1987.

Compared with all bank 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 f; ing sect

The largest contributors to the gross product of U.S.
affiliates were those owned by parents in the United

Figure 5-3
Changes in National Ownership Shares of
U.S. Affiliates, 1977-1987

Other21.9%

Switzerland 5.7%
West Germany 8%

Other 23.4%

Switzerfand 5.6%
West Germany 100X §

Sources Bureauy af Ecopomic Analysis.

d 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
terms of total sales than gross product, accouating 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. Typlcally, the gross product to sales rano is much
lower in whol g than, for ple, in ing

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

In recent years considerable public attention has
been raised about the rising use of imported inputs by U.S.
industry in their output of goods and services. Attention
has been particularty directed to the operations of U.S.
affiliates because of their direct links to foreign parent
corporations. In anaccounting sense, the contribution that
U.S. affiliates (or other U.S. businesses) make to U.S.
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
ordomesnc fmmthe ﬁrm ssales. Forexample, the gross
or /holesaling cars (whether
fonelgn or domesnmlly owned) is the value of the domes-
tic resources used by that business -- wages, profits, and
reat, and excludi inputs -- regardless of -
shether the b 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
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 lmponed
inputs varies very widely across industries and country of
affiliate ownership — with those in manufacturing much

g inter

*Gross product. as well as the nib by di mploy by
mmxyofus.dﬁlmwmxpuhndon(hemnuyof *ultimate
beneficial owner'. See the glossary of terms in this report's appendix.
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Figure 5-7
ity by C ry of Ownership of U.S.
Affiliates, 1980 and 1988
(Plant & Equlp. Expenditure per Employee)

Thowsnd 1932 §
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Source: Buresu of Economic Analysis.

dollars) by U.S. affiliates were 45 percent higher than by
all other manufacturing businesses — $12,200 versus
58,400 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 $14,600 per worker and all U.S.
affiliates averaging $9,000 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 all 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 contrib tothe technology

base of U.S. industry through the inward transfer of
hnology from foreign p 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.

TNew pl: d expendi d data forU.S. affilistesarc on
an epterprise basis and forall facturiog are on an establish i
and are therefore not ble. This problem will be resolved with the
data-link project.

Figure 53 .
U.S. Affiliates’ Technology Intensity Highest in
Chemicals & Machinery industries
(Ratio of R&D Expenditure to Gross Product)

mm 1979 1. 193 1988 %7
Source: Bureau of Ecosomic Analysis.

affiliates, doubled in little more than three years from
$800 million in 1986 to $1.7 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. Inrecent years, over 85 percent of R& D expendi-

-tures by U.S. affiliates have been by those in manufactur-

ing industries.

Between 1977 and 1987, U.S. affiliates in manufac-
turing increased the technology intensity of their gross
product by two-thirds, the ratio rising from 4.5 to 7.6
percent. The ratio peakedin 1986 and edged down slightly
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, wasin chemicals and
machinery industries (including computers and electron-
ics) (Figure 5-8).
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: Figure 5-9
Components of the U.S. Merchandise
Trade Deficit

P S T T S S S S
-7 S 4

"n n a n s o7
Sources: Bureau of Ecosomic Analysis and Bureau of the Census.

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. economicactivity. In 1988, U.S. affiliates accounted
for 19 percent of total U.S. merchandise exports and one-
third of total U.S. impors.*

This heavy invol is hardly surprising since
almost by definition U.S. affiliates are aware of and

participants in the lmemanonal market. [n some cases

they are part of a multinationa! corp
particular products for the entire world operanon Inother

¢ These trade shares do not take into accouat purchases of imported goods
and sales of exported goods lhmgh other businesses.

cases, notably formtombilu they are the local market-
ing offices for pr duced by their p in the
parents’ hanecotmtnu Assaleno!haUmtedSmu
reach a sufficiently 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 discussion in Chapter 3 showed that the overall .

level of the current account or trade deficit is determined
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: (1) U.S. affiliates’ export sales — Ilketha!of_

other U.S. busi — were ded by the app

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 firms adjusted marketing arrangements to
their larger U.S. sales. the share of imports which flowed
hrough 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 nonmanufacnmng
businesses from their p. - app: ly in
nlesthmughloealma:tctmgamsmmponsetoeco—
nomic fundamentals.

From 1977 through 1982, the U.S. affiliates’ trade
deficit was virtually equal to the overall 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

Figure $-10
U.S. Aﬂ'llhtu Trade, by Manufacturing and Non-Manufacturing Business, 1977-87
U.S.Manufacturing Aflilates U.S. Non-Manufacturing Affiilates
Siion dolers Sihon bt . .
18 190
0- ot —
- wo
: oy -
0 - . imporss 5 w0t R
Oufich ’ - - Oukc
18- . v___/ “ .
w0 7 fe ©f />/\/
s -/ I r-/
2 ~ °
1977 » " n [ (1] wrr e " » " o

Source: Bureau of Economic Analysis.
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FOREIGN DIRECT INVESTMENT IN THE
U.S. ELECTRONICS INDUSTRY

by Donald H. Dalton*

U.S. affiliates of foreign firms in the electronics industry
rapidly expanded their participation in the U.S. market
during the 19803, 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’ afﬁlmtcs are concentrated in sub-

groups within the el industry, with J

owned affiliates conoemratmg in computers and office
equipment, 1 , and el

nents, and E d affili concemratmg in

telecommumcanonsand 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 Jap 1 produc-
ers. In lhe 1970s and early 1980s, foreign producers made
major inroads into the U.S. market, gaining large market
share through imports, which in tumn, generated trade
frictions between the United States and its trading part-
ners, especially Japan. Foreign direct investment in the
United States became an altemnative 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.
clectronics market (Figure 6.1).

'Indunry Economist in the Office of Business Analysis, Economics and
istration, U.S. D of C

The US. elecuvmu industry, as broadly defined in this chapter, includes

office and computing machi y (SIC 357), bousehold audio, video, and

i (SIC 366), el and acces-

sories (SIC 367). and instruments (SIC 38). BEA dm bave been supple-

mented with a data set created for this study fix

sources

by the Office of B: Analysis, Ei ics and Statistics Admi
uon toyvelddgdlnughlminlheumuo[FDlUSoneu:hoflheufout
dustries, plus semi Is and equipment (SMZE). These
dditional dats are not wh to BEA data.

Foreign direct investment has been revalued from historical cost to
wmmwﬂ-ndmrknvﬂmbmanlhewkveLhnmbr
Hence, b ical costs are used in the analysis.

Figure 6-1A
U.S. Total Trade in Semiconductors, 1978-90

Source: Bureau of the Census, and I Teade Ads
- Office of Microelectronics.
Figure 6-1B
U.S. Total Trade in Computers & Peripherals, =
" 1978-90
Slon dolars
0

Source: Bureau of E ic Analsysis, and L
tration, Office of Microelectronics .
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(-] Imports of computers and peripherals increased
from $1 billionin 1980 to $11 billion in 1986, and
$19 billion in 1990.

[ I of semicondv more than doubled in

fouryean.nsmg from $3.3 billion in 1980t0 $7.6

billion in 1984, reaching $12 billion in 1990.

©  Thegrowthini in tel

1988 (in 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.* N
Growth g the sub of the el
industry was not uniform, and the data suggest that the

equipment was also substantial — the |mpon

share rising from 4 percent in 1980 to 45 percent
by 1984, with Northern Telecom of Canada gam-
ing most of share lost by U.S.

position of FDIUS in the electronics industry changed
dmmancally between 1980 and 1988. Of the four major
ies, fi mves!mem in PP&E in the

household video, audio, and communications equipment

East Asian nations, particularly Japan, were the
major source of these electronics impons as the bilateral

industry d most rapidly, at 29.5 percent per year,
andmoved from 17 percent of total 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

trade deficits with these nati pecially in s, d prod
grew mpldly from l980 to I988 m u'ade deﬁcns in
and P gen-

erated significant trade frictions with U. s. trading part-
ners, and Japan in p . Over reci I market
access.

Growth of Foreign Direct
Investment in Electronics

Foreign producers have invested in the United States,
partly in response to trade frictions, asa means of assuring
access to the large U.S. market, and of achieving econo-
mies of scale. Foreign du'ect investment is also a means
of FI loiti h 1 \| d
has, as wcll as kcepmg 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 character and impact of the increase is not easy
to assess. This industry is dynamic, with the competitive-

the foreign firm ~

growing at 27 percent a year and shifting
from | 1 percentin l980toZSpercentoftotalU S -affiliate
PP&E by 1988. Thepace of in inforeignin
in computers and office eq\upmem was sllglnly slower, at
245p a year, ing for 13 p of the total
uU.s. -afﬁlme PP&E in l980 and 20 percent in 1988.
Growthof PP&Ein e! he lowest,
at 2.9 percent ayear, and its shamofthetotaldropped from
58 percentin 1980 to 19 percent in 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 compoaents facility by a
foreign owner during this period. Such changesin the firm
position of the industry wiil be better explained by the
pro;ect 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

ness of its firms 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.
afﬁlunes employment to total U. S employment in the

dustry shows i d 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, compli 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 $3.5 billion in 1980 to $13.4 billion in

el ics 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’year) and instruments
(5.6 p ayear). Comp and ies 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).

“Natiooal Tel i and Infi ioa Admini:
Policy Analysis and Developmeat.
? These data oo gross property, plant, and equipment are based on their
hnnonulbookvnhn Mmywwm\rﬂm

h icth PPAE

Office of

y y are

not svailable.
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Figure 6-2
-Stock of Property, Plant & Equipment of U.S.
Affillates in the Electronics Ind Yy

the largest share of foreign-affiliated sales in 1980, but
declined in relative importance in the U.S.-affiliate elec-

Souce: Bureau of Economic Analysis.

Figure 6-)
Employment by U.S. Affillates inthe Electronics
Industry

Source: Bureau of Economic Apalysis.

Sales

Sales of U.S. affiliates increased at 13.7 percent a
year (in current dollars), from $11.4 billion in 1980 to
$29.2billionin 1988. U.S. affiliate sales in some electron-
ics sectors grew more rapidly than others (Figure 6-4). The
household video, audio, and communicati

salestoonly 13.5 percent of the total by 1988. The
fall in el ic comp * imp isdue inpart to
the sale of a large components facility during the period.
U.S. affiliate sales of instruments and related products
rose from 14.2 percent of total affiliates salesto 22 percent
by 1988. The share held by computers and office equip-
ment increased slightly, to 15 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 small, 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

Figure 64
Sales of U.S. Affillates in the Electronics industry

Vides, sudio & conwn.

gory
had the largest increase, climbing from 20.3 percent of
total affiliate sales in 1980 to 48 percent or $14.1 billion
in 1988, and accounting for the largest share of the total in
1988. This rise was mostly the result of large foreign
acquisitions in household video, audio, and communica-
tions equipment in the 1980s. Electronic components held
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U.S. electronics market. They have provided jobs for a Tabie 6.1

rising proportion of U.S. workers, accounting for 14.5  U.S- Affillates’ Share of Total U.S. Employment in

percent of the 1.7 million employees of all electronics the Electronics industry

companies in the United States in 1988, up from 7.7 (In percent)

percent in 1980 (Figure 6-5).> The shiftsin U.S. affiliates’

shares of total U.S. employment within the four electron- 1980 1938

ics industry groups between 1980 and 1988 indicate their SO i E ol e 1 o

increased relative importance as employers in video,  pic mp ’ P o 122

audio, and communi quip and instr 12 239
facturing, and d d importance in \! Total 11 148

manufacturing (Table 6.1). This change in importance is
partly due to shifts in ownership - foreign versus domestic

- in the components industry; speclﬁeally. the sale of a
large el and ies facility. The
data, therefore, cannot be used, without numerous quali-
fications, in analyzing the performance of U.S. affiliates
-- for example, changes in capital to labor ratios, in
economies of scale, in product 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 these standard electronics
industry wages, are providing a rising proportion of these
high-wage jobs in the electronics industry.

Another often used indicator. is ion per

ployee for U.S. affili C edon
an enterprise basis), includes wages, salaries, and benefits
that affiliates paid to U.S. workers. Afﬁllates in p

P

Source: Bureau of Economic Anslysis and U.S. Burcau of Labor Statistics.

slightly below the p peremployee forall U.S.
affiliates in manufacturing, which averaged $33,700 in
1988. Compensation paid by U.S. affiliates in these
industries in 1988 appears ble with the esti d
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 of affiliate, 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

ersand office equip had the hi; ionper
worker in 1988, SAS 260 followed by household video, "

audio, and « quip (335,605). Two
industry groups, p and instr ranked
Figure 6-§
U.S. Affiliates’ Share of U.S. Electronic Industry's
Employment
Percam.

Us. nﬂ'lhlut employmcnl by industry of sales. rather than isdustry of
affili ilabk Glossary. Industry
of sales dats are more companble to US. uldunly employmeat iaforma-
tion, which is collected on an establishment basis.

‘U.S. data from the Bureau of the Census.

Figurs -6
[« ion per Employee in the U.S.
Electronlcs Industry, 1988
; 0
Computers & S TNHNHNNN O T T
ofeq
Video, sudio
& comm.
Elecrronic
COMPOnanTy
Instruments

$1.000 por ampisyes

i Trade Adminis- Source: Buresu of Economic Analysis and Bureau of the Census.



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 biasin 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 acquired more U.S. companies and set up
new facilities. Sales of U.S. affi liates 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. Data on U.S. industry sales foreach
of the four electronics subsectors (three-digit SIC) are not
available, and shipments data, which are collectedon U.S.
industry, are not comparable to sales of U.S. affiliates
data.

Mercﬁandise 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 ail 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 inthe 1980 base
data.

The trade balance of U.S. affiliates of foreign firms
showed a small surplus in 1980, with surpluses in comput-
ers and office equip t and el 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 inall four
subindustries (Figure 6-8).* The deficitsranged from $1.4
billion for household video, audio and communications
equipment to $298 million for computers and office
equipment.

Paralleling the entire industry, between 1980 and
1988, imports for U.S. affiliates increased at an annual rate
of 17 percent, more than double that of theirexport growth.
Imports by U.S. affiliates in computers and office equip-
ment grew fastest at 22.5 percent a year between 1980 and
1988, while their exports grew at only 8.6 percent over the
same period. Although xmpons by U.S. afﬁllates in the
audio, video, and industry
grew rapidly at 21.5 percent a year fmm 1980 10 1988,
exports from this group rose slightly faster. Trade of
instruments affiliates showed a similar pattem, with im-

P
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portsrising 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
p a year, and exports, a decline of 11 p ayear,
however, the sales of a large facility toa U.S. owner during
this period makes any conclusions about these changes
questionable.
For the U.S. el y, the trade bal

was 8 $9,771.7 million surplus in 1980, with surpluses in
all four subindustries. Like U.S. affiliates, the trade
balance moved to a deficit by 1987 ($8,418.1 million) and
1988 ($7,527.5 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,

"Sales data are on aa industry of sales basis, in current prices.

*The sepanate 1980 trade balance is not reported for the U.S. affiliatesin the
clectronics sector in arder to avoid the discl of indi
exports in the audio, video, and communications equipment sectoe.

gure 6-7
U.S. Total Trade In Electronics Products

In 1980

Compuears & Video, sudio Instruments
o 0q & comm. componena
In 1988
Bilon dotrs
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video, and communications eqmpmem and electronic

3 and ies had relatively large deficits
by 1988 going from surpluses of $165.2 million and
$715.1 million, respectively, in 1980 to deficits of $3,899.9
million and $7,107.5 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 of electronics
should be drawn with caution. Data for U.S. affiliates are
on an industry of affiliate or enterprise basis, while data for
total U.S. imports and exports are on a product basm
Hence, the data are not comparable. dee on

Table 6-2
Ratio of Exports to Sales (Shipments), 1988
" (In percent)
US. Aflfliates  US.Industry
|
Computers & offico equip. weenen: 15.0 3717

Audio, video & comm. equip. ceeeeen 8.3 4.1

Elec. components & acc %8 . | 8BS 238
I 122 59.0
Total 10.3 249

Bureau of Ex Annlyn:.ndauxunofiioccm

] Trade Admini uUs. tal Outlook. 1991,

U.S. affiliates may be biased upward or d d, de-
pending on how the U.S. afﬁlia:e was classified by indus-
try. That is, whether or not 51 percent or more of the U S.
affiliate’s activities are in the f of el

d or in wholesale trade ofeel Mm'eovevrT
(he reported trade data reflect the exports and imports of

Figure -8
U.S. Electronics Affiliates’ U.S. Trade

in 1980

+.000

Components

Computer & Vidwo, sexdo Instrumencs
o oq. & come.
In 1988
Mion dollars
3000

Aucio, ideo
olleg & comm.
*Not published to avoid di of

Source: Bureau of Economic Asalysis.

i

U.S. electronicsaffiliates, butnot 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. Theimportance 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-owned affiliates generated the most exportsin 1988,
followed by affiliates of the United Kingdom, Japan,
France. and Germany. Intermsof 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 puters and office equip ted exp
while affiliates of foreign parents from Japan and
the Netherlands led imports.

o  Inaudio, 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.

P data fc i

N isom for 1980
aod JCati i cansot be disclosed.

video,
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Technology

Whether U.S. affiliates of foreign firms have played
aroleinU.S. technology development, or have transferred

A comp of U.S. ek affiliates’ ratio of
R&D spending to sales to that of all U.S. electronics

. companies shows that foreign-owned affiliates spent some-

whmfewumtema.lresom'oesonR&DmtheUmtedSwes
in all el ies video, audio, and

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-
tion isneeded on the levels, nature, and focus of affiliates’
R&D activity. Disaggregated data are needed on kinds of
R&D activity at their U.S. labs and proportion of funds
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 $1.6 billion in 1988, according to surveys by
BEA." 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:

0 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 componems famlny (Flgure 6-9)

. A of technology y of
output is the ratio of R&D expenditures to sales. Since
1980, the ratio of R&D spending to sales for U.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.

MR&D data collected by BEA on U.S. affiliates arc on an * ‘industry of
affiliate™ or enterprise basis. Data collected by the National Science
Foundation on U.S. companies are also on an enterprise basis.

communications (Flgum 6-11). However, except for
instruments, the ratios do not appear to be significantly
different in 1988. U.S. companies in computers and office
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

'National Scicnce Foundation, Selected Daia on Research and Develop-

mmiulna.wy 1989, Febmxlyl99| NSFdaumchxdconlyeonvum
rform R&D, and th

perform R&D. Thus, the ratios fnr us. eonpunes may be bnned upward

mthoennuhnnleaof pot perf g8 R&D are

in the el ics il , the b ﬁmunot ofc
R&D are likely to be minimal. The l988daumbandonpmldxu.nlher
than a census; the data, b , should be ive of the universe
of electronics firms.

Figure ¢-9
Share of U.S. Electronics Affillates’ R&D
Spending by Sector

1980 R&D
$393 Million

1988 R&D
$1.6 Billion

Source: Bureau of Ecosomic Analysis.



sales on R&D, while affiliates spent 3 percent. U.S.
affiliates had a higher ratio of R&Dto sales i in the category
for video, audio, and ications
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of foreign companies had 85 major electronics research
facilities in the United States. Thelistincludesonly aewly

Another way of gauging R&D acnvuy by U.S.
affiliates is the number of research facilities. The list of
R&D facilities of U.S. affiliates, compiled by the Interna-
tional Trade Administration’s Office of Computers and
Business Machines, shows that in 1990, 36 U.S. affiliates

Figure 6-10
U.S. Electronics Affiliates’ Ratio of R&D Spending
to Sales

Computers &
of.eg.

Viceo. sudia,
& comm.

Elecrronic
componency

Inrtrumencs

Toal

Source: Bureau of Economic Analysis.

gure 6-11
Ratio of R&D Spending to Sales by All U.S.
Companies & U.S. Affiliates in the Electronics
Industry, 1988

Source: Bureau of Eocnomic Analysis and the National Science Founda-
tion.

70-389 0 - 93 - 3

blished R&D facilities, and does not adjust forthe size
of the facilities, which ranges from 20 to 200 employees.
No attempt has been made to determine how representa-
tive the list is of the universe of R&D facilities of U.S.
affiliates.

The list shows by coumry awnershnp that in 1990,
seven E panies with 21
U.S.R&D facnlmes. one Canadian-owned firm (Northern
Telecom) had 4 R&D facilities, and 28 Japanese-owned
companies had 60 R&D facilities. Generally, each mul-
tinational company has established a R&D facxhty for
each major line of busi includi
The U.S. affiliate of Siemens (Gcrmany) 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 bers of U.S. affiliates’ R&D fa-
cilities and 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 develop The contrib of affili-
ates to the U.S. technology base has been subject to doubt
by some technology analysts b 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, Iting in | exchang (two-way) of
technology between parent p and sub ies,
which does contribute to the U.S. economy and technol-
ogy base.

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.”?

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 applicati These technol
giesinclude, among others, composite material s. machine
intelligence and rob parallel
and semiconductor materials and mlcroelectromc cir-
cuits.

Semiconductor Materials and Equipment

Semiconductor materials and equipmeﬁt have been
designated by the Department of Defense as critical
technologies. Moreover, the National Advisory Commit-

Report to Congress on the Defense Industrial Base: Critical Industries
Plarning, Depanment of Defense. October 1990,
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ment and clectronic components, and European firms, in

equipment and instruments. Information

tee on Semicond s has p d out that fi ial and
technological k in US. icond equip-
ment and materials suppli duce the petitiveness
of U.S. icond 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 g the cl )| at the and
submicron !evels

Semiconductor materials and equipment (SM&E)
do not fit into a single SIC classification, as they include
products ofat 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 mdustnes mclude pro-
ducers of equipment used in i
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).

Foreign direct investment in the SM&EE industries is
largest in the semiconductor materials industries. In 1990,
U.S. affiliates producing semiconductor materials em-
ployed 6,700 workers at 32 plants. This production is
concemrated in silicon wafers in plants obtained mostly

h acquisiti and in ic packages produced
mostly in new facilities built by affiliates. Japanese-
owned affiliates account for 90 percent of the foreign
directin

on detailed industry groups was collected by the Office of
Business Analysis, Economics and Statistics Administra-
tion, toadd 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 i in the el sector, and have
focuxd their lnvestrnems in speclﬁc segmentx of the
Y, refl g their p and also
theirinterestin vemeal unegmnonof thelr busmess BEA
sales data show that Jap expanded their
dmect investment acuvmu faster than othm Although
ed firms inued to 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 $6.6 billion, followed by
British-owned affiliates with sales of $5.7 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

in this European-owned firms  ~ a1ways available from BEA b of legal confidential-

account for the balance. ity requirements.
U.S. affiliates making semicond fi Firms from some countries have concentrated direct
ing equipmentemployed in 1990 over 3,100 workersat 26 - jp in specific of the electronics indus-
ing plants. J d affiliates try, tending to reflect their national comparative advan-

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 of these foreign-owned facilities, it is not surprising
that Japanese companies have invested in U.S. SM&E
producing firms. !apan is the world’s second larges(

market for semicc and ie:
has some of the largest electromcs producers in the world,
and thus, rep 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 ownership of U.S. affiliates shifted overthe
1980s. BEA data show that J firms
their direct in in and office equip-

P

tages, as evidenced by BEA data on sales in 1988:

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

o Inhousehold 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.

“National Advisory C Semicond £ ic Industry at
Risk: Ammmmmwwm Novelllberl989

"Sec U.S. Industrial Olnlool'. 1991 U.S Department of Commelw.
o i Trade Admi i D.C.:U.S. Dy

- Commerce, January 1991).



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 or plants of 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

q £
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universe, although it is large enough to show patterns of
direct investment across industries. More plete and
reliable establishment data will be available in 1992 asa
result of the BEA-Census data link project.

The data set on establishments and firms shows that

Jap have tended to invest more in smaller,
start-up U.S. el i panies, while European in-
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 i is trated in producing
final electronics goods in tel icati p
ers, ! ics, and ing instruments. In

terms of numbers of workers, the largest subgroup of
foreign direct investment was in computers and peripher-

13 1ng
5

als (SIC 3571-77). In 1990, U.S. affiliates in the sample

: : b d 71 plants producing el ing equip-
semiconductor materials, and computer- and audio-re- ¥ e
lated products, not included in the BEA data. Itisnot, ~Mentandemployed 33,000 plant workers. Intelecommu-
however, scientifically collected or rep ive of the ications equip the largest y of for-
cign investment, affiliates d 60 facturing
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 buik
of plant workers. There isonly one remaining U.S.-owned
Figure 6-12 television manufacturer (Zenith).
U.S. Electronics industry Affillates's Sales by All of the large foreign multinational cl
Country of Ownership companies are involved in producing parts and comp
nents for their final products, and this group of industries
1980 Sales has more direct investment than any single final product
$11.1 Billion

1988 Sales

Source: Bureau of Ecosomit Analysis.

industry. In 1990, U.S. affiliates of foreign companies
operated 136 manufacturing plants with over 58,400 work-
ersp ing el i (SIC 3671-79), such
as printed circuit boards, cap i TV pi
tubes, wiring assembly boards, and semiconductors. Within
the icond and el i p industry
(SIC367), U.S. affiliates producing icond oper-
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 icond and el i 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 Northem Telecom (Canada). The major
Japanese muitinational corporations with significant U.S.
investments are Toshiba, NEC, Hitachi, Fujitsu, Sony, and
Matsushita. Although detailed public data are not readily

ilable on a i and prehensive pany-
by-company basis, available information suggests that the
very largest multinationals have enhanced their market
positions through links in icond p
and entertainment companies, and through horizontal
links across several electronics industries. Vertical links




by affiliatesalso d to the semicond f:
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, and others have acquired existing U.S. computer
manufacturers. Since 1989, companies from -Taiwan,
Korea, Singapore, and Hong Kong have also made rela-

P

tively small ing

Tel ications Equi

European- and Canadian-owned affiliates dominate
foreign in in the prod of telephone appara-
tus (SIC 3661) and ¢ ications equip (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 l office switching equip andan
18 percent market share in private branch exchanges
(PBX) -- second onlyto AT&T in these markets.'s In 1989,
Siemens purchased a majority interest in the then second
largest U.S.-owned producer of telephone 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, aithough 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 substantiat 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 televnslon plants, and Philips (Neth-
erlands) fz electronics in
the United States. Other Asian companies with U.S.
television plants are Samsung (Korea) and Tatung (Tai-
wan).

Measuring Instruments

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
Matra (France), Philips (Netherlands), Beijer (Switzer-
land), while ABB (Sweden-Switzerland) ired Com-
bustion Engineering in 1990. Japanese companies spe-
cialize in instruments for measuring and testing of elec-
tricity and electrical signals (SIC 3825).

Medical Equi
European firms fora ', ifi proponion

of r yment in the ple for the i ie
di 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 ﬁn'ns. such as Toshiba,
focus their U.S. in di

(SIC 3845), especlally the most expensive and advanced
CAT ic

Bh

s, and ul d di i

in electr

Electronic Components

Foreign direct i by multi | 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 muitinational
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 in the electronic
gory, with J. owned affiliates ac-

countmg for about half of the mploy in the 1
data set, and many more plants than owned by US
affiliates of European firms. The European firms with
major U.S. icond facturing facilities are

1511.S. Department of Commem(NTlA &ITA). U.S. Telecommunications
in a Global E Comp ata Cr ds. August 1990.
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Philips (Netherlands), Siemens (Germany), and
Schlumberger (France).

Almost au of thc larger Japanese semiconductor

ilities in the United States:

Fujnsu Ma(suslma. NEC, Oki Electric, Mitsubishi Elec-
tric, Sony, Sanken, and Toshiba. Japanese steel compa-
nies have been i ing in joint with U.S.
electronics companiesin recent yearsas partofa corpomu:
strategy to diversify into el and gain
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).

Semiconductor Materials and Equipment

materials comp have d dU.S.
afﬁhata employment m manufacturing semiconductor
test equip and d materials-- accounting

inthe ple, mainly

forabout 80p of employ
quisitions of U.S. Schlumbcrgerof

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 small number of states. These states in
which U.S. affiliate el ic produ are | d 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).
Alsoin the top 5 states 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

France a maker of test equipment, is a major Europ
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 Monsaato’s materials division--a major U.S.
producer of silicon wafers.

Tapes, CDs, Computer Disks

1 ics in a small ber of states g Ily parallet
the pattern for the U.S. industry as a whole. California has
attracted numerous acquisitions and start-ups by foreign
investors b it forasub ial share of total
U.S. el i facturing, 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

Foreign direct investment in the U.S. magnetic
recording media industry (SIC 3695) accounts for a very
large share of this industry’s employment — 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 p
dlsks (hard and ﬂoppy) 'l'he European—owned affiliates
g tape include BASF, a Ger-

¥ 5 &

large cc ions of comp and univer-
sities in the Boston suburbs. In some staxes 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.

“Data discussed in this lemon were collccud by the Office of Business
Analysis, E jcs and U.S. D« of
Commerce.
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7

FOREIGN DIRECT INVESTMENT INTHE
U.S. AUTOMOTIVE INDUSTRY'

by Donald H. Dalton*

Inthe 1980s, foreign aut ive p manufacturers
rapidly increased their sales in the U.S. market with goods
produced in plants | d in the United States. Foreign
direct investment bas 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
wholly Japanese-owned or jointly-owned with U.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 number of foreign-owned plants
in the United States in the 1980s has contributed substan-
tially to the transformation of the 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, mostofthe U.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 South n states.
Bureau of Economic Analysis (BEA) data also

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 p greatly expanded ex-
ports to the U.S. market However, those large export

trade frictions b the
United States and its trading panners especially Japan
U.S. auto imports b an

tiveness issue in the late 1970s, stamng with the mpld
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). Jap produced autos now domi the
U.S. import market, rising from 4 percent of U.S. sales in
1970 to0 22 percent in 1980, and roughly stabilizing at that

Figure 7-1
Japan Dominant Supplier of U.S. Imported Auto
Sales Since 1978

indicate that the foreign-owned ive

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.

‘lndumy Eoonomut in the Office of Business Analysis, Ecopomics and
US. D of C
hasb Tued from h

mnmmvmbmnmwkvdhnmfor divi

"Foreign di

Total imported Cars
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2] 197§ 1980 s 19%0

industries. Hence, histotical costs are used in the analysis.

Reports, and U.S. Department of Commerce,
Office of Automotive Affairs.



level thereafter. The Japanese began voluntary restraints
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 played a majorrole in the decision of Japanese 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 J. auto producers 1o ci vent 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. accep-
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number of U.S. affiliates mainly produci d for
use in motor vehicles, such as tires, nampmgs. windows,
bearings, seats, air conditioners, and other parts, but
classified in BEA data under other SIC groups.

Priorto 1988, except for benchmark years, the BEA
data also do not, for enterpriges that are mainly wholesal-
ers, differentiate between their establishments engaged
mainly in wholesaling and those mainly inproduction. 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 fe ing industry ex-
clude the manufacturing portion of these two enterprises
and substantially understate the actual operations of ail
U.S. affiliates producing autos. In the benchmark surveys
and from 1988 onward, BEA has been collecting data by
industry of sales that distinguish between wholesaling and
manufacturing, buthas not been publishing the data cross-
classified by industry of affiliate at a detailed industry
level. Anadditional problem is that the BEA dataon U.S.
affili included in that industry provide no disaggrega-

tance of their products. By 1990, six Japanese auto

tion between U.S. affiliates producing autos and those

producers owned seven U.S. auto f: ing affili-
ates, including their joint prod with U.S. producers.

The rise of Japanese auto production in the United
States in the 1980s created additional trade frictions that
spilled over from the large rise in those plants’ use of
Japanese-produced imported parts. Auto partshad 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 Japan, shifting from 14
percent of the total in 1983 to 32 percent in 1989. The new
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
of the 1980s. .

Industry Scope

This chapter covers all foreign-owned affiliates in
the United States that mainly manufacture automotive
products. Itdoesnot 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

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 ive £ ing industry is illus-
trated for 1988 in Table 7-1. Completion of the data link

_project will heip reduce these problems.

The following on the ive fa
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 lnvestment in property, plant and
quip by U.S. ive ing affiliates
(according to BEA data) grew rapidly from $1.4 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 f: ing affiliates reached
85 percent and their share of the accumulated stock of the
affiliates total investment reached 67 percent.

U.S. affiliates’ automotive manufacturing sales
(accordmg to BEA data on an industry of sales basis)
d from $6.7 billion in 1980 to $16 billion in 1988,

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

IPP&E data are based oo bistorical book value, and may understate their
current market value.
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Table 7-1
Selected BEA Data on Sales of Motor Vehicles & Equipment in 1988
By U.S. Foreign Owned Affillates, By Industries oumuu. & Sales

(In billion dollars)
B
Indusry Al " aoufscturing” Wholessfing Al
of Industries Tota} Of Which Total Of Which Other
Sales Motor Vehicles Motor Vehicles
& Equi & Bqui
Manufi i ‘Wholesling
Al ind 8533 76.2 12 309.7 3.7 467.4
Motor vduclga & equipment
ng (SIC 371) 15.9 6.4 . 38 . 0.7
Other motor vehiclo equipment
£ % L] L] L] L * L]

* Not published. Source: Buresu of Economic Analysis.

and accounted for 7.3 percent of the total U.S. automotive
manufacturing industry's sales in 1988 (Figure 7-3). Sales
by these U.S. affiliates increased faster than employment
in ive f2 ing 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
$8.6 billion, and accounted for over one-half (54 percent)
of the total U.S. affiliates' automotive sales, followed by
German-owned affiliates at $2.4 billion (8 percent) and
French-owned affiliates third.

U.S.-produced content. Many observers are con-
cemed 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

Figure 7.2
U.S. Automotive Manufacturing Affillates’ Stock
of PP&E Investment
Bilkon dofars

the U.S. General Accounting Office.’ The GAO report
also indicates tkat the U.S.-content share of output by
Japanese-owned U.S. auto affiliates increased by one-
fourth in one year -- from 38 percent in 1988 to 50 percent
in 1989. This share wasstill far below the 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 industry of 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

3U.S.Genenal A g Office. Foreign I
*1989 U.S. ;'" ducti
October 1990.

1p Affiliated
's Impact on .Iobs ‘Washingtoa, D.C.,

Figure 73
U.S. Affiliates’ Automotive Manufacturing Sales

Wl

Source: Data by indusizy of affiliate, Bureau of Ecopomic Analysis.

20

il |

Source: Data by isdustry of sales, Bureau of Economic Analysis.
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Figure 74 Table 7-2
U.S. Affiliates’ Employment in A tih U.S. Auto Production
Manufacturing (in thousands of passenger cars)
nM Company 1937 1996
US-owned:
Genera! Motors 3,603 2,683
wk Ford 1,830 131
Chrysler 1,109 726
US. affilistes:
wl g 65 0
Homds o 324 48
NUMMI 4 204
NiSEER ooreeecsereceearrecssmsssssssee 17 95
ok Toyots [ 1mt
MAZAS corrseemsesmessssonsssomsssssisosss 4 184
Subara-1 [ 32
0 Diamosd Star 0 148
1= Nl .- Total, all producers 7,007 6,069
Source: Data by iadustry of gales, Burean of Economic Anatysis. US-owaed 5,543 4757
U.S. affilistes e 554 1312
percent of the industry’s total employment in 1988. USS. affiliates® share (percent) 78 216

In 1988, (according to BEA data) Japanese-owned
companies employed 23,100 workers, accounting for one-
third of the total employed by all U.S. ive manu-

Note: NUhMunGMToymvaem Dismond Star is s Chrysler-

facturing affiliates — more workers than in any other
nation’s U.S. automotive manufacturing affiliates. The
next largest groups -- Ger ed and United-King-
dom-owned affiliates -- each employed about 11,000
workers.

_ Wages. In 1988, total compensation paid by U.S.
automotive affiliatesto U.S. workers reached $1.4 billion
(according to BEA data). Compensation per employee
averaged $40,100, substantially above the $33,700 aver-
age paid by all U.S. affiliates in all manufacturing indus-
tries, but less than the $44,550 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 wholesalmg employees included compared to
u.s. ing 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-1980s, with
the rapid rise in the ber of Jap ed U.S. auto
producers. Hondabegan U.S. auto production in 1982 (for
salein 1983), Nissan in 1985, the Toyota-GMjoint venture

i joint venture.
Source: #ard'’s Automotive Reports.

Figure 73
U.S. Automotive Affiliates’ Average Annual
C fon per Employee Higher than other
U.S. Affiliates, but Lower than All U.S.
- Automotive Manufacturing in 1988

AJUX frwm

Aune siises A
L

Sources: Buresu of Economic Asaalysis and Bureau of the Census.

NUMMI plant in 1986, Mazda in 1987, Mitsubishi in
1988, the Toyota wholly-owned plant in 1988, and Subaru-
Isuzn 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 plants jointly owned with U.S.-
owned auto producers) rose rapidly from 7.8 percent in
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1987 (including Volkswagen), to 16. 5percemml989 and
21.6 percent in 1990 (; ding to Ward'’s A ive

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

Reports) (Table 7-2). In addition, J. 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.

(PR} £

d auto parts producers about vertical linkage be-
tween U.S. affiliates producing autos and those producing
auto parts, particularly between Japanese-owned firms.

Detailed public data are not readxly available on a consis-

According to the Japan A
Association, Japanese investment in U.S. auto production
facilities reached $6.4 billion in 1989, and by ti.e end of
1990 those U.S. facilities employed 26,653 workers
Several of those Jap auto companies have
future expansnons in the United States.

Auto Parts and Tires

A surveyofavailable sources by OBA indicates that
U.S. affiliates mainly producing vehicles and ive
parts are accounted for under 50 separate 4-digit SIC
industries. This survey found that in 1990, for the foreign-
owned plantsidentifiable by industry of output, 75 percent
of the production workers and 96 percent of the plants in

tent prek pany-by pany basis to clearly
identify the extenl of such linkage. Nevertheless, such
mfomanon asis avallable suggests there is some vertical
link d 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.

d US. ive manufacturing
opemuons 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 M , the 99 “*ind dent’’ Japa-
nese-owncd U.S. automotive parts afﬁlnates tended to
have long-term supplier relationships with the parent

the automouve manufacturing sector are those prod g

t ive parts. M , of the d total num-
ber of U.S. affiliates' 416 auto parts plants (with 126,640
workers), 57 p were J; ed, while Euro-
pean and Canadxan 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 p of J auto ies in this
country and the sharply reduced relative cost of purchas-
ing U.S. facilities resuiting 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 plams relative to
their number of employees in 1990.

In Europ 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 parts firms.

U.S. affiliates are widespread in most of the 50
separate auto parts producing industries. The largest
concentration of U.S. affiliates, in terms of employment,
isinthe U.S. tire industry, with e ven more workers than are
employed in affiliates producing autos. In 1990, U.S.
affiliates producing tires employed 39,300 workers at 29
plants, with Europ d tire prod 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

Jap auto prod in Japan.*
Technology Progress
Technology Transplants

Some of the J. dU.S. ive affili-
ates have contributed to U.S. productivity growth by
bringing tothe United States the world’s *‘best practices’’
production technology -- in effect transplanting technol-
ogy. Because Japanese-owned plants are newerthan U.S .-

“Phyllis A. Genther and Donald H. Dalton. Japanese Direct Investment in

us. ing. U.S. D of Ci Washi DC.,
Juge 1990.

. Figure 7-6

Number of ) d Automotive Plants

Rose Rapidly in the 1980s

S USs. D of C k
U.S. Mamufacturing, June 1990.




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
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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, g 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 early technical devel-

opments, the dramatic gmwtr.l; in the U.S. automotive
industry’s demand for robots has been supplied primarily
by imports. Thc stock of robots installed in all U.S.

data) has lagged well behind that by U.S.-owned
tive p Notwith g the U.S. affiliates’ sub-
stantial share of total U.S. auto producnon they spent only
$50 million on R&D in 1988, compared to $7.3 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 than one-haif the nearly $90 million level they spent
in 1980.

Critical Technologies -- Robotics

A number of key critical technologies are embodied
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

ies rose d lly from about 6,000 in 1981 to
39,000 in 1990. However, of the 3,300 additional robots
installed in the U.S. plants in 1990, only about 19 percent
were assembled in the United Smes. and most of those
were assembled from imported |
The U.S.-produced contribution to U.S. robot assembly is
now largely limited to supplying controllers, sensors, and
software. In 1989, of the total ber of robots bled
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. ive
plants in 1989 were foreign-produced.
The advent of Japanese-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, bas amply demonstrated a dominant

U.S-produced foreign brand autos appeared to gly
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-

price and reliability competitiveness edge in supplying
robots not only to Japanese-owned, butalsoto U.S.-owned
auto plants. Indeed, GMF Robotics, a joint venture with

_production facilities in Japan between General Motors and

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 ¢ d to similar Japanese companies, and spe-

tion in the U.S. automotive industry’s adoption of roboti
technology in automotive production was highly moti-

Figure 7-7
U.S. Automotive Mfg. Affiliates’ R&D Spending

1990
Source: Bureau of Economic Analysis.

1987

cialize in the advanced technologies for sensors and
manufacturing software. The sensors are used in robot
arms for vision, heat detection, and proximity. U.S.
companies also produce the world’s most advanced and
creative computer software for linking robots and machine
tools on the factory floor. Moreover, nearly all of the U.S.
robotics ies have blished i ional coop-
erative arrangements with foreign robot producers to
reduce risk, share devel costs, and d markets.

National Ownership Concentration

U.S. affiliates 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 Jap as Volkswagen closed its
Pennsylvania plant in 1988, and Renault sold its equity
position in American Motors to Chrysler in 1989.

*Page 39,in US. D¢anm:m of Comm:m. Buresu of Export Administrs-
tion, Office of ic Apalysis Division.
Indusory. Washi

Security of the U.
D.C., March 1991,



Trucks

U.S. affiliate production of large trucks is domi-
nated by European companies, while Japanese companies
specialize in pick-up trucks. Renault of France bashad a
direct interest in Mack trucks since the late 1970s and
gained full control of the firm in 1990, while Volvo of
Sweden d White C lidated truck division in
1981 and formed a joint with G ] My to
manufacture “class 8" trucks in 1988, and Daimler Benz of
Germany acquired Freightliner in 1981.

European companies from Sweden. France, and
G y b U.S. prod ugh acquisition of
integxatedU S. heevy-dutyu'uckassetnblyandpansmam-
facturing, J; i dnewU.S.
truck assembly plants, but rely on U.S. contractars 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 for nearly 20 percent of total U.S. production of
light trucks (; ding to Ward's A ive Reports).

have

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
acquisitions of U.S. tire companies in the 1980s include
Continental AG’s (Germany) purchase of General Tire,
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Automotive Parts

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 glnssdmsxonby?nlkmgwn Brothers PLC, the
U.K.-owned affiliates specialize in p
owned affiliates have also fc onglass, d
Auto seat production is dominated by Luxembourg- and

- Japanese-owned plants. U.S. affiliates in automotive

and Pirelli’s (Italy) purchase of Amstrong, Smce 1987,.

tire p have purchased Fi
Mohawk and Dunlop UK and its U.S. subsidiary.

Table 723
U.S. Tire and Auto Parts Producing Affiliates in
1990

Couantry of Production
Ownership Plants Workers

29 39.400

12 15,258

17 24,150

[} 0

386 87,240

ns 37,992

143 24,150

18 3,060
Source: U.S. D of Ci E jcs and Statistics Admin-

isteation, Office of Business Analysis.

~

stamping are mainly Canadian- and German-owned, while
bearings are mainly produced by Swedish- and Japanese-
owned plants.

Japanese-owned plants account for nearly all of the
affiliates’ production of anto air conditioning, auto audio
equipment, plastic parts, and safety equipment. German-
owned affiliates, such as Robert Bosch, have concentrated
on fnel—mjecuon systems, and account for nearly all of the

d U.S. duction of p , valves, and
water a.nd fuel pumps u. K.-owned affiliates have also
d on ive 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

U.S. automotive affiliates are heavily concentrated
in the large automotive states in the Mid-West, such as
Michigan, Ohio, and Indiana, although at least some are in
atotal of 34 states. In 1990, most U.S. affiliates were in
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 with 44 automotive plaats employing 17,595
workers. Both of these states had large Japanese auto
assembly plants, which attracted large numbers of Japa-
nese-owned auto parts suppliers that provide ‘‘just-in-
time’’ delivery. Over 70 percent of the Japanese automo-
tive foreign direct investment was in Ohio. The Toyota
plant in Georgetown, Kentucky also attracted foreign-
owned suppliers, with Kentucky ranking fifth largest in

gn-owned ve in

Large European investments are in South and North
Carolina, with South Carolina ranking fourthamong states
in ive foreign direct in primarily due to
Michelin’s four large tire plants, two auto parts plants
owned by Robert Bosch of Germany, and the relocation of
Renault-owned (France) Mack truck headquarters.

Some states, such as Kentucky, Tennessee, and
South and North Carolina attract foreign in: be-
cause of lower wage costs, partly because of less unioniza-
tion of workers. These states also have offered significant
incentives to recruit foreign- d f: ing plants.




Figure 7-8
U.S. Automotive Manufacturing Affillates
Strongly Increase Imports
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companies opoerations.
Source: Burcau of Economic Analysis.

Merchandise Trade

According to BEA data, U.S. imports by U.S. auto-
motive manufacturing affiliates have risen sharply t0 §1.6
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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 much higher than reported
by BEA data, as those data exclude imports by two major

U.S. affiliates assembling autos that are classified as
wholenlen.

d enterprises for most of the
U.S. nnpombyU S. automoti ve manufacturing affiliates.
U.S. Bureau of the Census trade statistics on U.S.-Japa-
nese automotive trade show a decline in imports of ve-
hicles in recent years, as affiliates increased their U.S.
production, but this decline in auto imports 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 cutlet for sales of Japanese-made tires.
Imported tires may also be installed on Japanese brand
autos assembled in the United States. Imports of Japanese-
produced tires have risen over 50 percent since 1986.

In contrast to imports, exp by US. ive
manufacturing affiliates were far lower in 1987 ($360
million) and in 1988 ($450 million) than the $1.0 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 $25.9 billion (3.9 percent). Indeed, the export
share of their 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 $1.6 billion in 1988. Most of their
imports are from their parent firms, while virtuaily none
of their exports are to their parents. As a result, the trade
_deficit with their parentsislarger than theiroveral deficit,
reaching $1.4 billion in 1987 and $1.7 billion in 1988.
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FOREIGN DIRECT INVESTMENT INTHE
U.S. STEEL INDUSTRY

by John T. Harrington

Rapidly rising foreign direct investment in the U.S. steel
industry in the 1980s occurred during considerable re-
ing within the industry and imposition of new 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 foreign p app to have peaked in the mid
1980s, although occasional acquisitions continue to oc-
cur. The bulk of this foreign investment has occurred in
downstream facilities—specialized milling or alloy plants
-- where proximity to the customer is increasingly impor-
tantand, in many cases, is on a joint venture or partnership
basis. Japan replaced Europe as the major foreign investor
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 fidan-
cial conditions in the early 1980s. Besct by a recession
fostered decrease in aggregate U.S. demand for steel,

Figure 8-1
Total U.S. Steel Mill Product Shipments and
imports, 1980-90

Source: American Irop and Steel Institute and U.S. Department of Com-
merce.

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 $11.6 billion
from 1982 through 1986.2 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
in | needed to upgrade their facilities to
levels tec!mologlcally 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.?

As a result of the industry’s poor eamings and its
difficulty in raising capital, investment in plant and equip-
ment fell from $2,650 million in 1980 to only $862 million
in 1986, leaving the industry starved of capital and with an
aging technological base.* Consid 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 $10 and $15 billion, for the industry to regain a
competitive position in world markets.*

PR
ablein

*Industry Asalyst in the Office of Metals, Mmenls and Commodities,
Trade Devel ional Trade Admini:

'The steel industry is defined in this report under SIC code 331 as blast
furnaces and steel mills and manufacturers of ferro-alloys and non-fermrous
alloys by electrometallurgical processes, steel wire and nails, cold-rolled
steel, and steel pipe and tube.

Foreign direct i hasbeen fued from h ical basisto

cumnl cost and market value bases at the aggregate level but pot for
d Hence, bistorical costs are used in the analysis.

1 1989 Annual Si ican Iron and Stcel

ical Report (Wasbi A
Institute, 1990), p. 7. .
3 David J. Cantor, **Forcign Direct Investment in the U.S. Steel [odustry,”
Foreign Direct Investment Effects on the United States, Commitice on
Banking, Finance sad Urban Affairs, House of Representatives, (Washing-
ton: U.S. Government Pristing Office, 1989) p. CRS-106

¢ American lron and Steel Institute, p.12

* George W. Hess, “*Federal Budget Deficit tops AISI's List,” fron Age,
July 1990, p. 8.



Motives for Foreign Investment in
the United States

The difficulties faced by U.S. steel producers in the
carly 1980s led them in many circumstances to seek
outside capital and technology, according to a survey
conducted by the International Trade Commission in
l989 ¢ Fomgn steel companies, moreover, could see

ad ges in owning production and p
mg facilities in the United States. These percelved
advantages included:

0 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 gaining economies of scale, diver-
sifying nsks stabilizing eamings across borders,
ande g firm ific petitive advan-
tages m technology and capital.

o U.S. import restrictions. After 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.

] Instability of the dollar. The large swings in the
relative values of international currencies and in
energy and raw material pricesin the early through
mid 1980s, demonstrated the need for foreign
steel prod — ially J firs which
import virtually all of their cokmg 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 labor costs, 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.

[ Customer service requirements and technol-
ogy advances. Foreign firms recognize that
increasing demands from steel for
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by local plants, which can better guarantee a
stability of supply.

[ 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 with investments in the 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 percentin 1988. Foreign
firms control less of the U.S. industry, however, consider-
ing thatalarge number of these affiliates are jointly owned
with U.S. firms.

Gross Property, Plant, and Equipment

R Gross property, plant, and equipment (PP&E) of
steel-making affiliates of foreign companies in the United
States was assessed at $1.7 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 $6.2 billion, or
17 percent of the Census compiled total of $36.4 billion.
(Figure 8-2).*

Japanese-owned U.S. steel affiliates held $3.2 bil-
lion in gross PP&E. about 9 percent of the U.S. industry
total. European-owned affiliates held $919 million in
PP&E, less than 3 percent of the industry total.

Excluding property, by 1988, U.S. affiliates owned
$6.2 billion in plant and equipment assets, or approxi-
mately 17 percent of a total $35.3 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

customized products--made economically pos-

sible by aided f: ing and de-
sign — is shifting the industry from a producer-
oriented, price-based commodity market to one
witha stronger customer orientation, better served

in tin 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

"As PP&E dats are based o3 historical book value. they may be understated
in cunenl market terms.

$U.S. Global Competitiveness: Steel Sheetand Serip ry(Washi
United States International Trade Commission, January 1988), Qapul 1L
p-13.

*Quarterly Fi ial R 12. Mining, and Trade Corpo-
rations (Washington, Bumu oflhe Cem Department of Commerce,
various issues) pp. 34-36.
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Figure 8-2
U.S. Steel Affillates’ Total Assets and Sales,
1977-88

(1244 » 8 83 BS 87
Source: Bureau of Economic Analysis.

grew from $554 million in 1980 t0 $2,927 millionin 1989 %
Sales

Steel sales by U.S. affiliates of foreign companies
increased more than three times from $2.8 billion in 1980
to $9.5billion in 1988. Relativetototal U.S. steel sales, the
foreign companies in 1988 heldroughly 17 percent of U.S.
steel industry sales of $54.5 billion, up from only 3.5
percent of industry wide sales of $78.0 billion in 1980. If
over $1 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.%°

Figure 83
U.S. Steel Affiliates’ U.S. Employment, 1977-88

Thousand Empioyess.
)
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Note: Industry of affiliate basis.
Source: Bureau of Economic Anslysis.

Employment

In 1988, U.S. affiliates of foreign companies em-
ployed 51.5th d workers in the f and sale
of steel, of which 38.4 thousand worked for affiliates
whose primary business was m the steel manufacturing.
This rep a70p since 1980 but the
majority of the i mc:ease 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
wages of all employees of U.S. steel affiliates averaged
$33,541. Although not wholly on the same basis, this rate

p with an ge of $31,963 for production
workers in the industry asa whole. Only about 54 percent
of the employees of the U.S. based affiliates--21,000 out
0f 39,300 in 1987--were covered by collective bargaining
agreements, however, compared to 76 percent for the
industry as a whole--an estimated 155,000 out of 202,900
(Figure 8-3).”

Employment by U.S. steel industry affiliates is
mainly concentrated in the Great Lakes states (which had
one-third of the total in 1988), and in the individual states
of Pennsylvania, California, and Georgia.

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 of Japanese-owned affiliates jumped from only $89
million in 1980 to reach 33.2 billion by 1988, while the
PP&E of European-owned affiliates declined from $1.1
billion to $0.9 billion. This shift is not surprising as the
eight largest Japanese steel firms realized accumuiated
profits of $7.8 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, primarily through acqui-
sitions in the United States by their state-owned steel
conglomerate.

*For years 1980-84, sce Survey of Current Business, Bureau of Economic
Analysis. Aug. 1985, p.65. For years 1985-89, see Aug. 1990, p. 54.
10 Ihid.

d Earnings(Washi U.S.D

of Labor, Bureau ofh.boxsmm.lu) 1980 data, July 1984 issue.p. 51;1988
data, August 1989 issue, p. 41 and 42.

“Esti by the United Steet of America.

Steel! Strategist no. 17 (New York: Paine Webber fnc., Feb. 1991 Yp. 118.




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 $3.5 billion or 6
percent of industry-wide sales in 1988 while E
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regard to labor and the condition of the plants. Neverthe-
fess, ap in have continued since
then; for le K ki Steel obtained a 50 percent
share of A.rmco in 1989 and Nippon Steel obtained 13
percent of Inland Steel in a 1990 stock swap. All five of

Japan's i d steel prody have thus made sub-
stantial in in A steel manufacturing
facilities.

A di

owned affiliates accounted for $2.8 billion or 5 percent
(Figure 8-4).

Japanese Investment--A Dominant

Factor

Publicly available information indicates that Japa-
nese direct investment in the U.S. steel industry began in
1968 with § Metal’s of a 10 percent
stake in a small Califomia tube manufacturer. Major
investments, however, did not begin until 1984 when the
United States signed a vol (VRA)
with Japan, limiting Japanese steel exports to the United
States. In August, 1984, just prior to that agreement, NKK,
one of the top five steelmakers in the world, acquired 50

y restraint agr

g 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-

d new f2 idiaries, entered into 17
‘‘greenfield’’ joint venmms. and acquired shares ranging
from 33 to 85 percent in 11 existing plants or production
lines with 8 different American firms."

Japanese firms have tended to favor establishing
new plants rather than acquiring a stake in already existing
manufacturing facilities. This preference for *‘greenfield’’
investments may reflect, in part, adesu'e by Japanese s:cel
ﬁrmstoexplon their technologi ges in p! -
tion engi ing. Much of Jap in unheUS
steel industry is concentrated in plants which process raw
steel, such as the manufacture of galvanized sheet or

percent of National Steel after the 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 a half share 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

Figure 84
U.S. Steel Affiliates’ PP&E, by Country of
Ownership, 1980-88

Europe

Camaca & Other Japan
Countries

Sourte: Bureau of Economic Analysis.

h 1 tubing for biles. With the exception of
NKK's majority interest in National, Kawasaki Steel’s 50
percent stake in the Eastern Steet Division of Armco, and
Kobe Steel’s 50 percent interest in US 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 investment in the U.S. steel industry
has, for the most part, taken the form of joint ventures with
existing American steel firms. Exceptionsinclude NKK’s
equity i in National, the I stock swaps
between Nippon Steel and Inland Steel, and the outright
purchase of several small specialty steel f: ers.

The U.S. partners’ motivation for entering such joint
ventures is clear—-the availability of Japanese 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 bave 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, totailingover 16 million metric tons
of annual production capacity, the Japanese have invested
or plantoinvestan initial total of $2.04 billion against only
$155 million by the American partners, even though the
parties typically have equal equity shares."

“Japan's Expanding U.S. g Presence (Washi The
Japan Economic Institute. October 1989) pp.71-72.

BSallie Gaines, “Japanese Baokroll Resurgence of U.S. Steel Industry,”
Washington Post, | April 1990, p. 65.




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 and
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partoer. 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
K ki Steel and a Brazilian company, all major Japa-

2ol harrd.

| fact The fi of the very large
capnal requuemems of a steel plant can be eased by
sharing capital, tech gical and ial 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 legally separating their
investment from less desirable portions of the American
partner’s assets, Japanese investors can hope to avond the
cost and political embar t of probl
with under-funded pension plans, labor unions, 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 for joint
ventures. By engaging a local partner, Japanese firms
ameliorate the perception that they are a competitive
threat to d ic steel ¢

P

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
modemization 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 J;
had no dxfﬁculty in winning the bulk of steel plant mod-
ernization orders.

1
mu s

Labor Relations

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

nese iuvestments 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 wasan attempt by

the Kobe-USS joint venture in Lorain, Ohio, to dlssoclate .

itself from the collective bargaining agr

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 to differentiate itself from USS may be 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 lS in many applied
yal'eas,yauuualy d logy, 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 top ivity to cc
for the relatively high cost of energy and raw materials in
Japan. According to an American steel executive, as U.S.
steel fims slashed in-house engineering departments to
cut costs, the U.S. steel industry's start-up rates and

+

learning curves for steel making technology fell id
ably behind that of Jap prod "A ison of
corporate R&D exp asap ge of net sales

between Japanese and American 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 Japanese auto firms. A number

“Annual Survey Concerning Compmmn Conditions in the Steel lndu.wy
and Industry Efforts to Adjust and h (Washi

Trade Commission, October 1989) pp. M 2-3.

'"USW OK's USS/Kobe Contract,” American Metal Market, February 20,
1991, p. 1.

“Thomas J. Usher. **Steel Industry in the Nineties," fron and Steel
Engineer, February 1991, p. 26.




of new greenfield plants have been consuucted which
produce cormosion-resistant zinc or nickel-coated steel
sheet for use in the manuf; 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.®
Although Japanese firms have provided technical assis-
tance to American producers in the coating of steel since
the late 19703, 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 specifi of Japa-
nese automakers.?
Shared basesare p larly 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-
mdustry coopemnon in the design and pmducnon of

and ive parts, ve firms
strongly prefer to engage in long term supplier relation-
ships with a very limited number of steel 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-timei y sy d dby Ameri ]
also require few suppliers.

European and Canadian Investment

While Jap in isthep 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 p in
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LTV Steel, the third largest steetmaker in the U.S., but the
negotiations fell through due to Usinor'sunwillingness to
assum!hcpcnnmobhgnmmonwhlch!.whadde-
faultedin b uptcy. ing the trend of Japanese steel
firms to follow their compatriot auto manufacturers into
the United States, Usinor last year purchased a 50 percent
stake in Georgetown Steel, a maker of steel cord for use in
tires, following the purchase of Uniroyal-Goodrich by the
French tire maker, Michelin.® According to the press,
Usinor, which benefited from an estimated $16 billion in
subsidies from the French government during the steel
recession of the 19803, has resources to spend on overseas
investments because it has not used up tax credits carried
forward from that period.?

British Steel, only denationalized in 1988, recently
signed a letter of intent to study the possibility of forming
a joint with Bethlehem Stee! 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

fa 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 investmentin 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 investmem occurred in the early 1980s
when the sector’s fi | and mark were
optimistic in comparison to the U.S. mtegmed 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
prod at $422 million in 1988 compared with $5.6

the U.S. steelindustry. Usinor has become the largest steel
firm in Europe through aggressive acquisiti and is
close to becoming the largest firm in the world. Press
reports indicate that in 1990, Usinorwu the first foreign
firm to acquire 100 p ip ofamajor U.S. steel
firm--its $570 mllhon buy-out of J&L Specmlty Products,
thesecond largest U.S. staink . Usinor
also attempted to acquire a significant nunomy stake in

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 $135 million in
1988. Imports doubled in the first half of the 1980s,
reaching $639 million in 1985, and then tapered down to
$559 million in 1988.

The U.S. affiliates’ exports decreased slightly in the
1980s, despite the sharp rise in foreign direct investment

YConstance Grzelks in **The Driving Force behind Ford's Steel,”” Aux
tive Steel Supplement, American Meiad Markes, 17 Dec. 1990, p. 18A.

d by the Japanese Stee! Informatios Center.
Russ McCulloch, **Keeping the Automarket Covered, " Metal Bulletin
Monthly, May 1990, pp. 97-99.

ZYsinor Sacilor May Spend $1 Billion to Upgrade LTV*s Sheet Produc-
tion,”” Jron Age, May 1990, p. 10.

BlLaurs Jereski, **A Gallic Thrext to American Steel,” Forbes, 26 Novem-
ber 1990, p. 146.

Press reiease, Bethichem Steed Corp., 24 Jasuary 1991,



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 of their sales in 1988, even less than the weak 4.0
percent for the steel industry as a whole. The European-
owned U.S. steel affiliatés had a greater propensity than
Japanese affiliates to export, shipping 3.6 percent of their
sales overseas in 1987, compared to only 0.2 percent for
Japanese-owned affiliates. -

Publicly available inf ion indi that the
U.S. steel affiliates have tended to be large importers of
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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
aresult of the new **greenfield'” plants, which are reduc-
ing the need for imports of specialty coated steels. The
best example of this effect may be 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-
facmrers are under political pressure to increase the U.S.-

raw steel--especially the British Steel-owned Tuscal
Steel, California Steel, and the USS-Posco joint venture,

p d of their US operations and have
d their i ion to i their U.S. parts

all of which imported large quantities of semi-finished
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

Figure 8-§
U.S. Steel Afiiliates’ Foreign Trade, 1980-88
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to75p .2 Some J. transplants,

su.has Nissan, expect to purchase close to 100 percent of
their coated steel from U.S. output by 1991, when Japa-
nese joint ventures with Armco and LTV are expected to
meet Japanese grade and quality specifications.* U.S.
imports of Japanese galvanized steel are expected to
diminish further when additional 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 h 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 miition in 1980 and $18
million in 1988, compared with the whole U.S. steel
industry R&D spending of $338 in 1980 and $257in 1988,
Asaratiotosales. this amounts to only 0.04 percent for the
affiliates, pared with the industry-wide ratio of 0.6
percent. Nevertheless, the foreign parents of the 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.

5 ; Sales Exp Prog
ington: I ional Trade Administration, 1990).

*Bryan Berry. ‘‘Galvanizing Puts on New Coats™, Iron Age, September
1989, pp. §5-56.

2 (Wash-
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FOREIGN DIRECT INVESTMENT INTHE
U.S. CHEMICALS INDUSTRY

by Sandra D. Cooke and Susan M. LaPorte,* and Emily A. Arakaki**

The chemicals industry is one of the 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 1S percent in 1980. These chemicals-

Y for almost 30
percent of the entire foreign direct investment (FDI) assets
held in the U.S. manufacturing sector.

L ing chemical prod surpluses world-
wide and a maturing market caused prices and profits to
decline in the early 1980s, leading to amajor restructuring
of the industry. Opportunities arose for foreign multina-
tionals to expand in the United States and they took
advantage of it. Theresult has been unprecedented levels
of foreign i t in the ch Is 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.

Therecent 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-
uves for fomgn direct investment, as also has the need for

gn cC to produce inthe United Statesto lower
tmnsponatlon costs, especially for specialty chemicals, in
selhng tothe U.S. market Hedging agamst exchange 1ate

ions and sp g 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 11 European firms are
expected to continue to increase their already large invest-
ments while Japanese and developing countries’ firms

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 !he chemicals
industry during 1980-1988:

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

upeteem.

[} lated to foreign in grew at
aGpememannnalmmeompa.redtoalpemmper
year decline in the industry as a whole.

o  Gross property, plant, and equipment (PPE) held by
the affiliates grew from $18.3 to $58.2 billion.

PPE per employee increased from $64,800 to
$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 $253 million to over
$11 billion.

o C ion per employee for U.S. based
afﬁlmes 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
p of sales in 1988 from 7.6 percent in 1980,

‘Economlsu in the Oﬂ'weol"" i Analysis, E
Admi E, ist in Basic Ind
tional Trade Administration.

' Fonhe pulpou ol‘lhululynl.lhecbemhndlﬂsedpmdmmdumy

d into four subi:

ics s0d Statis
ies, Interns-

13(SIC 281) jal jeals (SIC
286) and phm materials and :ynlheuu (SIC 282); Drugs (SIC 283);
Soap, cleaners and toiletries (SIC 284) and “*Other’” which includes
lgnculmnl :hemluh (SIC 287), paints and allied products (SIC 285) and

ducts (SIC 289).
Foreign direct i hasbeeo from hi i cost basis to
tumntmﬂlndmltetvnluebunuthewkvelbmmfu
ies. Heoce, historical costs are used ia the analysis.

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 $2.3 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



and the Netherlands. Japanese firms continue to be
relatively less important investors.

o  Foreigni were d in the
Mideast, Southeast, and Great Lakes reglons New
Jersey, California, Texas, and Del.
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Employment data provide additional evidence of
growing foreign investment in the U.S. chemicals indus-
try. U.S. chemicals affiliate employment rose from 169,900
in 1980 to 280,800 in 1988—an annual growth rate of 6.

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, wheth din 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
1S percent (324 billion) to 24 percent ($63 billion) from
1980to 1988, according to BEA data (Figure 9-1). Foreign
penetration occurred over broad segments of the industry
and was deepest in the industrial chemicals subindustry.
Drugsandthe *‘other’’ chemicals subindustries also marked
large penetration gains.

Foreign firms did not appear to select any one
segment of the chemical industry for concentrated 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.

Figure 9-1
U.S. Chemicals Affiliates’ Share of U.S. Chemicals
Industry’s Sales Rises, 1980 to 1988

Toosk Indscral Orugs Other

Sources : Bureau of Economic Analysis and Bureau of the Census.

as the number of foreign related firms i d
The U.S. chemicals industry as a whole, in contrast,
recorded a decline of 1 percent per year during the same
time period. The affiliates of foreign companies ac-
counted for 15 percent of all US. 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).

Figure 9-2
U.S. Chemicals Afflliates’ Share of U.S. Chemicals
Industry’s Employment Rises, 1980 to 1988

Source: Bureau of Economic Analysis.

Figure 9-3
U.S. Chemical Affiliates’ Employment Share
Highest in Industrial Chemicals, 1980 & 1988

Source: Bureau of Economic Analysis.
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Gross property, plant, and equipment (PPE) held by
U.S. chemicals affiliates i d from $18.4 biltion in
1980 to $58.2 billion in 1988 (Figure 9-4)incmrcntdollnx

each year there were significantly more acquisitions than
cstablishments, indicating that foreign investors prefer to
acquire existing U.S. companics rather than establish new

terms. The industrial chemicals subind d for
almost 80 percent of affiliate PPE in 1988 up from 61
percent in 1980.7 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.
pany of the foreign i in a large agricultural
chemicals affiliate ﬁrm
PPE per employee in the affiliates increased sub-
ially in each industry subgroup from 1980 to 1988, an
indication that the affiliates are becoming more capital
ive. Forthe ch ] sector as a whole, capital per
employee increased from $64,800 in 1980 to $153,000 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 atarecord rate, however. Separate BEA
data on the flow of funds from foreign investors into the
U.S. chemicals industry show the d additional
growth in 1989, for which preliminary data show a more
than three-fold increase—the result of one very large
tr ion. These i to acquire or estab-
lish chemical firms in the United Staws increased from
$253 million in 1980 to over $11 billion in 1989, an
average annual growth rate of 52.1 percent. The invest-

production facilities.

The ten largest foreign investment transactions in
the chemicals industry, as compiled by the Intemnational
Trade Administration, are summarized in Table 9-1.° In
1989, the value of identified chemical industry transac-
tionstotalled more than $15.7 billion, up sharply from the
$3.0 billion in 1988. Thcle were several acquisitions/

gers of ph ical companies during 1989, the
Iatgestofwhu:h lved a b a British and
a U.S. pharmaceutical canpany, valued at $8.2 billion.
Four of the ten largest transactions were in the drugs
industry. Six of the ten transactions were acquisitions or
mergers and the other four were either equity 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 d by employ
tion, research and development intensity and the pmpen-
sity toexport. Care mustbe used in interpreting even these
differences. The tendency for the affiliates to spend more
onR&D formstanee could be misinterpreted as an

dication that forei nn-morewxllmgtoum‘ler-
take long range i than the i y as whole

B!

IPP&E data are based on historical book value, and may understate their
current market value.

ment mainly has been made by foreign investors duectly, ions were compiled by the i Trade Ad-

rather than by the U.S. affiliates of foreign comp In nd include value of joint ventures. sew
plants, plant equity nnd real esiate and
therefore are sot directly bl ided by the Bureav of

Figure 94 E ic Analysis on acquisitions and
Share of U.S. Chemicals Affilates’ Gross
Property, Plant & Equipment Rose Most in Table o1
Industrial Chemicals, 1980 to 1988 Ten Largest Foreign | t Tr cti
During 1989

Blon dolars

" Fereiza Couatry Us. Value of
Iuvester Cenmasy Trausaction

. (willions)
Beecham Group UK. Smithkline $8,253
Beckman
Uailever Netbertands Faberge $1,550
Govt of Fraoce Fraoce Peanwalt $1,050
Fujisawa Pharm. Japan Lyphomed Inc. $798
Heakel KGAA Gennaay Quastum Chem $480
Yamanouch Pharm. Japan Shakiee $395
Uailever Netherlands Minnetonks $376
Formosa Plastics Taiwaa Formosa Plsstics $300
Glaxo Holdings UK. Glaxo $300
. Feruzzi Family Tuaty Ausimons $282
Toud Indurtrnd Drugps Sowp & Odhar
wolmre Source: US. D of C TTmde A
Source: Bureav of Economic Analysis. tioa.
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whereas it may simply suggest that R&D intensive firms
are of more i as Similarly, levels of
employmem compensanon and trade activity could be

lated 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 $41,500, slightly exceeding the
$39,300 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.
Ci levels g the various subindustry af-
ﬁhates 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 affiliates also spent more onresearch 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 (33.6 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.

Figure 9-§
U.S. Chemicals Affiliates’ Compensation per
Worker Slightly Higher than Chemicals Industry
Average, 1988

Toul

Industrind Drup

Source: Bureau of Economic Aonalysis.

Five major affiliates had R&D expenditures in the
United States of at least $1 billion in 1989.4 DuPont
(Canada), Hoechst (West Germany) and Bayer (West
Germany) each invested $1.4 billion. Ciba-Geigy (Swit-
zerland) invested $1.2 billion and BASF (West Germany)
invested $1.0 billion.

These high levels of R&D spending in the United
States by affiliate firms are part of a pattern developing in
the industry in which research by a multinational corpora-
tion is no longer simply a headquarters, 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 92
Research and Development Expenditures as a
Percent of Sales for Chemical Affiliates
Compared with All U.S. Chemical Industry Firms

1980 1988 Cbanmge 1980 1988 Change

1980-88 1980-88

All Chemicals 30 4.8 18 2.9 4.1 1.2
Industriat* 31 4.2 10 2.9 34 0.5
Drugs . 9.5 101 0.6 19 102 2.3
Other 13 2.1 0.8 11 2.1 Lo

*U.S. industry ratios were computed using R&D data from the Nationa)
Science Foundation sod sales from the Bureau of the Census and therefore
m Icwerdun nl.ws publuhzd by the NSF, which use net saies.

ludes plastics prod
< Otherincludes soap, cleaners, and toiletries, agricultural, paints and other
chemicals not elsewhere classified.
Sources: U.S. Dep of C Bureau of E
and Bureau of the Census; National Sciegce Foundation.

ic Analysis

Figure 9-6
U.S. Chemicals Affiliates' R&D Expenditures Rise
Rapidly, 1980 to 1988

Toul Industria) Orup Other
todecries
Source: Burcau of Economic Analysis.
‘R&D exp for individual chemical firms were obtained from a

Chemical Engineering News survey.



technology worldwide with benefits for both the United
States and other countries.

Trade Patterns Among Affiliates

Chemicals affiliates are more export oriented than
most U.S. affiliates of foreign companies, as evidenced by
their trade surplus growing from $389 million in 1980 to
$2.3 billion in 1988 (Figure 9-7). Exports by affiliates
grew from $2.1 billion in 1980 to $8.5 billion in 1988 while
imports increased, from $1.7 to $6.2 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 p. thus i ing the level of imports
into the United States.

i1y
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Figure -8
U.S. Chemicals Affillates’ Trade Surplus in
Industrial Chemicals Rises, Small Surpluses
Becomae Deficits in Other Subindustries, 1980 to
1988

In 1980, chemicals affiliates in each Y
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

Source: Buresu of Economic Analysis.

F 99
imports and exports from 1985 to 1986, explained by the .S, Chemicals Indust'::: Exports Rise Sharply in
repurchase by a major U.S. agricultural chemicals firm of Last Half of 1980s
interests held by a foreign firm--hence shifting it out of the 0w dolars
affiliate category. 8
The positive trade performance of the chemicals
affiliates is a reflection of the strong export orientation of %
the U.S. chemicals industry as a whole, and industrial
chemicals in particular (Figure 9-9). From 1980t01988, = [
U.S. chemicals exports and imports rose steadily, with
imports rising more rapidly than exports, but nevertheless 0
ending with a trade surplus of $12 billion in 1988, com-
pared to $14.5 billion in 1980. * irpero
During 1980-88 exports became an increasingly
important outlet for the chemicals affiliates’ sales, becom- *
5 s "
Figure 57 1980 7] “ - ]
U.S. Chemicals Affiliates’ Trade Surplus Rises,
1980-88 Source: Burcau of the Census.
Biion dolary
10 ing slightly less important for the industry as a whole.
Affiliates steadily increased their export share of sales
. from 7.6 percentto 11.2 pertent in the 1980 to 1988, while
the share for the industry declined from 13.7 to 12.4
percent.
L] Expora
Country of Investment
4 Impors
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-
O rm - " p—— - try. Europ d chemicals affiliates' share of all
U.S.ch Is affiliates declined from almost 93 percent

Source: Bureau of Economic Analyzis.

($22.3 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 —

followed by South Carolina. New Jersey and New York

for 26 percent of sales in 1980 and 24 percent in l988
Canadian-owned affiliates made a huge share of
sales increase from only 3 percent in 1980 to 19 percent
($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 firms. Under the

led the Mideast region in both 1980 and 1988 while the
Great Lakes region wasled by Illinois, which remained the
leading U.S. chemicals affiliate employer in 1988 despite
a decline in employment from 1980. The Southwest and
Far West regions, t.hough much smaller showed large

in ch | affiliates’ employ . By state,
New Jersey. Texas, and Cahfomm had the highest levels
1 direct in of chemical affiliate ent in 1988.

accounting rules used for inter
all of this company's U.S. operations would be counted as

r Y

When measured in terms of PPE, the distribution

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 most other areas of foreign 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. chemicalsindustry 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 Affiliates’ Employment Highest in
Southeast and Mideast States, 1980 & 1988

Source: Bureau of Economic Apalysis.

hanges 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, bowever,
was the overall leader with $19.4 billion in total PPE in
1988. Affiliates in three 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 of the key critical technologies
identified by the Department of Commerce. Biotechnol-
0gy uses organisms or parts of organisms to make new or
improved products, plants, and animals. Biotechnology is
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 ani-
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 firms supply the biological
and chemical materials, instrumentation, and equipment
essential to perform research and manufacture desired
products. Many firms, 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 foreign partners
have played an important part of this process, increasing
from 30 percent of all alliances in 1981 to 45 percent in
1988.



Trends in Foreign Direct
Investment in U.S. Biotechnology

An g of foreign direct in
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 gr of p hods. To obtain a
P of fc duect trendsinU.S. biotech-
nology, the Intemanonal Trade Admmxsmmon (ITA)
e blicl on i
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-

P have been ired by foreign fims. E

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. firms d for 72
percent of minority equity purchases followed by Japa-
nese firms with 25 percent.
Forelgn firmsalso aoqmred 14U.S. firms producmg
instr and chemical and biological materials
used in biotechnology R&D and production processes.
European companies accoumed for 10 of the purchased
firms and J; bought 4 firms. As part of
their strategy to expand into plant blotechnology, chemi-
cal firms are acquiring seed companies. In the 1980s, at
least one dozen U.S. seed companies were bought by
European firms — pn.manly French and SWlss ﬁrms
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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 when 9 companies were acquired. 1986 wasthe peak
year for minority equity purchases. By the 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
$1 billion by 1988. Further, by early 1986, Hybritech and
Genetic Systems, leading firms in lonal antibodi
had been acquired by U.S. pharmaceutical firms, setting
the stage for foreign acquisitions.

The decline in the value of the dollar relative to
and J ies since 1985 also made
us. ﬁrms easier to purchase. The peak years for foreign
direct investment coincide with periods when it was
difficult for biotech firms to obtain financing in the United
States, especially 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 with similar product goals.

e,

cur

The value of foreign h gy
and related support firms is difficult to esumate because
of insufficient data. A’ conservative estimate for total
foreign investment is $3.5 billion. The value of 32 out of
atotal of 72 European investments was $2.9 billion. The
value of 10 out of 17 Japanese investments was $161
million. The largest of the 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 $93
million. Most reported deals were less than $50 million.

Foreign firms also are investing in the United States
by blishing h and devel 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).

- compames to survive,

Impacf of Foreign Investment

i hnal

Foreign in in gy has had a
beneficial effect on the industry according to industry
analysts. The infusion of financial resources has atlowed
ined jobs, i d
in plant and equipment and R&D to develop new products
that might have been dropped due to lack of funding.

Internati 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 bhave li d foreign inventi
formed joint ventures, which has gwen them access to
foreign scientific and manufacturing expertise, foreign
markets, and partners to sponsor costly clinical trials.

linv
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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 $32 billionin December 1973, the first full year
ofdataavailability, to $785 billion at the end of 1990. This
twenty-four-fold jump in assets contrasts to a 3.5-fold
increase in assets of domestically-owned U.S. banks, to
$2.9 trillion, over the same period. The rapid asset rise
pushed the foreign share of total U.S. banking assets from
3.8 percent of $856 billion in 1973, 10 21.2 p of$3.7

offices. Foreign banks also own New York investment
companies and U.S. offices of Edge corporations, but due
to their relatively small size in terms of assets and num-
bers, we will not focus on them.
The major forms of financial organizations owned
or controlled by foreign banks will.be discussed later. A
later sectionalso provides more detail on U.S. subsidiaries
of foreign banks, an institutional form that corresponds
more closely to the more than 12 thousand chartered
ial banks in the United States. These subsidiaries

trillion in 1990. The foreign share of business lending
increased from 7.6 percent ($189 billion) to 30.6 percent
(3630 billion) over the same period. The foreign share of
total deposits increased from 1.7 percent to 14.3 percent.

are arelatively 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

As of December 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 Board term fora group of financially related banking
offices) from sixty countries. By way of comparison, 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 of foreign banks (also including double 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 the American Banker, but these fi | entities
are outside the scope of this report.

In earlier chapters on nonbank industries, foreign
direct i is defined by the B of Ecc i
Analysis as ownership or control of 10 percent or more of
the voting securities ofa 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 p d by foreign banks. This
chapteruses an even broader definition of foreign involve-
ment in the U.S. banking industry in ordertoinclude all the
major orgammuonal forms used by foreign bankers.

and branches of foreign parent banks and U.S.

in ent. This chapter is only a brief overview that is
intended to give some perspective on the relative impor-
tance of foreign banks in the U.S. banking industry. Since
k banks for 55 of forei
trolledbanhngassetsmtheUmtedSwes,thuchapter
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-
ment Study.! The recent and extensive LaFalce Repore on
the international competitiveness of U.S. financial institu-
tions has also been a very useful resource in the prepara-
tion of this report.
Some key findings of this chapter follow.

[ 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 partially reflected increased business loans

'U.S. Department of the Treasury, Reportto Congress on Foreign Govern-
ment Treciment of U.S. Commercial Banking and Secxrities Organiza-
tions, November 30, 1990, p. 76 fI.

msmﬂmxofMQMumﬂ
nance and Urban Affairs. S: ittee on Financial Institutions Super-
\nﬂon. Remhmundlnmnm Report of the Task Forcs on the

subsnd:anes of foreign banks are the major types of foreign

*Senior Adviser to the Chief E U.S. Dy of C

of U.S. Financial Institutions, 101t Con-
y:u.lndSemol(Wu!nnyon.DC U.S. GPO, October 1990). The task
force report is commonly referred to as the LaFalce Report, after the task
force’s chai John J. LaFaice.




and other services related to growing foreign
direct i in nonban 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
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differ from branches in that their deposit-taking
powers are limited.

U.S. Offices

Together, branches and agencies of foreign banks

surpluses abroad, and the relative attractiveness
of the United States for investment, also contrib-
uted to increased foreign bank activity.

[ 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, not just subsidiaries,

is necessary if the largest parts of the foreign presence in
U.S. banking are to be idered. Assetsof branches and
agencies of foreign banks, the most prevalent types of
foreign-owned banking offices, need to be included. Al-

for80 p of the total assets of 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 $785
billion, ing for 21 p of the $3.7 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 domi the foreig: P

nent, owning or controlling 55 percent or $433 billion of
the total $785 billion foreign assets in U.S. banking. To
put the size of the Jap pr in a Jap
perspective, the total value of Japan's share of U.S.
banking assets, $433 billion at the end of 1990, isnot much
different in size than the asset value of just one of any of
the six biggest banks in Japan at the end of fiscal year 1990
(March 1991). These six banks, in approximate declining
orderoftotal asset size, are: Dai-Ichi 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 first time since the end of World War
IL

though, in the context of thisreport, ag andbranch
of foreign banks are not, strictly speaking, foreign direct
investment, they are a major part 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 assets. Agencies

JHeary Terrell Senior Economist, Intermational Finance Division, Board of
Govervors of the Federal Reserve System. Testimony before the Task
Force on the International Competitiveness of U.S. Financial Institutions,
August 2, 1990,

Figure 10-)
U.S. Offices of Foreign Banks, by Type
(Assets in billion dollars, December i990)

Branches $522

Note: Data include ies. branches, and idi:
but exclude Edge corporations.
Source: Federal Reserve Board.

ial banks,
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Figure 10-2
Shares of Total U.S. Bank Assets, by Ownership
(Asset value in billion dollars, December 1990)

Orher Foreign $152 (9.5%)

apenase 431 (11.7%)

US §2.918 (70.8%)

Total $3,700

Source: Federal Reserve Board Call Reports.

Japanese banks in the last few years have increased
their share of U.S. busi 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 for nearly 30 percent of business lending
by banks in the United States, which totalled $630 billion
last year.

Japan is not the only country with a significant
presence in U.S. banking, although in terms of asset size,
itaccounts for nearly sixty percent of the total foreign bank
assets controlled by agencies and branches of foreign
banks and, as discussed in the nextsection, over41 percent
of the assets in U.S. subsidiaries of foreign banks. Italy
is a distant second among U.S. bank offices that are
agenciesand branches of foreign banks, witha 7.5 percent
share or 347 billion in assets, and France is third witha 5.2
percent share or $32.7 billion in assets. All of the 7
countries shown in Figure 10-3 have a substantial banking
presence inthe United States, with asset valuesreported to
the Federat Reserve Board for December 1990, of over $15
billion. ’

Bank adjustments of asset 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 other problems 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
tigh d capital requi 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 Jap banks, busi lending by these
offices of foreign banks in the United States increased
nearly $13 billion during 1990, while business lending by
other foreign banks declined in both 1989 and 1990. From

December 1985 to December 1990, nearly all of the
increase in foreign bank business lending in the United
States, or total lending for that matter, has been by the
offices of Japanese banks. These bank offices also ac-
counted for over half of the total increase in business
lending in the United States over the same period. While
some of this b lending by Jap banks, no doubt,
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 stowly
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 p paredto Jap

asset growthof 21 p ), 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.

Figure 10-3
Shares of Total Branches' & Agencies’ Assets of
Foreign Banks, by Country, December 1990

Japan SP4%

Total $626.4 biltion

Source: Federal Reserve Board.

U.S. Subsidiaries

The assets of U.S. subsidiaries of foreign banks have
increased substantially since the early 1970s, but this
segment of the foreign presence remains only a reiatively
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($154.5 billion) of the $3.7 triltion 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 percent of the total of foreign assets



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.

Consi with the d position of Jap

owned banks among the world’s largest banks, Japan

for 41.2 p of the total assets of U.S.
ies of foreign banks, followed by the United
Kingdom (15.9 percent), Hong Kong (12.8 percent), Canada
(T4 p ), Ireland (5.1 p ), and Israel (4.1 per-
cent) (Figure 10-4).

Asofthe end of 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

beid:

Figure 104 '
U.S. Subsidiaries of Foreign Banks, 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. subsitiary bank names
are so well k that foreign p is very visible,
even though the total asset value of these U.S. subsidiaries
is smallin 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 ($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 staffof
the statistical office of the American Banker, there were
86,000 full time equivalent (FTE) jobs atthese banksat the
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 ch in the regulatory 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-
tary 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 Congr dopted the g | 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 d ic regulatory
changes affecting banking institutions are either being
implemented or have been proposed. It is too early to tefl
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

‘David C. Muiford, Under Secretary of the Treasury for International
Affain, Testimony before the U.S. Congress, House of Representatives,
Committee op Banking. Finance and Urban Affaira, Juse 11, 1991, p.8.
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implemented, and if regulatory and institutional changes,
proposed by the Administration and presently being con-
idered by the Congress, are d

Significance of Institutional
Differences

The preval of ag and branches of foreign
banks may reflect, in part, competitive advantages that
accrue to these offices, because of the level of capitaliza-
tion made available, by their parent banks, or differential
capital and regulatory environments faced by the parent
banks in home countries as compared with those of U.S .-
owned banks or U.S. subsidiaries of foreign banks in the
United States. U.S. banking subsidiaries must meet the
capital and other requirements set by U.S. banking laws
and regulatory authorities.

The advantages which can accrue to the use of
branches or agencies, rather than a U.S. subsidiary, are
noted in the LaFalce Report.®

Prior to the new international agreement on
capital adequacy . . ., commonly referred to as
the Basle Accord, international banks had
greater latitude to exploit country differences

mn P q asﬂ p 1-
tive advantage.
An earlier change in the y envi

faced by foreign banks in the United States did not cause
a decline in foreign banking activity. Asset shares of ail
institutional types of foreign bank offices rose sharply
following passage of the International Banking Act of

Figure 10-8
Foreign Banks' Share of Bank Assets in California

in 1980s Flat, but lllusory
(Shares of total bank assets in each area)

Source: Federal Reserve Board, unpublished share reports, Tables 1, 2, &
3

U.S. offices of foreign banks exhibit a heavy geo-
graphic concentration, with banks accounting for 85.6
percent of total foreign assets located largely in two areas:
New York (68.4 percent) and California (17.2 percent). In
New York, offices of foreign banks accounted for 58.4
percent of total banking assets and over half of the
commercial and industrial (C & I, or business) lending in
New Yorklast year. Details on the ber of foreign bank
offices and asset shares for the ten states with the most
foreign bank assets are shownin Table 10-1. In view of the
importance of foreign trade, it is not surprising that many

1978 (Figure 10-5). $0p. cit., p. 318.
Table 10-1
Offices and Asset Values of Foreign Banks by State
(Values in billion doilars)
Percent Percent
Share Cumm. Vatue Share Cumm.
47.0 410 $536.5 68.4 68.4
219 68.9 135.3 L1172 85.6
10.2 9.1 66.2 8.4 94.1
8.1 87.2 128 16 95.7
3.0 90.2 73 0.9 96.6
0.1 90.4 71 0.9 97.5
0.1 90.5 6.9 0.9 98.4
34 93.9 4.1 0.5 98.9
0.6 94.5 2.7 0.3 99.2
1.0 95.5 2.2 0.3 99.5
. 95.5 $781.1 - 99.5
100.0 $784.3 100.0

Source: Federal Reserve Bank, Call Report data.
* Bank assets in billions of dollars, December 1990,



of the major coastal states have some foreign bank pres-
ence. In terms of foreign bank assets, the third most
important state for foreign banking is Illinois, reflecting,
in pan, 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,
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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 fund: | for the i
of foreign banks in the U.S. include: traditional suppon of
nonbank investors in an attractive economic environment,
large external surpluses, and the relatively more open and

A

may not continue to grow as rapidly if bank fu and
assets iated with ially d ic fi ial func-
tions of foreign banks, particularly Japanese banks, are
repatriated in response to continued relaxation of financial
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 of the 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 California bank assets accounted
for by branches and of foreign banks, and a
slower gain in the share heid 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 ies and branches of

d fi ial 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 J. banks, b in the
1970s and carrying on m!o the early 1980s, also was
influenced by rising dollar-d inated trade fi i
nzeds, since the yen has not been widely used in interna-
tional commerce by Japan or any country.

A mote open and less regulated financial environ-
mentin the United States and othermoney centers encour-
aged the increased pr of i ional banking
assets in the United States during the 1980s. For example,
according to one view,

The impact of the reg 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 of the reasons for the increased presence in the
United States of Japanese banks, now the largest country
group of foreign banks. parailel to a remarkable extent the
factors that contributed to the postwar increase in the

Figure 10-6
U.S. Offices of Foreign Banks’ Share of Bank -
Assecs in California in 1980s Rises Steadily, When
Midiand Ownership of Crocker Bank Excluded
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Note: Total offices also includes branches and ageacies.
Source: Federal Reserve Board, unpublished share reports, Tables 3.6.9.
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fi of U.S. banks. A key factor was asset
mdeploymem to avoid restrictive regulations.

The onset of American banks’ foreign thrust
can be attributed to avoidance of U.S. regula-
tions. Pamcularly unponant m the 1960s
were frequently bindi i ceil-
ings, reserve reqmremems, “and various capi-
tal controls and restrictions.’

The concentration in individual U.S. states of for-
eign bank offices noted in Table 10-1, and the large share
of assets 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.

J and other foreign bank offices in the U.S.

‘Heary Terrell, Testimony before the LaFalce Committee, August 2, 1990,
mimeo., p.8.

’Michael R. Dasby, *The Interationalization of American Backing and
Finance: Structure, Risk. and World Interest Rates," Journal of Interna-
tional Money and Finance (1986), Vol. 5. p.405, n.7.
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Source; Federal Reserve Board.

do lend to both nonbank U.S. affiliates of home country
companies and other borrowers, but it is the banks’ in-
creased wholesale banking more than their business lend-
ing that i3 behind the recent rapid expansion of foreign
bank assets in the United States.
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LINKING BEA AND CENSUS DATA

by Louis J. Moczar*

Asmentioned in the Introduction and described more fully
in Chapter 1, the *‘Foreign Direct Investment and Interna-
tional Financial Data Improvements Act of 1990°* autho-
rizesthe Bureauof Economic Analysis (BEA) to exchange
andshare its confidential data on foreign direct in:
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
objecuve. BEAandt.he Bureau of the Census are currently
in g BEA's prise-based data on
forelgn direct mvestment in the United States with the
establishment-based data of the Census Bureau for the
year 1987.
Themain 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 forei med firms to the U.S. economy,
by state and detaxled mdusuy in terms of employment,
employee compensation, sales or shipments, and other
of ic perfor Linking the two
different datasetsrepresentsthe firsttime aU.S. statistical
agency has undertaken the task of' hing 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
EINs(Employer Identification Numbers) are being matched
against the Census Bureau files covering 10 million estab-
lishments. Preliminary indications are thatabout 100,000
of these establishments are foreign-owned.

'Senm' E:onomm. Office of |he Auocm: Director for International
Bureau of E

Enterprise Versus Establishment
Data

Economic data are normally collected either on an
enterprise or on an establishment basis. Enterprise data —
as in the case of BEA’s data on foreign direct investment
in the United States — are collected onaconsolidated basis
for all of a company's units combined. Establishment data
on the other hand — as in the case of the Census Burean'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 its 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 sclling 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
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Comparative Study of Reporting Units in Selected Em-
ployer Data Systems,”* prepared by the Employer Report-
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 Bureau of Labor 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 yearsto
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 mpon
ing and g files for ch inthe ber, |

and mdusu'y 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 EINs, 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, twomajor factors play arole: (1) Matching of data
from different sources is a relatively new activity, with the
result that new problems emerge in each study; and (2)
matching establishments to enterprises is particularly
difficult, b mailing add! for
reporting in the establishment survey often differ from
addresses of enterprises reporting in the enterprise survey.
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 undenaking. 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

hlich

Status of Data Link Project

As a result of close cooperation between BEA and
the Census Bureau, significant progress has aiready 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; areimbursable 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 bave inspected each other’s facilities to ensure the
security of the data, and the employces of both agencies
have signed sworn discl ofthedata.
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 B ’s blish 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 majority-owned
by another U.S. company and minority-owned by a foreign
parent. In such cases, the mechanical link caused the BEA
enterprise to be linked to all the establishments of its U.S.
majority owner, not just to those of the foreign-owned U.S.
company, because the Census Bureau considers a U.S.
y and all the companies in which it bas majority

Census organizational file, which provides *‘mapping"’
from pany to establish 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.

ownership to be a single pany, wh BEA includ
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 resuit of work to reconcile BEA's estunanes 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-
nmons of employment used by BEA and the Census

, and b the two employ-




ment at different points in time. BEA coliccts data on

ploy byan prise asofthe end of its fiscal year;
if the year-end level of employment is unusually high or
low, BEA requiresthata *‘normal’’ level applicable to the
year as a whole be reported. The 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.

BEA 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 Burean
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 work is 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 comp ion, shi or sales,and the
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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 shown.
(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 order to avoid the disclosure of data of 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 for the years 1988 and 1989,
and expect the results to be available in 1993.
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SUMMARY AND CONCLUSIONS

by Sumiye Okubo McGuire*

Overthepast decade, intenational 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 attracted an
increasing share of worldwide fomgn investment dnnng
the 1980s. This rapid growth in capital inflow
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 greater than their domestic
investment demand. Also, U.S. taxes on business invest-
ment were reduced, the U.S. y grew faster than
most other industrial economies in 1983-85, and arestric-
tive monetary policy raised real interest rates, all of which
increased the expected after-tax rate of retumn on invest-
ment. The resultant appreciation of the dollar exchange
rate toits February 1985 peak hada negative impacton the
U.S. current account deficit which mimors 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 integration of markets
and, especially, the growth of relatively open global
financial markets. These changes include the deregula-
tion of d ic fi ial markets, liberalization of finan-
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 in have
sought the highest rates of retum on assets, and foreign
investors and financial institutions have sought to partici-
pate in growing economies around the world. In addition,
the U.S. financial market issufficiently large to accommo-
date efficiently massive blocks of funds which flow into

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 investment

_during the 1980s g th

mmowed.  After 1985, a ber of related ch
Mthecapmlﬂmmlmvemesofremm,ex-
change rates, and trade performance. In the mid-1980s,
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
interest rates and the after-tax rate of retumn on U.S.
investments declined, and changes in U.S. tax laws re-
moved many of the tax incentives cmted by the 1981-82
Tax Act to age U.S. corp in Eco-
nomic growth and the business climate abroad also im-
proved, and the dollar 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, ulbeit at a siower 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 Kingdom, West Germany, France, and Japan have
expanded their role in the world economy. Indeed, the
world stock of inward direct i investment increased rapidly
najor industrial 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 firms in
the US. economy — in terms of proportion of domestic
sales, assets, or employment — remains the lowest, except
for Japan, among industrial countries,

Major Investing Countries and
Industries

Analysis of available 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, b , tend to be much more tenuous, in

'Duea.orof the Om;eofMummmMmoﬁnaoflkM
ics and Statisti

large part because firm-level data are generaily not com-
parable to establishment-level data collected on U.S.
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industries. Many of the 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 nearly one-third of the total in 1989.

In the 19803, multinational corporations responded
pot 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 UK. firms’ FDIUS can be partly attributed to
special circumstances: specifically, the deregulation of
financial markets — the ‘‘Big Bang’’ in 1989 -- which

ged 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 Kingd Most Jap owned U.S. investments
went into wholesale trade, facturing, and real estate.
While Canada, the largest U.S. trading partner, doubled its
direct investment in the United States from 1985 to 1989,
it did not keep pace with Europe and Japan.

The principal national investors in the 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, Switzerland, 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 domi 3

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. Forthe 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, in terms
of share of U.S. gross domestic investment, and declined
ifi 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 part 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 of workers, and these firms 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. Theirresearch and
development expenditures are part of total U.S. invest-
ment in technology, and the results of their 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 andemployment, and in several sectors, they
account for an important share of the 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 firms
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 itis in all U.S. business, which had 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 fz ing, chemicals was the largest em-
ployer, followed by electrical and electronic pmduas.
Canadian- and British-owned busi in

owned affiliates do not appear to have significantly differ-
ent interests from U.S. citizens and U.S.-owned firms. In
fact, U.S. affiliates resemble or compare favorably to U.S.
fims 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.

Hi , any direct i by firms --d
tic or foreign — produces winners and losers. Such
investments are often accompanied bya restructuring of
the firm and/or relocation of production ducing gains
for some and losses forothers Many of? these benefits and

difficultto quantify. Forexample, the

data on FDIUS do not permit an easy examination of

h 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
valne added producuon. while retaining high value added,

athome, are not easily addressed

ing were the largest of the affiliates’ employers, followed
by Jap and Ger d affiliates. Comp

tion per worker for foreign-owned firms was also higher
than forall U.S. business -- $30,517 for employees of U.S.
affiliates, compared to $25,480 for ali 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.

wuh ly av:nlable information. Anecdotal evidence
suggests thal foreign investors, at least in the consumer
y,have d from initially low value-
addedpmductlonto high value-added manufacturing, but
Y analysis requi ion about the activi-
ties of a set of firms over time. 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

manufacturing. This high p ivity gain in f;

turing can be attributed in part to the more rapidly rising
(although ¢ bly higher) capital i ity, on aver-
age, of U.S. affiliates compared to U.S. firms. Among the
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 d indi the
ratio of R&D sp g to gross product, shows that the
ratio for U.S. affiliates in manufacturing, which represent
85 percent of all 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 p for

ilable data. Ch in the ion within an
industry could be d 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
industry data that 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

hnal

over this period.

Economic Costs of FDIUS
Questi about the costs to the U.S.
y of foreign direct i arise out of con-

cemns that foreign owners may not have the same interests
as U.S. owners or workers. The data suggest that foreign-

(-2

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’ trade 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 prod iy
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 rep dalarge and growing share of the
U.S. trade deficit after 1984. Most of this growth in the
deficit can be accounted for by U.S. affiliates in the
wholesale trade sector, which had a rapid growtb in
imports and a slow, irregular decline in exports between
1982 and 1987. U.S. affiliates in wholesaling in 1988

d for73.1 p of total 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 app i d price cc itiveness
following the major U.S. doliar devaluation from its
February 1985 peak. Imports by U.S. manufacturing and
non-manufacturing affiliates cc d to rise unabated
by these changes.

The major share of U.S. affiliates’ foreign trade is
with their own foreign p , with the p * 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’

Industry Case Studies

The five case studies of specific industries - elec-
ics, biles, steel, chemicals, and banking —

highlight the importance of inward foreign direct invest-
menttothe U.S. y, and support the general 1
sions about their contrib tothe U.S. y. 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
FDIin 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 been actively increasing their participation in each of
the five industries examined, and indicate that this partici-
pation has been generally beneficial to the U.S. economy.
However, determining the exact nature and extent of these
benefits is not possible without more detailed data. Re-
lated costs are also difficult to quantify. A better picture
of theirrole inthe 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, employ ,

foreign trade, technology, and industrial organization.
Capital Needs

The case studies point out the role of foreign direct
investment in providing needed capital to U.S. f;

turing. The steel industry is the clearest example of the

case in which U.S. firms had difficulty obtaining domestic

dependence on imports from parents was highest for
affiliates in wholesaling (81 percent of total imports),
compared, for example, with averages for those in ail
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 variedirregularly from 1977 to
1988, showing no general trend and reaching 41 percent in
1988. Japanese-owned affiliates increased the proportion
of their exports to their parents from 37 percent in 1980 to
42 percent in 1988. The proportion of imports from
parents also rose from 36 to 48 percent during the same
period.

of fi ing to upgrade aging facilities.

&

Employment

The case studies indicate that the bers 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 firms 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 efectronics.

Eoreign Trade

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 industry studies highlight the importance of
voluntary export restraint agreements by foreign govern-
mentsin aging foreign direct in inatleast
two of the five industries — automobiles and steel. Volun-




tary export restraint agreements appear to be an important
factor in foreign firms' decisions to invest in the United
States, and have possibly speeded the process, as foreign
firms sought to retain and increase access to the large and
profitable U.S. market.

Technology

The studies suggest that U.S. affiliates have been

ibutors to the ad of technology inU.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
awhole. Although the ratios of R& Dexpendituresto sales
for U.S. affiliates in the steel and automobile industries
were negligible compared with all U.S. firms in these
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served appear to be, in large part, a function of the size of
corporation. Vu'ylalgelimopeanandlapanesecorm
tions have each made direct in in final p
andmoanponenuandmmrmls,vaumllymlegmnng
their operations in the United States. Such vertical integra-
tion is not apparent for smaller foreign investors.

Data Problems and the Data Link
Project

Analysisof the operations of U.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 not hindered analyz-
ing U.S. affiliate operationsin the aggregate, it has limited
analysis at the detailed industry level. This limitation will

industries, in many cases U.S. affiliates ferred in
important manufa;
were ahead of the sxam-of-the an in the United States.
In the automobile industry, anecdotal evidence sug-
gests that U.S. affiliates of foreign firms appear to have
encoumged the diffusion of new technologies, including

g the adoption of robotics to imp the effi-
cnency of the manufacturing processes.
There is evidence, too, that, besides bringing cut-

ting-edge technologies to the United States, U.S. afﬁlunes
have acqmmdcenanS ﬁrmsmgamaccesstothese

ng and p hnologies that -

be reduced by the major effort underway to link BEA data
to data of the Bureau of the Census and BLS. The second
type of problem relates to assessing how U.S. affiliates of
fomg:ﬁnnscompetevnthus-owned firms in the U.S.
rket. Such detailed firm-level data
for both U.S. affilistes and U.S. ~owned firms on pricing
i rketing gy, technology strategy, qual-
lty.andthsmeansbywhlchﬁnnsestabhsh vertical and
horizontal linkages in order to improve their competitive-
ness. The data link project will not provide information to
examine these questions.
Thelinking of BEA datato Censusand BLS data will

firms’ ad d in ind such
as semiconductor mmcnals and quip biotechnol
ogy, and robotics. -

Industrial O .

Despite public concems about the lack of freely
competitive procurement of inputs by Japanzse—owned
affiliates, no ap fer of the J k
type orgammuon to their U.S. opemuons could be iden-
nﬁed However, horizontal and vertical (upstream and

) link ppear to have been established
betweenUS afﬁlmtuthmmmonosomcextemthosem
the parents’ home country, at least in the automotive
industry.

In the U.S. automonve industry, which has a high

proportion of J. such linkages appear
between U.S. afﬁllatesof' -owned auto prod

and T m 'rl' and A ], al
Nonethel U.S. automobile brod have simil

types of relationships with !heu' 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.
sysmn have been the determining factor, whereas quality
1 (minimizi bers of defective parts), just-in-
time delivery, anddependablluy of supply have been more
important under the Japanese system.
In the electronics sector, the vertical linkages ob-

impr 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 panies that are ide 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,
industry totals or at the detailed industry level. The market
shares, or market penetration, of U.S. affiliates of foreign
firms atthe detailed industry level can be estimated. Also,
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 ind 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

ludes the production of ive 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 of these related activities is
not possible with the enterprise-level data as cusrently

reported to BEA.
The linked data will permit an examination of actual
activities by regional or state locati 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 of ultimate
owner. Data for 1988 and 1989 are expected in 1993.
BEA and Census are examining the feasibility of

lishments of U.S. affilistes. BEA and Census will also
explore linking BEA's data to other Census Burean 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 pumbcr of reporters in each cell is reduced,
especially at the state by detailed industry level.

Outlook

The data link project will facilitate an examination
of the role of U.S. affiliates of foreign firms by the industry
of establishment, and thus, enhance the usefulness of
subsequent reports in this series on FDIUS. To maximize
the useful of the next report, its production should

providing data for additional items for the linked
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-

follow the publication of updatesof U.S. affiliate financial
and operating data 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
probably should, therefore, be scheduled for late Fall 1992
or carly 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 are 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 C , B of E ic Analysis:
Benchmark year

The year for which BEA conducts a benchmark
survey, or of foreign direct in in the
United States. Benchmark surveys are ily taken

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

once every five years. They are BEA's most comprehen-
sive surveys of FDI, both in terms of the amount of detail
collected and number of firms covered. They are designed
to cover the universe of U.S. affiliates in value termg. For
example, in the 1987 benchmark survey, all U.S. affiliates
of foreign p were ired to report operating,
fi ial, bal of pay and direct investment
position data if the affiliate’s total assets, sales, or net
income were at least $1 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 d for 99.0 p of the assets,
99.9 percent of the sales, 100.7 percent of the net income,
and96.3 percent of the acres of U.S. landowned by all U.S.
affiliates. (The percentage for netincome ded 100.0

gencies 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 investment in the United States is classified
as foreign direct investment where ownership or control,
directly or indirectly, by a foreign 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. Such a business
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
sufﬁclent foreign investment to be classified as direct

percent because exempt affiliates had, in the aggregate, a
net loss for the year,
BEA's q ly and | direct i sur-

gnin Todetermine fully the foreign owners
ofaU.S. affiliate, three entities must be identified: the
foreign parent, the ultimate beneficial owner, and the

veys are less comprehensive and cover only a sample of
companies. Reporting in the annual survey is limited to
affiliates with more than $10 million in total assets, sales,
and netincome (positive or negative), and fewer operating
and financial details are required. Reporting in the

- quarterly survey is limited to affiliates with more than $20
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 p y and parability
between the enterprise data collected by BEA and the
establishment data collected by the Census 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

foreign parent group. All 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
aboveit, ifit isowned at least 10 percent by more 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 chain that has direct investment in
the affiliate.
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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 adirect investar of a third country or who has affiliates
in other countries.

Foreign parenl group consists of (I) the forelgn
parent, (2) any foreign person, pr ing up the foreign
parent’s ownership cbmn, that owns more than 50 percent
of the person below it, up to and including the UBO, and
(3) any foreign person, p ding down the ownership
chain(s) of each of these members, thatisowned more than
50 percent by the person above it. In the U.S. balance of
pay ions of U.S. affili withall b
of the FPG, not only with foreign p 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 ill relationships and
transactions that could occur between a U.S. affiliate and
members of the FPG. Company A is a U.S. chemical
company owned 50 percent by Company B, a Netherlands
finance affiliate, which is owned 100 percent by Company
C, a French manufacturing company. No single investor
has more than 50 percent ownership of Company C. Like
Company B, Company D, a British company, is owned

=3

Kingdom.
If Company A pays dividends to Company B, the,
ion would be ded as a direct investment

income payment between the United States and the Neth-
erlands in the U.S. bal of pay b 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; itisa foreign-to-forei and assuchisnot
recorded in the U S balance of payments. (It would,
however, be in the bal of payments

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 outsta.ndmg Ioans by
ittoC yA. C y D has an
with Company A equal to the remaining balancc 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

100 percent by C y 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.

If Company A receivesa loan from Company D, the
tr ion wouid be d as a direct in trans-
action in the balance of payments

h

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, (¢) petroleum, (d) construction, (e)
manufacturing, (f) transportation, communication, and
pubhc utllmes, (g) wholesale trade, (h) retail trade, (i)
and real estate, and (j) services. Sec-

Company D is part of the FPG. The flow would be
recorded as an intercompany debt inflow from the United

uso
Company C
(Francs)
100% - 100%
Y
Foregn Parent Member of FPG
Company 8 Company O
(Nevertunds) (Uniead Kingdom) I
sox l ?uw—a 1
H '
US ASilgcs i
Company A e E L PRt
totercampany loen

ond, within the group the two-digit Intemational 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
dure is designed to avoid g an affiliate to a
two—dlgu submdusu-y 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

The "person” proceeding up the U.S. affiliate's
ownership chain, beginning withand including the foreign
parent, that is not owned more than 50 percent by another
person. The UBO consists only of the ultimate owner;
other affiliated persons are excluded. Ifthe foreign parent
is not owned more than 50 percent by another persan, the
foreign parent and the UBO are the same. The UBO,
unlike s foreign parent, may be a U.S. person.
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APPENDIX B

Legislative Request for Study

This study on foreign direct investment in the United
States was required under the 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
S ofthe Act. The following reprints Sections 1 through 10
of the Act.
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PUBLIC LAW 101-533—NOV. 7, 1990

FOREIGN DIRECT INVESTMENT
AND INTERNATIONAL FINANCIAL
DATA IMPROVEMENTS ACT OF 1990
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Nov. 7, 1990

(S. 2516}

Foreign Direct
Investment and
International
Financial Data
Improvements
Act of 1990.
Business and
industry.

22 USC 3141

note.
22 USC 3141.

22 USC 3142.

Public Law 101-533
101st Congress
An Act

To augment and improve the quality of international data compiled by the Bureau of
Economic Analysis under the International Investment and Trade in Services
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
United States of America in Congress assembled,

SECTION 1. SHORT TITLE.

This Act may be cited as the “Foreign Direct Investment and
International Financial Data Improvements Act of 1990”.

SEC. 2. FINDINGS.

The Congress makes the following findings:

(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

upings.

(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.

SEC. 3. REPORT BY SECRETARY OF COMMERCE.

(a) ANNUAL REPORT oN FOREIGN DirRecT INVESTMENT 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 1l-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,



110

PUBLIC LAW 101-533—-NOV. 7, 1990 104 STAT. 2345

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) Sources 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.8.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 or
indirectly, 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 be
presented 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. '

SEC. 4. REPORTS BY GENERAL ACCOUNTING OFFICE.

(a) IN GenEraL.—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) RerorT.—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 recommendaticns 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 ﬁxs;. 3 reports issued by the Secretary of Commerce under
section’3.
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(c) OTHER REVIEWS AND REPORTS.—(1) 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
US.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) ConNFIDENTIALITY; 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
s 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 10 Data.—Title 13, United States Code, is amended by
adding at the end the following:

“CHAPTER 10—EXCHANGE OF CENSUS
INFORMATION

“401: Exchange of census information with Bureav 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 collected directly
from respondents by the Bureau of the Census.

“(d) 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) ConForRMING 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) Purprose.—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(a)}(5) 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 wﬂch 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”.

(¢) Bureau ofF EconNomic 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:

“(hX1) 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.".

) 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. 8. 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 3(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 shalc( 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 between 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



116

PUBLIC LAW 101-533—NOV. 7, 1990 104 STAT. 2351

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.—AIll 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-
tiogs asked are consistent among the departments and agencies,
an

(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 1J.5.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.
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SENATE REPORTS: No. 101-443 (Comm. on Commerce, Science, and Transporta-

< tion).
CONGRESSIONAL RECORD, Vol. 136 (1990):
Oct. 18. considered and passed Senate.
Oct. 23, 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 tables provide additional details on foreign
directinvestment in the United States. They are numbered
according to the report chapters to which they primarily
relate.



118

Table 2-1
Annual Change In U.S. Gross Saving and Gross
Private Domestic Investment

Gross Private

Gross_Savings Domestic Investment

1975 . . . ... 3.7 -8.8%
1976 . . . ... .. 18.6% 26.5%
1977 . . . . .. .. 18.5% 23.9%
978 . .. ... .. 21.8% 21.1%
1979 . . . . ... 12.2% 9.1%

1980 . . ... ... -2.9% -3.9%
1981 . .. ... .. 17.3% - 18.0X
1982 . . . .. ... 14.5% -13.2%
1983 . ... .... 3.9% ’ 12.3%
1984 . . ... ... 22.6% 32.4%
1985 . . . ... .. -6.2% -3.3%
1986 . . . .« .. .. -1.5% 2.5%

1987 . . . .« ¢ .. 5.7% 6.1%

1988 . . ... ... 18.1% 6.8%

1989 . ....... 5.4% 3.1%

1990 . . . . . ... -4.9% -3.4%

Source: Bureau of Economic Analysis

Table 2-2
Foreign Direct Investment In The United States
(Billions of Dollars)

Capitatl
Position Flows
970 . . .. .... 13.3 1.5
971 e 13.9 0.4
1972 . . ... ... 14.9 0.9
973 . . .. ... . 20.6 2.8
19742 . ... ... 25.1 4.8
1975 @ v v v v v .. 27.7 2.6
1976 . . v . o .. 30.8 4.3
977 « v i e e .. 34.6 3.7
1978 . . . . .. .. - 42.5 7.9
979 ... .. ... 54.5 1.9
1980° e e e 83.0 16.9
191 . ... ... 108.7 25.2
1982 . ... .. .. 124.7 13.8
1983 . . ... ... 137.1 1.9
1984 . . ..o ... 164.6 25.4
1985 . . . ... .. 184.6 19.0
1986 . . v v ... . 220.4- 34.1
19879 .. ..... 263.4 58.1
1988 . .. .. ... 314.8 59.4
1989 . .00 v ... 373.8 70.6
1990 . . ... ... 403.7 37.2

a: Break in series due to benchmark surveys.

Source: Bureau of Economic Analysis Source:
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Table 2-3
Flows of Foreign Capital Into
The U.S. at Book Value
(Millions of dollars)

Direct ALl Other
Iogala official Investment (portfolio)

1983 84,869 5,845 11,946 67,077
1984 102,621 3,140 25,359 74,122
1985 130,012 -1,083 19,022 112,074
1986 221,599 35,588 34,091 151,420
1987 229,828 45,343 58,119 126,366
1988 221,534 39,657 59,424 122,453
1989 216,549 8,624 70,551 137,374
1990 86,303 32,425 37,213 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
(Mitlions of dollars)

Direct Investment Position

Jotal United Japan Nether-  Canada
Kingdom lands
1980° 83,046 14,015 4,723 19,140 12,162
1981 108,714 18,585 7,697 26,824 12,116
1982 124,667 28,447 9,677 26,191 11,708
1983 137,061 32,152 11,336 29,162 11,434
1984 164,583 38,387 16,044 33,728 15,286
1985 184,615 43,555 19,313 37,056 17,131
1986 220,414 55,935 26,824 40,717 20,318
19872 263,394 75,519 34,421 46,636 24,684
1988 314,754 95,698 51,126 48,128 26,566
1989 373,763 105,511 67,319 56,316 28,686
1990 403,735 108,055 83,498 64,333 27,733
Change in Direct Investment Position
Total Uni ted Japan Nether- Canada
Kingdom {ands

1980 28,584 4,219 1,230 6,468 5,008
1981 25,688 4,570 2,974 7,684 -46
1982 15,953 9,862 1,980 -633 -408
1983 12,394 3,705 1,659 2,991 -274
1984 27,522 6,235 4,708 4,546 3,852
1985 20,032 5,168 3,269 3,328 1,845
1986 35,799 12,380 7,51 3,661 3,187
1987 42,980 19,584 7,597 5,919 4,366
1988 51,360 20,179 16,705 1,492 1,882
1989 59,009 9,813 16,193 8,188 2,120
1990 29,972 ’ 2,544 16,179 8,017 -953

a: Break in series due to rebenchmarking

Source: Bureau of Economic Analysis



TABLE 4-1

WORLD STOCK OF INWARD DIRECT INVESTMENT IN MAJOR HOST COUNTRIES OR REGIONS,
SELECTED YEARS, 1967-89
(Biltions of Dollars or Percentage)

Amount Percentage Distribution Average Annual Rate of Growth
19671973 1980 1989 1967 1973 1980 1989 Hrm phe wes
All Countries 105.5 208.1 504.5 1,402.9 100.0 100.0 100.0 100.0 12.0% 13.5% 12.0x
eve Countries 3.2 153.7  393.4 1,133.3 9.4 [B.9 780 80.8 3.2 16,4 12,5
United States 9.9 20.6 83.0 400.8 9.4 9.9 165 28.6 13.0 22.0 19.1
Europe 3.4 9.9 2123 5399 29.8 38,4 42,1 385 5.0 10,9
EC 26,8  68.0 186.9 483.9 8.3 2,7 N0 %S5 L3 L1
8elgium-Luxembourg &) b) 1.4 3.8 7.5 21.9 1.3 1.8 1.5 1.6 18.1 10.2 12.6
Denmark b) 0.7 1.9 4.2 5.2 0.7 0.9 0.8 0.4 18.1 12.0 2.4
france b) 3.0 6.5 21.1 59.0 2.8 3.1 4.2 4.2 13.8 18.3 12.1
Germany c) 3.6 13.1 47.9 1015 3.4 6.3 9.5 7.2 24.0 20.3 8.7
Greece b) 0.1 0.4 3.0 8.1 0.1 0.2 0.6 0.6 26.0 33.4 n.7r
treland b) 0.1 0.3 1.9 2.8 0.1 0.1 0.4 0.2 20.1 30.2 4.4
Italy b) 2.6 7.8 8.9 50.9 2.5 3.7 1.8 3.6 20.1 1.9 2.4
Netherlands b) 4.9 7.6 19.2 47.9 4.6 3.7 3.8 3.4 7.6 14.2 10.7
Portugat 0.1 0.4 1.1 5.7° 0.1 0.2 0.2 0.4 26.0 15.5 20.1
spain b) 0.4 2.1 9.1 42.1 0.4 1.0 1.8 3.0 31.8 3.3 18.6
United Kingdom d) 7.9 2.1 63.0 138.8 75 1.6 125 9.9 20.4 "7 9.2
Other Europe 6.6 12,0 25.4 36,0 63 3.8 50 40 10,3 1.3 2.2
Sweden 0.5 1.0 1.7 5.4 0.5 0.5 0.3 0.4 12.2 7.9 13.7
Switzerland e) 2.1 4.3 1%.3 n.7 2.0 2.1 2.8 2.3 1.7 1.7 9.2
Other Europe b) 4.0 6.7 9.4 18.9 3.8 3.2 1.9 1.3 9.0 5.0 8.1
Canada f) 19.2 33.0 51.6 103.0 18.2  15.9 10.2 7.3 9.4 6.6 3.0
Australia and New 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 1.4 6.8 3.9 3.0 0.8 2.0 9.3 -3.4
Japan b) g) 0.6 1.6 3.3 9.2 0.6 0.8 0.7 0.7 17.8 10.9 12.1
peveloping Countries b) 32,3 54,6 NM1.1 0 269.6 30.6 261 220 19.2 9.1 10,7 0.4
Western Hemisphere 18.5 28.9 62.2  103.9 7.5 13.0 123 7.4 7.7 11.6 5.9
Africs 5.6 10.2 13.19 29.8 5.3 4.9 2.6 2.1 10.5 3.6 9.6
] &3 153 35.8 135.9 LY L& 13 o1 10.7 12,9 16,0
Middte East h) 3.2 4.3 4.3 12.t 3.0 2.1 0.9 0.9 5.0 0.0 12.2
Other Asia 5.1 1.0 3.5 1238 4.8 5.3 6.2 8.8 13.7 16.2 16.4
Addenda: .
Outward Stock 1123 21,1 518.5 1,342.3
Irward Stock 105,35 208.1 303.6 1,402.9
Difference f) 6.8 3 14.9  -60.6
OPEC Countries }) 8.2 13.8 10.8 21.7 7.8 6.6 2.1 . 1.5 9.1 -3.4 8.1

Note: Detail may not add to totals becsuse of rounding. End of year exchange rates were used to convert stocks valued in local currencies to
U.s.dollars.
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TABLE 1, Continued

Stock data aveilable for Belgium only.

Among developed countries, Belgium, Dermark, france, Greece, Luxembourg, Spain, several other European countries not shown sepsrately, and Japsn
do not collect complete reinvested earnings data. The Netherlands does not collect reinvested earnings dats for the benking industry. Also, @
number of developing countries do not collect reinvested earnings data. If reinvested earnings were included, the stocks for those countries
would be higher.

Beginning with 1976 and for subsequent years, data used are “statistics on levels® for both primary and secondary investment as compiled and
published by the Deutsche Bundesbenk. Data for yeers prior to 1976 sre cormonly referred to as “special statistics® published by the Ninistry of
Economics.

Data include banking beginning with 1976. Prior to 1979, investment in insurance companies is for the United States only. Beginning with 1979,
date include investment by oil companies, insurance companies, and investment in real estate.

Data back to 1960 were revised in 1979 by the Union Bank of Switzerland to more accurately reflect its estimates (besed on semple data) of Swiss
direct investment abroad.

Date series revised beginning with 1983 data to include non-resident equity in Canadian assets sbroad, and now represents foreign investment in
Canadian enterprises, not just in Canada.

Beginning with 1976 and for subsequent years, data used sre direct fnvestment external assets (which exclude reinvested earnings) as compited and
published by the Bank of Japan. Data for yesrs prior to 1976 are “aspprovals basis data" from the Ministry of Finance.

Data for inward direct investment flows to Saudi Arabia as published by the INF for the years 1979-84 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 baesed on data for outward direct
investment flows to Saudi Arabia from major source countries, as compiled from major source country dats. Inward direct investment flows to
Saudi Arabis were estimated at $2,147 million in 1979; -$3,228 million in 1980; -$376 million in 1981; -$1 aillion in 1982; $952 million in 1983;
$358 million in 1984; $216 million in 1987; -$312 million in 1988; and -345 million in 1989. Also, an INF estimate for unspecified Niddle
Eastern countries in 1979 of -$4,102 million (debit) is excluded from our estimates.

This table is intended to show only regional and country patterns of inward direct investment. Because of differences in data collection systess
and methodotogies for inward compared with outward direct investment (both within some individual countries es well as between countries), snd
possible statistical error, the world stock of inward direct investment is not equal to the world stock of direct investment abroad.

OPEC countries are Algeria, Ecuador, Gabon, Indonesia, Iran, lraq, Kuwait, Libya, Nigeria, Qataer, Saudi Arsbia, United Arsd Emirstes end
Venezuels. )

Source: U.S. Department of Commerce, Internationat Trade Administrastion, Office of Trade and Investment Analysis, from national goverrments and
international organizations.
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12.6% n.n

Average Annual Rate of Growth
8.5%

1989

100.0

1980

100.0

1973

Percentage Distribution
100.0

100.0

TABLE 4-2
SELECTED YEARS, 19467-89

(Billions of SORs or Percentage)

1989

le80 1989

Amount
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172.5
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TABLE 2, Continued

Stock data available for Belgium only.

Among developed countries, Belgium, Dervnark, France, Greece, Luxembourg, Spain, several other Europesn countries not shown seperately, and Japan
do not collect complete reinvested earnings data. The Netherlands does not collect reinvested earnings data for the benking industry. Also, a
ruiber of developing countries do not collect reinvested earnings data. If reinvested earnings were included, the stocks for those countries
would be higher.

Beginning with 1976 and for subsequent years, data used are “statistics on levels® for both primary and gecondary investment as compiled and
published by the Deutsche Bundesbank. Data for years prior to 1976 are conmonly referred to as “special statistics® published by the Ministry of
Economics,

Data fnclude banking beginning with 1976. Prior to 1979, investment in insurence companies is for the United States only. Beginning with 1979,
data include investment by oil companies, insurance compenies, and investment in real estate.

Data back to 1960 were revised in 1979 by the Union Bank of Switzerland to more accurately reflect its estimates (based on sespte data) of Swiss
direct investment abroad.

Data series revised beginning with 1983 data to include non-resident equity in Canadian assets abroad, and now represents only forefgn investment
in Canadian enterprises, not just in Canada.

Beginning with 1976 and for subsequent years, data used are direct investment external assets (which exclude reinvested earnings) es compiled end
publ ished by the Bank of Jepan. Data for years prior to 1976 are “approvals basis data® from the Ministry of Finance..

Data for irward direct investment flows to Saudi Arabia as published by the IMF for the years 1979-84 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 dats 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; -$3,228 mitlion in 1980; -$374 million in 1981; -$1 miltion in 1982; $952 million in 1983;
$358 million in 1984; $216 mitlion in 1987; -$312 million in 1988; and -$45 million in 1989. Also, an INF estimate for unspecified Middle
Eastern countries in 1979 of -$4,102 million (debit) is excluded from our estimates.

This teble {8 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 fnvestment (both within some individual countries as well as between countries), end
possible statistical error, the world stock of inward direct investment is not equal to the world stock of direct investment abroad.

OPEC countries are Algeris, Ecuador, Gabon, Indonesia, Iran, Irag, Kuwait, Libya, Nigeria, Qatar, Saudi Arabis, United Arab Emirates and
Venezuela.

Source: U.S. Department of Commerce, [nternational Trade Administration, Office of Trade end Investment Aralysis, from national goverrments and

international organizations.

€Tl
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Table 5-1
investment Outlays By Foreign Direct Investors
To Acquire or Establish U.S. Business Enterprises
($ Nillions or Percent)

Acquisitions Total

Acqui- Estab- as percent Outlays

sitions Lishments Totat of as percent
Year sMil sMil Mit 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 3244 8091 59.9 0.24
1984 .. ... 11836 3369 15197 77.9 0.40
1985 . .. .. 20083 3023 23106 86.9 0.58
1986 . . ... 31450 7728 mmnz 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 sssets of
over $1 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 tate 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 eartier 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 % Change
Manufacturing Affiliates *:
Gross Product ($8il Nominal) . . . .. ... 31.0 73.8 138.2
Employment (Thous) . . . . . + « ¢ ¢ & « o & 1105.0 1542.6 39.6
Deflator (1982=1.00) ** , . . . .. .. ... 0.876 1.067 21.8
Gross Product ($82 Bil) " . . .. .. ... 35.4 69.2 95.6
Gross Product ($82 Thous)/Employee ** . . . . 32.0 446.8 40.1
Gross Product ($82 Thous)/Employee *** , | | 32.4 46.0 42.3
Gross Product ($ Thous Nominal)/Employee . . 28.0 47.8 70.6
All Manufacturing *:
Gross Product ($8il Nominal) . . . .. .. .. 564.2 838.8 48.7
Employment (Thous) . . . . ... .. .... . 20220.0 . 18959.0 -6.2
Deflator (1982=1.00) *** . . .. .. .. . e 0.867 1.039 19.9
Gross Product ($Bil 1982) *** ., . . . . . ... 651.0 807.1 24.0
Gross Product ($82 Thous)/Employee *** . . , . 32.2 42.6 32.2
Gross Product ($ Thous Nominal)/Employee . . . 27.9 44.2 58.6

* Excludes petroleum and coal products.

* Reflects a deflator developed from BEA industry price deflators for gross product and sales data
for affiliates by industry of sales at the 2-digit level of aggregation. This new deflator was
thenapplied to the manufacturing affiliate gross product data.

*** Reflects deflators for all U.S. manufacturing, except petroteun and coal products.

Note: The affiliate gross product and employment data are on an industry of affiliate basis, while
the all manufacturing data are on an establishment basis.

Source: U.S. Department of Conmerce, Bureau of Economic Analysis.
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Teble S-3
Selected Comparisons of
U.S. Affiliates of Foreign Compenies with
Parents of U.S. Muitinational Companies in 1938
(Dollars or Percent)

ALl Nonbank Busipesses U.S. Manufacturing
U.8. Affiliates Parents of U.S. Affiliates
of Foreign Multinational of Foreign
Companies Conpenies Compenies

Average Compensation per Employee . . . . . . . . 30517 33154 33726

Gross Product per Employee * . . . . . . .. .. M7 54229 54401

U.S. Intrafirm Exports per Employee . . . . . . . 6637 4491 3180

U.S. Intrefirm Imports per Employee . . . . . . . 31045 14 11495

Vertical Integration (Ratio of Gross . . . . . . | 37 33
Froduct to Sales) *

Ratio of lmports to Total Purchases . . . . . . . 26 8 16
of Inputs *

Ratio of Local Inputs to Sales * . . . ..... 81 95 9

*  Data for 1987,

Source: Economic Report of the President (February 1991), p. 260; Survey of Current Business, (various
issues); and foreign Direct Investment in the Uniged States (various issues).

70-389 0 - 93 -5
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Tabte 5-4
Gross Product of U.S. Affiliates and ALl U.S. Businesses

Affiliste Shares of Gross
Product of All U.S. Businesses

(Percent)
Indystry 1144 bl 1 1907
Marnufscturing . . . ... .00 00, 5.0 10.3 10.5
Wolesale Trade . . . ......... 3.8 5.0 6.8
Roetail Trade . . . . ... ....... 1.2 2.3 2.5
Finsnce, except Banking . .. ... .. 2.2 4.2 9.4
lnsurance . . .. ........... 2.4 4.0 5.2
Resl Estate . . . ........... 0.6 2.2 2.3
Services . . . .. ... ... 00 0., 0.5 0.7 0.9
Other Industries . . . ..., ..... 0.5 1.0 1.0
All Industries .. ...... 2.3 4.2 4.3
Gross Product in 1987
AlLU.S, Business
Affitiates X of o
s Bl Total $ 8L Iotsl
Merufecturing . ....... 83.8 58.5 849.6 26.0
Wholesale Trade . . ..... 21.0 13.8 311.3 8.8
Retail Trade . . . .. .... 10.5 6.9 422.4 1.9
Finance, except Banking . . . 6.5 4.3 69.2 2.0
Insurence . . ........ 5.3 3.5 100.3 2.8
Real Estate . . .. ... .. 4.6 3.0 19.8 5.5
Services . . ... ...... 6.7 4.4 778.0 22.0
Other Industries . . .. ... 8.5 5.6 817.3 23.1
All Industries . . . . 151.9 100.0 3542.8 100.0

Source: U.S. Department of Commerce, Buresu of Economic Analysis, Survey of Current Bupiness
(June 1990), P. 50. - ‘



Gross Product of Wonbenk U

Canada
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Unfted Kingdom
Germany . . .
Netherlands .
France . . ..
Suitzerland .
Latin Americe and .
Other Western Hemispher:
dapen . . . ... 0l L ..

e e s e 0w .
P
R
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Al Countries .. .. ..

Note: Totals include some countries for which separste dats are not shoun.
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Table 5-5
.8. Aftiliates of Foreign Countries

By Country of Ultimate Seneficial Owner

w17

59
24231
7687
3153
2005
1349
2488
35222

(3 Mitllions)

10933
50401
17278
8763
11330
6158
m
2296

4961
70906

Table 5-6

1986

T4
85795
29193
13421
15170
8299
8035
3880

13717
142120

1907

28273
21118
31956
15144
15673
8246
8310
4698

16828
151908

Average Expenditures For New Plant and Equipement Per
Esployee By Nonbenk U.S. Affiliates of Foreign Companies, By
Country of Ultimate Beneficisl Owner
(Thousands of 1982 Doltars)

Conada . ...........
Europo........v....
ALl Countries . . . . ... ..

w7

1

7.3
0.1
6.1
9.1

150
15.5

8.2

12.5
9.6

Source: U.S. Depertment of Commerce, Buresu of Economic Analysis,Survey of Current Business (June 1990), P.
&

Note: The GNP fixed-weighted price index was used to deflate the affiliate plant- and equipment expenditure

data.

Source: U.S. Department of Commerce

States (various issues) and

c R

, Buresu of Economic
h

Analysis, foreign DPirect Investment in the Unjted

(Februsry 1991), p. 292.
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Table $-7
Expenditures For Resesrch and Development 8y
Manufacturing U.S. Affiliates of Foreign Cospenies
" 8y Inckmtry of Affiliate
(S Nillions or Percent)

¥ 190 1wl 1906 1987

(8 Nillions)
s e e s s e e 7 19 32 54 58
e oo e 483 834 1580 2m2 3220
“ s e s ae e 37 45 n 174 158
c et e s 167 507 670 1652 1581
“ e e e e e 50 200 293 49 556
All Manufecturing . . . ... . 743 1605 2645 S011 5573

(As Percent of Gross Product)

Food Products . . ... .. .. 0.27 0.49 0.66 0.85 0.93
Chemicals . . ... ...... 8.9 10.12 8.48 12.33 12.53
Metals . . .......... 1.84 1.3 1.78 2.35 2.20
Machinery . . . ........ 5.3 6.82 7.36 13.83 12.78
Other . .. .......... 1.43 2.58 2.78 1.99 2.49
ALl Manufecturing . . . . ... 4.46 5.18 5.61 7.62 7.55

Source: U.S. Department of Commerce, Bureau of Economic Analysis, foreign Direct [nvestment {n the
United States Survey of Current Business

tes (various yesrs) and S (June 1990), p. 46.

’ Table 5-8
Average Expenditures for R ch and Development Per Employee
By Nonbank U.5. Affiliates of Foreign Compenies, By Selected
Country of Ultimate Beneficial Owner and Industry of Affiliate
(Thousands of 1982 Dollars)

977 1980 1986 1997 bl

All Industries:
Canada .. ........ 0.57 0.54 2.20 2.36 e
Europe . . ........ 1.35 1.21 1.68 1.68 1.62
Jepan . . .. ... .... 0.44 0.89 1.15 0.85 1.04
ALl Countries . . ... .. 1.12 .1 1. 1.70 1.62

Marnufacturing:
food Products . . . .. .. 0.14 0.18 0.29 0.34 0.50
Chemicals . . ... .... 3.58 3.41 6.43 6.84 7.75
Metals . ......... 0.63 0.46 0.96 0.83 0.91
Machinery . . . . ... .. 1.52 2.03 4.57 4.08 3.53
Other Manufscturing . . . . 0.43 0.78 0.76 0.90 0.84
PR 1.58 1.69 3.09 3.04 2.93

ALl Manufacturing .

* Suppressed to avoid disclosure of data for sn individual company.

n.a. Not availsble.

Note: The GNP fixed-weighted price index was used to deflate the affilfiate research and devel

expenditure data. The msnufecturing industry data exclude petroleum and cosl products. T
expenditures exclude spending for R&D conducted for others under contract.

Source: U.S. Department of Commerce, Buresu of Economic Aralysis, Fo

Eoreign Direct [nvestment in the
United States (various issues) and Economic Report of the President (February 1991), p. 292.

h
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Table 5-9
Employment snd Gross Product of
Nornbenk U.S. Affilistes
of Foreign Compenies, Amounts and as a Share of
Totals for Nonbenk U.S. Businesses

Employment Gross product

X of X of
Ieac Thous, Iotal s a1,
WIT oo oo o 1218.7 1.8 35.2 2.3
978 . ... 1429.9 2.0 42.9 2.4
117 J 1753.2 2.3 55.4 2.8
1980 . . ... ... 2033.9 2.7 70.9 3.3
981 . ... 2416.6 3.2 9.8 4.2
1982 . . ... 2648.1 3.3 103.5 4.2
198 ... ... 2546.5 3.4 1M1.5 43
198 . . 0. ... 2714.3 3.4 128.8 bb
1985 . . ... ... 2862.2 3.8 134.8 4.3
1986 . . . ... 2937.9 3.5 142.1 4.3
1987 v v v ot v 3224.3 3.7 151.9 43
1988 .. ...... 34682.2 4.1 n.e. n.a.

Note: Data are not available for 1978-80 on the affiliates’ share of gross domestic
product for all nonbank U.S. businesses. However, bssed on estimetes, it appears
that the atfiliste percentage rose each yesr from 1977 to 1981.

n.a. Not available.

Source: U.S. Department of Commerce, Buresu of Economic Anslysis, Survey of Current
Business, (June 1990), pp. 46 and 50; and (July 1990), p. 131. Also, comparable
srticles for earlier years and urnfn unpubl {shed data. .

Teble 5-10
Employment By Nonbank U.S.
Affilistes of Foreign Countries
By Country of Ultimate Beneficial Owner
(Tots! and Percent)

v 1980 1986 1987 1938
Total, Thousands . . . . .. ... .. 1218.7 2033.9 2937.9 3224.3 3682.2
Percent of Total:
Conada . . . . . 4. e e e 15.5 1.3 20.7 18.4 19.4
Europe e e e e e e e 70.2 72.6 60.7 60.2 59.6
United Kinodon e e e e e e e 23.5 21.14 21.2 20.1 20.0
Germany . . . . . . e e e e 11.0 18.5 10.6 1.4 10.2
Netherlands . . . . ... ...« 12.5 9.2 8.3 8.4 8.2
France . . . v -« s ¢ o o o oo = 10.7 10.1 6.1 5.8 6.7
Switzerland . . . . . . . . . . . 6.6 7.8 6.2 5.9 5.5
Latin Americaand . . .. . . . 6.9 6.3 4.4 4.6 3.1
Other Western Hemisphere
.. 6.3 5.7 7.5 9.4 10.9

Jepan . . . ..

Source. u.s. Depnrmem of Commerce, Bureasu of Economic Analysis, foreign Direct [nvestment in the United
States, Operations of U.S, Affiliates (various issues).

Note: Totals include some countries for which separate data are not s_ho\n.
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Tabte 5-11
Esployment of Affilistes By Industry of Sales,
Selected Countries of Ultimate Beneficial Ouner
(1960)

United ' i
Kingdom  Conads ds00n Gormeoy  Cowntrics

Atl Industries Total in Thousands . . . . . . 428.2 290.0 115.2 375.9 2033.9
Percent of TYotal:

Marwfecturing . . . . . . . . .. s e e e e
Cheaicals & Allied Products . . . . ..
Food & Kindred Products . . .. . . ..
Primary & fabricated Metals . . .. ..
Etectric & Electronic Equipment . . . .
Nonelectric Machinery . . . .. e
Motor Vehicles & Equipment . . . . . . .
Printing & Publishing . . . .. .. ..
Stone, Clay, & Glass Products . . . . .
Instruments & Related Products . . . . .
Paper & Alljed Products . . . . . . . .
Rubber & Plastics Products . . . . . ..
Textile Products & Appsrel . . . . . . .
Other Transportation . . . . . « . . . .
Lumber, Wood, & Furniture . . . . . ..
Other Manufacturing . . . . . . . . . .

Wholesale Trade . . . . . .. ... .. ...
Motor Vehicles & Equipment . . . . . . .

Potroleum . . . . . . . ... 0ot 0 v

Retail Trade

Insurance .

Finance, except Banking . . .

Services . . . . . . ...t e e e
Business Services . .. .. .. ....

Real Estate . . . . . .. .. .. ..o ..

Transportation . . . . . .. ¢ ¢ oo a s .

Mining . . . .. ..t e e

Construction . . . ... .... s e e e v

Communications & Public Utilities . . . . . .

Agriculture, Forestry, & Fishing . . . . . .
Agriculture

Unspecified . . . . ... .. .. -

General Administration Offices . . . . . .

P IO PR nu OO0, OO IOVIVIO IS tia o $NVHOBN
v
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NhkbarNWye voow
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-
NG 20, # 1O + O OMN #mO 1O Svms SNt ENA VO NS

,2400 8580000t swo~FosoNO sanO t

o linia
“own oo
oo

* Suppressed to avoid disclosure of data of individual companies

Note: Percentages are calculated from totals excluding employment in general uhlnhtntim oftices, The

petroleum category includes petroleum and coal products f ing. of r , the sub- ies
may not add to the totsls. |
Source: U.S. Department of Commerce, Bureau of Economic Analysis, foreign Direct [nvestment in the United

$tates, 1980 (October 1983), Table F-20.
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Table 5-12
Esployment of Affillistes By Industry of Sales,
selected Countries of Ultimate Geneficisl Owner

(1988)
Unfted Al
Cenads  jspon  Germeny countries

ALl Industries Total fn Thousands . . . . . . . T34.8 4.6 401.0 376.7 3682.2

Percent of Total:

MAUfBCTUring o « o « o o o s o o o o o o v 0 e 47.6 3.4 43.6 52.4 45.3
Chemfcals & Allied Prockicts . ... « o« - » 7.1 8.3 2.5 18.2 7.6
food & Kindred Products . . . . - « = « o 5.6 3.5 1.4 1.0 4.5
Primary & Febricsted Metals . . . . . .. . 2.7 4.0 7.9 3.6 5.0
Electric & Electronic Equipment . . . . . . 5.4 3.9 7.8 71 6.1
Nonelectric Machinery . . . . « ¢« ¢ « ¢ o = 4.4 1.6 &7 4.7 3.9
Motor Vehicles & Equipment . . . . . . . . 1.5 0.7 5.8 2.9 1.7
Printing & Publishing . . . . . ¢« o0 o 3.6 4.7 1.7 31 2.8
Stone, Clay, & Glass Products . . . . . - . 4.6 0.4 2.3 1.9 2.5
Instruments & Related Products . . . . . . 5.2 1.0 1.2 1.9 2.1
Paper & Allfed Products . . . . . « . - . . 0.9 1.3 0.8 0.5 1.2
Rubber Products . . « . « + « « « « PR 0.2 0.5 4.9 2.8 1.1
Miscellaneous Plastics Products . . . . .« « 1.2 1.5 0.5 0.8 1.0
Textile Products & Apperel . . . . . . .. 2.0 1.0 1.2 1.3 1.2
Other Trensportation . . . « « o o « + « 0.6 0.3 . 0.5 0.4
Luzber, Wood, & Furniture . . . . . . . . . 0.2 0.5 0.1 1.8 0.7
Other Manufacturing . . o « o = « o + + & & 2.5 0.2 0.7 0.3 1.1

Vholesale Trade . . . « o ¢ = 2 v ¢ s o o s .. 5.7 2.2 19.1 10.8 7.5
Notor Vehicles & Equipment . . . . . . . . 0.5 0.1 3.8 2.2 1.2

Petroleum . . e ee e 4.5 3.0 0.1 0.1 3.3

Retail Trade “ e e s 143 37.0 4.7 27.4 20.4

Insurance . . . .« - o« PO 5.4 1.8 0.1 0.7 3.0

Finance, except Banking . . . . . . e e e e 1.6 0.9 13.3 0.2 2.7

Services . . . . . o v e e v o e s . 9.6 6.2 1.3 3.2 10.2
Business Services . . « . « « « c o o o o . ‘5. 0.9 3.6 0.3 4.5

Real Estote . . +» . « « o » « o o o ¢ e e a 0.4 2.1 1.2 0.1 0.8

Transportation . . . . . . « . 1.4 . 6.3 2.0 0.4 2.9

Mining . . ¢ o o v 0 o v o v 2.0 2.5 0.1 0.7 1.5

Construction . . . . s e o0 0 v 0o 1.3 0.7 3.4 2.4 1.5

Communications & Public Utilities 0.2 1.0 0.0 0.0 0.4

Agriculture, Forestry, & Fishing 0.4 0.2 0.4 0.3 0.5

Unspecified . . . . o ¢« « « o« « o e e 5.5 341 0.6 1.4 2.

* Suppressed to avoid disclosure of data of individual companies.

Note: The petroleus category includes petroleun and coal products marufacturing. Beceuse of rounding,
the sub-categories may not add to the totals.

Source: U.S. Depertment of Commerce, Buresu of Economic Analysis, Forei irect 1 tment fn the uUni

States, Operations of U.S, Aftiliates of Foreign Companies, Preliminary 1988 Estimates (August 1990),
Table F-11.
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Table 5-13
Employment of Nonbank U.S. Affiliates of Foreign Compenies
. By Region
(Thousands and Percent)

w7 1980 1987 1988
All States, 1000 . . .. 1218.7 2033.9 3224.3 3682.2
Percent of Total:
Southesst . . . . . . 21.7 2.9 25.0 24.9
Mideast . . . . . .. 26.6 2.9 23.0 22.1
Great Lakes . . . . . 19.0 18.1 16.1 17.1
Far West . .. ... 1.8 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
Plains . ...... 5.0 5.1 4.4 4.9
Rocky Mountains . . . 1.8 1.9 1.6 1.5

Source: U.S. Department of Commerce, Bureau of Economic Analysis, foreign Direct Investment
in th ili (various issues).
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Table 5-14
Employment by Nonbenk U.S. Affitiates In Individusl States
Percent
of Employment
by All Nonbank
Ihousendy of Employees fusincsses
o7 1988 1744 1988
Delavare . . .. .. 6. 40. . 1.
Howaid . . ... .. 1. . . .
South Carolina . . . 35. 82. . .
New Jersey . . . . . as. 196. . .
North Caroline . . . 4S. 153, . .
Nebraske . . .. .. 3. 1. . .
Georgla . . . .. .. 30. 140. . .
West Virginia . . . . 1. 26. . .
Tennessees . . . . . . 268. 95. . .
Alaske . . .. ... S. 7. . .
Meine . . . ..... S. 3. B .
New York . ... .. 121. 32. . .
Iinois . . .. .. 3. 206.. . .
Connecticut . . . . . 22. 69. . .
New Hampshire . . . . 8. 20. . .
Loufsfana . . . . .. 18. 53. . B
Texss . . « . . . . . 66, 226. . .
Chio . ....... 55. 166. . .
Perraylvania . . . . [ 1. . .
Virginfa . ... .. 23.. 90. . .
OCkishoms . ... .. 8. 35. . .
indisna . . . . ... 30. 80, . .
Arfzons . . . . . . . 6. 46. . .
New Mexico PR 2. - 15, . .
Kentucky . . . .°. . 15. 43
Massachusett <. 30 102.
Californis . 124. 390. . .
Wisconsin .. 30. 67. .
.. 9 25
.. 8 28
.. 21 ]
.. [} 07
.. 28 4
.. 4 [}
. 14 39
.. " 48
.. 20 6

LI T R T I R I R I R R N R T T T T
L I T T T T T T
L S T T T T S T
I R T T T e T T T T T T S T T T T S R S R TP Y
D T T T T S T T T T S S S S S T Y
I I T T T T T R B T S I S R R S T S P IR S
P OOOO OO0 Mo adw o wadWad tadadd Nt et Qo awamaadd NN SN s af) - NR WS
Qb s NRNNNNNANNNNAORMWWWWHRHLWWWWWWH AW W RSS2 2 DI I VAR AMAOOO NN

. 56. . .

7. 49. . .

9. 27. . .

3. 1. . .

". 32, . .

Wyoming . . 2. 3. . .

Nississipp S. 19. . .

Nevada . . 2. 12. . .

Oregon . . 5. 24, . .

Utah . .. S. 1. . .

District of 1. 8. . .

1 c e e e e e 1. S. . .

Montans . . . . . .. 1. 3. . .

South Dakota . . . . 0. 2. . .
North Dakots . . . . 1. 3. .

Note: The employment totals for all U.S. businesses used to calculate U.S. affiliate shares for Delaware
and the District of Columbia for 1977 include exployment by banks. Because esployment by U.S. affilistes
excludes benks, the share of sll U.S. employment sccounted for by affilistes in these jurisdictions for
1977 may be slightly understated.

Source: U.S. Department of Commerce, Buresu of Economic Analysis, unpublished data.
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Table 5-13
Gross Property, Plant, and Equipment of U.S. Monbenk Affilistes
of Foreign Companies, Data For 1987, By State

Percent congisting of Nfg Property

Manufact Com- per Nfg
Total uring mercial Employes
State in$ willtons property RLODSCtY
Catifornia . . . 44275 3.8 40.3 90.3
Texss . . ... . 41591 37.5 28.4 216.1
Mew York . . .. 23069 18.3 57.6 54.3
Aleska .. ... 18420 o o -
Louisiene . . . . 14292 46.9 9.2 42%.4
Ilinofs . ... 12920 48.9 28.4 96.5
New Jersey . . . 11458 53.9 27.3 87.3
Pervaylvania . . 10898 55.3 18.8 68.4
Ohio . ..... 10622 62.2 18.1 9.1
North Caroline . wnr 5.0 15.5 97.5
Floride . . . .. 576 2.6 53.3 70.6
Georgie . . ... 9059 49.8 34.1 80.9
Nichigan . . .. 7640 51.8 12.2 76.%
virginia . ... 6808 49.0 9.8 109.3
South Caroline . 6182 m”.s 11.8 1727.5
Ternessee . . . . 5604 .8 13.9 7.6
Nassachusatts . . S214 30.2 47.5 48.5
Oklshome . .. . 5088 18.5 13.3 167.7
West virgin . 5060 50.7 1.5 177.0
Kentucky . . 4557 50.5 %.1 109.0
Colorado . .. . (7774 15.4 43.9 .8
Minnesota . . . . 4344 .3y 28.6 8.0
Nissouri . . . . 4233 50.3 19.5 9.1
Indiane . . ... 4183 .2 12.0 n.a
Arfzons . . . . . 4103 3.9 3%.9 7%.9
Alabame . . . . . 4011 81.7 4.1 150.9
Washington . . . 3588 42.1 32.1 13.5
Howaii . ..., U 2.8 82.0 99.0
Oelawere . ... 3432 ».9 1.7 228.4
Marylend . ... 3126 B * X 4 39.1 6.9
Connecticut . . . 3092 £2.8 39.3 52.5
Uyoming . . . . . 2962 9.7 1.2 318.9
Wiscorsin . . . . 2803 59.5 15.8 60.8
New Mexico . . . 2751 10.3 7.6 9%.0
Uteh . ... .. 2610 7.7 5.6 100.2
Nississippi . . . 425 33.4 7.9 .3
Kengas . . ... 2350 2.7 8.7 89.4
Foreign & . . . . 2165 1.8 1.5 563.3
Oregon . .. .. 1812 35.0 32.1 .9
Montane . . . .. 1684 %.2 5.5 199.2
fomm ...... 1663 59.5 15.3 9.5
District of Columbia 1558 0.1 2.6 10.0
Nevada . .. .. 1606 2.6 7.5 95.0
Raine . .. ... 1549 49.6 9.7 108.2
North Dakota . . 1295 1.4 4.8 147.0
Arkanses . . .. 1289 54.2 19.6 82.4
New Nespshire . . 736 41.3 33.3 39.5
Rhode Island . . 605 s7.7 20.3 52.1
Pusrto Rico . . . 558 70.6 1.7 s3.8
Nebraska . . . . 459 43.4 21.6 .7
idsho . ... .. 395 18.3 8.4 .0
Vermont . . ... 382 52.9 1.0 126.3
South Dakots . . 378 . . .
Other U.S. sreas - 15019 . 1.3 .
Al States . . . 353278 36.5 3.5 98.0

* Suppressed.
Source: U.S. Department of Commerce, Suresu of Economic Anelysis, Forefgn

Ve .4 it 2 a RESICTIND TR _UTVeY

A3 1) Ll )9
(Agust 1990), p. 52 and Survey of Cutrent Suginess CJuiy 19903,

DeL _Rest
p. 142.
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Table 5-16
State Employment in 1983
By Nonbank U.S. Affitiates of Foreign Companies

Percent Distribution of Employees Manufact-

According to Country uring as

of bitimate Beneticial Owner Percent

state Thowa Canads £urope Japen of Jotal
Californis . ... .. 390.3 15.2 51.6 21.1 37.3
Mew York . . .. ... 329.7 17.8 59.7 11.4 26.9
TeXss . . . ¢ oo o .. 226.2 15.6 63.7 6.1 3%.5
Itlinois . . .. ... 206.6 14.0 61.9 16.4 41.6
New Jersey . . .. .. 196.0 12.2 na 10.2 36.8
Pennsylvanisa . . . .. .7 18.0 67.9 4.7 50.4
Ghio . ... ..o, 166.5 171 59.0 12.0 49.7
North Carolina . . . . 153.9 20.3 7.0 4.4 56.7
Florida . . . ... .. 144.2 26.6 50.2 9.2 2.3
Georgia . . . . . .. . 140.0 23.5 55.1 9.7 42.8
Michigan . . ... .. 107.5 17.7 58.9 15.4 53.6
Massachusetts . . . . . 102.1 1.7 61.2 10.7 3%.6
Tennessee . . . . . . . 95.6 19.5 6h.1 10.0 64.5
Virginis . ... ... 90.7 23.3 66.3 3.9 43.4
South Caroline . . . . 82.1 1.2 7%.3 6.5 49.7
Indiens . . . .. ... 80.2 20.7 68.1 8.1 63.6
Connecticut . . . . . . 6.9 10.7 81.5 4.6 1.1
Wisconsin . . . . .. . 67.7 19.6 66.2 5.8 55.5
Maryland . . .. ... 60.1 24.5 6.2 5.7 38.3
Missourf . . .. ... 56.1 28.5 59.4 4.5 42.6
Louisfane . . . . ... 53.7 18.2 53.4 2.2 29.4
Minnesota . . . . . . . 49.3 2.3 65.9 5.9 47.5
Mashington . ... .. 48.4 27.1 45.0 16.1 33.1
Arfzone . . . . . . .. 46.3 2.5 43.2 8.6 26.3
Kentucky . . . ... . . 43.6 25.5 54.4 10.8 - 4
Delaware . . . . . .. 40.7 o ‘219 2.5 31.9
Alsbeme . . . . . ... 39.6 18.2 N 55.8 15.4 58.8
Oktshoma . ... ... 35.0 27.1 53.4 7.7 29.1
Colorado . . .. ... 323 22.9 59.4 6.2 27.2
Hewaif . ... .... 31.0 2.3 8.4 n.s3 4.8
Kensas . . . .. ... 28.7 28.2 58.5 3.8 32.4
Towa . . v oo vw 27.2 3.5 62.5 9.9 58.8
West virginia . . . . . - 26.7 48.7 48.7 1.5 53.9
Arkansas . . . . .. . 5.9 19.7 52.9 216 57.1
Oregon . . . .. ... 24.3 18.9 $5.6 16.5 43.2
Maine . . .. ..... 3.3 52.8 40.8 2.1 32.6
New Hampghire . . . . . 20.5 . 56.6 9.3 37.6
Nississippi . . . . . . 19.1 15.7 48.7 8.4 66.0
Mew Mexico . . . . .. 15.6 17.3 65.4 1.9 19.9
Nevads . .. ..... 1.7 20.5 47.2 0.0 5.5
Nebraska . ... ... ns 10.4 76.5 6.1 37.4
Rhode Istand . . . . . ns3 20.4 72.6 3.5 58.4
Utah . . . ... ... 1.0 20.0 61.8 3.6 9.1
Oistrict of Columbia . 8.2 3.2 52.4 1.0 6.1
Alasks . . ... ... 7.7 16.9 41.6 7.3 29.9
Vermont . . . .. ... 6.9 31.9 59.4 5.8 27.5
Iidaho . . . . . .. .. 5.6 8.6 41.1 0.0 30.4
Wyoming . . ... ... 3.8 18.4 55.3 2.6 1.1
Montana . . . ... .. 3.6 38.9 36.1 2.8 36.1
North Dakots . . . . . 3.5 20.0 68.6 2.9 31.4
South Dakote . . . . . 2.7 4.4 51.9 3.7 55.6
Totel ** . . ... 3682.2 19.4 59.6 10.9 40.6

* Suppressed to avoid disclosure of data of individual companies.
** The total includes territories for which data are not shown here.

Source: U.S. Depsrtment of Commerce, Bureau of Economic Analysis, Foreign Directinvestment in the United
States, Operstions of U.S. Affiliates of Foreign Companies, Preliminary 1988 Estimates (August 1990),
Tables F-8 and F-13.
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Table 5-17
Aversge Compensation Per Employes in 1988
Setected Manufacturing Industries

($ Thousands)
u.s. Parents of U.S.
Affiliates of Muttinational
Sospenies

Food and Kindred Products . . . . “ e e 28.6 S.7
Chemicals and Allfed Products . . e e 41.8% 39.3
Prisary snd Fabricated Metals . . “e e 35.6 36.1
Machinery . . . . . ... ..., 4 39.4
Office and Computing . . . . c oo 45.3 T 49
Other Marufacturing . . . . . . . 30.5 32.3
ALL Manufecturing « « ¢ o v ¢ o v e v v 0 o v o v oo 3.7 37.3

Hote: These groupings are by the fndustry of the affiliate snd the industry of the parent.
They are on en enterprise besis.

Source: U.S. Department of Commerce, Buresu of Economic Analysis, Survey of Current Susiness
(June 1990), p. 35 and (July 1990), p. 135. - .

Table 5-18
Ewployment 8y Nonbank U.S. Affiliates of Foreign Compenies
(Total and as s Percent of Esployment by all U.S. Susinesses)

U.S. Affiliates
as Percent of All

Ihoussnds of Employees \.§, Busipess
Inchetey 1980 1987 1988 1980 1987 1988
Marufoacturing « « o o o v v o v o0 0 s o s e 1065 Ur 1667 5.2 7.7 8.5
Chemicals & Allied Products . ... ... . 160 269 281 14.3 26.2 26.4
Stone, Clay, & Gless Products . . . . ... . 35 82 o3 5.3 13.9 15.4
Primary Metal Induatrfes . . . . ... ... 62 90 93 5.4 12.2 12.0
Electric & Electronic Equipment . . . .. . 158 202 225 7.5 9.7 10.8
Instruments & Related Products . . . . ... 51 76 Ead 7.2 11.0 10.7
food & Kindred Products . . . . ... ... 98 137 166 5.7 8.4 10.1
Rubber & Misc Plastic Products . . . . ... 37 56 79 5.1 6.9 9.4
Motor Vehicles & Equipment . . . . .. ... 59 56 64 7.6 6.6 7.5
Nonelectric Machinery . . . ... ..... M 121 145 4.5 6.0 6.9
Paper & Allfed Products . . ........ 34 46 &6 4.9 6.8 6.6
Printing & Publishing . ... ....... 41 &3 102 3.3 5.4 6.4
Fabricated Metal Products . .. ... ... 49 58 !N 3.0 4.1 6.3
Textile Nill Products . . . . . [ 20 27 32 2.4 3.8 4.3
Other Transportation Equipment . . . .. .. 2 12 15 2.0 1.0 1.3
Petroleum & Coal Products . . . . ... .. S8 n 7 ol hd d
Mning . . . . ..t e s s e e 59 68 &9 5.7 9.4 9.7
Finance, except Banking . . . . . .. .. ... 7 83 98 3.0 5.3 6.2
Insurence . . . . . . . ittt v it e e, 61 81 m 3.5 3.9 5.2
Wholessle Trade . . . ... ... ...0.0... 1% 282 281 2.7 4.7 4.6
Retail Trade . . . . . .. bl 633 7468 bl 3.3 3.9
Trangsportation . . . . . . I R, bl 87 13 el 2.7 3.4
Resl Estate . . . . ... « v a e e e 17 31 31 1.6 2.2 2.2
Services . . . ... ... e e v e e e e 107 329 rs 0.6 1.3 1.4
Construction . . . . . . .. 0o it ihe. .. 42 s?7 56 1.0 1.1 1.1
Agriculture, forestry, & Fishing . . . . . . . . il 18 19 bl 1.0 1.0
Communication & Public Utilities . . . . . ... 2 14 15 0.1 0.6 0.7
All Industries . . . . ... .......... 2034 3224 3682 2.7 3.7 4.1

* Mot meaningful becsuse data are not comparsble.

** Suppressed to avoid disclosure of data of individusl companies.

Note: In order to be consistent with the all-U.S.-business dats, affiliate employment in the various

petroleum subindustries is distributed among the other major industries. The menufacturing snd “all

industries® totals include some indistries for which data are not shoun separately. Exployment of.U.S.
sffilistes is clessified here by industry of sales.

Source: U.S. Depertment of Commerce, Buresu of Economic Analysis, Survey of Current Business (July issue,
various yesrs) and foreign Direct Investment in the United States, Operations of U,.S. Affiliates (various issues).
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Table 5-19
Comperison of Affilistes’ Gross Product end Sales
uith Totsl U.S. Imports of Goods and Services
(8 8illions or Percent)

1 1007
Monbenk Affilfstes:

Gross Procuct [ 35.2 151.9

Sales . ... ... 19.0 1.4
Total U.S. Isports of Goods snd Services . . . . 172.8 478.0
Affilistes’ Gross Product

as a Percent of Imports of

Goods anct Services . . . . . .. .. ... 20.4 3.8
Affiliates’ Sales

a8 & Percent of Imports of

Goods and Services . . . . .. ... ... 1123 153.0

Mote: The dats on U.S. imports of goods and services sre on a bslance-of-peyments besis.
Military and other goverrment isports are excluded.

Source: U.S. Department of Commerce, Buresu of Economic Anslysis, Survey of Current Business
(June 1990), pp. 51, 76-77.

- Table 5-20
Merchandise Exports Shipped By and
Herchandise Imports Shipped to U.S.
Monbank Affiliates of Foreign Compenies
($ Niltions or Percent)

Affiliate  Affiliste

Exports lmports

Exports imports as aXof as aXof
as & X assalX Total Total

- . of Affil. of Affil. U.S. Mdse. U.S. Ndse.

Year Exports lmports falence Sales Sales Exports leporss
w7 ... 24858 43896 -19038 12.8 22.6 20.6 28.9
978 ..... 32169 56567 -24398 13.3 3.4 2.6 32.1
we ... 44341 63039 -18698 13.5 19.2 24.0 9.7
1980 ..... 52199 75803 - 23604 12.6 18.4 23.3 30.3
w8 ..., 64066 82259 -18193 12.6 16.1 2.0 31.0
W ..., 60236 84290 -24054 1.6 16.3 28.5 3%.0

w8 ... .. 53854 81464 -27610 10.0 15.2 28.7 30.3 -

984 ... .. 58186 100489 -42303 9.8 16.9 _26.5 30.2
1985 e ee s 56401 13331 -56930 8.9 17.9 6.1 3.5
198 . .... 49560 125732 -76172 7.4 18.7 2.2 34.1
1982 ..... 48091 143537 -95446 6.0 18.0 19.2 35.0
988 .. ... 59812 %9713 -89901 7.0 1.5 18.7 3.5

Note: Because of certain reporting problems, the affiliate trede dats sre not strictly cosparable with
the total national trade dats. Q ly, these per ges are of use only as they reflect trends.

Source: U.S. Department of Cosmerce, Bureau of Economic Analysis,
(various lssues) and Economic Report of the
Pregident (February 1990), p. 412.
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Table 5-21
Merchandise lsports, Local Content, and Vertical Integration of
U.S. Nonbank Affilistes of Forefgn Compenies

All Incustries
Merchandise Verticsl
Inports as a Local Integration
of Content as & (Retio of
Total Percent of Gross Product
Yseor Sales
wrr...... 7.2 78.6 17.9
wre ...... 8.0 7.1 17.5
1w . ... 22.5 8.0 16.5
1980 . ... 21.9 8.7 17.0
1981 . ... 19.5 85.8 19.0
1082 . . .... 20.2 8.4 19.8
1988 . .. ... 19.2 8.3 20.8
1946 . ..... .3 8.2 21.5
988 . .. ... 2.5 8.0 21.1
196 ...... 3.5 82.2 21.0
197 ...... 2%.1 81.4 20.6

Source: U.S. Depertment of Commerce, Buresu of Economic Analysis, Survey of
Qurrent Susiness (June 1990), p.51, and additionel data supplied by the Bureau.

Table 5-22
Merchandise Imports and Local Content of U.S. Affiliates of Foreign
Companies, By Selected Industries of Affiliates: Affilistes of All
Matforalities snd Those Whose Beneficial Owuner is Japeness

Merchandise imports Local Content
as & Percent of as 8 Percent of
Sales
- Al All
dapen Countr feg dsgan Countries

Date for 1977:

Merufecturing . . . . ... ......... 7 16 ] 90
Food & Kindred Products . .. ... .. 1 7 99 n
Chenicsls & Atlfed Product . . ... .. 3 9 L ] 95
Metals . .. .............. . 19 - 87
Machimery . .............. 53 28 62 a3
Other Manufecturing . . . ... .. .. . 15 * 92

Wholesale Trade . . . . . ... ....... 37 3% 64 68
Motor Vehicles & Equipment . . . .. . . 50 56 52 &8

All Industries . . ... .......... 3 27 &9 ™

Data for 1967:

Marufecturing . . . . .. .......... 37 16 % ot
Food & Kindred Products . . .. ... . 1% 10 90 92
Chemicals & Atlied Product . .. ... . 9 n 93 9%
Metals . . ............... 13 19 92 8
Machinery . .. ... ......... 56 -] 60 8
Other Manufacturing . . ... ..... 50 1% [ %

WUholessle Trade . . . . .. ......... &7 41 S5 62
Motor Vehicles & Equipment . . . . . . . 59 65 45 &0

All Industrfes . . . ............ 43 24 ] 81

¢ Suppressed to svoid disclosure of dats of individuat cospanies or less than $500,000 or 0.5 percent.

Note: “Local content of sales® s overstated to the extent that purchases from domestic suppliers include
merchandise imports end to the extent that they include purchases of services from foreigners that were not
reported ssperstely, and thus could not be broken out. In 1977, the Japanese presence in the U.S. ssnufacturing
sector was very small. Source: U.S. Department of Commerce, Buresu of Economic Anslysis, Survey of Current
Suainess (June 1990), p. 59, end unpublished data provided by the Buresu.
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Table 5-23
U.S. Merchandise Exports and Imports
By U.S. Affilistes of Foreign Companies and Other U.S. Businesses
(Billion dollars)

ALl Other
Total U.S. Affitiates U.S. Businesses
Yeor Exports Imports Balance Exports Jmoorts Balance Exports Jmports Balance
977 123.2 151.0 -27.8 26.9 43.9 -19.0 98.3 107.1 -8.8
1978 145.9 174.8 -28.8 32.2 56.6 -26.4 113.7 118.2 -4.5
1979 186.5 209.5 -22.9 4.3 63.0 -18.7 142.2 146.5 -4.3
1980 225.7 245.3 -19.5 52. 75.8 -23.6 173.5 169.5 4.0
1981 238.7 261.0 -22.3 6.1 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 33.5 -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 41,0 -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 comparable
with the total national trade data.

Source: U.S. Department of Commerce, Bureau of Economic Analysis, Foreign Direct Investment in the
i { rei ies (various lssues) and Internationai

Trade Administration, U ign i i (May 1991), p. 29.



140

Table 5-24
U.S. Merchandise Exports Shipped by, and
leports Shipped to U.S. Nonbank Affiliates of Foreign Compenies
(Billion dollars or Percent)

Exports lmports
To the From the
Foreign Foreign
Total Parent Yo lsports Parent From
Exports Group Percent Others Total Group Percent  Qthers
e . 209 1.7 47.0 13.2 43.9 30.9 70.3 13.0
ce. o 3.2 16.6 51.5 15.6 56.6 39.5 69.8 17.7
e e . 443 22.1 49.8 22.3 63.0 45.3 noe 17.7
e .. S2.2 21.0 40.2 31.2 75.8 47.0 62.0 28.8
.. b4 26.9 42.0 37.2 8.3 52.2 63.5 30.1
e . 60.2 25.0 41.5 35.2 84.3 52.0 61.6 32.4
... 539 22.6 41.9 31.3 81.5 54.8 67.3 26.7
... 582 27.1 46.5 3.4 100.5 70.5 70.1 30.0
... S6.4 25.9 45.9 30.5 113.3 8.7 .1 31.6
.. k9.6 21.9 46,1 27.7 125.7 93.4 7%.3 32.3
... kB.Y 19.1 39.7 29.0 143.5 108.2 75.4 35.3
... 59.8 24.4 40.9 35.4 149.7 114.3 76.4 35.4
U.S. Department of Commerce, Bureau of Economic Analysis.
Table 5-25
U.S. Exports and Inputs by Affiliates by
Industry of Affiliate
(Billion dotlars)
Exports Imports
Jotal ufg, Other Total Mfg, Other
w7 ... .. 24.9 3.6 21.3 43.9 5.6 38.3
978 ...... 32.2 4.5 27.6 56.6 7.2 49.4
99 ...... 4.3 6.5 37.8 63.0 8.7 54.5
1980 . ..... 52.2 9.0 43.2 75.8 10.4 65.4
981 . ... .. 64.1 13.6 50.5 82.3 13.2 69.0
982 . ..... 60.2 12.9 47.4 84.3 12.4 7.9
1983 ...... 53.9 12.0 41.8 81.5 14.0 67.4
98 . ..... 58.2 131 45.1 100.5 18.2 82.3
1985 . ... .. 56.4 12.8 43.6 113.3 18.6 9.7
1986 . ..... 49.6 12.8 36.8 125.7 20.6 105.1
1987 . ..... 48.1 15.5 32.6 143.5 24.5 119.0
1988 . . .... 59.8 21.0 38.9 149.7 29.3 © 120.4

Source: U.S. Department of Commerce, Bureau of Economic Analysis.
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Table 5-26
U.8. Exports and Imports By U.S. Nonbank Affil{ates of Foreign Companies
Selected Product Categories
($ Nillions or Percent)

Exports Affiliste Share of
froduct 1980 1987 1980 1997
FOODd . . o ¢ttt i i et it et e 19358 9835 6.8 51.3
Chemicals . . ... P [73)) 8055 1.3 30.5
Machinery . . . . . o i oo vt o enecoeoa 5429 7465 9.5 10.7
Crude Materials, Inedible, except Fuels . . . 9361 6103 39.3 29.9
Metal Manufactures . . . . . ... ... 0. 3186 3412 26.4 53.1
Petroleum end Products . . « . o ¢ ¢ ¢ 2 o 4 & 2564 8t.0 65.4
Coal and Coke . . . ... .0vcvuuwewaeau-n 2181 1327 &7.2 39.4
Beverages and Tobecco . . . . . . ... ... 869 18.4 3.7
Road Vehicles and Parts . . . ... ..... 1219 93 9.3 4.0
Other Transport equipment . . . . . . . . . . 878 s 6.2 4.3
Other . . . . i v vt v ot o o oo s ceaous 3392 6895 9.0 13.2
Total . . .t i ittt e e e e 52199 48091 26.1 19.7

Imports Affiliate Share of
FOod . & . v it e e e i s e e 6452 6400 40.9 n.a
Chemicals . ... .....0.0¢00.. 2955 T2 3%.4 43.9
Machimery . . . ... ......... 11465 35790 35.5 36.0
Crude Materisls, Inedible, except Fuels 3744 4193 35.6 36.4
Metal Manufactures . . . . . . ... .. 10806 10682 7.7 2.4
Petroleum and Products . . . . . . .. . nne 10915 15.1 26.3
Coal andCoke . . .. ... .0.... 82 23 n.e. n.a.
Beverages and Tobacco . . . ... ... m 1739 27.9 42.4
Road Vehicles and Parts . . . . .. .. 16070 47416 61.5 65.2
Other Transport equipment . . . .. .. T 100 1544 46.8 27.2
Other . . . . . .t i it i vt eenne 10731 17747 21.3 16.3
Total & . . .t .t et e a e e e ... . T5803 143537 31.0 35.4

n.a. Not available.

Note: The affilfate shares are based on total domestic exports. Since the affiliate exports of

food may be overstated for 1980 while the affiliate exports of crude materials may be understated
for that year, the affiliate export decline from 1980 to 1987 may be smsller for food and larger

for crude materisls than is indicated here.

The affiliate import shares were calculated by using for the denominator data on general imports.
Because of certsin reporting problems, the BEA affiliate dats are not strictly compersble with the
data on total trade from the Buresu of the Census. The data come from different sources--the
affiliate data are based on compeny records, while the Census data sre compiled from documents

filed by the shipper with the U.S. Customs Service. In addition, the affiliate dats sre on a fiscal
year basis, while the total trade data are on a calendsr year basis. Further, while sffiliates were
asked to provide data on a "shipped® rather than a “charged™ basis, some cases of erroneous reporting
probably occurred and were not identified.

Source: U.S. Department of Commerce, Buresu of Economic Analysis, Forei rec ¢ h
it t ,

Foreign Direct [nvestment in the
United States (October 1933 and August 1990) and Statistical Abstract of the United States 1990
Table Nos. 1410 and 1411, .
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Table 5-27
Merchandise Exports and {mports in 1987
By U.S. Affiliates of Foreign Companies
Industry of Affiliate By Product
(Million dollars)

Industry of Affiliate (a)

Wholesale Manu- Pet- Retail
Product Irade facturing  roleun Irade Iotal
Exports
Food . . . . . . v vt v 0 v . 9260 448 0 (b 9835
Beverages and Tobacco . . ... . (b) 459 0 (b) 869
Crude Materials, Inedible, . . . 5209 619 (b) 0 6103
except Fuels
Petroleun end Products . . . . . 2256 85 223 0 2564
Coal and Coke . . .. ..... 459 (b) (b) 0 1327
Chemicals . .. ..... e 1830 5379 840 0 8055
Machinery . .. ... ..... 3355 3956 1" 9 7465
Road Vehicles and Parts . . . . 408 383 0 1 793
Other Transportation Equipm . . (b) L ¢4 0 0 775
Metal Manufactures . . . . . . . 2643 710 (b) 0 3412
Other . .. ... e e e e e (b) (b) (b) 41 6895
Total . .. .......... 29165 15487 1186 948 48091
1mports

Food . . . . . v v b i i e s 5619 834 0 144 6400
Beverages and Tobacco . . . . . (b) 840 . [] (b) 1793
Crude Materiats, Inedible, . . . 2786 1332 (b) 0 4193
except Fuels

Petroleum and Products . . . . . 1075 (b) 8666 0 10915
Coal and Coke. . . ... . ... (b) 7 0 0 23
Chemicals . .. ........ 2823 4092 b (c) 72
Machinery . .. ... ..... 27693 - 7845 9 (b) 35790
Road Vehicles and Parts . . . . 46018 1393 (c) 0 47416
Other Transportation Equipm . . 720 799 0 0 1564
Metal Manufactures . . . . . . . 7930 2481 H [} 10662
Other . . . .. e e e s e . (b) (b) (b) (b) 17747
Total . . ... ¢ v v v 107278 24546 8971 2134 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 Analysis,foreign Direct Investment
in_the United States, 1987 Benchmark Survey,final Results (August 1990), Tables G-10 and G-16.
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. Table 6-1
U.S8. Electronics Industry
Affiliate’s and Totel U.S. Electronic Production, 1990

(Number in thousands) Percent of

Industry sic Affiliates  u,5, Total  Iotal
Computers & Poripherals 3.0 103.3 319
Computers 35N 26.3 70.6 34.4
Peripherals 3575-77 8.7 32.7 26.6
Household Video, Audio 16.7 26.8 62.3
Jelecommmnications 366 31.5 130.9 26.0
Telephone Apparatus 3661 21.7 n.g 30.3
¥eaguring Instruments 382 18.7 178.4 10.4
Ind. Process Controls 3823 6.1 3.0 17.9
Electrical Measuring 3852 4.4 48.0 9.2
!gic_a\ﬁ_i_%g 384 13.2 142.6 9.2
Search navigation 381 4.0 93.0 4.3
Photographic, copiers 386 5.0 4.1 1.4
Electronic Components 367 58.4 37.0 17.3
Semiconductors 3674 18.4 9.7 19.4
Electron & TV Tubes 3671 10.2 22.3 . 45.7
Components, nec. 367 6.9 91.5 7.5
udio and C er-rela .

Magnetic and optical 3695 8.8 16.2 54.3
recording media

Total 191.3 1,072.3 17.8

Sources: U.S. Depertment of Labor, Buresu of Labor Statistics. gmnld_
Earnings, March 1991. Household video and audio based on Census data. Affiliates’
data compiled by Economics and Statistics Administration, Office of Business Analysis.
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[~ ter: riphera ota
Computers
Mainframes
PC & Leptops
Workstations
Computer disc drives
Computer monitors
Computer Printers, Keyboards

Consumer Electronics
Color T.V., Radio, Audio
Automotive audio, speakers

. Jelecommunications, to

Telephone Apparatus
Digital PBX

Communications Equipment
Cellular Mobile Phone
Satellites

Electronic detection equipment

Instruments, tota

Industriat Process Instruments
Electric and Signal Testing
Laboratory Instruments

Medical Equipment, total

Electromedical 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
Equipment  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
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Table 6-2

U.S. Etectronics Industry
Workers and Plants, 1990

SI¢

357

3572
3575
3577

3812
3861

3674
3671
3675

3676-78
3679

3559
3699

3339

3264
3469

3679

No. of

Workers
33,008
24,275
13,000
6,830
2,160
2,864
233

5,636

58,402
18,419
10,205
10,815
10,164

’
6,919

3,169
2,086
92
6,697
3,670
3,050
130
2,050

325
217

136
49
13
22
16

28
26
13
10

32

10

WO
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Table 6-2 (cont'd)

Mo. of No. of
sic Workers Blents

Computer-Related Products
Floppy, hard digks 3695 3,163 12
Herd magnetic disks . 1,930 ° 4
Floppy disks 1,233 8
Audio-Related Products, total 6,239 16
Pre-recorded records, tspes 3652 2,550 S
Blank magnetic tapes, digks 3695 5,519 14
TOTAL 202,607 537

Data Sources: Data on employment and plants were compiled by the Economics and Statistics
Administration, Office of Business Analysis from the following directories of acquistions
and plants published by: International Trade Administration, Japsn Economic Institute, Dunn's
Industrial Guide, 1990-91; Corptech Directory; Electronics Industry Associstion--television
plants.



Production Workers in U.S. Affiliates of Foreign Firms, 1990

Stote

California
Massachusetts
Florida
Texas
Tennessee
New York
Georgia
Indiana

Neu Jersey
Pennslyvania

Ohfo -
North Carolina
South Carolins
Maryland
Oregon
Illinois
Michigan
Washington
Utsh

Alsbama

Arizona

Rhode Isltand
Virginia
Missouri
Colorado
Nebraska
1daho

New Hompshire
Kansas
Connecticut

Minnesota
Oklshoma
Arkansas
Maine
Wisconsin
Louigiana
Kentucky
Utsh
Mississippi
South Dakota
Nevada ’

TOTAL

(D) Substantial amounts of employment not disclosed.

-
(=1
N
(-3

-

§8% 333

3

-o--uuu_a~c~o« OO

ZE5E38 Edscad

838 BE3E

203,442
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Table 6-3
U.S. Electronics Sector

No. of
Blonts

197
30
16
25
10
22
22
15
32
17

16 -

-
(7]

537

.Sources: Buresu of the Census. Affiliates data compiled by
Ecom-ics_ and Statistics Administration. See Datsbase Sources.
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Table 7-1

U.S. Autamotive Industry Affiliate’s VWorkers and

Plants, By Industry, 1990

114 Industey
3711 Cears and Pickup Trucks
3711  Heavy Duty Trucks
3713  Truck cabs, cargo beds
3011 Tires for cars end trucks
2296 Tire chord & fabric
2822 Synthetic rubber
i
3465 Stampings & welded perts
ar
3562 Ball and raller bearings
ar

3211 Automotive glass
3231 Safety glass end mirrors
3442 \Vindow fremes, molding, pipe

parts
2531 Automotive sests

2399  Seat covers
3499 Seat frames

Rubber Parts

3053 Rubber products, sesls
3052 Rubber hose and belts
3061 Rubber engine mounts, etc.

3069 \Veather strip

3592 Pistons, valves, valve seats
3519 Engine and turbocharger parts
3312 Piston rings, etc.

3714 Nisc. engine perts

Alr Conditioners and Parts

3585 Air conditioners and parts
3714  Controls for air conditioning

i i

Electrical Equipment for Engines
3696 Wiring harnesses for engines
3678 Connectors for wire harness

3699

Starters, alternators, coils

Plagtic Parts, Trim

ue
e

i
p 141

Trim, bumpers, bearings, etc.

i
Material for air bags
Seat belts, restraints
Seat belt springs
Sensors for air bags

n i ems
fuel injectors, pumps, etc.

Passenger car engines

t E

£

'EE

i o

B

b osveih exelf ojEg #idh

8

No. of

-ul} wo

sl U

\n:on

wog

“GR weaR —swwiR

waane B3 wweold

—tjmt  WARA



148

Table 7-1_(cont’d)

Automotive Springs - . Lan 9
3493 Steel coil and leaf springs \ 1,831 9
’ \
Wheels : 1,856 9
3714  vheels, steel and aluminum : 1,566 8
\

Instrument Panels 1529 é
3087 Instrument panels 250 1
3089 Plastic instrument panels . 600 3
3714  Instrument panels, dashboards 350 1
3824  Speedometers, gauges 329

0 Contro . 3
3714 _ Pollution controls, thermostats 1,000 1
3714  Catalytic converters 517 2
Audio Equipment : 8
3651 Automotive audio, speskers 1,509 8
Water and fue ’ 1,304 3
3714  Automotive pumps, water, fuel 1,304 3
Radiators and Heaters 1,285 3"
3433 Radiators 85 1
37164 Radiators and heater cores 1,200 .2
Fuel_and Brake Lines 1,136 10
3317 Steel fuel and brake lines 1,134 10

Sources: Compiled by the Economics and Statistics Administration, Office of Business
Analysis from directories of plants published by the Motor Vehicle Kanufacturers
Association, Jopsn Economic Institute, Auto Parts International, Dun’s Industrial Guidk
Rubber and Plastics, and the International Trade Administration. See Database Sources



State

Ohifo . ..
Tennesses .
Hichigan .
Kentucky .
South Carolina
North Carolina
Itlinois . .
Indiena . . .
Alsbams . . .
California .

« e e e

Mew York . .
Pennsylvania
Virginis .
fova . ..
Oklashome .
Texss . . .

Missouri .
Mississippi
New Haxpshire

New Jersey
Arkansas .
Hinnesots .
Deleware .
Washington
Maryland
Nebraska
Vermont .
Nevads .
Colorado
Connecticut
Maine . . .
Kansas . .

« o o 0 e
o s 8 & a4 8 s b e 2 e e
I R R B T Y

TOTAL . . . . «
(D) Substantfial

4 & o 8 0 s 0 8 s &

“ s e
« oo
PN
“ e e
.
PR
“ e e
e e e
[
[T
“ e e
[
RPN
e e e s
[T
PR
.« v e
“ e e
“ e e
« e ee
P

and Plents, by Industry, 1990
(Vehicles, Tires, Parts)

a e ¢ 8 0o 6 8 s s s s a0 8 e s e s s e n

No. of
Plents
68
48
58
39

13
2
27
S0

7
16

-.N-n-n-.-n-:-.l\l-!uu (" K

461
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Table 7-2
U.S. Automotive Incdustry Affit{ate’s Workers

175,217

amounts of eaployment not disclosed.

No. of

474

133

3,500(0)
17,500¢0)
20,800
3,500

Sources: Bureau of the Census, and, for affiliates, from databsse compiled by

the Economics and Statistics Administration, Office of Business Analysis.
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Table 8-1

U.S. Foreign Ouned Steel Affiliates by Country of Ownership, 1980,1988

E
E

Jepan . . . 18
Canada . . .

West Germany .

-

-t N l-'NNNQ-.Ul

Sweden . . .
France . . .
Belgium . . .
United Kingdom
United States
South Korea

Itely . ..
Norway . . .
‘Netherlands

Turkey . . .
Australia .
China . ..

.............avgmuahhvl

* Affiliates that are ultimately ouned by U.S. ¢

but that have foreign parents in Bermuda and Netheriands 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)

Nurber of Total Net
Year Af iates Assets Sates Income
w77 .... 24 996 1,019 -14
1978 . ... 25 1,118 1,607 36
979 . ... 34 1,449 1,814 51
1980 . ... 39 2,257 2,786 9
191 . ... 43 2,972 3,271 49
1982 . ... = 43 3,084 2,838 -143
1983 . ... 45 3,017 2,985 -167
98 . ... 48 5,185 6,218 -11
198 . ... 51 5,531 6,410 -286
198 . ... 50 5,114 6,360 -45
987 . ... 47 5,774 7,509 173
1988 . ... 50 . 6,425 8,371

Note: Industry of affiliate basis.

Source: U.S. Department of Commerce, Bureau of Economic Analysis,

268

Employees

11,858
12,947
17,518
22,562
25,616
21,645
21,055
38,020
37,480
32,615
39,300
38,400
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Table 9-1

U.8. Chemicals Manufecturing Industry Affiliates’ Investment Outlays 1/

Industey

1980

ALl Chemicsls & Industries

Industrisl 2/
Drugs
Other 3/

1988

All Chemicels & Incmtries 2.;}:

Industrisl

Drugs
Soap and tofletries
Other &/

Industrial

Orugs
Soap and toiletries
Other &/

989
All Chemicals & Industries 11,005 1

(nillions of Oollars)

By Typs of Investment

Iotal Acoyisitions Establishments

253 242 10
176 ) ®)
20 18 2
k14 () )

2,484 434

m 24

a59 496 363
$54 554 0
769 T2 &7
0,217 788

703 1,703 0
,632 5,900 433
732 1,731 1
238 8a3 355

8y Type of Investor

foreign direct
1nvestors

Note: A (D) indicates that date have been suppresssd to avoid disclosure of data of

individual compenies.

1/ Data on industry of sffiliate basis.

2/ Industrisl chemicals include plastics and synthetic products (S1C 282).

3/ Includes socap, clesners and toiletries, sgricuttural chemicsls and chemicals

not elsewhere classified.

&/ Includes sgricultursl end chemicals not elsewhere classified.
S/ Figures for 1989 are preliminary.

Source: U.S. Department of Cosmerce, Buresu of Economic Analysis.

u.8.

250
176

2,38
642
493

317
k)

4,180
1,248
A7

w7
m™m
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Tabte 9-2
U.S. Chemical Manufacturing Industry Affilistes Gross Stock of Property,
Plant and Equipment by Country of UBD 1/

Industry
ALl Chemical  Industrial 2/ prugs Soap, Clesners Qther 3/
Industries ond Joiletries
[CITWE S 5 ML) (%) (MILS) (%) (MiLS) (X (NIl (%)
1980
All Countries 18,378 100.0 11,273 100.0 1,590 100.0 1,157 100.0 4,357 100.0
Canada 330 1.8 ® (0 0 0.0 () () () (D)
Total, Europe 17,562 95.6 11,011 97.7 1,39 86.1 1,127 97.4 4,05 93.1
France 1,129 6.1 528 4.7 M (D) (") 0.0 o (D)
Vest Germeny 7,430 40.4 3,890 34.5 39 2.5 ) () o ()
Nether lands 2,077 1.3 o () M () o (d) o (D)
Switzeriand 2,1 11.8 <0) ) . ) [{:}] 6.7 ) (D)
United Kingdom 4,165 2.7 3, 33.6 o (D) 137 N, ® (D)
Japan Ficd 1.5 [(:)) D) <0) ) 2 0.2 ©) [0))]
1587
ALl Countries 56,832 100.0 44,024 100.0 5,793 100.0 2,956 100.0 2,059 100.0
Canada o () ) (D) M (D) () (D) o (D)
Total, Europe () ) (0) ) 5,129 88.4 2,853 97.5 1,763 85.6
France () (D) M (D) [T ) 0 (0 o (0
Vest Germany 9,022 16.5 7,630 17.3 337 s.8 720 2%.4 336 16.3
Netherlands 2,866 5.2 [{:}] ) 0 0.0 D) (2] o 0.0
Switzerisnd 4,052 7.4 ) (D) 3,752 64.8 219 7.4 ® (D
United Kingdom 6,598 12.0 5,418 12,3 - 820 14.2 o) () o (D)
Japan 1,052 1.9 s 1.9 172 3.0 0 0.0 33 .7
1988 4/
Alt Countries 58,246 100.0 45,827 100.0 6,526 100.0 3,455 100.0 2,437 100.0
Conada () (D) () (D) 2 0.6 6 1.7 467 19.2
Totsl, Europe 27,826 47.8 16,855 36.8 5,789 88.7 3,355 97.1 1,82% 7.8
france . o (O 0 () o 0.0 7 0.2 M ()
Vest Germany 9,958 17.1 8,285 18.1 %6 5.6 877 5.4 430 17.6
Netherands 3,340 5.7 () (o) o 0.0 () (D) 0 0.0
Switzerland 4,571 7.8 2 0.1 4,268 65.4 22 6.4 39 1.6
United Kingdom 6,101 10.5 4,906 10.7 960 4.7 D) (D) ) )
Japan 1,198 2.1 921 2.0 2.7 21 0.6 82 3.4

Note: A (D) indicates that data have been suppressed to avoid disclosure of dats of individual companies.
An (*) indicates a value of between (-$500,000 and $500,000)

1/ On industry of affiliste basis. i

2/ Industrial chemicais includes plastics and synthetics (SIC 282) products.

3/ Other includes agricultural chemicals, paints, and other chemicals not elsewhere classified.

&/ 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 9-3
U.S. Chemicals Manufacturing Industry Affil{ates’ Gross Stock of
Property, Plant snd Equipment by State, 1960 and 1988 1/
(nitlions of Dollars)

1980 1988 2/ 1900 1968 2/
Totsl, All Regions: 18,378 58,246
Hew England: 578 1,198 Southesst contd.:
Correcticut 82 483 Georgia 625 873
Naine [{2] 35 Kentucky 131 s
Kassachusetts 272 506 Louisiana 932 3,234
few Haspshire 42 15 Nississippi <0) 384
Rhode Islend 139 65 North Caroline 1,052 3,189
Vermont . ) 3 South Carolina 1,318 2,286
Tennessee $53 1,889
Nidesst: 3,747 (D) Virginia 2m 2,639
Oelaware 200 (D) Vest Virginia 354 3,124
Dist. of Columbia 3 3
Maryl 388 Southuest: 3,077 1,722
few Jersey 2,087 5,067 Arfzone 62 9
New York 7 1,458 Mew Mexico ) )
Pennsylvania 544 1,627 Ok{ahome () )
Texss 2,678 10,222
Great Lakes: 1,813 5,194
Ittinois 619 1,790 Rocky Mountains: = 253 1,132
Indisna 3% 940 Colorado 13 352
Michigan 273 - 974 1daho 11 21
Ohio 417 1,332 Montans ) 0)
Wisconsin 10 158 Utah 3 118
Wyoming [{}] )
Plains: 796 )
losa 216 258 Far Vest: 1,276 2,854
Kansas ] 210 California 1,131 2,564
Ninnesota 48 164 Nevads (D) 26
Wissouri 73 840 Oregon ) 90
Nebraska sS 82 Washington 9% 206
North Dakots ) [()
South Dakota (D) 1 Other: 192 2,74
Alaska™ (D) )
Southeast: 6,648 19,495 Hawai i {D) 27
Alabama 582 924 Puerto Rico 106 346
Arkansas () 132 Other U.S. areas ) )
Florida 604 319 Foreign 0 6

Note: A (D) indicates that data have been to avoid disclosure of data of
individual compenies. An (*) indicates s value of between (-$500,000 and $500,000).
1/ Data on industry of affiliate basis.

2/ Figures for 1988 are preliminary estisates.

SOURCES: U.S. Department of Cosmerce, Buresu of Economic Analysis and the Office of Business Analysis.
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Teble 9-4
U.S. Chemicals Manufacturing Sales by ALt U.S. Affiliates. 1/
(Miltions of Dollars) .

U.S. Affiliates

U.S. Industry Total U.s. Affiliste

try try Share of

Broduct Yalve share Yalve share Industry
1920

Total Chemicals $24,036 100 X $157,660 100 X 15%

Industriat 2/ 13,07 54 76,691 49 17

Orugs 3,433 | . 1% 22,446 % 15

Other 3/ 7,532 n 58,53 37 13
1987

Total Chemicals $57,533 100 $225,200 100 26

Industrial 2/ 31,124 S 95,548 42 33

Drugs 10,070 18 42,903 19 23

Other 3/ 16,339 28 86,749 39 19
1988 &/

Total Chemicals $63,245 100 $262,525 100 24

Industrial 2/ 3%, 54 116,737 (73 29

Orugs 11,687 18 46,490 18 -

Other 3/ 17,530 28 99,298 38 18

1/ Data on industry of sales basis.

2/ Incdustrial chemicals includes ptastics snd synthetics (SIC 282) products.

3/ Other includes soap, cleaners and toiletries, agricultural chemicals, psints, and other chemicals not
elsevhere classified.

4/ Figures for 1988 are preliminary estimates.

SOURCES: U.S. Department of Commerce, Bureau of Economic Analysis, Buresu of the Census and the Office of
Business Anslysis.
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Table
U.S. Chemical Nanufacturing Ssles by ALl U.S. Affitiates, by Country of USO. V/

1980
ALl countries
Canada

Totel, Europe
France
West
Nether(ands
Switzerland
United Kingdom
Japen

1987
Att countries

Total, Europe
France

Suitzerland
United Kingdom
Japan

1988 4/
ALl countries
Canada
Total, Europe
Frarnce
West Germany
Netherlands
Switzerland
United Kingdom
Japan

"
-37RBo8n8

HERAME D

OB HUVASr =2QOO

Rrdz8

- s
WOROWS,

WaWWONDODRO

Indusgrial 2/

niL.s)

s$13,07
. (0

N NE~3~8

e

PNwONNIwO

Manufacturing Products
Qruge

i)

$3,433
0

3,165
il
683
(D)

1,530
626

)

3,991
360

-

Soap, Cleaners
ond Jofletries

iLs)

$2,693
[(2]
2,482

$6,087
180
5,844
40

1,154
)

933
1,152
2%

2.8

POV ONOOO

-

-

N
Other 3/
(niL.s) (3]
$4,839 100.0
499 10.3
4,21 8r.2
() ({3
1,148 3.7
933 19.3
(D) )
890 18.4
92 1.9
$10,337 100.0
2,04 19.7
7,796 =3
) (D)
2,836 21.6
[(2] )
Lcid 7.0
1,884 18.2
() )
811,443 100.0
) (0)
8,860 7.4
) (0)
2,489 21.8
) (0)
992 8.7
1,942 17.0
267 2.3

Note: A (D) indicates that dats has been suppressed to avoid disclosure of date of individusl compenies.

1/ Dsta on industry of sales basis.

2/ Industrisl chemicals includes plastics and synthetics (SIC 282) products.
3/ Other includes sgricultural chemicals, paints, and other chemicsls not elsewhere classified.

&/ Figures for 1988 are preliminary estimates.

SOURCES: U.S. Department of Commerce, Suresu of Economic Analysis and the Office of Business Analysis.
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Table 9-6
U.S. Chemicals Manufacturing Employment by ALL U.S. Affiliates
- . (Thousands)

N

LS _Atfiliates WS Inchatry Iatal U.S.Affiliste
/ Subindustry Subindustry Share of

Product Yaluve Share Yalve share Industry

1980
Total chemicals 169.9 100% 1,112.6 100% 15%

. Industrisl 1/ 76.7 45 542.5 49 1%
Drugs 4.3 26 199.2 18 22
Sosp & toiletries 19.0 1 137.9 12 %
Other 2/ . 2.8 18 K 21" 13

1987 ; . .

Total 269.4 100% 1,026.6 100X 2%
Industrial 1/ 132.4 49 451.8 “% 29
Drugs 58.3 22 a7 21 8
Soap & toiletries 2.9 9 152.5 15 16
Other 2/ 53.8 20 210.6 21 26
1988 3/
Total _ 280.8 100% 1,062.9 100% 26
Industriat 17~ 7 134.7 48 459.1 43 29
Drugs 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 sales basis.

1/ Industrial chemicals includes plastics and synthetics (SIC 282) products.

2/ Other includes agricultural chemicals, paints, and other chemicals not elsewhere classified.
3/ Figures for 1988 are preliminary estimates.

SOURCES: U.S. Depertment of Commerce, Bureau of Economic Analysis and the Office of Business Analysis, U.S.
Department of Labor, Bureau of Labor Statistics.
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| Table 9-7
U.S. Chemicals Manufacturing Employment by sll Affiliates, Country of UBD, 1/
. (Thousands)

Manufecturing Product
Total Industeial 2/ prugs Sosp, Clesners
Chemicals and Joileseies

(Emp) (%) (Emp) (X) (Emp) X (Emp) x) (Emp) (X)

ALl countries 169.9 100.0 76.7  100.0 4.3 100.0 19.6  100.0 9.8 100.0
Canada 3.3 1.9 0.5 0.7 0 0.0 0.6 3.2 2.2 7.4
Totsl, Europe 157.1 92.5 Th.2 96.7 39.9 90.1 16.4 86.3 26.6 89.3
France 13.6 8.0 4.2 5.5 (b) (0) M) (0) 5.3 17.8
West Germany 51.9 30.5 3241 41.9 9.7 21.9 3.2 16.8 6.8 22.8
Netherlands 20.0 1.8 10.4 13.6 0.6 1.4 (0) (0) (D) (D)
Switzerland 30.1 17.7 (D) (0) 15.9 35.9 4.2 2.1 (0) (D)
United Kingdom 37.5 2.1 19.8 25.8 9.4 21.2 3.4 17.9 4.9 16.4
Jepan 2.6 1.5 0.6 0.8 ) (D) 0.1 0.6 ) )
1987
All Countries 269.4 100.0 132.4 100.0 58.3 100.0 2.9 100.0 $3.8 100.0
Canada {D) (D) (D) (D) 0.6 1.0 (D) (0) (D) (D)
Total, Europe 190.2 70.6 7.4 58.5 50.4 86.4 22. 90.4 40.0 7%.3
france 11.0 4.1 6.2 4.7 0.1 0.2 (D) (D) D) (D)
West Germany 66.8 26.8 37.3 28.2 13.9 23.8 4.6 18.5 11.0 20.4
Nether lands 20.4 7.6 6.3 4.8 (D) () (D) (D) {0) )
Switzerland 32.7 12.1 6.1 4.6 17.8 30.5 4.9 19.7 3.8 7.
United Kingdom &7.7 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 o) ) 0 0.0 ()] 0)
1988 &/
All 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 (D) ()] (D) (D) ) (D) 1.5 20.1
Total, Europe 199.4 7.0 79.0 58.6 54.4 86.3 23.7 90.8 42.3 7.1
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 16.1 22.4 5.0 19.2 10.7 18.7
Netherlands 21.5 7.7 5.8 4.3 (D) (D) D) (D) ) [1)]
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 5.4 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 (D) indicates that data have been suppressed to .avoid disclosure of dats of individual compenies.
1/ Data on industry of ssles basis.

2/ Industriat chemicals includes plastics and synthetics (SIC 282) products.

37 Other includes agricultural chemicals, paints, and other chemicals not elsewhere classified.

4/ Figures for 1988 are preliminary estimates.

SOURCES: U.S. Department of Commerce, Bureasu of Economic Anslysis and the Office of Business Analysis.

70-389 0 ~ 93 - 6



u.s_. Cheaical Manufacturing Industry Affilistes Employment by State. 1/

Total, All Regions:

New England:
Connecticut
Haine
Massachusetts
New Hampshire
Rhode 1sland
Vermont

Mideast:

Delaware

Oist. of Columbia
Marytand

New Jersey

New York
Pennsylvania

Great Lakes:
Illinois
Indiana
Michigan
Chio
Wisconsin

Plains:
{owa
Kansas
Minnesota
Nissouri
Nebrasks
North Dakota
South Dakota

Southeast:
Alabama

Arkansas
Florida

Note: A (D) indicates that data have been suppressed to avoid disclosure of data of individual compenies.

158

Table 9-8

{Thousands of Employees)

980y 19883

195.6 270.6
9.9 119
2.0 5.4
0.6 0.2
4.6 47
0.4 0.3
2.0 0.5
0.4 ™
56.3 67.5
1.9 103 -
0.0 ™
4.9 3.2
28.8 30.7
10.0 12.1
8.7 11.9
3.5 37.4
1.8 103
7.9 6.9
46 7.3
5.3 10.2
3.9 2.7
1n.s 1.7
3.2 1.5
14 19
0.8 1.7
5.0 5.6
1.0 0.9
" *)
*) ™
56.6 86.0
3.2 3.3
0.5 1.4
5.0 35

Southeast (cont.)
Georgia
Kentucky
Louisiona
Mississippi
North Carolina
South Carolina
Tennessee
Virginia
West Virginia

Southwest:
Arizona
New Mexico
Ok shome
Texas

Rocky Mountains:
Colorado
1daho
Montana
Utah
Wyoming

Far West:
California
Nevada .
Oregon
Washington

Other:
Alaska
Hawaii
Puerto Rico
- Other U.S. areas
Foreign

1980 o/

< .
Wl WNdrLvow

-
AOOAD - OAAQP NANN=NO ;=

Se o Ov o
O - N O

-
3
o

16.6

1988 3/

-t
—~OaNd WVNONNNOWVW

WO u-o'm'\ﬂ' OO =W
COUWE LOWNW FNOw N,

~r
L3
~ -

An (*) indicates s value of fewer than 50 employees. Includes all chemicals and ailied products. -«
1/ Data on industry of affiliate basis.
2/ Figures for 1980 were estimated from Industry of Affiliate employment data.
3/ Figures for 1988 are preliminary estimates.

SOURCES: U.S. 'oepartment of Commerce, Bureau of Economic Analysis and the Office of Business Analysis.
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Table 9-9
U.S. Chemicals Manufacturing Industry
Affilistes U.S. Exports by Country of UBO. 1/

Industry
All Chemical ]ndustrial 27 prugs Soap, Clesners Other 3/
Industries end Toltegeies
(Mit. 8) (X) (Mit. 8) (X) (Wil. $) (X) (Wit. 8) (X) (Mil. & X

1980:

All Countries 2,133 1,408 210 193 322

Canada 33 1.5 [(}] (D) 0 0.0 1 0.5 ) (D)

Total, Europe 1,965 92.1 1,383 98.2 101 48.1 180 93.3 302 93.8
France 179 8.4 n 2.2 (D) [¢3] 0 0.0 (D) )
West Germany 632 29.6 466  33.1 ) () 10 5.2 ) )
Nether lands 206 9.7 0) (D) 3 1.4 [{.}] (D) 0 0.0
Switzertiand 250 11.7 0) (] % 35.2 () ) 2 0.6
United Kingdom 593 27.8 543  38.6 2 1.0 ) (D) [(}] )

Japen 87 4.1 ) ) ) ) [{:}] (0) ™) 0.0

1987:

All Countries 6,849 5,654 750 170 275

Canada [{:] [({:}] ) ) (D) D) - 6 3.5 0 0.0

Total, Europe [{))] ) (D) (0) 523 69.7 163 95.9 260 9.5
France .8 2.6 (D) ) 0) ) 1 0.6 (D) (D)
Vest Germany 1,376 20.% 1,280 22.6 H 0.7 (D) (o) 0) 0)
Netherlands 149 2.2 ) D) 0 0.0 () ) 0 0.0
Switzerland 450 6.6 (03] (D) 419 55.9 16 9.4 (0) (D)
United Kingdom 750 1.0 675 1.9 0) ) 1 0.6 L) © (D)

Japan 235 3.4 93 1.6 ) [} 0 0.0 (0} (CH]

1988: 4/

All Countries 8,492 6,983 865 224 420

Canada () (D) (D) (D) (D) (0) & 1.8 (D) )

Total, Eurcpe 4,619 52.0 3,169 45.4 659 76.2 216 96.4 374 89.0
france 214 2.5 (D) (D) [} 0.0 1 0.4 (D) . (D)
Vest Germany 2,567 30.2 2,617 34.6 [¢:}) ©) [{:}] D) 4] 16.9
Netherlands 308 3.6 (D) (D) 0 0.0 () (D) [1] 0.0
Switzerland 585 6.9 13 0.2 556  64.3 1% 6.3 2 0.5
United Kingdom 473 5.6 412 5.9 ) 0) 1 0.4 ) (D)

Japan 259 3.0 13 1.6 13 15.1 2 0.9 12 2.9

Note: A (D) indicates that data have been suppressed to avoid disclosure of data of individual companies.
An (*) indicates a value of between (-$500,000 and $500,000)

1/ Data in industry of affiliate basis.

2/ Industrial chemicals includes plastic and synthetic (SIC 282) products.

3/ other includes agricultural chemicals, paints, and other chemicais 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 Affilfates’
Total U.S. leports by Country of UB0 1/

Industry
All Chemicals ndustrial 27 Qrugs Soap, Clesners Qther 3/
Industries a0d Toiletries
(niL.s) X) (MiL.$) (X) (Mil.$) (X) (mil.$) %) (MiL.$) X)
1980
All Countries 1,744 100.0 1,138 100.0 187 100.0 133 100.0 286  100.0
Canada (D) (D) D) ) 0 0.0 1 0.8 ) )
Total, Europe 1,469 83.8 1,003 88.1 D) D) 131 98.5 ({3] [{:2]
Frence 155 8.9 142 12.5 D) [{D] 3 2.3 (D) ()]
West Germany . ns 40.9 549 8.2 4 2.1 7 5.3 153 53.%
Netheriands 97 5.6 D) ) 3 1.6 D) (D) 0 0.0
Switzerland 251 14.4 ) (D) (0} o) 32 2.1 2 0.7
United Kingdom 231 13.2 186 163 D) (0) ) o) 1% 4.9
Japen ) L) ) D) 0 0.0 1 0.8 - 0.1
1987 .
ALl Countries 5,200 100.0 3,468 100.0 1,150 100.0 195 100.0 388  100.0
Canads (D) (D) ) [{}] 0.3 1 0.5 3 N
Total, Europe 3,919 75.4 [{:)] ) 1,020 88.7 192 98.5 (D) (D)
France 300 5.8 N 0.9 {0) D) ) (0) [{:3] (0)
West Germany 1,505 28.9 1,432 41.3 ) (0) 18 9.2 () ()
Netheriands ) (0) 86 2.5 ] 0.0 (D) (D) 0 0.0
Switzeriand 756 14.5 () (D) &4  56.0 8 34.9 (D) (0)
United Kingdom 1,080 20.8 662 19.1 30t 26.2 &7 26,1 70 18.0
Japan 74 1.4 56 1.6 ) ) 0 0.0 D) )
1988 3/ .
All Countries 6,165 100.0 3,845 100.0 1,518 100.0 265 100.0 537  100.0
Canada D) (D) (D) ) 3 0.2 1 0.4 [$:2] (D)
Total, Europe 4,805 77.9 (D) (D) 1,333 87.8 259 97.7 {D) )
france )y - ) - {D) 0 0.0 10 3.8 (D) ()
West Germany 2,114 3.3 2,012 52.3 b 2.9 20 7.5 37 6.9
Netheriands {0) ) (D) (D) 0 0.0 <0) (D) 0 0.0
Switzeriand 962 15.6 37 1.0 855 56.3 63 23.8 7 1.3
United Kingdom 1,019 16.5 499 13.0 413 271.2 62 3.4 45 8.4
0.9 3 1.1 R 3.2

Japan 70 1.1 36 0.9 16

Note: A (D) indicates that dats have been suppressed to avoid disclosure of dats of individual companies.
An (*) indicates s value of between (-$500,000 and $500,000).

1/ Data on industry of sffiliate basis

2/ Industrial chemicals includes plastic and synthetic (SIC 282) products.

3/ Other includes sgricultursi cheluu:nls, 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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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 moming.

[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 moming, 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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SENATOR 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 mormn-
ing from the Commerce Department.

Jim, we’re pleased you're here. Do you have any opening statement
you'd like to make?

SENATOR ExoON. 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. Darsy. 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 concemns
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. Darsy. 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 moming 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. DARrBY. There are restrictions in some of the countries, essentially
no restrictions in others but, by and large, i 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. Darsy. I'd be glad to, sir.

SENATOR SARBANES. I think that the point you're makmg here isnot 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. DaRrBY. 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"

MRr. Darsy. 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. Darsy. 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. Darsy. 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. Darsy. 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?

MRr. DarBY. The percentage, yes. Well, another way of putting it—if
I could tum to page 16 of the report—Ilook 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.

MRr. 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 Imtlatlve 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 concemned by a perception I have about
the trade balance. If you tum 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. DARrBY. 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. Darsy. 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 firms 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 quesuon 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 ——

SENATOR SARBANES. And theyre 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— 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?

MRr. Darsy. 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. DaRrBY. 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 terms 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. Darsy. 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. Darsy. I think it works the other way, sir, because we also have
wholesalmg 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.'T 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. DarsY. 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.

SeENATOR ExON. It does.
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MR. Darsy. 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. 1 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?

MRr. Darsy. 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.

SeENATOR 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 leam 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 forengn 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—this 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 questlon 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. Darsy. 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 concem,-
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 concem. .

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.

MR. Darsy. 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.

SeENATOR 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 concems 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 concemed 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. Darsy. 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. Darsy. Yes, sir.

SENATOR SARBANES. All 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?

MRr. 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. DarsY. 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. Darsy. Yes, that would be a possible explanation. _

SENATOR SARBANES. Now, you say you don’t know the answer to that.

MR. Darsy. 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. Darsy. 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 spec1f1c sectors——

MR. DarBY. That varies from sector to sector. Some blg 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. DARrBY. 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. Darsy. I do not.

SENATOR SARBANES. Why not?

MR. DARBY. Value added is computed by subtracting out all purchased
inputs, riot 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. DArsy. 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. Darsy. 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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MR. 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. WoobwarD. Good moring, 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 concemns 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. multmanonals 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 discemn-
ible tendency towards convergence in local content, it would appear to be
because U.S. multinationals’ local content fell, not because foreign multl-
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 w:ll 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. Cuistoms 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 Govemors 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 O - 93 - 7
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there are three types of lies: lies, damn lies and foreign direct investment
statistics.

[Laughter.]

MR. Woobwarp. 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 Intemnational Financial Data
Improvements Act of 1990, Congress demonstrated an interest in obtaining a broader and
deeper understanding of foreign direct investment. 1 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 Com-
: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 FDL 1 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? Iam 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."> 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.

Locat 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."® A similar assertion was put forth
in the 1989 Institute for Intemational Economics book by Edward Graham and Paul

? Council of Economic Advisors, Economic Report of the President (Washington, D.C.: United
States Government Printing Office), February 1991, p. 258.

* Council of Economic Advisors, Econamic 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." 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. First 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 1 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 Investment in the United States (Washington,
D.C.: Institute for Intemational 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 individua! 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 1 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 S0 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."® 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

® Graham and Krugman, Foreign Direct Investment 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."”

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® 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.

® Gregory Tassey, "Foreign Direct Investment in Technology,” mimeographed, 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 FDIs 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.’

The facts are that foreign owners, just like domestic one, eliminate jobs as well 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 creation and foreign direct investment, see Norman
Glickman 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.'® 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.

10 U.S. General Accounting Office, Foreign Investment: Japanese-Affiliated Automakers’ 1989 U S.
Production Impact on Jobs Report to Congressional Requestors, GAO/NSIAD-91-52 (Washington,
D.C.: U.S. General Accounting Office, October 1990).

" Douglas P. Woodward, "Regional and Local Determinants of Japanese Manufacturing Start-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 of
1990 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**
1977 1987 | 1977 | 1987 |
U.S. Affiliates of Foreign MNCs 77% 819 719 72%)
Parents of U.S. MNCs 959 95%  85% 819
Canada ' 80%| 9194 75% 829
Japan 68%) 61%  61% 53%
Europe 81% 87% 75% 78%)
The Netherlands 78% 81% 71% 72%)
Germany 92% 739 73% 83%
“Switzerland 867 89%4 784 79%)
United Kingdom 83% 92% 767 82%}
France 8694 90% 78% 80
Other Europe 68%| 8194 639 729

*Local Content Ratio=(Local Purchases + Gross Product)/Sales
**In the corrected data, local purchases are multiplied by the propensity to import.

Data Source: U.S. Department of Commerce, Bureau of Economic Analysis



Figure 1
R&D Spending Per $1,000 of U.S. Sales
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Figure 2
R&D Spending Per $1000 of U.S. Sales

(By Country)
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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. TavLoRr. 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 Govemnor 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. TavLor. 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 SARBANES. 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. TAayLOR. 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? :

MRr. 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. TAvLOR. 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. TavLor. 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 modemn 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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firms 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 COMPETITIVENESS

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:]

RV
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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, [ was privileged to have served as a staff member of the
Joint Economic Commiittee for a number of years. I continue to leamn 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 and 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 concemns 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
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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 1 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 II 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 investment.
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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?

MRr. HucHes. 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. WoopwARD. 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 UK. 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
surprising 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.

MR. HugHEs. I do share that view, that Japan does seem dlfferent 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 tums 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 are 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 adjoumed subject to the
call of the Chair.]
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