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INTRODUCTION

This working paper examines the quantitative and qualitative effects of
multinational enterprises (MNEs) on employment in the United States. Foreign
direct investment (FDI) is the characteristic that distinguishes MNEs from
purely domestic firms and is the principal channel through which MNEs operate
across national boundaries. Because of the United States unique position as
. the largest country source of and host to FDI, it is necessary to analyse the
effects on employment of both outward FDI by United States MNEs (USFDI) and
inward FDI by foreign MNEs (FDIUS). Non-equity forms of international
participation by MNEs, such as licensing, - subcontracting, and franchising,
also have quantitative and qualitative ramifications for the United States
labour market. Although these transaction forms have taken on greater
importance, in particular for United States MNEs, they still remain less
economically (and politically) significant than FDI in terms of their effect
on domestic employment. Where data are available, reference is nevertheless
made in the text to the effects of non-equity forms of participation.
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OVERVIEW OF FOREIGN DIRECT INVESTMENT INFLOWS TO
AND OUTFLOWS FROM THE UNITED STATES

Since the 1950s, the United States had been the world's leading source of
foreign direct investment (FDI). Over the last decade, however, the nature of
the United States position in worldwide FDI has changed owing to both
international and domestic factors. Among the most important of these have
been the globalization of markets, the increase in international competition
and the rise of the newly industrializing countries, the debt crisis and
economic recession in Latin America, the appreciation (1980-85) and
depreciation (1985-87) of the United States dollar, and the large federal
government budget deficits and strong economic growth in the United States.
As a result, the United States is now no longer the leading source of FDI
flows and has become the largest recipient. During the period 1975-1980, the
United States accounted for on average over &4 percent of worldwide FDI
outflows and 26 percent of inflows, but in 1981-1985 its proportion of
outflows declined to 19 percent while that of inflows rose to 39 percent.’
With respect to the worldwide distribution of FDI stock, the United States
position has evolved in a similar direction, having become the largest host of
inward and source of outward FDI stock. Since developed market economies
account for most of the worldwide outward and inward FDI flows and stocks, the
shift in the position of the United States has necessarily affected the
pattern of involvement of Western Europe and Japan. Once the 1largest
recipient of worldwide FDI, Western Europe has now become its largest provider
while Japan has emerged as a major source nation.

Accompanying the alteration in its worldwide FDI position, the United
States has also seen a change in the relationship between its stock of inward
and outward FDI. Historically, the stock of outward FDI has far surpassed
that of inward FDI, but the gap between them narrowed considerably during the
last decade (even when allowing for valuation problems).? As shown in table
1, the stock of outward FDI remained relatively unchanged from 1980 to 1985
while that of inward FDI grew rapidly. Since 1985 outward FDI flows have
regained strength, but inward flows have continued apace and inward stock now
equals outward stock. Related to these changes in the flow and stock of
inward and outward FDI - and to other capital flows, most important being a
large inflow of portfolio investment in the second half of the 1980s and the
reduction in overseas lending by United States banks in the mid-1980s - has
been the deterioration in the United States international investment position
and its subsequent emergence in 1985 as an international debtor nation for the
first time since the early 1900s (see table 2).

Table 1. The stock of inward and outward foreign direct investment:
The United States (billions of dollars)

1980 1981 1982 1983 1984 1985 1986 1987 1988*

Outward 220 235 227 230 236 250 259 307 326
Inward 83 108 124 137 164 184 220 271 328

* Provisional.

Source: United States Department of Commerce, Survey of current business,
June 1989.
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Table 2. Net international investment position
of the United States (billions of dollars)

1982 1983 1984 1985 1986 1987 1988

136 89 3 -111 ~267 -378 -532

% Provisional.

Source: United States Department of Commerce, Survey of current business,
June 1989. :

Trends in the stock of USFDI and in
USMNEs' global employment

Negatively effected by recession and high interest rates worldwide in the
early 1980s and subsequently by buoyant economic expansion in the United
States and the appreciation in the value of the United States dollar, the
growth of USFDI flows stagnated from 1980 to 1985 for the first time since its
rapid expansion began in 1950. From 1950 through 1980, the stock of USFDI
rose at an annual average rate of 10.2 percent, but over the next five years
this fell to 1.5 percent. Partly resulting from improved economic conditions
in both developed and developing countries, the approaching consumation of the
Single Market in Western Europe, and the adoption by USMNEs of global
production and ' sourcing strategies designed to lower costs and to reduce
operating risks, annual USFDI flows have increased in real terms’ each year
since 1984 - (in particular with respect to Western Europe), including large
increments in 1987 and 1988. During the 1980s, USFDI has largely been
financed by the reinvestment of foreign affiliate earnings and not by new
parent equity ‘or intercompany debt; as a result, since 1985 USFDI stocks have
been artificially boosted by - translation effects arising from foreign
affiliate investment in countries whose currencies have risen vis-a-vis the
United States dollar. :

Tablés 3 and 4 depict the growth and geographical distribution of USFDI
stock over the last decade. Throughout the entire period the developed and
developing countries accounted for approximately 74 and 23 percent of USFDI
stock, respeci:ively.3 Thus USFDI stock in both areas rose at nearly the
same rate. This is noteworthy given that one would have expected the debt
crisis and its attendant recessionary effects to severely reduce overall USFDI
flows to developing countries. That this did not occur largely teflects the
growth of USFDI in the Asia-Pacific region, Brazil and Mexico, much of which
has been in offshore assembly and processing facilities.
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Table 3. USFDI stock in the developed and developing world
(billions of dollars)

1978 1980 1982 1984 1986 1987 1988

Total 162.7 215.3 207.7 211.4 259.5 307.9 326.9
Developed 121.2 158.2 154.3 ~ 157.1 194.6 232.6 245.4
Developing 37.5 53.2 48.0 49,1 60.2 70.6 76.8

Source: United States Department of Commerce, Survey of currént business,
various issues. ‘

Of the developed market economies, the major hosts of USFDI stock are
Canada, the United Kingdom, the Federal Republic of Germany, Switzerland, and
Japan, together accounting for 51 percent in 1988 (see table 4). Except for
Canada and Japan,4 the countries shown varied 1little in their relative
positions as hosts of USFDI stock from 1980 to 1988. Of the developing
countries, the largest recipients in both 1980 and 1988 were Bermuda,’
Brazil, Mexico and the area of Hong Kong. Although Latin America still
remains the developing region with the largest amount of USFDI stock, its
share fell from 75 to 65 percent from 1980 to 1987. During the same period,
the Asia and Pacific region increased its share from 14 to 22 percent as the
annual increase of USFDI stock soared in the area of Hong Kong (23%), Taiwan
(China) (23%), Singapore (15%), Republic of Korea (11%), Thailand (36%), and
Malaysia (11%).

Table 4. Country distribution of USFDI stock
(billions of dollars)

1980 1982 1984 1986 1987 1988
Total 215.3 207.7 211.4 259.5 307.9 326.9
Canada 44.9 43.5 46.7 49.9 56.9 61.2
France 9.3 7.4 6.4 8.9 11.5 12.4
Germany, Fed. Rep. of 15.4 15.5 14.8 20.8 24.5 21.6
Switzerland 11.3 12.9 14.7 17.8 19.9 18.6
United Kingdom 28.6 27.5 28.5 35.7 44,7 47.9
Japan 6.2 6.4 7.9 11.3 14.3 16.8
Australia 7.7 9.1 8.9 9.1 10.9 13.0
Bermuda 11.0 11.5 13.0 14.8 18.2 19.8
Other 80.9 73.4 70.5 91.2 107.0 115.6

Source: United States Department of Commerce, Survey of current business.
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When distributing total United States outward FDI stock on a sectoral
basis, the vast majority is found in the manufacturing, petroleum, and
finance, insurance and real estate sectors (see table 5). Although still the
largest sector of investment, manufacturing's share has declined during the
1980s in spite of moderate growth in investment as that in banking and finance
and insurance has expanded rapidly. This trend of increasing USFDI by service
sector enterprises has been propelled by their natural inclination to follow
in the wake of the large investments in manufacturing industries in the 1950s
and 1960s and more recently by the efforts to deregulate and internationalize
financial markets and to open the service sector to foreign competition in
both developed and developing countries. While the petroleum sector
surprisingly maintained its share of outward FDI stock in the face of a
generally weak oil market and nationalization pressures in selected countries,
the primary sector (mining and agriculture) experlenced significant
disinvestment as prices in commodity markets plummeted. :

Table 5. Sectoral distribution of USFDI stock (billions of dollars)

Total Manu- Banking Petroleum Finance & Trade Other
facturing : insurance
1980 215.3 89.1 7.3 47.5 27.9 25.8 17.7
1988 326.9 133.8 16.1 59.6 60.6 34.4 22.4

Source: United States Department of Commerce, Survey of current business.

Within the manufacturing sector, the chemical (21%), non-electrical
machinery (18 and 21%), transportation equipment (14%), and food (9%)
industries predominate as their shares held relatively constant from 1980 to
1988. Particularly noteworthy, however, is the accelerated growth of USFDI
stock in office and computing machines, which rose at an annual rate of 25
percent from 1983 to 1987 and grew from 9.7 percent of total manufacturing FDI
stock to 15 percent. Suggesting the absence of capital flight to low-wage
developing countries in this industry, most of the increase in USFDI stock in
the non-electrical category (of which office and computing machines accounted
for over 90 pércent) accumulated in the developed market economies.

The location of USFDI .is in part dependent on the characteristics of  the
particular sector or industry in which the investment takes place. For
example, as is well known, the need for access to raw materials in the
petroleum and mining sectors determines the location of FDI. With respect' to
USFDI stock in these two sectors, the proportion located in. the developing
countries has historically been, and continues to be, higher than the average
for all sectors combined. © Government policies can also effect location
decisions in various ways; including by providing investment subsidies and
‘local content requirements. For example, a' significant part of USFDI in ‘the
banking sector has been located in the Caribbean region because of the special
tax treatment; from 1983 through 1987, this proportion:varied from 20 .to:30
percent. Indentifying the factors that determine the 1location of
manufacturing USFDI is, of course, more difficult. Over the past two decades,
the proportlon of USFDI manufacturing stock located in the developed market
economies has moved within a narrow range around its current level of 82
percent. Of this, Canada's share has fallen to where it now accounts for 25
percent and Europe's share has risen to almost 65 percent; France, the Federal
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Republic of Germany, Italy, and the United Kingdom together account for over
70 percent of USFDI stock in Europe.

In the developing world, Latin America's share of manufacturing USFDI
stock has declined sharply since the late 1970s - from 83 percent in 1977 to
72 percent in 1987 - as that of the Asia and Pacific region has risen to where
in 1987 it stood at 24 percent. As shown in table 6, during the 1980s USFDI
has increased at a faster pace in selected Asia and Pacific countries than in
the largest economies in Latin America. One example of this growth is in the
electric and electronic equipment industry where USFDI stock in Asia and
Pacific countries rose from $938 million in 1983 to over $2 billion in 1987.
Given that the fastest growing subsection of this industry's USFDI stock is in
electronic components and accessories,6 it is 1likely that much of this
investment has been in offshore assembly facilities as a means to reduce costs
of the labour-intensive aspects of production.

Table 6. USFDI manufacturing stock in selected developing
countries or areas (millions of dollars)

1980 1982 1984 1986 1987 1988

Brazil 5 145 6 474 6 749 7 141 7 842 9 004
Mexico 4 489 3 921 3 650 3776 3 911 4 586
Argentina 1 584 1 674 1 576 1 586 1 499 1 215
Venezuela 1 032 1 679 949 886 971 1 141
Hong Kong 373 333 366 443 578 594
Malaysia - 245 395 316 329 521
Philippines . 546 366 433 568 593 612
Singapore 392 615 911 1 353 1 453 2 000
Thailand 87 161 163 217 250 326
Korea, Rep. of 179 167 190 246 348 497
Taiwan, China 321 340 480 642 959 1 161

Total 17.7 19.3 18.8 19.8 21.4 24.9

Source: United States Department of Commerce, Survey of current business.

Global employment trends of USMNEs

The evolution of USMNEs' foreign affiliate employment 1is of course
closely tied to industry trends in USFDI flows because all industries wvary to
some degree in the intensity and pattern with which they employ labour. Prior
to 1950, USFDI was largely concentrated in agriculture, mining (including
petroleum), and public wutilities, none of which was (or is) particularly
labour-intensive. Thus USMNEs' foreign affiliate employment was not
significant and as a result their overseas activities were not thought to
negatively effect the quantity or quality of employment in the United States.
But as USFDI grew in the manufacturing sector during the 1950s and 1960s, so
too did the amount and type of USMNEs' foreign employment and concern over its
effect on the domestic labour market. More recently, USFDI has grown most
rapidly in service type industries whose use of foreign labour in relation to
the level of FDI is far less than that of manufacturing. This in part
explains the reduction that has occurred in USMNEs' foreign affiliate
employment since 1977. ‘ :
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Owing to the absence from official statistics of measurements of the
foreign employment associated with overseas 1licensing agreements and
subcontracting and franchising arrangements, and of the indirect employment
effects stemming from the backward and forward economic linkages: generated by
USFDI in host-country economies,  the magnitude of foreign employment resulting
from USMNEs' international participation is  unquestionably higher than that
reported below. Unfortunately, there are no estimates of such employment
effects.

Since the late 1970s, the combined domestic and foreign employment of
United States MNEsS has steadily declined from 26.1 million in 1977 to 24.1
million in 1987 (see tables 7 and 8); the latter figuré represents
approximateély 37 per cent. of world-wide employment of "“MNEs in all
countries.” From 1977 through 1987, employment within USMNEs: declined by
5.4 percent in their domestic operations and by 12.9 percent in their foreign
affiliates. 1In 1987, foreign affilate employment equalled 25.9 per cent of
total USMNEs' employment, down from 27.6 in 1977. Whereas the decline in
USMNEs' domestic employment occurred largely after 1982, that of foreign
affiliates was more evenly distributed across time. Although not all of the
decrease in USMNEs' domestic employment was the résult of actual job losses -
for example, the forced divestiture of AT&T eliminated from the statistics
AT&T's former seven operating companies, none of which are now classifiable as
an MNE - it remains that USMNEs' domestic employment still decreased over the
period in question. As a percentage of United States private sector
nonagricultural employment, USMNEs' domestic payrolls declined sharply over
this period from 28 percent in 1977 to 21.5 percent in 1986 (see table 9).

Table 7. Employment of USMNEs (millions)

1977 1982 1983 1984 1985 1986 1987

Domestic : 18.8 18.7 18.3 18.1 18.1 17.8 17.8
Foreign 7.1 6.6 6.3 6.4 6.4 6.2 6.2
Developed 4.9 4.4 4.3 4.3 4.4 4.3 4.2
Developing 2:1 2.1 2.0 2.0 1.9 1.8 1.9
Total 26.0 25.3 24.7 24.5 24.5 24.1 24.1

Source: United States Department of Commerce, Survey of current business,
June 1989. :
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Table 8. Foreign affiliate employment of USMNEs in the
developing world (thousands)

1977 1983 1985 1986 1987

Total 2 175 2 043 1 973 1 894 1 934
Latin America 1 347 1 242 - 1 230 1189 1 229
Brazil 435 377 392 405 424
Mexico 370 442 465 431 442
Argentina 108 82 71 69 638
Venezuela 101 83 74 69 74
Asia and Pacific 528 542 518 507 514
India 95 75 70 64 55
Hong Kong 45 48 48 49 50
Malaysia 36 63 65 63 63
Philippines 112 104 91 92 92
Singapore 44 51 47 47 51
Korea, Rep. of 31 36 40 47 56
Taiwan, China 68 61 58 62 57

Source: United States Department of Commerce, Survey of current business,
various issues.

Table 9. USMNEs' domestic and foreign affiliate employment
as a per cent of United States private sector
non-agricultural employment

1977 1982 1983 1984 1985 1986 1987
Domestic ‘ 28.0 25.3 24.7 3.1 22.3 21.5 20.8
Foreign 10.7 9.0 8.6 8.2 7.9 7.6 7.3

Sources: Calculated from data found in United States Department of Commerce,
Survey of current business, June 1989, and Economic report of the
President, Jan. 1989.

Employment within USMNEs' non-bank foreign affiliates stood at 7.19
million in 1977, but by 1986 this had dropped to 6.26 million. As shown in
table 8, foreign affiliate employment has fallen noticeably in relation to
United States private sector nonagricultural employment, from 10.7 percent in
1977 to 7.3 percent in 1987, thus reversing the previous trend. During the
same period, USMNEs' foreign manufacturing employment, which accounted for 65
percent of total foreign affiliate employment in 1987, declined by 16.6
percent while that of USMNEs' domestic manufacturing employment fell by 13.6
percent and that of all United States domestic manufacturing fell by only 3.6
per cent (see table 10). Thus manufacturing employment in foreign affiliates
as a proportion of domestic manufacturing employment declined from 24.6
percent in 1977 to 21 percent in 1987.
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Table 10. United States manufacturing employment and the domestic
and foreign affiliate manufacturing: employment .of USMNEs
(thousands)

1977 1982 1983 1984 1985 1986 1987

United States

manufacturing 19.6 18.7 18.4 19.3 19.2 18.9 19.0
Foreign affiliate 4.8 4.4 4,2 4.3 4,3 4.1 4.0
Domestic 11.8 10.5 10.4 . 10.7 10.5 10.4 10.2

Source: Calculated from . data contained in United States Department of
Commerce, Survey of current business. -

There was no change in the proportional distribution of foreign affiliate
employment between developed and developing countries from 1977 to 1986, the
former accounting for 69 percent in both years. Not surprisingly, foreign
affiliate employment is concentrated in the same countries which ‘account for
the largest part of USFDI stock; in 1986, Canada, France, the Fedéral Republic
of Germany, Japan, and the United Kingdom accounted for 48 percent (table
11). From 1977 to 1986, however, foreign employment fell sharply in almost
all major host countries except for Mexico and Australia. The: 'brunt of
employment loss in Canada, the United Kingdom, the Federal Republic of
Germany, and France and gain in Mexico, and Australia occurred in the
manufacturing industries. In the case of Mexico, this rise was largely due to
investment in its automobile industry ‘and Maqulladora sector (whic¢h functions
as an offshore assembly platform).

Table 11. Country distribution of USMNEs' foreign affiliate
employment (thousands)

Canada. United Fed. France Italy Japan Brazil Mexico Australia
Kingdom Rep of - '
Germany
1977 1 064 1 069 587 470 212 389% 435 . 370 269
1987 912 798 552 358 197 345 424 441 341

Source: United States Department of Commerce, Survey of current business.

USMNEs' . employment in the developing world has fallen since 1977, but
proportiondl shares have remained fairly constant with Latin American
accounting for approximately 62 percent and the Asia and Pacific region 26
percent (see table 11). Within Latin America, around 60 percent of USMNES'
employment is located :in Mexico and Brazil, with another 20 percént
Argentina and Venezuela. As of 1986, employment of foreign affiliates in the
Asia i and Pacific region ' was highest (by order of magnitude) ‘in- the
Philippines, India, Malaysia,: Taiwan (China), Singapore and Hong Kong. Of

v

9214d RE



- 11 -

these countries, however, only Malaysia experienced significant growth from
1977 to 1986 while the Philippines and India registered steep declines.

Breaking down USMNEs' foreign employment by industries for 1987,
two-thirds was found in manufacturing, 15 per cent in what can broadly be
defined as the service sector (i.e., services and finance, insurance and real
estate) and a mere 4.7 per cent in petroleum (see table 12). Although
manufacturing's proportional share has changed little since 1977, the service
industry (as defined above), mirroring changes in FDI flows, increased its
share of employment from 1982 to 1986, while that of petroleum's declined.
The largest subsectors of manufacturing are transportation equipment (22%),
electric and electronic equipment (16%), chemicals (13%), and non-electrical
machinery (13%). Comparing figures suggests that manufacturing FDI is more
labour-intensive than that of any other industry; for example, 1t accounted
for 39 percent of total USFDI stock and 66 percent of USMNEs' employment in
1986. That manufacturing FDI is in fact more labour intensive is confirmed by
the amount of FDI stock per foreign affiliate employee; in 1986 this amounted
to $25,579 in manufacturing, $208,339 in petroleum, and $232,677 in finance,
insurance and real estate.

Table 12. Foreign affiliate employment of non-bank USMNEs
by industry (thousands)

Manu- Petroleum Trade Finance & Services Other
facturing insurance
1977 4 848 369 990 93 n.a. 896
1983 4 229 380 460 127 30 880
1985 4 348 336 458 139 296 842
1987 4 079 292 493 154 350 866

Source: United States Department of Commerce, Survey of current business.

Foreign affiliate manufacturing employment of USMNEs declined absolutely in
both developed and developing countries from 1977 to 1986, but the drop was
steeper in the former (-17%) than the latter (-6.2%). Thus developing
countries proportional share has steadily risen, reaching 32.5 percent in
1986. Among the developed countries, Canada, France, the Federal Republic of
Germany, Japan and the United Kingdom accounted for 70 percent of foreign
manufacturing employment.

Summary

Although stagnating in the early 1980s, the growth of USFDI flows has

since resumed at a rapid pace. While its geographical distribution has
altered little - it 1is still concentrated in developed countries and
principally in Canada and Western Europe - its sectoral composition has

changed rather dramatically in the past 15 years as the sharp rise in foreign
direct investment in the service sector has been mirrored by a steep decline
in the primary sector and a less drastic fall in manufacturing investment,

92144



- 12 —

Manufacturing remains the sector with the largest amount of USFDI.
USMNEs use -of international production strategies (based on low-cost
world-wide sourcing of components and final products) has led to considerable
levels of USFDI in offshore assembly.and processing facilities in developing
countries in Latin America and the Asia-Pacific region. This represents a
fundamental shift in USFDI which used to be motivated solely by the need to
access raw materials or to better serve and defend foreign markets through
local production.

Given the strong economic expansion of economies in the Asia and Pacific
region and their increasing importance in the world economy, it is probable
that both manufacturing and service sector USFDI will grow substantially in
this geographic area in the coming decade. While it is likely that USFDI will
also grow in Mexico in the near future, the prospects for the rest of Latin
America is uncertain owing to political and economic problems.

Naturally the foreign affiliate employment of USMNEs is closely related
to the geographical and  sectoral distribution of USFDI. Most foreign
affiliate employment is located in Canada and Western Europe and concentrated
in the manufacturing and, to an ever greater extent, service sectors. It is
important to note, however, that the published data on the foreign employment
generated by USMNEs does not provide an entirely accurate picture because it
does not take into account the foreign employment associated with other forms
of international participation by USMNEs, including licensing to unaffiliated
parties, subcontracting and franchising arrangements.

Even though USFDI has grown substantially during the 1980s, USMNEs'
foreign affiliate employment has actually declined. Part of the explanation
of this apparent anomaly is to be found in the rise of USFDI in the less
labour—-intensive service sector, the efforts to trim costs that have been
forced on USMNEs by stiff international competition, and the fact that most of
the USFDI during the 1980s has been financed by the remvested earnings of
fore1gn affiliates and not by new equity capital.

Total employment (domestic and foreign) of USMNEs has declined since
1977. Domestic employment has fallen at a far slower pace than that of
foreign affiliate's, however, suggesting perhaps that USMNEs have been more
willing to shed foreign rather than domestic operations. Of course, there are
numerous possible explanations for this result, including differing economic
growth rates and market opportunities among countries. 1In any case; the
decline in USMNES' domestic employment over the last decade has reduced their
share of .United States private sector nonagricultural employment from 28
percent' to 21 percent. This result suggests that USMNEs have not created jobs
at the same rate as_ purely domestic enterprises, although industry level
detail is required before such a claim could be validated.

The manufacturing employment of USMNEs' foreign affiliates has declined
at a faster rate than that of either their domestic manufacturing operations
or United States manufacturing as a whole since 1977. From equalling 24.6
percent of United States manufaturing employment in 1977, the manufacturing
employment of USMNEs' foreign affilates amounted to 21 percent in 1987. If
the claim that USMNEs have heavily contributed to the "deindustrialisation'" of
America were trie, it is doubtful that their foreign manufacturing -employment
would have declined relatively in .such a manner. : r
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FOREIGN DIRECT INVESTMENT IN THE UNITED STATES

A remarkable change in the United States international investment
position has resulted from the massive inflow of foreign funds over the past
fifteen years. It is by now trite to observe that, in the span of only a few
years, the United States has gone from the world's leading creditor to the
world's leading debtor nation. Much of the investment inflow (about 75
percent) has been of a portfolio nature. Still, the growth of foreign direct
investment to the United States (FDIUS) has been very impressive: From
1975-85, the United States attracted an average 40 percent of the global flow
of FDI. Direct investment inflow has more than tripled the share of
foreign-owned companies in the United States since 1950, (Lipsey, 1987).
Since 1978, the United States has become the country with the largest stock of
foreign direct investment. Moreover, the inward investment trend in the
1980s, while varying, has shown little sign of abatement: Foreigners spent
$60 billion to acquire United States firms in 1988, up from $34 billion in
1987 and only $7 billion in 1982. :

Our knowledge of the extent of inward direct investment in the United
States derives largely from the data collection activities of the Commerce
Department's Bureau of Economic Analysis (BEA). The BEA data are without
question the most comprehensive source of information on both inward and
outward FDI, and their adequacy is highly rated, (Stekler and Stevens, 1989).
BEA data are disseminated in the monthly Survevy of current business, the May
issue of which annually updates changes 1in foreigners' direct investment
positions in the United States. The BEA is also by law entrusted to undertake
a comprehensive survey of direct investment in the United States by sector,
location, assets, employment, and investing country - country of the '"ultimate
beneficial owner," in BEA terminology. The most recent of these 'benchmark
surveys" was published in July 1989 and contains longitudinal data through
1987 on FDIUS. The findings are discussed in this section and, where
possible, complemented by data from the International Trade Administration
(Commerce Department) and other sources.

Characteristics of inward direct investment

The growth of FDIUS may be illustrated by several measures. The figures
on the following pages show annual growth rates and trends in the cumulative
stock of inward direct investment, and FDIUS as a percentage of total United
States corporate assets. Another measure of the growth of FDIUS is to compare
it with trends in USFDI, (see table 1). In 1988, for the first time, the
stock value of inward direct investment in the United States exceeded that of
USFDI. Finally, the importance of inward direct investment can also be
illustrated in the growth of those employed by foreign-owned firms (figure 3).

One fundamental conclusion to draw from all these measures is that,
although the trend in FDIUS markedly accelerated in the 1970s and 1980s, when
compared with other measures of United States economic activity, FDIUS still
accounts for a small share relative to other developed countries' experience.
In other words, foreign direct investment has as yet nowhere near the economic
significance in the United States that it has long had in many of the United
States major trading partners in Canada and Europe. Thus, FDIUS still
accounts for only a very small share of total corporate assets in the United
States, and, although foreign-affiliated employment has grown sharply over the
past 15 years, it remains only 3.6 percent of the United States labour force.
Of course, these numbers say nothing of the concentration, both geographical
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and industrial, of foreigh direct investment in the United States and, of

greater importance, they imply nothing of the policy significance of inward
direct investment.

Figure

1. United States direct investment position, 1980 to 1988
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1980 1981 1982 1983

v 1) L)

1984 1985 1986 1987 1988

United States Commerce Department data compiled by AFL-CIO,
Multinational corporations (Washington, DC, AFL-CIO, 1989).

Stock (book value) of foreign direct investment in the
United States as percent of asséts of all United
States' corporations

1950 0.6
1960 0.6
1966 0.5
1974 0.7
1977 0.7
1980 1.2
1982 1.5
1985 1.6

Robert Lipsey: Changing patterns of international investment in and
by the United States, National Bureau of Economic Research Working
Paper- No: 2240, May 1987, p. 47. . R
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Figure 2. Foreign direct investment position in the
United States by country and industry in 1988
(billions of dollars)

Middle East $6B (2%)

Africa, Asia Australia, New Zealand,

e e o o) Real Estate
Latin America
$178 (5%) $328 (10%)

Canada $27B
(8%) Petroleum

Manufacturin $358 (11%)

$121B (37%

Other Industries
$368 (117%)

Japon $538
(16%)

Europe $216B
66%)

Finance

& Insurance

Wholesgle & Retail ) 3oo0 (11%)

Trade $65B (20%)

Total $329 Billion

Source: Department of Commerce, data cited in Multinational corporations,
(Washington, DC, AFL-CIO, 1989).

The sectoral composition of FDIUS

Despite the pronounced growth of FDIUS, still only about 3.6 percent of
the United States labour force worked for foreign-affiliated firms in 1987, up
from 3.5 percent in 1986. Inward direct investment, however, has been heavily
concentrated. Roughly half of all FDIUS has occurred in manufacturing,
employment in which accounts for only about 15 percent of the total United
States 1labour force. Within manufacturing, moreover, foreign investment
varies considerably. Leading the list of foreign-invested industries is the
chemical industry which is well over 30 percent foreign-owned. In employment
terms, foreign-affiliated firms employ over 10 percent of total industry
employment in five manufacturing industries.
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FDIUS continues to be highly concentrated in manufacturing, although that
sector's relative share has declined since 1980 when it represented 54 percent
of foreign-affiliated employment. The major cause of this relative change in
the sectoral composition of FDIUS has been the increase in foreign direct
investment in the retail trade and service industries, such as department
stores and hotels. However, the share services remains small and this
relatively lower share of foreign direct investment in the services may derive
from the greater barriers to cross-frontier transfer of service firms, rather
than goods-producing firms, which may result from the more pronounced
competitive advantage of domestic firms in the service industries, e.g., their
greater cultural or legal knowledge of the domestic environment (Lipsey,
1987). Service industry employment by foreign affiliates in the 1980s grew at
a slower rate than domestic service industry employment. The opposite is true
for foreign-affiliated manufacturing employment which grew at a greater rate
than domestic manufacturing employment.

Table 13. Assets and employment by sector of foreign direct
investment to the United States

Sector Assets Employment
' (millions $) : ('000s)
Petroleum 80 129 116.6
Manufacturing 218 413 1 517.5
Wholesale trade 97 382 313.7
Retail trade 27 303 , 567.4
Finance (non-bank) 269 641 87.0
Insurance 110 089 87.2
Real estate 65 008 32.0
Services 29 483 267.1
Other industries 28 594 171.3

Source: United States Department of Commerce, 1987 Benchmark Survey
Preliminary Results, July 1989.

The BEA does not collect data on foreign presence in the banking
industry. Since 1978, however, when the International Banking Act extended to
foreign banks rights and protections similar to domestic banks, FDIUS in
banking has increased strongly. Although not very significant in employment
terms, foreign bank presence in the United States surpassed that of United
States banks abroad in asset terms in 1986. The Japanese presence in the
United States banking industry is five times as great in asset terms than
those of the next largest, Canada and the United Kingdom. To the extent that
the presence of foreign banks is highly correlated with FDI activity, the

increase in foreign banking is of great significance, (Goldberg and Grosse,
1988).

~ As the table below illustrates, the concentration of FDIUS varies
considerably within manufacturing. At 7.3 percent, the relative employment
share of FDIUS in manufacturing is double the average for all industries, but
is above ten percent in five industries. In some industries, such as
chemicals, foreign ownership is long established, whereas in others, such as
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motor vehicles, foreign direct investment i$ more recent. As discussed
further in the employment effects section, the combination + of the
concentration of FDIUS and its rate.of growth .are beh1nd the he1ghtened publlc
1nterest in inward d1rect 1nvestment. ‘ ‘

Table 14. Employment in foreign-affiliated firms in United States
i manufacturing industries as a percentage of total Unlted
States emplqyment by manufactur1ng 1ndustry

o : Ch 'Emplbyment % of all
Industry . S . ('000s) . - US employment
SRR ~ in the industry

All industries ’ ST 7 3160 3.6
Manufacturing 1 399 7.3
Petroleum and coal products 64 39.5%
Chemicals and allied products 241 23.5
Stoné; clay, and glass products : 72 12.3
Primary metal industries 87 11.8
Instruments and related products 74 10.7
Electric and electronic equipment 194 9.3 i
Food and kindred products S 143 8.8
Rubber” and plastic products 54 6.5
Paper ‘and allied products o 44 6.4
Machinery, except electrical o 118 5.8
Printing and publishing S 77 5.0
Fabricated metal products Coe 57 4.1
Textilé products T 23 3.2
Motor vehicles p 55 6.5
2.9

Other 87

@ The forelgn employment share in' the petroleum industry is greatly
overstated as the foreign data include employment in all phases of the
industry from extraction and refining to marketing, whereas the employment
data for domestic firms include just extraction and refining. When adjusted,
the forelgn share in. the 1ndustry is about 19 percent

Source.« Unltedﬁ=States» Department 'of v.Commerce,

s1987 Benchmark Survey
“Preliminary Resultsy July 1989.:." At

' The regional dispersion of FDIUS.

i B e 2 N o L IR ey T
by d PNl A A i, L 3¢ B RAE

The location of inward direct investment has important policy
implications. United :States.:states.icompete for 'foreign investment 'oftén by
aggressively marketing: their.respective territories as:wellas by offering. tax
and’ other 'financial “advantages. . .Several' states seek ' through :incentives to
direct foreign: investment ' to ‘areas in'-greatest ‘need of economic growth anhd
indeéd it is likely that Americans view foreign investment: most ‘favorably whén
it revitalizes or '"reindustrializes'" declining regiomns.
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Industrial employment by region

Do patterns of foreign direct investment on the regional level mirror the
overall industrial concentration of FDIUS? The three tables below provide a
glimpse of the geographical concentration of FDIUS on an industry-by-industry
basis. Data of two sorts are illustrated: First, the percentage of regional
foreign-affiliated employment by industry can be matched against the region's
total foreign-affiliated employment; Second, the regional industry's
employment share - can be ' compared with the national average of
foreign-affiliated employment in that industry. Both approaches represent
approximate measures of the geographical concentration of foreign-invested
industries.

Table 15. Industrial employment by region (in thousands)

Region Total Petro- Mftg Chemi- Whole- Retail Finance Services
leum cals sale

New

England 200.7 2.0 91.2 15.5 17.3 39.1 6.0 17.3
Mid-east 735.2 13.2 306.6 87.9 70.6 134.8 42.0 70.6
Great

Lakes 512.0 11.4 299.5 49.5 46.6 70.6 8.7 24.7
Plains 137.7 5.6 68.8 16.5 11.8 29.1 1.8 7.9
South-

east 788.7 19.7 403.1 115.7 74.5 - 165.6 11.0 44,8
South-

west 290.5 29.1 115.2 33.7 20.0 62.3 3.6 29.3
Rocky

Mtns 53.1 3.4 24.3 4.8 4.2 5.3 1.6 2.9
Far—-

west ©393.8 11.3 163.8 - 28.8 63.9 43.4 11.9 55.0

Source: United States Department of Commerce, 1987 Benchmark Survey
Preliminary Results, July 1989.

In the tables below, there is clear evidence of the '"clustering" of
industries by region. For example, manufacturing accounts for 48 percent of
foreign-affiliated employment nationwide. In the Great Lakes, plains, and
south-eastern states, however,’ manufacturing's share in regional
foreign-affiliated employment is higher than the national average. In the
Great Lakes states, over 58 percent of foreign-affiliated employment 1is in
manufacturing, and, while these states account for 16.2 percent of all
foreign-affiliate employment in the United States, they account for 19.7
percent of all the foreign-affiliated manufacturing jobs.
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There are several possible reasons for lécational concéntration by
industries, but some of the findings in these tables are not difficult to
explain. For example, it is:not surp¥ising that Fon-bank finance e’"fnp’l'-oyment

appears ' to “be concentrated inthe mid-éastern”and, to a lesser éxtent, "the
far-west states, g1ven the 1mportance of the financial centres of New York: and
California. Nor is it 'surprising ‘that": 25 percent of forelgn—afflllated
employment in petroleum is - located:'im the south-west, a region accountlng for
.only: 9.2' percent of all. forelgn—afflllated employment but whlch 1nc1udes the
large, 011-produc1ng state, Texas. . A
Slmllarly, the hlgh percentage of fore1gn~aff111ated employment” in"the
chemical industry in the mid-eastern and south-eastern states is undoibtédlyia
reflection of the industry's concentration in New Jersey and Delaware, as well
as in Louisiana. (That concentration, moreover, is understated as data on
foreign-affiliated employment “in the:chemical indiistryiin Delaware are by ‘law
suppressed for reasons of confidentiality.) Employment in the wholesale
trades is disproportionately high in the Far West, the location of many
Japanese distribution centres. The Paperwork Reduction Act allowed foreign
firms: to consolidate data’reporting on the basis of their principal affiliates
in the United States. Since many of these wholesale distribution centres in
turn own manufacturing outlets, much of the employment registered as within
the wholesale industry is, in fact, manufacturing employment. This may
explaln manufacturlng s lower than natlonal average in the Far West states. e

oooT g
! Y.I® L

Table 16. Foreign industrial employment by regionias a percentage - 'Ll
of total foreign-affiliated employment in industry
L Total Pétro- Mftg  Chemi~ Wholé= Retail Finance Services
Region leum cals sale o
(%) (%) G ¢ (%) (%) (%) (%)
Total 3.7 48.0 12.2 9.9 18.0 2.8 8.5
New
England 6.4 1.7 6.0 4.0 5.5 6.9 6.9 6.5
Mid-east 23.3 11.3 20.2 22,7 22.5 23.8 48.3 26.4
Great Lakes 16.2 10.1 19.7 +-12.8" - 1409 <7 1274 1040 9.2
Plains 4.4 4.8 45 403 3.8 5.1 2.1 T 3i0w
South-east 25.0 16.9 26.6 . 30.0 23.7 29.2 12.6 16.8
South-west 9.2 25.0 7.6 8.7 6.4 11.0 4.1 11.0
Rocky Mtns - 1.7 . ~2:9 % : 1.6 1.2t 173 1.0° 1.8 T
Far-west 12.5 2.¢7.9.7 -‘1102'8 7.5 20.4‘-’5»‘ 7.6 13.7- 7 20‘6 3
Source: Adapted from Unlted States Department of Commerce, ' Benchmark

1987,
Survey Pre11m1nary Results, July 1989 X
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Table 17. Foreign industrial employment by region as percentage
of total foreign-affiliated employment in industry

TOTAL Petro- Mftg Chemi- Whole- Retail Finance Services

Region leum cals sale
(%) (%) (%) (%) (%) (%) (%) (%)

Total 3.7 48.0 12.2 " 9.9 18.0 2.8 8.5
New

England 6.4 1.0 45.4 7.7 8.6 19.5 3.0 8.6
Mid-east 23.3 1.8 41.7 12.0 9.6 18.3 5.7 9.6
Great

Lakes 16.2 2.2 58.5 9.7 9.1 13.8 1.7 4.8
Plains 4.4 4.1 50.0 12.0 8.6 21.1 1.3 5.7
South-

east 25.0 2.5 51.1  .14.7 9.4 21.0 1.4 5.7
South- .

west 9.2 10.0 39.7 11.6 6.9 21.4 1.2 10.1
Rocky

Mtns 1.7 6.4 45.8 9.0 7.9 10.0 3.0 5.5
Far-west 12.5 2.9 41.6 7.3 16.2 11.0 3.0 14.0

Source: See table 16.

The geographical dispersion of foreign-
affiliated employment

In addition to the question of industrial concentration, it 1is also of_w<y.

interest to know whether foreign-affiliated employment mirrors the regional
employment dispersion in the United States economy. As the two tables below
illustrate, the location of FDIUS tends more or less to conform to the
domestic economy's employment and population patterns. Thus, in employment
terms, the highest numbers of foreign-affiliated employment are to be found in
the states with the highest overall employment, such as California, New York,
and Texas. The degree to which FDIUS in employment terms deviates on a
state-by-state basis from the overall national average of 3.6 percent of the
labour force can be seen in the table below. As shown, foreign-affiliated
employment in New Jersey, North Carolina, and Georgia is slightly higher than
the national average, and slightly lower in, for example, California and
Florida. In almost no state does foreign-affiliated employment account for
over 10 percent of total state employment. The exception (at 12.2 percent of
total state employment) 1is Delaware, and this is mostly due to the
concentration of foreign-owned chemical companies, and more specifically, to
Dupont de Nemours, in which a Canadian investor has a minority-ownership stake.
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Table 18. Foreign-affiliated employment:  Rank:order by top ten states (1987)

State Employment As % of total state
('000s) employment® (%)

California ‘ 324.2 2.9

New York 300.1 3.8

Texas 207.6 3.2

New Jersey -+ 169.3 4.9

Pennsylvania 168.5 3.5

Illinois 166.1 3.5 :

North Carolina : i, 13219 .r G 4.9, ‘

Ohio 132.2 3.0

Georgia 117.7: L.t

Florida 116.8 2.5

% The denominator used is private, non-farm employment by state.

Source: United ' States. Department —of Commerce, 1987 Benchmark Survey
Preliminary Results, July 1989, and state employment data from the
United States Department of Labor s Employment and Earnlngs ser1es,
1987." . e : «

Below, patterns in foreign-affiliated employment are displayed on the
more aggregated, regional level. Here as well, the foreign employment picturé
departs only slightly i from overall employment: trends:in the. economy. :iNew
England, for example, employs 6.3 percent of the nation's labour force, and
6.4 percent of all foreign-affiliated employment: in the UnitedStates. )i Almost
half of all foreign-affiliated employment is located in the mid-east and
south-eastern states, a fact explained in part by the regions' coentiguityuto
Europe, the long-standing and largest source of inward direct investment. In
each of these regions, foreign-affiliated employment stands slightly above
regional employment ratios. On the other hand, foreign direct investment as
measured in employment terms is below the national average in: the p1a1ns and
Rocky Mountains states. N . ;

Table 19. - Fore1gn—aff111ated employment by Unlted States reg1on S Gt
. (1987) as percentage of totalirégional -employment :- i 8

Regioh“f o Empioyment AS T of 1anegi0n as % . Region ‘as Z%:of
o r» : el .regional total = national .total ': FDIUS employmeht

ST Y

2,

‘New Englandt;; 200 700

3.2 6.3 6.4 o

‘Mid-east @ 735:200 3.9 1943 G0 23.8
/Great Lakes " 512 000 - 3.0 11703 16.2 .. :
Plains . .. - © 139600 1.9 7.3 ST/ ]
-South-east . 788 700 - 3.5 22.6 25:0:
.South-west . 290. 500 3.0 . 9.7 9.2 P
Rockies. . % . . 53 100 .-, 1.9 22.9 " 1.7 |
Far-west” ... . 393 800 2.7 L1407 12.5

Source: See table 18.
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A regional pattern based on country of ownership also characterises
FDIUS. The German investment has been concentrated on the east coast (both
the south-east and the mid-east states), and Japanese investment is
comparatively high in the far west. The Canadian direct investments appear to
be the least regionally concentrated; that is, the most dispersed. Market
and industry factors aside, historical and cultural factors play a role in the
location of FDIUS. The closest and culturally "least foreign'" investing
nation, Canada, is also the 1least concentrated geographically, (Little,
1986). Increasingly, moreover, European investment is spreading westward, and
Japanese investment is spreading from west to east (Glickman and Woodward,
1989).

Table 20. Regional concentration of employment by country
of foreign ownership

Canada Fed. Rep. Japan All FDIUS
Region of Germany

(% (%) (% (%)
New England 7.0 7.0 4.4 6.4
Mid-east 18.5 26.9 21.0 23.3
Great Lakes 15.3 13.7 18.0 16.2
Plains 6.3 3.4 1.8 4.4
South-east 28.7 26.2 14.8 25.0
South-west 8.2 8.6 3.9 9.2
Rocky Mountains 1.9 0.5 0.6 1.7
Far-west 8.7 9.3 27.2 12.5

Source: Adapted from United States Department of Commerce, 1987 Benchmark
Survey Preliminary Results, July 1989.

Although foreign investment in manufacturing accounts for slightly less
than half of all FDIUS, the respective share of manufacturing in total FDIUS
from the major investing countries is on average higher than manufacturing's
share in total FDIUS. This amounts to a rudimentary gauge of the competitive
advantage of these countries in manufacturing. Investment by the Federal
Republic of Germany or the United Kingdom in the chemical industry, for
example, or French and Dutch investment in electrical and non-electrical
machinery reveal on a more industry-specific basis foreign national strengths
in manufacturing. The Dutch investment in the petroleum industry, while
significant, is not revealed by the Commerce Department data as the investment
comes overwhelmingly from one company. For a different reason, noted earlier,
the Japanese advantage in the automobile and parts industries is not revealed
in the table: Japanese ownership of United States subsidiaries in these
industries is largely via their distribution subsidiaries, and thus appears as
"wholesale trade" ownership. - The manufacturing share of Japanese FDIUS is
thus considerably understated in the data. :
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Table 21. Concentration in manufacturing by major country of
direct investment as measured by employment 5

Industrial . Canada  France Fed. Netherlands  United Japan

sector ' Rep of : Kingdom
‘ Germany o : S ‘
63 %) (%) (%) . %) < (%)
Petroleum 0.6 5.3 0.3 n.a. 7.1 0.15
Manufacturing 46.1 15837 53.8 36.7 i . 6053 28.7
Food 3.5 4.1 0.3 n.as @ o o0 .8.5 1.2
Chemicals n.a. 6.3 20.7 n.a. 14.1 2.6
Prefabricated
metals 5.5 2.3 5.0 0.7 2.8 6.2
Non-electrical - o .
machinery 1.2 i 3.5 2.6 LBy
Co IR 19.5 19.7
Elec. machinery 4.5 9. _ 5.5 3.6
Autos & parts 5.9 n.a. 0.7 0.0 1.2 2.6

Source. ~ Adapted frcm1 United States Department of Commerce, 1987 Béhchmhrk
. Survey Preliminary Results, July 1989. . - KRR 1S

Although having increased the1r share considerably since 1980, 1nward
direct investment in the service industries trails that of manufacturing:w For
a few reasons, among which the more intricate regulatory environment
pertaining to many of.uthe service industries and the more culturally : bound
sources of competitive advantage in those industries, foreign penetration of
the domestic market remains less significant.

. FDIUS and international trade

s

The multinational company's role  in.thei much-discussed globalisationvof
production markets increasingly . has  meant: that = transactions - between
multinational firms and their foreign subsidiariesthas-addeéd 'substantially:to
‘the-overall. growth in United Statesitrade (Lipsey, 1987). Trade flows between
rforelgn parents and . their United :States subsidiaries amounted : ‘to -almost - $I9O 5
‘billion by the end 0f.1986.  Of ‘this-~ total, -almost three=quarters (73.8%):
imports. from: foreign isources’ to: the -United: States affiliate,’ while
remainder were!United States ‘affiliate exports.. In :addition,.75.5% -of:
dmports t to the 'United States iaffiliates were from the -affiliates® foreign
parentsy  Moréithan two’ thirdsi(69%) of: imports to United::States affiliates
'were' in the . form. of> goods for resaleiwithout further manufacture. - Trade‘%y
forelgn—afflllated firms is shown in the:stable on the:folléwingipage.:

The $141 billion of imports to foreign affiliates in the United States
in 1987 amounted to approximately one-third of all imports to the United
States that year. It appears that most foreign direct investors acquire most
of their parts and supplies from United States-based sources, and do not for
the most part use their United States locations as an export base to other
countries. Also, the overwhelming evidence is that foreign firms in the
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United States are here primarily to exploit the large domestic market.
Nevertheless, the FDIUS-induced trade imbalance is a significant portion of
the United States overall trade imbalance.

Japanese investors depart from other national patterns. As the table
reveals, almost half of the total imports to United States affiliates from all
foreign sources are accounted for by Japanese-owned affiliates. Of this
total, 82.1 percent of the Japanese-owned, United States affiliates' imports
are from the parent companies in Japan. Discussion returns to this issue in
the section on the indirect employment effects of FDIUS. Less well-known,
however, is the fact revealed in the table that Japanese-owned, United States
affiliates account for over 40 percent of total exports from
foreign-affiliated firms in the United States.

Table 22. Imports and exports by country of ownership as
a percentage of total imports and exports of
foreign-affiliated firms in the United States

Country Imports - Exports
(%) (%)
Canada 5.3 8.1
Germany, Federal Republic of 11.5 4.3
United Kingdom ' 3.5 5.6
Netherlands 0.7 2.2
Japan 48.6 40.8

Imports and exports by industry as a percentage
of total foreign trade by foreign-affiliated firms
in the United States

Industry Imports Exports
(%) (%)
Food 4.9 20.6
Beverages 1.0 1.8
Non-fuel crude 2.8 11.5
Petroleum 7.3 4.6
Coal 0.0 2.7
Chemicals 4.8 16.2
Machinery 24.5 14.7
Road vehicles and parts 33.8 1.5
Other transport equipment 0.6 1.6
Metal manufacture 11.4 11.6

Source: Adapted from United States Department of Commerce, 1987, Benchmark
Survey Preliminary Results, July 1989.
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- Taken ‘together, the tables above are suggestive of wvolume of imports
attributable to the United States affiliates of Japanese auto firms. i

Summary

- FDIUS" represented ‘about one: half of one percent of the book value of
total United States corporate assets from 1950 until 1966 and then tripled .in
the 20-yedr period-thereafter, doubling in: 'the eight-year per1od from 1977 "to
1985. Total assets of FDIUS were $926 b11110n 1n 1987 s i

As a percentage of USFDI, forelgn d1rect 1nvestment in the United States
has grown from 28.8 percent of book value in 1950 to surpass USFDI in 1988.

Forelgn—afflllated employment ime the Un1ted States represented 1.6 of the
private, non-agriculturali-workforcé in' 1974wand grew to 3.6 ‘percent of the
domestic workforce in 1987, or about 3,160,000 employees.

Manufacturing accounted for 48 percent of all foreign-affiliated
employment in‘the United States in 1987. This represented a decline from54
percent in 1980, but still means thatiforeign-affiliated employment is heavily
concentrated, as only 15 percent of the United States workforce is in
manufacturing. 7.3 percent of all domestic employment in manufacturing is
foreign-affiliated. In five manufacturing industries, forelgn—afflluated
employment: represents more than 10 percent of industry totals. [ ..nhed oo

The dec11ne in the relative share of manufacturing in the 1987Tdata n
foreign-affiliated employment is: .. accounted for by increases "+ in
foreign-affiliated employment in the retail trade, services, and (non-bank)
finance industries.

In employment terms, the United  Kingdom and 'Canada :account for the
largest shares of foreign investors, with '20 percent and 19 percent,
respectively. The Federal Republic of Germany. is inext: with..12 percent,
followed by Japan with a 9 percent share of total foreign-affiliated
employment+. Canada, Japan, and Australia showed the greatest increases over
1980. o N

In asset terms, Japan has shown the largest increase and, with $196
billion at:the end of 1987, became the largest direct investor in the United
States overtaking the United Kingdom and Canada. Most of the 1ncrease 1n
Japanese assets were concentrated in (non-bank) finance. A

The m1d—eastern and south—eastern states account for about one half of
all foreign-affiliated employment. ‘In general terms, the concentration: 6f
foreign-affiliated employment does hot differ substantially from :regional
employment ' patterns in the economy as a whole. The most ‘popllous .$tates tend
also to be.those with the highest numbers of foreign-affiliated  employment.
In only one 'state, Delaware, is foreign-affiliated employment :asa.percentagé
of total state employment above 10 percent

. P o ERTR a oo e By
L ICEEVEE SN i L ; iy LY

The locatlon of FDIUS shows patterns relat1ng to the natlonal or1g1n of
the investor: European investment is higher on the East Coast, and Japanese
investment, on the West Coast. Canadian FDIUS is the 1least concentrated
geographically.

n"

9214d



- 27 -

The location of FDIUS appears in varying degrees concentrated by
industry: a relatively high concentration in manufacturing in the Great Lake
states, a higher than average concentration of non-bank finance in New York
and California, of the chemical industry in New Jersey, Delaware, and
Louisiana, and of the petroleum industry in Texas.

Exports from United States subsidiaries declined in 1987 over 1980, and
imports to United States subsidiaries increased by almost 40 percent. United
States subsidiaries' imports accounted for a third of total imports to the
United States in 1987. Most countries' affiliates source domestically for the
most part, and primarily serve the United States market. Japanese direct
investment is the exception, substantially leading other foreign investors in
both imports and exports.
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THE THEORY OF FOREIGN DIRECT INVES?MENT

Theoret1ca1 interestvin forelgn ‘direct 1nvestment co1nC1ded in: the 19605
with the expansion of United States multindtional’ ‘¢émpanies abroad. Much of
the theoretical and emp1r1cal work on FDI in the sixties and early seventles,
therefore, focused 'on'the  experiences of United States: multinationals in the
global economy during ‘the périod of post-war: Anierican’ economit hegetiony . For
some ‘researchers, this bias has distorted theory construction. - The theory of
Japanese ' FDI; for -exafple; -may not :conform ‘to: the paradlgms accepted’ for
United States firms (Rojimay 1978). - Foreign affiliates in “the United States
may not show the same characteristics as United States aff111ates abread (Lall
and Siddharthan, 1982). ST

Although it remains true that the United States as host country is
under-researched, most of the literature attaches 1little importance to a
potential United States bias in characterizing FDI. Both theoretical and
empirical work has tended to confirm the "industrial organization'" paradigm
that has guided multinational theory construction since Hymer's (1960) seminal
distinction in theory between direct and portfolio investment (see, for
example, Kim and Lyn, 1987; or Yu and Ito, 1988). In the industrial
organization literature, the existence of market imperfections is assumed to
favour multinational companies in oligopolistic industries. These market
imperfections may provide countervailing advantages to firms so that they may
overcome their disadvantage as foreigners to serve a foreign market through
direct investment rather than by exporting or some other means of market entry.

One well-known theory of FDI is the product life-cycle (PLC) theory
associated with Vernon (1966). It postulates that investment and trade flows
and thus the location of production are 1largely determined by the
technological stages through which products evolve. As a product moves from
the introductory phase where technology is new, production techniques are
constantly changing, and skilled labour is demanded, an enterprise's strategy
for servicing foreign markets will shift from home-country exporting to
foreign production for the local market and, finally, to foreign production
for export to third-country markets. The PLC theory has provided plausible
explanation for much of USFDI in the developed countries up to the 1970s. But
the theory may have less explanatory value in a world characterized by the
growth of FDI from other countries, rapid technological change, and greater
speed of knowledge dissemination (Arndt and Boulton, 1987).

Competing theories, often variants of the industrial organization
approach, have arisen since the 1970s. Theorists have focused on the various
advantages of internalization (Teece, 1985), international portfolio
diversification (McCullough, 1983), oligopolistic reaction (Flowers, 1976) and
location (Dunning, 1981). No approach has been conceptually broad enough to
take in the whole universe of international direct investment, hence the
attractiveness of Dunning's '"electic theory" of FDI. The electic theory
combines elements of firm, international trade, industrial organization and
location theory, to arrive at what is today the most comprehensive
explanations of FDI. In brief, a firm's decision to produce overseas is
conditioned by firm-specific ownership advantages (tangible and intangible
assets, including process and product technology, managerial and marketing
skills, market access), internalization advantages (ability to bypass
imperfect external markets for intermediate goods and knowledge by
internalizing them within the firm), and country-specific location advantages
(factor costs, market size, government policies, raw material access,
political conditions). The theory seeks to explain the bases of competition
among firms, the choice of FDI over some other-ferm of-market servicing, and
differences in comparative advantages among countries.
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Theory and USFDI

USFDI has historically been undertaken to gain access to supplies of
mineral resources and agricultural products in the developing world and to
serve more effectively host-country markets that are either closed to exports
or highly competitive, primarily in the Western developed countries and in
Latin America. In the former case, United States firms have exploited their
firm-specific advantages in technology, access to capital, and vast
distribution networks in other markets. In the latter, the firm-specific
advantages have largely been superior product and process technologies, and
managerial and marketing expertise. Traditional, resource-based USFDI has for
obvious reasons declined since the 1970s, and to a lesser extent so too has
foreign production intended solely for the host-country market.

For much of the post-war era, United States firms have first exported and
eventually invested directly. More recent international investment activities
deviate from this pattern, however. With the rise in research and development
costs and the shortening of technological lead times, United States firms in
advanced technology industries have forged global strategies designed to
penetrate the world's largest markets simultaneously and, as a consequence,
bypass the exporting phase altogether. Facilitated by improvements in
transportation efficiencies and communication technologies over the last two
decades, and spurred by foreign competition, there has also been a shift in
the purpose of USFDI towards the establishment of integrated worldwide or
regional production networks.

The characteristics of this international production strategy include
vertical organization, product specialization by affiliates, and intra-firm
trade. The strategy's intent is to capture the economies of integration and
diversification across national boundaries. From a theoretical standpoint,
United States firms are internalizing intermediate product trade and
exploiting country differences in variable costs, most importantly labour.
United States firms have also been at the forefront of what the OECD calls
"new forms of international investment", such as franchising, turnkey
contracts, management services, and international subcontracting.

FDIUS: Theory and evidence

Why the relatively recent attractiveness of the United States as a host
country for FDIUS? Clearly part of the answer has been the 'natural' growth
of the international economy. The post-war domination of United States
multinationals has given way to the growth of other economies and, more
recently, to the increased share of foreign multinationals in the world
economy. Indeed, United States multinationals reached a level of ''relative
maturity" (Lipsey, 1987) in the late 1960s, a period when new equity abroad of
United States multinationals peaked. Thereafter, reinvested earnings
accounted for a greater share of the increases in USFDI. Multinationals -from
other countries, meanwhile, have not yet slowed their expansion via direct
investment in global markets.

Research on FDI has difficulty in distinguishing industry- from
firm-specific advantages (Kahley, 1987), but, again, it is commonly held that
the possession of firm-specific advantages is a requisite of direct investment
and that such advantages are frequently associated with 1large firms in
oligopolistically structured industries. For United States affiliates of
foreign firms, McClain (1983) found positive correlations between the size of
a firm's share relative to total industry output, and of the industry's share
in national output. Kahley's (1987) analysis of Census Bureau data similarly
found that FDIUS in manufacturing tended to occur in oligopolistic industries
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and that foreign firms' interest in obtaining raw materials has been a
dec11n1ng mot1vat1on for inward dlrect 1nvestment since the early 19705.
Flowers' (1976) research . found. - support for ~the~ 1mportanceua”of
ol;gopol:st1c‘ reaction in -explaining FDIUS: ~investments. by Canadian - and
European firms tended to be characterised by both an "exchange of.threats'!and
a 'follow the leader" behaviour. Yu and Ito (1988) also found support for:the
ol1gopol1st1c reaction . hypothesis in the tyre and textile industries .inuthe
United . States. , Using data - compiled: in the mid-1970s, only Lall. and
Slddharthan. not1ced a-.qualitatively. different pattern .in FDIUS :compared to
United States firms .abroad.  In particular,  their study:.found .that . foreign
firms. in  the United: States tended to avoid . highly concentrateds,
oligopolistically  structured-: industries.. -These : findings; however; ° are
overwhelmed by most of the llterature that finds FDIUS conformlng to the
1ndustr1a1 organlzatlon parad1gm. AR b Wt ol e
e =y e ¢ . ‘ y . vy ]

Features of the Unlted States as a‘host country appear to fite Dunnlng s
elect1c theory iquite:well:..:These: features. include the United Statés large ‘and
affluent market, access:torhigh technology; .political stability and favourable
investment-, -climate. .:The .United States: Government puts comparatively few
constra1nts on inward investment, a point that will be taken up in the study®s
discussion ‘of forelgnr~1nvestment policy.. .More:r recent:factors.may .include
domestic protectionist:pressure resulting from: international: trade,'whlch may

have given a."tariff-hopping" motivation.to some forelgn 1nvestors.

The weakened dollar since 1985, partlcularly relat1ve to some currencies
such as the ' Japanese‘ yen,. has.:reduced the 'price of United States :adssets.
Although there appears to be no clear:icorrelation: between: trends  in) FDIUS‘and
exchange rate:fluctuations (Ray; 1989); the value of the dollar may affect . the
timing of foreign investments," part1cu1ar1y given: the large stock of iforeigh
portfollo investments in.the.United Statés: The literature concerned by::the
increase in- FDIUS concludes. that macroeconomic policy in  the 1980s has
resulted in the inward:flow of investment. The initial- years bf highiinterest
rates:: attracted foreign holding . of. United: States debt;  which:.'was then
converted to forelgn purchases of assets with. the decline.of the ndollar: ia
"debt for equity swap'" on a national scale (in the view of Glickman and
Woodward, 1989).
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THE DOMESTIC EMPLOYMENT CONSEQUENCES OF USMNEs

Over the past 40 years the American economy has become more closely
integrated into the international economic system as reflected in the
increasing importance to domestic growth and employment creation of
international trade and investment flows. As a proportion of GNP, American
exports and imports combined and USFDI have both risen consistently since
1970. Greater integration of the United States and the world economies has in
part been spurred Dby the internationalization and (more recently)
globalization of United States enterprises. USMNES have affected trade and
investment flows to and from the United States through their international
production strategies and decisions on where to locate production facilities.
Although traditional foreign direct investment has been and remains their
principal form of international participation, USMNEs' use of licensing, joint
venturs, production sharing, and franchising strategies has grown in the
1980s.

Concurrent with and engendered by the rapid expansion of USFDI since
1950, and the increasing proportion of USMNEs' worldwide sales accounted for
by foreign production, was debate over USMNES' effects on the American economy
among labour and business groups and academics. Initially focused on USFDI's
ramifications for the balance of payments in light of the heavy outflow of
capital during the 1960s, the debate has periodically shifted to encompass
other issues, such as employment and technology, that have mirrored the
problems confronting the United States economy and/or interest groups at any
particular time. That employment issues have been at the forefront of the
more recent debate over the effects of USFDI on the national welfare has been
" assured by the higher unemployment that has characterized the United States
economy for much of the past two decades. Reinforcing this have been the
structural imbalances and related sharp employment losses that have arisen in
numerous basic industries such as automobiles, steel, textiles, furniture, and
shipbuilding owing to declining domestic demand, the introduction of new
technologies, and stiff foreign competition from developing and developed
countries alike.

Heightening the concern are some analysts who have implicated USFDI (the
authors believe incorrectly) as being a major contributor to the so—-called
de—industrialization of America and the 'hollowing" of American manufacturing
enterprises, and consequently to the purported erosion of high-wage
manufacturing jobs.’ This argument derives from the belief  that
labour—intensive manufacturing operations are being relocated to low-wage
countries as part of MNEs' production strategies, and that in the process a
new international division of labour is being created. Finally, the numerous
international joint venture and licensing agreements entered into by USMNEs
during the 1980s have been criticized for their supposed imprudent transfer of
technology and failure to ensure that complex manufacturing tasks are
undertaken in the United States. It should be noted that although employment
effects remain at the forefront of discussion of USMNE, the public debate on
USMNEs has in general muted over the last decade.

General observations

Because of the complexity of the matter, the lack of agreement concerning
the assumptions underlying the counterfactual analysis of what would have
happened in the absence of the foreign direct investment, and the inevitable
intrusion of politics, there is no generally accepted position on USFDI's
domestic employment effects. Neither is there agreement as to the employment
effects flowing from USMNEs' other forms of international investment, such as
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licensing, joint wventures): ‘and "ifranchising. - Although- ' foreign direct
investment has been and remains the primary vehicle by .which USMNEs undertake
foreign production, other forms of international participation have assumed
increasing - significance ‘in wrecent years: Eac¢h involves. a’ unique mix 6f the
traditional elements:of the foreign-direct ‘investment package " (i.e.. capital,
technology, = management - expertise;:r-access ' to * markets)y: and: therefore: - an
analysis of USMNEs.quantitative:and qualitative effects on domestic:employment
must . include -an examination of each one.: Most of the theoretical work to date
has. . .focused; however, ‘on . the -direct '.investment . node . of .dnternational
participation,..and ‘more specifically on: the question: of ‘the: displacement" of
exports by 'the production of foreign. affiliates. 'As -a iresult there:' isdimot
only a relative dearth-of information;. it talso “of ' conceptual frameworks; for
measuring ' the employment ..effeécts ..of «alternative .forms »of 7 international
participation. ‘Nevertheless, we.will identify: the pertinént:: uves; and:where
possible suggest the ‘probablexdirection 6f’ such effects. sl . = ool and 701

Syl LT o AR f 9%

Looking at the employment question from a sectoral perspective, the focus
of enquiry has been on manufacturing USFDI and not on USFDI in the primary or
service sectors. This is understandable given that the primary sector- in the
United States is . capital-intensive and there . are , usually’ no i competitive
domestic investment -alternatives: ‘to."locating activities ' abroad (i.es:oil
extraction). --If one .adeepts .ithis.. line :0f reasoning,.: then theresulting
tendency of . processing  facilities :to- be . located  in !final " consumer .markets
{i.e.  in .the . United States) . implies . an overall' increase v in.» domestic
manufacturihg employment as, a’''consequence of. the:original decisionito invest
abroad in the primary seé¢tor. . However, :this would not be' the’ case: if. :the
final. consumer market where the 0il was reéfined were:to be ‘Amsterdami: . Foreign
investment in:the service sector did not: receive much' attentidn untils recently
owing to its'small quantity relative to total: USFDI. Sincé, the 1970si, USMNEs!'
foreign 'investment 'and foreign affiliate’. employment in/ services has: expanded
more .rapidly than.that. of any other industry as the ‘need -and :opportunity:to
service USMNE clients and’ local: markets manifested vitself. * THereforey-its
home-country employment: effects. are generally assumed to6 be’limitéd ! betause
the market ‘could: not beserved by domeéstic: operations  either . becauseé oflocal
competition or the necessity of being present in the market. T T '

PraRat

7. Manufacturing USFDI.has: thus been.closely scrutinized as to :its:doimestic
‘employment - effects. . "Aimajority of manufacturing USEDI . has: flowed!'td Western
industrialized - ndtions "-and;iselected , developing:::countries; .: andi~has :been
motivated by a market-serving rationale . that seeks -to ~access markets that
would otherwise 'be closed zby barriers: wto: exports and ‘vdther :igovernment
regulations’ of: by competitive pressure...  This USFDI is..not competitive:with
but  complementary to. home-country: production: and as’ sich cannot: be: considered
employment ‘displacing. .Duringthe’ldst :two -decades ;. the igrowth of.:worldwide
or..regionally:integrated rproduction systems based on globalisourcing, ‘and>:ithe
use; of .offshore asserbly'; and - processing. . facilities as -export ‘ platforms  to
home-:: or third-country markets Have somewhat shifted = the: traditional
local-market serving - chdrdcter of! USFDI. The domestic employmént: implicatibons
of -these new  internatiomal production.: strategies - is léssiiclear: and -more
controversial than that related .to. serving’ the local '‘matrket. Of parti¢ular
interest here is the effect of offshore assembly plants on employment in the
production of goods or services for the local market.

B A SR AT AN B SRS 1,
USMNEs' international activities can quantitatively and qualitatively
affect domestic. employment. either . by'rdisplading or. stimulating domestically
produced | goods::or' services.  Both negative: and positive direct:-iand: indireét
quantitative. "effects, are' plausible deperiding on' the ::assumptions one makes:i
For example, net direct .employment -loss could ‘occur: if.a:foreign affiliate's
production displaces that of . the. parent::.énterprisé - intended. for export.ior
docdl :consumption; and, if:so, the: indirect effects uwould ithén .:spréad
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throughout the industries supplying goods and services (transportation and
transactions in particular) to the parent enterprise. But for this analysis
to hold true two critical and questionable assumptions must be made: 1) there
is no compensating increase in parent or home-—country exports of intermediate
or finished goods or services to the foreign affiliate; and 2) in the absence
of the foreign direct investment, the parent enterprise would have remained
competitive and maintained or increased its market share. The research
efforts reviewed by the authors do not suggest that in most cases either of
these assumptions is sustainable.

An increase in direct and indirect employment could arise if the parent
enterprise's and/or home-country's production of intermediate or finished
goods and services increased as a result of the foreign affiliates
activities. In theory foreign production will allow the enterprise to better
adapt products to the needs of the local market and to evidence to local
buyers a greater commitment to the country; in this way the enterprise's
demand curve is shifted outward. Moreover, the boost to an enterprise’s
competitive position that accompanies overseas production may result in
increased domestic employment. Not surprisingly, the research to date 1is
mixed as to whether or not the international investment of USMNEs increases
domestic employment. That USMNEs international operations may have sheltered
home-country employment from the worst effects of slack demand is suggested by
the faster rate of decline of USMNEs foreign affiliate employment than
domestic. :

From the qualitative perspective the potential effects of USFDI are
numerous, but there is reason to suspect that it generally leads to an
increase in the parent enterprise's and home country's demands for managerial
and technical personnel and high-skilled labour. The question of whether or
not USFDI changes the skill-mix in the domestic economy is of course closely
related to the job-export issue. It also has important implications in the
realm of labour market adjustment. Two examples will suffice to show the
potential effects. First, USFDI in offshore assembly and processing
facilities unquestionably reduces the domestic demand for inputs of low-skill,
assembly labour, but increases the demand for inputs of 1labour in the
component manufacturing industries and possibly of managerial expertise.
Second, the establishment of a foreign manufacturing facility that uses
intensively high-skilled 1labour, for instance an automobile production
facility, is not as clear in its qualitative implications for the domestic
labour market. The demand for '"autoworkers" will fall (assuming that the
presence of the foreign plant does not increase host-country or third-country
demand for automobiles produced in the home-country), but the supplier
industries' demand for labour may increase along with the parent-enterprise's
need for technical, managerial, and marketing expertise.

Similar then to analyses of the effects of international trade on
domestic employment, USFDI is generally felt to change the skill and
occupational characteristics of the 1labour force by favoring skilled and
professional workers. This 1s not surprising since most efforts to measure
USFDI's employment ramifications have focused on whether or not foreign
production decreases or increases home-—country exports or domestic production
for local consumption. But its effects may not necessarily be felt through
trade per se but rather change in the capital/labour ratio of the parent
enterprise as a result of the tendency to shift the labour-intensive aspects
of production processes overseas. Lipsey and Kravis (1988) have found that
this is so in certain industries in the United States. Along with the obvious
qualitative effects, such a change in the capital/labour ratio would also lead

to reduced parent enterprise employment; the magnitude of such an effect is
probably limited, however. ‘
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USMNEs and: domestic production woe o s SRCREEEEEN

:Foreign affiliate - production associated; with  USFDI: can affect: the
quant1ty -and  quality-. of - domestic: employment by .increasing -.or .decreasing
domestic: productlon intended for, elther export . or:-local: consumption::;=iIn; the
former . case, the., establishment. of a forelgn_zafflllate .o serve: the
host- country market will affect the demand for exports,. while in the‘latter a
foreign:affiliate created . to export: back to the.home-country wills affect./the
demand for domestic productlon — or some stage thereof ;- for’ local sale. .Even
if demand does fall in one or both of these 1ndustr1es, however, the effect on
United States output levels and thus. employment is uncertain and. dependent on
numerous factors,:including domestic ‘demand:. For example, if domestic¢ demand
is grow1ng rapldly :the. effects of slower export growth may be lessened:

e Also cr1t1cal to . determlnlng the , employment : effects _of e1ther
market—serv1C1ng or . supply—or1ented USFDI -are. the assumptlons made concernang
what the enterprise: and its compet1tors<wou1d have - done ;in the; .absence ofthe
.forelgn direct, 1nvestment Barring.,FDI,; the. enterprlse may have boosted:iks
domestic manufactur1ng capaC1ty,,1nvested 4in: other:-product lines;. or..perhaps
increased shareholder dividends;: from. the, standp01nt of the competitor firmmy
the key questionis would it have, 1nyested in such a manner as to preclude
competltlon from the . enterpr1se .not. investing abroad.' The 1mportance iof  these
counterfactual arguments . renders.. any position .taken on, USFDI's . domestic
employment effects open to d1spute. S P

Intra—firm trade of. USMNEs. :

\ Among the most important developments in. international economic relations
s1nce the -1950s have been- the. ever -increasing flows. of trade and-capital and
the closely related rapid . expans1on .of multinational enterprlses, especially
USMNEs. , Binding together these  two phenomena is. that  through: their:.foreign
product1on and intra-firm trade, multinational enterprises have- accounted for
ar ‘large. proport1on of the growth . in, world  trade -and -investment.:: {USMNES
1ntra—f1rm trade, which 1nvolves the. internalization of intermediate :goodnror
f1nal product . markets, takes: - place ‘between ; either :parent and ;-foreign
aff111ates or. the foreign. afflllates sthemselves. . It is through the: mechanism
of* intra-firm- trade that USFDI most directly affects donmestic  production: for
export or local. consumptlon. -While intra-firm trade is.an important aspect of
United States trade flows, -it. should be noted that the significance. of; expo'ts
~and 1mports assoc1ated w1th USMNEs is, far greater.,L i oy PR

PRI In the Unlted States there has been increasing .concern in some quarkters
as to the role that USMNEs‘"lnvestment -and. trade practices -have: . played»mn
creating the nation's huge trade def1C1t which stood at $137 billion in 1988,

and - particularly . in. -fostering., the substantial - increase .-im  imports: from
‘developlng countries . (especlally the NICs) and, Japan. - ManyyUSMNEs are; ‘among
the largest exporters to the United States in countrles or ‘areas. such..as
Taiwan, Singapore, Malaysia,:-Mexico - and Taiwan  (China);:.over .the. past Ltwo
decades the. share of world exports or1g1nat1ng in the Un1ted States has fallen
while, that of .USMNEs -has. remained constant owing to the . expandlng exports .of
the1r fore1gn aff111ates. The . rising tide. of ; imports . across ‘an. ever
increasing: range,of. . 1ndustr1es has .contributed to. the steep employment losses
and, to the.need- for structural changes -that have occurred in many industries
dur1ng the. 19805,‘a1though it - should be. recognlzed that demand - and : technology
factors hav - accounted for a larger ‘share of. the: job loss than - impoxt
compet1tlon.‘v By.,one., estimate, . the. accumulated trade. .deficit ~through 198%
.resulted in the .loss of 3.1.million JOb opportunlties in the- manufacturlng
sector (direct) and another 3 million in related business..services; (indirect)
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(Duchin and Lange, 1988). To the extent that intra-firm trade is prominent in
industries facing stiff import competition, the concern over its effects is
heightened.

Intra-firm trade between USMNE's parents and their foreign affiliates as
a percentage of total United States exports and imports actually declined from
21.1 percent in 1977 to 20.3 percent in 1985, although on an absolute basis
the value of total. intra-firm trade more than doubled (See table 23).
Moreover, if one included in the calculation trade by USMNEs engaged in
petroleum or mining operations this percentage would be in the range of 30-40
percent. Exports from USMNE parents to their foreign affiliates as a
percentage of total United States exports rose slightly from 1977 to 1985,
while that of imports declined; the latter reflected more the unusually strong
growth of total imports during the 1980s than slackness in intra-firm imports,
however, as these rose sharply in value. Although data are not available for
later years, it is a fair assumption that the magnitude of intra-firm trade
has risen even higher.

Table 23. USMNEs' intra-firm trade
(percent or billions of dollars)

1977 - 1982 1983 1984 1985
Parent to affiliate
% US exports 25.8 21.9 = 23.1 25.3 27.5
$ Value 30.7 43.7 45.3 54.3 57.5
Affiliate to parent
% US imports 15.8 15.2 16.0 14.6 15.2
$ Value 17.8 28.4 3.7 41.4 45.0

Source: United States Department of Commerce (1988), International Direct
Investment.

There is a number of inter-related explanations for the faster rise in
intra-firm import than export trade during this period, most important being
the impetus given to foreign sourcing of intermediate inputs and finished
goods from both related and unrelated foreign firms by the appreciation in the
dollar and stiff import competition, and the development of globally
integrated manufacturing networks. With respect to foreign sourcing, USMNEs
have invested heavily in offshore assembly and processing facilities to lower
labour costs by outsourcing the labour-intensive aspect of production in
industries ranging from semiconductors to automotive parts to toy making.
Among the most important locations are Mexico's Maquiladora sector, where
employment now totals over 400,000, and several Caribbean and East Asian
nations. Owing to the promotion of trade in the transportation equipment
industry by the Canadian-American Automotive Products Trade Agreement,
however, Canada is the largest source of intra-firm imports. On the other
hand, Western Europe affiliates export little to the United States because of
their market-serving orientation.
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For  all. manufacturing -Chistorically: there has 'been .relatively:little
intra—-firm trade in . the service sector), the share of total exports. -accounted
for by intra-firm trade was 30.8 percent in 1984, and for imports: 16.2
percent. There are significant differences across industries and enterprises
in the  extent- to which intra-firm: trade 1is' involved. ‘' While ‘in food and
kindred products the: ratios of intra-firm trade to ‘total exports' and:imperts
were in both cases below 10 percent in 1984,.in office and computlng equlpment
they were 57 8 and 35.1 percent, respectlvely (L1tt1e, 1987). v

i G1ven that 1ntra—f1rm transactlons are . an 1ntegral part of Unltedetates
trade flows, ‘the question arises as to: what - effect, if any, 'intri-firm+trade
has' on domestic: production and. employment that is dlfferenttfrom trade:among
unrelated parties. During the period.of.dollar appreciation:.(1980-86); thete
is evidence; that. USMNE .parent .exports:.to foreign affiliates gréwﬂmbresnépidly
than. did ; total United -States..exports. = At :the same: time, théi tendency:«
import . was .also. greater: in: the .case of 1ntra—f1rm ‘trades than *for«~imports dn
general, and intra—-firm trade has been prominent in a.numbetr of industries
that have faced intense import competition. In one respect, the establishment
of foreign production capabilities allows USMNEs more flexibility in adjusting
to currency fluctuations and downturns in. demand; . this may provide for
greater stability of domestic output and- employment. s D

The following sections examine whether or not foreign affiliate
production has adversely affected domestic production intended either for
export or local consumption and thereby employmient. It would seem that the
size and growth of parent exports to their overseas affiliates certainly
suggests that foreign production has not harmed exports in an aggregate
sense. On the import side, the even more robust growth of intra-firm' imports
- suggests just the opposite; that domestic production may have been 10wered by
’the output of aff111ates destined for the Unlted States. e

Displacement of exports

Perhaps the most controversial but at the same time thoroughly researched
aspect of the ;debate over: the employment effects ‘of USMNEs concerns:’ whéther
the . production: of their. foreign affiliates 3i§ a substitute for,. or i is
complementary or unrelated to, home—country production intended for export to
the affiliate's;vhost country: or- to.:third country:.markets. i USMNEs:iican: serve
.foreign markets through exporting, local production by foreign..affiliates and
Jo1nt venture partners, or licensing to unrelated foreign enterprises.
Whereas exporting clearly promotes domestic employment growth, the options of
local production or 1licensing may have either beneficial or adverse
implications . for.;domestic -employment depending. ol the assumptions undetlying
their analysis. It should be recognized at. the outset thati this ana1y315fdoes
not: apply :to resource—based or productlonfsharlng iforms .of MSFDI, - but +ratheér
to - that;form;: typlcally known; as: market—-sevieing, :.the brunt’.of Wthh has :been
d1rected towvard Western Europe, Japan,\and Lat1n Amerlca. T e ey sl lon

T E T PR iy RS R i

,effects in -the domestic export llndustry of: production by +USMNEs'  foreigh
affiliates. On the: cpositive«side, »if »it is. assumed that thé foreigr :market
could no : longer -be ‘served :by--home country. exports ;and -woéuld ‘therefore: be
,captured by i;local ..or :third . country. producers in::the  absence  ofisforejgn
production, - then: it. is clear: that domestic employment would be-less adversely
effected. if foreign investment.is wundertaken.: :This i&.because the-loss:ofuthe
product- spec1f1c employment = in . the:: export: sector 'will most” likely-~occur
anyway,:-.and :by mnot. investing. the: enterprise. and Homé-country: will :have hnot
only failed to preserve jobs (i. e., prevented, a. worse deterloratlon) Jbutr aliso
foregone the benefits of the income stream associated with foreign affiliate

There.are numerous theoretlcal constructlons of the p0551b1e employment
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production. But more significantly, foreign production may also create
domestic employment by raising the demand for exports of parent enterprise
and/or other home-country enterprises capital goods and intermediate or
finished goods and services, including management and technical advise. This
employment effect would be particularly strong when the parent enterprise
produces both finished and intermediate goods or a variety of different
products (i.e. is multi-product). Complementarity is more likely when parent
and foreign affiliate are in different product lines. Relaxing the assumption -
of non-substitutability, an increase in home country production of goods and
service inputs could outweigh the negative effects of whatever degree of
substitution does take place for the domestic production of finished goods.
Other circumstances in which it is possible that export displacement would not
occur are: (1) if foreign production shifts outward the demand function of the
local market by improving service or allowing for the adaption of the product
to the needs of the local market; and (2) if the reverse classical assumption
holds that foreign production only displaces local production and not imports
from the home country.

To construct scenarios wherein negative employment effects arise, one
need only adjust the above assumptions. For instance, employment loss would
result if substitution occurs, the local market demand function is fixed, and
the increase in home country exports of goods and services inputs is limited.
Moreover, the intra-firm trading relationship between parent and affiliate may
change over time as the latter increases its use of local sourcing owing to
greater self-sufficiency and possibly to government-imposed local content
regulations. Local sourcing may not be an option, however, if host-country
suppliers cannot meet quality and/or technological specifications; thus the
tendency to use local suppliers is more pronounced in industrialized countries.

Before addressing the research findings, it is interesting to note that
some evidence (admittedly scanty) suggests USFDI may be somewhat displacing.
This is provided by the fact that the share of world exports accounted for by
the United States has consistently fallen over the last two decades, while
that of USMNEs has remained esentially unchanged because of the expansion of
their foreign affiliates' exports. For years, the exports of USMNEs' foreign
affiliates have far surpassed those of the United States; in 1986, affiliate
exports totalled over $700 billion or approximately three times the value of
United States exports. Since the mid-1960s, the overseas manufacturing
production of USMNEs has risen relative to its domestic counterpart to where
today it equals approximately 25 percent of USMNEs' worldwide total. Taken
together these facts point to a distancing between the performance of USMNEs
and that of the United States. '

Research findings

A rather large body of empirical work exists on the export displacement
effects of USMNE's foreign affiliate production; the authors are not aware,
however, of studies specifically measuring the domestic employment effects of
foreign production resulting from joint ventures or licensing. Depending on
the assumptions that authors' have made largely concerning the substitution
ratio, and consequently the manner in which USMNEs and their foreign
competitors will behave given a particular set of circumstances, the studies
to date vary tremendously in their estimates of the direct and indirect
employment effect on export and supply industries of foreign affiliate
production. Typically, negative effects are arrived at by estimating the
amount which foreign production substitutes for exports, and on the positive
side offsetting this by estimating the increase in exports of parent
enterprise and home-country intermediate goods and services demanded by the
foreign affiliate. What is important to note is that the brunt of recent work
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on measuring the relatlonshlp between investment and trade have failed to find
that- d1sp1acement occurs. in, any. systematic’ imanner. The following 1s ;meant
only as-a summary of the available research:and not a detailed cr1t1que

; In the early 19703 several studles were conducted, 1nc1ud1ng those by the
AFL-CIOQ, the Emergency Commttee for American Trade, the United States: Ghamber
of Commerce, and the United ‘States Tariff Commission, that varied in: their
estimates of: the -net. employment effects ,from a negative ‘1.3 millien. to .a
positive 600,000 . depending on the . assumptions .. made . ~concerning
substitutability..- Maybe, the ‘most -interesting of . these early works' is:Horst
(1974), who -concluded that .the- larger the output of the foreign affiliate
relative. to. domestic exports, the -greater the: chance :that displacement
occurs.. One of the most detailed and perhaps for this reason cited studies-in
the literature is Frank and -Freeman. (1978) who measure both quantitative.and
;occupational. -employment. . effects »and- calculate -.substitution ratioes: fora
wvariety of K industries. . They .conclude:that the quant1tat1ve effect of foreign
affiliate productlon ranges from a small (19,574) to a - 1arge (441.706) -Loss
and that the occupational group most severly affected is blue-collar workers.
Building' -on the Frank and  Ereeman framework, Glickman and Woodward (1989)
measure;USFDI's .effects on d1rect -and indirect .employment levels, occupational
distribytion; and; regional  employment . -trends from 1977 through:1986. ' @ver
this period; the; net ~direct employment effect was a loss. of 2.7 million
-manufacturing - jobs rwith -most: of . these .concentrated in :the:.:blue-collar
-occupational - category: : When addlng -in -indirect -‘employment loss and, induced
effects, estimated -to ‘equal 700,000, the total employment reduction assocmted
with USFDI is 3.4 million.  Finally,. the hardest hit geographical regions were
.those already suffermg from job. losses, 'in particular the Great Lakes -and
southeast areas. - . . .. : T D P ).

‘ Because of the .difficulty associated with establishing a  realistic and
generally acceptable substitution ratio;. a.number of -studies have focused:not
on measuring the effects of foreign production on domestic; ‘employment per . se
but. rather the relat1onsh1p between USFDI -and trade flows. Dependingion the
nature of this- relationship, .one can infer the effects of foreign production
on. employment . Bergsten, Horst, and- Moran (1978) Lipsey and Weiss- (1981 and
,1'984);,,‘;fBlomst,rom, Lipsey and Kulchycky -(1988), and Kravis and Lipsey  (1988)
have all. examined the '.investment-trade ' relationship: using ' different
methodologles and .. data sources -ranging from enterprlse to .aggregate trade
flows, and have concluded ‘that | . generally  there.-is no significant:: negatlve
effect on home-country exports as a.result of foreign production. ' In fact,
many  cases a positive -effect:. wvas . found .owing to. mcreased exports )@f
intermediate (most importantly) and finished goods:. ;- .. - , s a7 b

Finally, the previously mentioned study by Kravis and Lipsey reconfirms
that foreign production does not displace exports. But in an interéeting-twist
the authors' argue that as foreign production increases so too does the parent
enterprise's capital/labour ratio through 'the shifting of labour-intensive
operations abroad,--and thereby parent. enterprise employment is 'reduced.: The
authors' : note, however, that their results showed® a marked 'variation in -the
ex1stence of this effect depending on the industry. -This is not surprising
g1ven that certam types, of USFDI are more labour-intensive than others. 1

y
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Summary

USFDI has ramifications for both the quantity and quality of domestic
employment as a result of the displacing or stimulating effects of foreign
production on home-country exports. For the foreign production of a
particular product to have a negative effect on enterprise and/or home-country
employment, it must displace exports of that product and in turn fail to
stimulate domestic exports of capital equipment, intermediate and other
finished goods, and services such as transport, insurance, finance,
management. Those who argue that USFDI has adversely effected domestic
employment levels do not believe that the offsetting effects have outweighed
those of displacement. The authors would suggest, however, that this
viewpoint is not supported by the existing research. There is not enough
confirming evidence on the overall displacing effect of foreign production to
justify the magnitude of the negative employment effects found in the recent
work of Glickman and Woodward. Assuming that the displacing and stimulating
effects of foreign production are offsetting in a general sense, then the
quantitative employment effects arising from this aspect of USFDI have
probably been marginal in either direction.

USFDI could also have negative repercussions on employment regardless of
its effect on trade flows, if the resulting foreign production tends to be
more labour-intensive than that conducted domestically. The shifting of
low-skilled, labour-intensive production processes to overseas facilities
would tend to decrease the parent enterprise's and home-country's use of
labour domestically and increase that of capital and skilled and professional
employees. Kravis and Lipsey (1988) contend that this has occurred in certain
industries within the United States and that the larger a foreign affiliate's
production the smaller will be the parent enterprise's employment. As will be
seen in the next section, the "export" of the labour-intensive aspect of
production has become a more common feature of USFDI. But it is important to
note that the majority of USFDI is located in the advanced industrialized
countries, and it is questionable whether this investment is at all
characterized by the shift of labour-intensive processes. In any case, Kravis
and Lipsey imply that the effect on parent enterprise employment is not of
significant magnitude to warrant concern.

Thus the negative estimates of USFDI's quantitative effect are not
supported by research into its influence on trade flows but rather to a
limited extent on changes in the parent enterprises capital-labour ratio.
What there appears to be more consensus about is USFDI's effect on the
occupational structure of the work force. It can be said with considerable
certainty that USFDI adversely impacts on the interests of low-skilled
blue-collar workers, while enhancing the opportunities for those classified as
white-collar or highly skilled. As such, it tends to raise the overall
skill-level of the labour force in the United States, but at the same time it
may cause labour market adjustment problems owing to mismatch in human capital
requirements between those jobs lost and those gained.

92144



- 40 -

PRODUCTION SHARING

Although the bulk of USFDI since 1950 has been motivated by the need to
gain access to or better serve markets in western Europe and Latin America
through local production, USMNEs' have also established large numbers of
offshore assembly and processing facilities in developing countries.'®
Distinguishing this type of production from that intended for local markets,
the output of offshore assembly and processing facilities 1is generally
re-exported to the United States or (less frequently) exported to third
country markets - often the host-country government forbids the local sale of
the output of such plants. By locating the labour-intensive and standardized
technology stage(s) of a production process in countries with an 'abundant
supply of unskilled and semi-skilled workers and labour costs significantly
below those in the United States, USMNEs have sought to counter stiff
competition from imports and/or foreign firms by reévamping their cost

structures. This strategy of retaining the capital-intensive and
sophisticated aspects of production in the United States and sourcing the
labour-intensive processes offshore is known as "production sharing." For

USMNEs production sharing has primarily been perceived as a means to more
effectively compete in their home market on the basis of lower costs. In
contrast, Japanese and European comanies have traditionally used offshore
production facilities as export platforms to serve third-country markets.
Some USMNEs have transferred nearly the entire production process overseas as
a better means to compete in export markets, but these cases are not numerous.

Although production sharing's effect on the aggregate level of domestic
employment are slight, its qualitative impact is to increase demand for
higher-skilled and white-collar workers in the component manufacturing
industry and to decrease demand for low-skilled assembly workers. This is
especially true in the case of Mexico's Maquiladora sector which sources over
97 percent of its component inputs of intermediate goods and services from the
United States, but much less so in the case of offshore assembly facilities .in
East Asia where local sourcing of components is more prevalent. If the
Mexican Maquiladora industry were to expand its use of local sources, which is
desired by the Mexican government and in any case probably inevitable as the
quality and efficiency of Mexican industry improves, the aggregate employment
effect would turn decidedly negative since both assembly and component
employment would decline.

USMNEs have either internalized offshore production through direct
investment (favored by the possession of firm-specific advantages) or entered
into subcontracting agreements with foreign firms. The extent to which
offshore production is internalized varies by industry and firm and over time;
for example, international :subcontracting has expanded in the semiconductor
industry as local firms in the Republic.of Korea, Taiwan (China), Singapore,
and the Philippines have become increasingly able to undertake ' .complex
manufacturing tasks (Scott and Angel, 1988). While  international
subcontracting by USMNEs - in all industries will continue to grow in the
future, the majority of production sharing arrangements will still involve
direct ownership by the parent company.

Offshore assembly and processing by and for USMNEs has largely taken
place in Mexico, Canada, East Asia, and the Caribbean Basin. Those factors
affecting the 1location decision include the supply, quality and cost of
labour, the cost of transportation, and the policies of the host-country
government. That the 1largest number of production sharing arrangements
involve Mexico is thus not surprising given its low labour and transportation
costs relative to the United States and its very favorable Border
Industrialization Program, popularly known as the Maquiladora industry. Among
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the most prominent industries involved in offshore production are
semiconductors, consumer electronic, electrical equipment, office machines,
and textile and apparel.

Statistical overview

Offshore assembly or processing for re-export to the United States is
greatly facilitated by items 806.3 and 807.0 of the United States tariff.
Under these provisions imports of assembled finished products for final sale
or semi-finished articles for further processing in the United States are
subject to duty only on the value added offshore and not on the value therein
of components fabricated in the United States.'! For example, a
manufacturer of electrical switches can ship United States-origin components
to Mexico for the labour-intensive assembly stage, and then re-export them to
the United States paying duty on just the value-added in Mexico, i.e. the cost
of the assembly labour. Given that much of the offshore production undertaken
by USMNEs is intended for re-export to the United States and as such does (or
did) enter the United States under TSUS items 806.3 and 807, a reasonable
estimate of the magnitude and growth of offshore assembly and processing can
be made by examining the customs value of products imported under these tarif
provision. As shown in table 24, imports under 806.3 and 807 have grown
rapidly since 1970, from $2.2 billion in that year to over $36 billion in
1986. The duty-free value of these imports, however, has typically amounted

to under one-third of the total value and has not risen as quickly as that of
 the dutiable portion. In 1980, approximately 27 percent of the value of
imports under 806.3 and 807 were duty-free, but by 1986 this had fallen to 17
percent. To a 1limited extent this may reflect more local sourcing of
components. But more important reasons were: (1) the sharp rise in motor
vehicle imports under item 807 from $5.25 to $23.39 billion from 1980 to 1986,
only a small percentage of which were non-dutiable,'’ and; (2) the steep
decline in semiconductor imports whose nondutiable content was traditionally
quite high.

Table 24. The value of imports under 806.3 and 807
(billions of dollars)

1970 1975 1980 1981 1982 1983 1984 1985 1986

Total 2.20 5.16 140 16.1 18.3 21.5 28.5 30.5 36.4
Nondutiable 0.536 1.26 3.7 4.4 4.1 5.3 7.2 5.8 6.2
Dutiable 1.67 3.89 10.2 11.7 13.5 le.1 21.3 24.7 30.2

Source: United States International Trade Commission, Jan. 1988, No. 2053.

Not surprisingly then the industry composition of 806.3 and 807 imports
changed dramatically from 1980 to 1986 as the proportion of motor vehicles
rose from 38 to 65 percent and that of semiconductors fell from 18 to 2
percent. Largely accounting for the rise in motor vehicle 807 imports is the
preference of foreign manufacturers to use certain United States-made parts
(see footnote 12) in order to meet United States government energy or
environmental standards. Explaining the drop in the use of item 807 by
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semiconductor manufacturers was the granting of duty-free status to
semiconductors in March 1985; this does not mean that offshore manufacturing
of semiconductors has ceased, but simply that it is no longer necessary to
declare their import under item 807). To identify those industries in which
offshore assembly and processing actually takes place (defined here as a
high-degree of labour-intensity) it is necessary to examine which industries'
imports have the highest percentage of United States content to total wvalue
and account for the majority of the value of nondutiable imports. Excluding
the production of motor vehicles,'® these industries are textiles, apparel
and footwear, electrical articles (capacitators, tubes, switches, etc.),
consumer electronics, semiconductors, scientific instruments and ‘apparatus,
machinery and equipment, and internal combustion engines and parts.

In terms of the sources of 807 imports, developed countries' shares rose
from 56 percent in 1982 to over 70 percent in 1986, with practically the
entire increase owing to the import of motor vehicles manufactured with some
United States-made parts. Because most 807 imports from developed countries
are manufactured by foreign firms using few United States: components and very
capital-intensive production processes,'® their proportion of the value of
total nondutiable imports is small; just 23 percent in 1986. Therefore, the
overwhelming bulk of 807 imports originating in developed countries is not
produced by offshore assembly or processing facilities, ‘but rather merely
include a limited number of parts sourced in the United States. On the other
hand, the offshore assembly. and processing plants in the developing world are
usually affiliated with or subcontracted to USMNEs and, with the general
exception of facilities ‘in Asia, rely for inputs almost exclusively on United
States fabricated components: and raw materials. Thus around 77 percent or
$4.7 billion of nondutiable value in 1986 originated in developing countries.

Of the developing countries, Mexico has been the largest source of 806.3
and 807 imports, followed by Caribbean countries and the Asian NICs. (Because
of their greater propensity to use United States—origin components, the
Caribbean nations have accounted for a larger part of non-dutiable imports
than have Asian countries.) Mexico was responsible for 35 percent of the
total nondutiable portion of 806.3 and 807 imports from all countries in 1980,
and for 54 percent or $3.3 billion in 1986. Mexico's prominence as a location
of offshore assembly facilities has risen during the-1980s as a result of its
highly successful Maquiladora program. Established in the mid-1960s, this
program allows for the duty-free and in-bond import of manufacturing
equipment, and raw materials and components for processing or assembly,
provided that all of the equipment and finished and semi-finished goods are
eventually exported. As so structured, the Maquiladora program is a perfect
complement to TSUS items 806.3 and 807. Table 25 shows the rapid growth in
both the number of plants and of employees in the Maquiladora sector over the
last decade. Most plants and employees are found in the electronic and
electrical, transport equipment, and textile industries; at the sane time,
this large concentration of manufacturing facilities has begun to attract
supplier industries. Although Japanese and European companies have of late
been expanding their presence in -the Maquiladora sector, American firms still
dominate.
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Table 25. The Maquiladora sector

1978 1980 1982 1984 1986 1988
No. plants 457 620 585 722 987 1 480
No. employees (000's) 90 123 122 202 268 398

Source: American Chamber of Commerce of Mexico.

Potential employment effects of production sharing

Because production sharing clearly reduces the demand for domestic labour
inputs in the assembly and processing industries, its overall employment
effects largely hinge on whether or not employment in the component
manufacturing and related industries is either maintained or increased. Not
surprisingly, this question can only be answered by counterfactual analysis of
what would have happened in the absence of the investment in offshore
facilities. If one assumes perfect substitutability, then the investment
would have been made domestically; thus there are no effects on component
manufacturing or related industry employment. On the other hand, if full
substitutability does not exist then the investment may not have been made
domestically; in this situation the overall employment effects are uncertain,
but it is worthwhile to note that all of the evidence reviewed by the authors
strongly suggests that the degree of substitutability is not great. Assuming
minimal opportunities for substituting domestic investment for that in
offshore production, then the employment effects of production sharing are
unequivocally positive.

The international division of labour which is created by production
sharing has drawn severe criticism from the American union movement for its
supposed negative effects not only on domestic employment in the assembly and
processing industries but also on the economic development of the host nations
(Anderson, 1987). Since the mid-1960s, the AFL-CI0 has advocated the repeal
of the offshore assembly provisions of the United States tariff (806.3 and
807), which are said to encourage imports and the transfer of production
overseas. The AFL-CIO contends that companies have moved offshore only to
pursue higher profits and not out of competitive necessity. Thus they do not
accept the industry position that in the absence of offshore production either
the product line would be eliminated or its production would be moved entirely
offshore with the concomitant loss of assembly and component manufacturing
employment, and quite possibly employment in supplier industries.

Proponents argue that there is no domestic investment alternative to
offshore sourcing, and that its restriction would lead to the relocation of
offshore production facilities to other countries (Caribbean or East Asian)
and ultimately reduce employment in the United States through its adverse
impact on the component manufacturing industry. Moreover, the boost to a
company's price competitiveness from production sharing has the potential to
increase market share and domestic demand for its product and thereby for
domestic labour inputs.

Notwithstanding the merits of the arguments concerning the employment
effects of production sharing, there are a number of factors, the convergence
of which argue for slower future growth in offshore assembly and processing
and repatriation of some existing offshore facilities. Most importantly, the
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parallel and ongoing developments in microelectronics, robotics, and
computer-aided design and manufacturing will reduce the labour content of
manufacturing processes in the United States. This lowering of labour input
requirements could eventually eliminate the location advantage of production
in developing countries and the international division of 1labour that now
characterizes many industries. Reinforcing the effects of technological
change will be the rising costs of labour in many of the Asian countries that
pioneered in production sharing agreements, and. the neces.31ty of " providing
additional and more specialized services to customers in some industries.
Although some cases of firms repatriating production to the United States have
been documented (Sanderson, 1987; and Hoffman, 1985), this has not “yet
occurred on a widespread basis.

Research findings

All of the research: known to -the authors on the-employment effects of
offshore assembly and processing address.the question from. the pérspective of
either.TSUS items 806.3 .and 807 and/or the Méxican Maquiladora industry. This
is not surprising given the large volume of, and extensive data available on,
offshore prodution that falls into these categories, but . it should be noted
that this focus does not capture all types of offshore assembly ac¢tivities.
Although on a much smaller. scale, offshore assembly -and processing for
re-export to the United States also takes place under the GSP and CBI, not.to
inentién that part of offshore productlon exported to third country markets.‘

'In one approach to 1dent1fy1ng the domestlc employment effects of the
offshore ' tariff provisions (Anderson, = 1987), the AFL-CIO assumes full
substit‘ution and measures the labour intensity of :the ! dutiable  value of. United
States imports from Mexico under TSUS 806.3 and 807. Based on an alternative
measure of labour intensity:that incorporates wage differentials, the AFL-CIO
concludes that as of 1985 almost 400,000 American jobs had been displaced by
imports originating in Mexico's Maquiladora industry.

The most comprehensive study to date of the domestic employment effects
of items 806.3 and 807 was prepared by the United States International :Trade
Commission . (1988). The basic ‘issue.is how much of the offshore assembly and
processing industry would be. repatriated to the United States in .the ewvent
that the offshore tariff provisions were repealed. Based on an econometeric
model that employed several Qquestionable assumptions concerning the behavior
of firms:- and prices, the study estimates that the employment effects would
range from an increase of 17,900 work years to a decrease of 9,200 .work
years. In conclusion, the Commission .states’ that the effects on domestic
employment of repeal would be margmal at best

Usmg comprehen51ve economy—w1de and 1mport trade models, the Wharton
Economic Forecasting Associates group recently analyzed the effects on the
United States economy of the repeal of tariff item 807 and the elimination or
scaling back of the Mexican: Maquiladora industry (WEFA, 1988).- The analysis
was .based on the construction of four: scenarios, including the repeal of item
807. for Mexico alone and for all c¢ountries. In each scenario, the effects .on
employment in the United States: were negative, ranging from losses of 24,000
to 92,000 jobs. Accounting for this .result are theé employment suppressing
effects of rising price levels: and reduced output in component industries;
combined these more than obviated the increase in output and employment in the
assembly industry.
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With similar results, Finger (1976) modelled the effects of the offshore
assembly tariff provisions on domestic activity, the balance of trade, and
domestic economic welfare. While the model showed that there would be little
overall impact on trade flows, it was found that if items 806.3 and 807 were
repealed domestic economic activity would be reduced owing to the greater
decline in component manufacture relative to the increase in assembly. Finger
concludes that domestic welfare is unquestionably increased. Although no
specific estimates are given for employment effects, these undoubtedly would
be positive even allowing for the probable more labour-intensive nature of
assembly than component manufacture.

There are numerous studies of the impact of Mexico's Maquiladora sector
on the United States economy, most of which have simply documented the number
of American jobs which are supported by the Maquiladoras and assumed that no
substitutability exists between domestic investment and that in Maquiladoras.
We will examine only a few, but they are representative. Based on the results
of a survey, Mitchell and Vargas (1987) conclude that approximately 3.5 jobs
in the United States are to a certain degree supported by every 1 job in the
Maquiladora industry in Juarez, Mexico. In a broader based study supported by
the Border Trade Alliance (a proponent of Maquiladoras), it was determined
that around 1.2 million American jobs are directly supported by the
Maquiladora industry, and that the elimination of the Maquiladoras would
result in the relocation of offshore facilities to other countries (not the
United States), with a loss of at least 300,000 American jobs. Michie and
Hagans (1987), while recognizing that the Maquiladora's have created
employment in the United States border communities, are nevertheless concerned
because most of these jobs are in the service sector (distribution, warehouse,
office centres) and dependent on the manufacturing undertaken in Mexico.

Summary

USMNEs expanded their use of offshore assembly and processing facilities
during the 1980s as a means to more effectively compete with low-cost foreign
producers. Most of these production sharing arrangements are located in
Canada, Mexico, East Asia, and the Caribbean, and involve direct ownership by
the parent company although subcontracting with independent foreign
enterprises has risen. The industries in which production sharing is most
common are textiles, apparel and footwear, electrical articles, consumer
electronics, and semiconductors.

The magnitude and location of offshore assembly and processing facilities
is best measured by imports entering under items 806.3 and 807.0 of the United
States Tariff Schedule. This measure understates the value of output under
production sharing arrangements, however, because such output also enters the
United States under the Generalized System of Preferences and the Caribbean
Basin Initiative. Moreover, some goods that utilize production sharing do not
need to enter under any particular tariff provision; the most important case
being that of semiconductors.

Critics of production sharing argue that it has led to heavy job losses
in the assembly and processing industries. Moreover, it i1s often claimed that
full substitutability exists between the investment in offshore facilities and
a similar investment domestically. Because of this assumption, the domestic
employment effects of USFDI in offshore facilities are unequivocally negative
since no allowance is made for an offsetting increase in component
manufacturing employment.
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Proponents believe that full substitutability is not a realistic
assumption (i.e. that in the absence of offshore investment opportunities
enterprises would either get out of the business or product line altogether or
shift the entire production process overseas rather than invest
domestically). Consequently, the employment effects of USFDI hinge on whether
or not the increase or -maintenance of domestic component manufacturing jobs
outweighs the loss of employment in assembly and processing. Research to date
has generally found support for this line of reasoning. :

Outside of the analysis by the AFL-CIO of the employment effects of USFDI
in Mexico's Maquiladora sector, all of the other research reviewed Dby the
authors on the effect of offshore assembly and processing type activities on
domestic employment found no negative quantitative::results. However, the
adjustment of the labour market.to the loss of assembly .and processing jobs -is
problematic because’ such, workers are typically low-skilled and geographically
immobile. This being .the case, -the authors' suggest:that an appropriate. role
for public policy could be to levy a-minimal tax on imports ‘entering under
tariff items 806.0..and 807:0, -the proceeds of which would - be.. used to
facilitate~ the adjustment process. That such a tax would not' reduce. the use
.of production sharing by:United States firms, and thus harm their competitive
position, is supported: by survey research strongly suggesting that even if the
tariff concessions under items 806.3 and 807.0 were eliminated companies would
not close their offshore assembly facilities. ‘
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INVESTMENT DISPLACEMENT AND THE DISTRIBUTION OF INCOME

Two fundamental questions concerning USMNEs' effects on the American
labour market are 'whether USFDI displaces or substitutes for domestic
investment, and, if so, what are the consequences for the distribution of
national income between labour and capital. Indeed, Musgrave (1975) has
argued that while the employment effect of USFDI is largely transitory, the
income distribution effect is long-term and more critical to the interests of
labour. The issue of investment displacement is of course basic to the
analysis of the substitution of foreign and domestic production and thus on
USFDIs effects on employment levels in the United States. Regardless of the
nature or direction of such employment effects, the stock of domestic capital
must be either reduced, maintained, or increased for them to occur.
Similarly, USFDI can change the distribution of national income if it alters
the stock of domestic capital. Thus, the displacement question is important
to the American labour movement owing to the potentially adverse consequences
on employment levels and on labour's real wage and share of national income if
substitution takes place. American trade unions believe that USMNEs' foreign
investment has lowered the domestic capital stock below its equilibrium level;
thus their support over the years for legislation establishing controls on
capital exports, including the ill-fated Burke-Hartke Bill'® in the early
1970s.

From a theoretical perspective, assuming that USFDI does fully or
partially displace domestic investment, the lowering of the domestic capital
stock below that which would prevail in the absence of USFDI leads to a
reduction in the demand for labour (and thus to lower employment), in
domestically generated income, in labour's share of national income, and in
its marginal product and real wage. It is possible, however, that even when
displacement has occurred the negative effects on the domestic capital stock
and the functional distribution of income may be limited or negated by: (1) an
increase in demand for domestic inputs from the new foreign affiliate, leading
to an increase in domestic investment; (2) an increase in capital inflows
responding to the Thigher returns to capital; (3) a reduction in
labour-intensive imports and capital-intensive exports as national income
declines; and (4) an increase in domestic investors' income.

For displacement to occur there must be an interaction between a domestic
and foreign investment decision (i.e. they are substitutes) as a result of an
MNE's financial situation and/or production strategy. With respect to the
former, all USMNEs operate under some degree of capital constraint, and as the
cost of capital rises the potential exists for investment opportunities to
become substitutes. In the case of production strategies, the increasing
prevalence of globally integrated manufacturing systems means that a decision
to invest in any one country is now more likely to be analyzed as to its
effect on the entire worldwide system; thus, the strong possibility that
domestic and foreign investment decisions will interact. Conversely, where a
production system is segmented by country markets and each affiliate 1is
largely independent, the likelihood of interaction is greatly reduced.

Expanding this argument to the motives for USMNEs' investment abroad, it
seems reasonable to suspect that USFDI whose purpose is to gain access to raw
materials not available domestically, such as has been the case for much of
USFDI in the mining and agricultural sectors, does not displace domestic
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investment since. the: two are clearly not substitutable. In fact, because
processing facilities are normally located near to the final market, a case
can be made that USFDI in the primary sector has actually increased domestic
capital formation. :For USFDI'made to .access a foreign market that can not be
most efficiently serviced. by. exports owing . to. government regulations (i.e.,
tariffs, 'quotas, .jlocal :.content requirements) or. to,competitive pressures
‘neces51tat1ng -a local presence (such.as direct 1nvestment by a rival foreign
firm) there is also -little likelihood of displacement. As is well known; the
vast: majority. of USFDI' ‘since. the;;1950s has flowed to Western Europe: for
precisely:  these. reasons, while that iprior ‘to World War-.II was mostly in. the
primary sector and.: infrastructure : projects. . Taken  together,. . these
observations: suggest clear 11m1tat10ns .on  the subst1tutab111ty of USFDL and
domestic .investment. i ST » :

.

N

i Lo e PR . I o ’ . CURNAS T . . L
Notwithstanding the previous examples, it is possible that' domestic and
foreign investment .in the manufacturing . industry do act as: substitutes. This
-could arise when. a company closes: a domestiec plant. and - shifts - production
abroad rather :than investing in new -capital equipment (and probably also
changing the .organization of- work and labour-management relations) in.:an
effort to. make domestic operations int‘ernationally,,competit;ive:f16 ..One
particular, type of USFDI .into which this scenario fits is. that directed toward
offshore assembly ;facilities, or export processing zones, in . the developing
world wherein the pr1nc1pa1 motive is access to lower costs of inputs,
especially 1labour. It is, of course, not the case that all such USFDI
displaces domestic investment; the manufacture.of:a product, or certain stages
thereof, 'may become sufficiently ~standardized and. labour intensive that
production offshore .is the only viable alternative. . The point.is simply -that
the possibility for .substitution exists and its realization will depend;on:the
circumstances: surrounding . the investment. Reinforcing this. notion. are. .a
number -of hallmark .cases where USMNEs, for‘examplenMotorolay‘havewreyamped
domestic  manufacturing . plants through the infusion:. of capital - and

re~organization of work instead of transfering part or all. of their production
overseas. ‘ ;

General observations
Since the 1950s, the capital stock per worker in the United States
relative to that .in-the largest OECD countries has comsistently declined; by
1984, it was exceeded by the.Federal. Republic of: Germany, France, and. Canada,
with Japan just under the. United ,States.level (Econom1c Report ...,'1989, P
31). To a certain extenty,. of. course, .convergence ,in capital stocks-.among
these countries 1is- not an:- unexpected . or, - for. -that . -matter,:. unwelcome
development, and it cannot in any case be attrlbuted :solely to the effects of
USFDI..:. As shown in- table 26; the value of. the stock of. USFDI has ' never
:approached significant levels in comparison to the .total assets of .United
States corporations. . This remains true when looking at USFDI .relative to .only
MNEs'i.have without question: invested far more, athome. than abroad (this
:partlcularly so. in .the ,1980s),  and: the1r domestlc 1gvestment rates have
compared ;:favorably . with those .of local - firms. Nevertheless, .this
macroeconomic perspective does obscure differences between industries and
firms. within industries.':.Forq~examp1e, USFDL - as. a proportion ‘of . demestic
~capital . formation . in- the.; chemical, :.automobile;. .and. .metal . fabrication
industries is far higher than the results 'shown in.table A, while h1stor1cally
that, in the mining industry has-been even higher. = . . - . . . 7
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Table 26. Value of USFDI as percent of the assets
of all United States corporations

1950 1957 1966 1970 1975 1978 1983 1985

2.08 2.76 3.06 3.19 3.11 2.97 2.24 2.07

Source: Lipsey, R., NBER, Working Paper No. ‘2240, p. 25.

Another measure of the domestic and foreign investment tendencies of
USMNEs is their capital expenditures on property, plant and equipment. In
1988, capital expenditures by all majority-owned foreign affiliates totalled
only 8 percent of domestic spending. Once again, however, differences exist
by industry and company; for example 28 percent of the Goodyear Tyre and
Rubber Company's capital expenditures were made overseas in 1988 (Uchitelle,
1989).

Looked at from the perspective of an MNEs financial transactions,
domestic investment could be displaced by FDI if one assumes that MNEs face
higher external capital costs for each successive investment undertaken. Of a
less theoretical nature, the method of financing FDI may have implications for
its substitutability. There are three means by which FDI can be financed: (1)
the export of equity capital from the parent company; (2) the reinvestment of
foreign affiliate earnings; or (3) the extension of debt by the parent
company. Since the early 1970s the predominant way USMNEs have financed FDI
has been reinvested earnings, with a secondary role played by both infusions

of new equity capital and intercompany debt flows.'’ Table 27 shows the

increasing favor of reinvested earnings as the means of financing USFDI during
the 1980s.

Table 27. Methods of financing USFDI
(billions of dollars)

1982 1983 1984 1985 1986 1987

Capital flows (total) -2.3 0.37 2.8 18.0 27.8 44 .4
Reinvested earnings 1.3 7.1 8.4 19.0 19.7 35.6
Equity capital 9.7 4.9 1.3 -2.2 0.27 2.4
Intercompany debt -13.4 -11.6 -6.9 1.2 7.8 6.3

Source: Survey of Current Business, Aug. 1988, United States Department of
Commerce.

An increasing reliance on reinvested earnings and a decreasing reliance
on parent company exports of equity capital or debt suggests that the
possibility of substitution has lessened. For if USFDI is financed by the
export of equity capital, then it is possible (but not certain) that domestic
investment has been displaced in the process. Greater ambiguity exists though
in the case of reinvested earnings (defined as the United States parent's
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share in foreign affiliate earnings after - the -payment of income taxes and
dividends) because it is less likely that-reinvested earnings and dividends
are substitutes.'?

Research “
The numerous studies that have been undertaken since the 1960s on the
interaction ' between the domestic and foreign. .investment decisions of USMNEs
have both denied and supported the existence of such an effect. While
Helliwell (1976) failed to discover any such. interaction, Frank and Freeman
(1978) found that every dollar invested abroad in turn reduced the potential
domestic capital stock by an amount in excess of one dollar. In the most
recent and thorough effort, made by Stevens and Lipsey (1988), the fixed
investment decisions. of seven.large:United- States MNEs were examined. While
little support was found for the displacement  of domestlc investment as:a
result of the substitution of. fore1gn production for: .domestic exports, . they
did find evidence .that domestic and foreign.investment opportunities do:in
fact compete for a firm's capital resources:  Because the: small sample size
prohibits drawing any -general. conclusions, it ‘nevertheless remains -that
because the firms included are among the largest American MNEs the results:at
least hint that USFDI may in some instances displace domestic capital
investment. - This- being the case, it 'is still not possible: to make any
estimate of the . quant1tat1ve ‘employment effects of. substitution; even assumlng
there is such an effect it:is undoubtedly not very significant.

‘H
b

V SR o
W1th respect to USFDI's effect, on the d1str1but10n of ancome, the studles
exam1ned varied as to whether or not capital's share, of national income has
been increased relative to labour's. Musgrave. (1975) ‘found that. in. the, case
of full displacement, USFDI reduced labour's proportion of national income. by
around .4 percent and increased. capital's by 17 percent., Among. the principal
=prob1ems with this study, - however,4are that it assumes full displacement: and
does not ‘allow for adjustment through the trade ' account. Based on the wuse of
observed data, Frank and Freeman (1978) conclude that labour's .share .of
national income declined between 1.7 and 5.9 percent depending on the
assumptions made. But in an analysis of the shares of national income
received by labour and capital during the 1946-76 period, Bergsten, Horstiand
Moran (1978) failed to find evidence that labour's overall share declined,
although they do suggest that the benefits and costs of USFDI were distributed
unequally between different categories of employees; e.g., professional
employees gained while labourers lost. Other studies support this notion of
differentiation by category, including Torre, Stobaugh and Telesio (1973). As
noted by Kujawa (1986), the effect USMNEs have on the distribution of income
may not manifest itself between capital and labour, but instead between the
different classification levels within the labour. force. SR e

Summary

Ve N B "
cepnd Lo et § R

Displacement of domestic investment and of export/lmport competlng
production are intrinsicly related; thus to determine the domestic employment
ramifications of USMNEs both issues need to be examined. As seen in the
previous section, scant support -exists for-an interaction between-domestic and
foreign. investment opportunltles through .the production sides..But.although
results -have been mixed *owing in -part @ to . the  different : wcounterfactual
assumptions adopted by researchers.with respect te ‘the degree of:d1splacement
:the - substitution of . foreign' for: domestlc investment  -through enterprises'
financial constraints: is strongly. suggested in the :latest work:by.Stevens and
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Lipsey (1988). Critical to assessing the employment effects of such
displacement, however, is the substitution ratio since the higher the rate of
substitution the more probable that its effects on employment levels is
negative. Unfortunately, Stevens and Lipsey do not estimate a substitution
ratio.

Government worry over the export of capital reached a peak in the late
1960s and early 1970s when it levied at first voluntary and later mandatory
controls on outward capital flows. More recently, the fact that USMNEs'
capital investment abroad accounts for approximately 20 percent of the total
domestic nonresidential private fixed capital investment in the United States
(Glickman and Woodward, 1989) has raised concern 1in some quarters.
Nevertheless, there have been no efforts to restrict USFDI since the repeal of
the previously mentioned capital restraints in 1973.

While there is no consensus as to USFDIs impact on the distribution of
income between capital and labour, it does appear that grounds exist for
believing that USFDI effects the distribution of income within the labour
market. The employment created by USFDI in the parent enterprise (direct) and
the home-country supply industries (indirect) are typically in the
professional, technical, and high-skilled job categories. This result is
supported by research into the comparative advantage of the United States in
international trade which has found that American exports are increasingly
characterized by their intensive use of advanced technology and high-skilled
labour (Maskus, 1983).
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-+ TECHNOLOGY . TRANSFER

A characteristic that generally defines .USMNEs, and one ’that partly
explains their multinationality, is their possession of ownership advantages
embodied in knowledge-driven firm-specific assets such as research patents,
product ' designs, process or production techniques, management systems, and
marketing ;expertise. These intangible technological assets have provided
USMNEs, <iwhich predominate in technology-intensive industries, with a
competitiveé advantage enabling them to surmount the difficulties: associated
with produ¢ing abrodd ‘and to. compete successfully in their home market against
foreign rivals. Moreover,: amorg  industrialized nations it. is now recognized
that the creation and sustdinability of comparative advantage .and edonomic
growth depends largely on the' continual development and "application  of neéw
knowledge and the ab111ty to capture rent on these 1nnovat10ns (Krugman, 1979).

It is thus not surprl.s'lng ‘that Amerlcan pollcymakers and the labour
movement. have ' wished,: to .prevent the dissipation of the: United States'
technelogical prowess, with: its potentially ‘adverse consequences on’' firm
competitiveness. and .natiodnal ‘income . and employment.'’ . Notwithstanding
-efforts. to ::this end, there 1is ; strong evidence suggesting that, in fact 'the
‘technological leadeérship of America, - and. the: accompanying '"technology . gap"
between it . and.Western: Europe.and Japan, has been eroded (completely .in some
industries 'such as;video equipment) over :the-last two decades. For 'examplé,
in 1981 the United States trade balance on high technology:goods registered.a
surplus of $26.1 billion, but by 1987 this had fallen to a mere $600
million.?® Whereas in the mid-1970s domestic firms accounted for around 75
percent of patent registrations in the United States, by the mid-1980s foreign
firms, particularly those from Japan and the Federal Republic of Germany, had
increased their share to around 50 percent.

That the United States is no longer the unrivaled world leader in all
technological fields is not disputable; the question remains, however, as to
what have been the main causes of this decline. To a certain extent the
convergence of technological capabilities among advanced industrialised
countries (and to a far lesser extent some developing countries) is a natural
byproduct of these countries' rapid economic development since the 1950s.
Also of importance is the fact that expenditures on non-military basic and
applied research and development have grown more rapidly in some western
industrialised countries than in the United States; by 1983, civilian R&D
expenditures as a proportion of gross domestic product were higher in Japan
and the Federal Republic of Germany than in the United States (National
Science Foundation, 1986). Another potential means of the dissipation of
American technological leadership, and one that has received considerable
attention since the mid-1970s, is the diffusion of United States technology to
foreign enterprises and countries, as a result of the international activities
of USMNEs (for example, see Glickman, 1989; Scott and Lodge, 1985; Baranson,
1979).%! As a result of this technology transfer, it is argued, the
competitive position of foreign enterprises vis-a-vis USMNEs' and domestic
firms has been greatly enhanced, and this has had a negative effect on the
United States income and employment.?? Moreover, the transfer of technology
and/or technological capacity overseas is said to have shortened the product
life-cycle by increasing the pace of innovation and imitation. When combined
with the relatively slower growth of domestically generated innovation, this
has eroded United States comparative advantage. Of course, as noted
previously, it is in part their technological superiority that allows USMNEs
to undertake foreign operations; thus proponents of USMNEs argue that such
technology transfer is an essential aspect of their operations. At the same
time, a common assumption has been that USMNEs will not transfer technology if
it is not in their interests to do so, and that this self-interest in turn

9215d Wi



- 53 -

prevents damage occurring to United States national welfare. This equating of
enterprise and the national interest may not always be justified, however, as
will be discussed below.

The principal means by which USMNEs transfer technology abroad is through
FDI, licensing, joint ventures and, of lesser importance, exporting (the
latter three of which can also be attributed to enterprises with only domestic
operations). Typically this involves the transfer of either operative,
duplicative, or innovative capabilities. Because the location and source of
the vast majority of USFDI and of receipts from royalty and licensing fees and
service charges is the developed world, it follows that most of the technology
transferred by USMNEs has gone to the Western industrialised countries. To
have had a negative effect on the United States' employment, this transfer of
technology must have resulted in the displacement of production in America
intended for either domestic and/or foreign markets. Theoretically this can
occur in numerous ways, including by increasing the competitiveness of related
or non-related foreign firms or creating new competitors based on the
transferred technology. Of course, the transfer of technology may also
increase domestic employment by stimulating demand for R&D and technical
professionals and for home-country exports of capital equipment and consumer
goods.

It should be noted at the outset that there is scant empirical evidence
on the domestic employment effects of the transfer of technology by USMNEs,
regardless of the means of transfer. This in part reflects the difficulty in
collecting enough meaningful data and then interpreting it within the complex
context of international economic relationships between states and enterprises.

Exports. Addressing the least significant channel first, for technology
to be transferred through exports requires that the importing firm and/or
country be able to extract the technology which is embedded in the capital or
consumer good through the process of reverse engineering. Once the technology
is understood and perfected, the possibility then exists to imitate its
production. With respect to United States' exports of consumer or capital
goods, there is no concrete evidence as to the extent to which this process
has occurred or to its effects on employment, but it has probably not
negatively effected medium- or high-technology industries. One can assume
that its influence on aggregate employment has been minimal at most, although
it has perhaps had more impact on employment in low-technology industries.
Given that a relatively sophisticated technological capability and
infrastructure is necessary in order to reverse engineer all but the most
basic consumer products, it follows that what technology has been diffused in
this manner has gone to other industrial countries?’® and to the most
advanced developing countries.

Licensing. Far more controversial than the transfer of technology
through exports of capital or consumer goods, however, is the licensing of
technology by USMNEs to foreign entities.?® The majority of licensing
agreements entered into by USMNEs are between a parent and foreign affiliate,
with a minority accounted for by agreements with partially owned firms (joint
venture) and non-related foreign entities. One measure (admittedly
imperfect®®) of the extent of licensing by USMNEs is the amount of royalty
. and licensing fees for intellectual property rights and service charges for
technical, managerial and marketing assistance received from foreign
entities. Table 28 shows the growth of these receipts during the 1980s, as
well as of similar payments to foreign entities. Two noteworthy points are
that payments have increased more rapidly than receipts, which suggests that
the United States' rate of innovation has declined relative to that of other
countries, and that affiliated receipts are far larger and have grown faster
than unaffiliated receipts.
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Table 28. Receipts-and payments by United States firms of
royvalties ::and licence fees and other sérvice: charges
(billions of dollars) :

1982 1983 1984 . 1985. . 1986 1987 1988

Receipts 5.1 . 7.6 8.0 .. 10.4 12.4  13.4 . 10.7
. Affiliated R&L 3.6 3.9 4.2 5.4 6.9 . 8.3
 Unaffiliated R&L 1.6 1.7, 1.9 1.8 0 2.1 . 2.4
Other services 2.4 2.4 43 5.2 4.7 . n.a.
Payments R&L | {;o 617 0.723  0.955 0.891 1.1 1.3 2.0

Source. Un1ted States Department of Commerce, Survey of current business,
e various -issues. : BE

’ il R : R

"From a_ theoretical & perspective; the domestic employment implications of
licensing are negative:'to-the extent that licensing .agreements-substitute for
‘FDI,. or exports, and - are thus trade destroying. .(Vernon, 1981). . Adverse
employment effect of. a more- -long-term nature  could:occur if  the technology
trnsferred increased the technological capabilities of the foreign enterprise,
and - thereby enhanced:  its. - competitiveness .vis-a-vis: the 1licensor3 of
particular concern here is the ‘transfer of advanced, cutting:edge technology.
Conversely, it  is possible ' that- because -of a lack :-of . financial -and/or
managerial .resources .a firm is :not able to fully exp101tua_commerc1ally.Mlable
technology either through domestic production or FDI.' Furthermore; :licensing
may -involve access to another 'enterprise's "critical : techhology . tlirough. a
reciprocal agreement. Therefore, it is clear that in many instances.licensing
may be imperative for enterprises, and because :0f this its restriction could
eventually have negative repercussions on domestic :employment  .by:iweducing
United  States' firms! -ability to. extract rent on their innovations.’®
Moreover; - restriction .would also undoubtedly : reduce access : to.r foreign
technologies;. - the potentially:adverse effects of:this are well illustrated by
the fact that the American textile industry is now among the world's  most
productive,; largely owing to its. use of foreign, technology::(0ffice  of
Technology Assessment, 1987). .. . sy i ; S i
FEVEEE T TP TRNN TS STPRNTS {3StS VI
Notwithstanding these arguments, there is considerable anecdotal evidence
that suggests: foreign«firms and nations:have greatly.benefited,. perhaps .at the
expense of thei:United States', .economy. in- general. and, morei:specifigally,
-employment, :-from ;access toLAmerlcan technology :through licéensing agreements,
especially those with., unrelated foreign -entities. Without question 'the«:best
example of . a .country. uS1ng« licensed technology (mostly: American) to rspur
:industrial: development .is; that..of Japan in the post-war era. By promoting
slicensing  and -severely. restricting FDI,~the Japanese Government: facilitated
the creation of the industrial and technologlcal ‘base for what isinow: oneh;of
.the. world's. most -advanced. economies.  For.example,. the. basic: technology:for
sproducing trans1tors, which one can: argue was. the backbone of Japan s eventual
.domination .of - the:American .radio  and television markets, :wds :licensed from
AT&T's ‘Bell  Laboratoriesi..in the:! 1ate 1950s (Dicken, 1986) . Japan!s: steel
-industry ‘was established largely with  American technology, and “fronj this
~foundation :it. quickly. surpassed United: States" producers -in eff1c1encymland
technolog1ca1 advances. ’ Other examples abound.: of :countries : that: have
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benefited from the use of foreign technology. The export-led industrial
development strategies and initial international industrial competitiveness of
the area Hong Kong, the Republic of Korea and Taiwan (China) were based in
part on the exploitation of 1licensed technology in industries which had
reached maturity in Western countries, including steel, textiles and
shipbuilding. As it well known, employment in the United States' basic
industries has plummeted over the last decade, in part owing to stiff import
competition originating in these and other countries.

But it should not be inferred that restricting licensing in industries
with mature technologies would have preserved employment in the United States'
basic industries. These technologies would eventually (if not immediately)
been available from other suppliers, and more fundamentally the shift of
production in basic industries to developing countries is a natural result of
changing patterns of comparative advantage. Of far greater concern is the
transfer of core technologies. In the last decade American companies in
advanced-technology industries have joined with Japanese and European firms in
a large number of licensing agreements revolving around the development and
sharing of proprietary technology. These agreements have been heavily
criticised for their transfer of advanced American technology to foreign
rivals, and as such exemplify a markedly different approach to licensing than
that taken in the past by American firms. In accordance with economic theory,
United States' firms had traditionally licensed mature technologies that had
become widespread, and not those whose risk of appropriability was high.

It is not just developed countries where the transfer of advanced
technology is of «concern. Most NICs?® are now in the process of
establishing indigenous high-technology industries, and it is not unusual for
these countries to require technology-sharing as a condition for selling in
their domestic K markets. There is evidence suggesting that the technology
transferred in the jJoint venture between Gold Star Semiconductor of the
Republic of Korea and AT&T's Western Electric was at least partly responsible
for the rapid development of the Republic of Korea's chip manufacturing
capabilities (Grunwald and Flamm, 1985).

USFDI. Many researchers consider that USMNEs' FDI is the channel through
which the largest amount of technology is transferred. From a theoretical
standpoint, USMNEs are more likely to internalize the transfer of technology
to ensure the necessary return on their R&D investment when the technology is
of a core, or commercially extremely wvaluable, nature. It is not true, of
course, that all USFDI involves the transfer of advanced technology to foreign
affiliates; the amount and type of technology transferred will vary depending
on the characteristics of the investment. As a general rule, USFDI in the
manufacturing sector will entail a higher level of technology transfer than
that in the service or primary sectors. Furthermore, offshore assembly
operations will not transfer as much product and process technology as
investments in full-fledged manufacturing plants, although some transfer
surely does occur in the area of human resource development. In any case,
measuring the technology transferred through USFDI is extremely difficult
since it is internalised within the firm and normally involves all aspects of
a firm's intangible assets.

Given that USFDI has a pervasive influence on many aspects of
host-country economies, it is understandable that it affects the transfer of
technology in numerous ways. At the most basic level, the mere establishment
of a manufacturing facility can generate positive externalities; local firms
in the same industry, spurred by the competitive pressure emanating from the
technically well-endowed MNE, may be forced to adopt more efficient and
technologically advanced methods of production. Similarly, local firms
supplying MNEs with inputs may need to improve their product quality, delivery
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time, etc., to match the requirements of the MNE, and it is not unusual for
MNEs to. in turn supply the technology necessary. to this end. Therefore, it is
not unreasonable to. suspect that USFDI has influenced tlie operating efficiency
and technological sophistication of domestic firms in:developed: and:ideveloping
countries.  Dunning :(1987). argues that USFDI :in Western Europe in 'the poést=war
era .has forced European .firms ‘to increase their efficiency, techndlogical
capacity, and use o6f  advanced .technology.” ' Similar effects have also been
found with respect to developing countries (Blomstrom and Persson, 1983; Das,
1987). Although there are not aggregate statistics measuring the nature and
degree of USFDI's "spillover efficiency" effects and the.consequences of such
for. employment in’ the! United States, it probably has been far greater 1n terms
of USFDI in Western Europe than in developing countrles. i ‘

A d1rect transfer of technology through USMNEs FDI can occur as a result
of their. quite common policy: of  investing in local. human 'capital ‘through
employee training and development: programmes. By enhancing local managenent's
knowledge of. modern.organisational-:ahd:production concéepts, and the know-how
¢apabilities of manufacturing. workers, USMNEs upgrade the stock of quality
workers in- the host-country's  labour farket. .  Among others, studies by the ILO
and OECD have dominated the importance of the transfer of technology through
training programmes: in various. industries:  :It should be noted that the amoust
investéd in humanr -capital. :undoubtedly ' varies depending on the . type iof
operation . being - established; " .for ' ‘example, . offshore assembly facilities
probably do not . invest .a' great: deal ..in training and development::: :Moreovery
this learning effect is of far greater importance in developing countries than
in: advanced industrial :-economies. Assuming: that ‘labour mobility éxists
between . USMNEs and other..foreign " and. local .firms (a :questionable
assum‘ption)29 and "that it .is significant; the- inve'stment in “human cap1tal
could increase other flrms competltlve position. vis-a=vis USMNES. s

F1na11y, related to the quest1on of the- employment effects of - the
transfer of technology through:FDI is the establishiieént By . USMNES: of research
and development (R&D) centres 'in foreign locations. ‘Rather than the transfer
of technology per se, the setting up of R& facilities. oversea$  represents: a
transfer of technological capacity. As a proportion of USMNEs' worldwide
expenditures on R&D, foreign R&D' grew steadily ‘during the 1960s and: 1970s
until by the early 1980s it accounted for somewhere in the range of 6 to 12
per cent;’® . the vast majority. of which is located in developed. cduntries
and - concentrated. in relatively few industries. Though ‘'its proportion: of
USMNEs' domestic R& is small,.. some studies .:suggést that there - are wide
differences between firms. . For example, whether or not USMNEs' foreign R&D
displaces domestic R&D, and : thus has negative effécts. on ' domestic: R&D
employment, and/or results in the diffusion ' of 'core technology to forelgn
competitors largely. depends on the type of .R&D facility- established.::If the
purpose is-.to develop products ‘and/or. processes . intended - for:use .in the MNES
global marketing strategy, then it is possible. that -employmeriti:displdcement
and/or technology diffusion may’ occur. :Buf: because numerous studies of USMNES
overseas: R&D have :generally .concluded ' that- its main’ purpose 1is . to vadapt
products = and-. processeés ito . local = hneeds®’' ‘and. that among its: primary
motivating factors:is.not :access to lower labouf costs®? (Manfield et -ali,
1979; Ronstadt, 1978; and Stobaugh and Wells, 1984),  the displacement: and
diffusion effects are likely to be limited at most. These studies support the
general: assumption that core R&D" will':be-centralised owing: to'the gains from
synergism andvscale economies. resulting from close contact: between: research;
management, : -engineering, marketing; financé’' ard production' personnel (Lddd |
1985). st : AR R IR T I
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Summary

USMNEs have unquestionably been an important conduit of technology
transfer to both developed and developing countries since the 1950s. This
transfer was greatly facilitated within the developed world by the OECD system
which encouraged foreign direct investment, trade, and licensing between
member States. From the perspective of the United States' economy, this
transfer has contributed to the raising of living standards worldwide and thus
to an increase in demand for United States' exports and employment in
export-oriented industries. Moreover, reséarch strongly suggests that the
ability to gain further rent on their technology through its foreign sale and
utilization (FDI, licensing, export) has induced higher levels of R&D spending
by USMNEs than if such opportunities were denied or did not exist (Hirschey
and Caves, 1981; Mansfield et al., 1980). Thus it can be convincingly argued
that the ability to transfer technology overseas increases the overall
technological capabilities of USMNEs and the United States economy. At the
same time, it must be recognised that such transfer has also enhanced the
competitiveness of recipient enterprises and eventually host-country economies
with, in some cases, undoubtedly negative effects on employment in the United
States.

Micro-economic theory suggests that enterprises will transfer technology
until the marginal costs exceed revenues; it is not reasonable to assume that
enterprises will transfer technology if they know that it will not serve their
interests, at least in the short term. Although it is thus plausible that all
technology transfers by USMNEs are ©beneficial from the enterprise's
perspective, this may not be true from society's point of view. In some cases
the social costs of technology transfer may be higher than the private costs,
and thus the interests of the enterprise and nation may diverge as the former
seeks to optimise its allocation of technological resources on a global basis.

A divergence of interests is more likely to occur when the transfer
involves advanced technology not widely available from other sources; mature
technologies are easily purchased or copied, and for this reason both
enterprise and nation will benefit from the enterprise extracting further rent
on 1its technology through its sale or utilisation abroad. But when an

enterprise transfers core technology - as has been the case in the 1large
number of licensing agreements and joint ventures entered into by many USMNEs
with Japanese and European enterprises during the 1980s - the benefits

accruing to the USMNE may not be shared by United States society. USMNEs have
historically transferred advanced technology only to foreign affiliates via
FDI, and not to wunaffiliated foreign enterprises via licensing or
joint-venture agreements. Just as some evidence from the 1970s points to a
shortening of the period between innovation in the United States and transfer
to foreign affiliates (Mansfield and Romeo, 1980), it also appears that over
the last two decades USMNEs have grown 1less reluctant to transfer core
technology to unaffiliated foreign enterprises. From an enterprise standpoint
there are undoubtedly sound economic reasons for entering into such agreements
in most cases, including the extraordinarily high R&D costs of developing new
products and the need to market on a global scale.
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THE EMPLOYMENT EFFECTS OF FOREIGN MULTINATIONALS
IN THE UNITED STATES

The employment effects of ~inward:foreign direct investment (FDIUS) ‘may be
conceptualised as having both direct and indirect as well as quantitative and
qualitative  aspects. The 1literature:r on  employment effects: is: not
comprehensive, a reflection of both the available :ddta. and the relatively
recent ; growth of FDIUS. ~:The debate owver .the employment effects of direct
investment is a broad one that: includes both negative and positive
repercussions. The matrix below briefly summarises the possibilities.

Table 29. The range of employment .effects of FDIUS

FETI

Quantitative Qualitative

The number of employees

Direct Improved wages, job
directly employed conditions, and employment
by foreign-owned firms security of direct employees
.Few (or ho) jobs created Wages and working conditions
by FDIUS < inferior to those in domestic .
: firms, and difficulties faced
by trade ‘unions . R
Indirect The number domestically Improved employment conditions

employed: because of com-
mercial links with foreign
subsidiaries in the Unlted
States

Reduced multiplier effect
because of increased
imported parts & supplies
and jobs lost from
foreign competitors

of. those in competition with
or: supplying foreign '

affiliates

- Worsened: wages and working’
.conditions from increased

competition in supply
industries

It is. conceptually convenient. to :view: the femploymentinéffécts/ issue ir

this manner, but the data universe suggested by the matrix:clearly represents
an ideal. For.example, information on .the "direct, quantitative' employment
effect. of FDIUS depends. upon the Department of' Commerce FDI statistics which
~record. foreign ownership . .of -at-“least 10 percent of equity, .and exclude :the
banking industry. The employment data  presented in. the previous..section'are
based on the Commerce Department definitions, but the data do not reveal the
degree of control by foreigners of these firms.

How United States employees become '"foreign-affiliated' is related to the
mode of entry of the foreign capital; that is, whether the entity is a new
start-up or the result of an acquisition. This difference in turn begs the
question of whether FDIUS is employment-creating or whether jobs are merely
transferred from domestic to foreign ‘"ownership." This distinction is
important from a policy standpoint, as will be seen below.
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The "direct, qualitative" employment effect of FDIUS is even more prone
to ambiguity. Data are largely unavailable, first of all, on the relative
wages, quality of jobs, and working conditions of foreign versus domestic
firms. Moreover, even where data on, say, relative wages are available, it is
difficult to explain differences given the many possible factors at work.

Direct employment effects

From a policy standpoint, the major advantage of foreign direct
investment is assumed to be its contribution to employment creation in the
host country. The supposed positive employment effect is surely among the
principal justifications for a variety of inducements offered at the state
level in the United States to attract foreign investors. The direct
employment effects of FDIUS, however, appear to be variable. One school of
thought is skeptical of the employment benefits resulting from FDIUS, while
another finds employment creation to be the principal benefit of foreign-owned
subsidiaries, and, indeed is a major assumption of government policy at the
national and state levels.

The most positive employment effect of FDIUS would result from (1) the
construction of new plant and equipment in (2) either a new or expanding
industry by a foreign firm that (3) previously exported to the United States.
A fourth positive factor may depend upon the foreign investor's strategy:
Kujawa (1986), for example, distinguishes between  entrepreneurial
market-seekers and market-followers, the former assumed to follow a riskier
strategy from an employment standpoint. Glickman and Woodward (1989)
distinguish between '"patient capitalists,'" or those willing to sustain losses
in the initial years of the investment, and those investors whose principal
interest 1s in realising capital gains from the upward valuation of stock
prices. Much of the debate centres on the extent to which FDIUS departs from
the "positive employment effects' model.

Employment effects and mode of entry

The preferred means of direct investment in the United States is through
the takeover of domestic firms by foreign capital. In recent years, virtually
on a daily basis, newspapers have recorded the foreign purchase of well-known
United States firms. The Sony Corporation's 1989 acquisitions of CBS Records
and Columbia Pictures are recent examples. Very few foreign acquisitions of
domestic firms are 'hostile" takeovers (GAO, 1988). 1In fact, to the degree
that foreign purchasers outbid potential domestic buyers, the domestic firm is
assured of receiving the highest price for its assets (Ott, 1989).

When foreign firms acquire existing United States assets, however,
employment is merely transferred to foreign ownership, rather than ''created."
For example, while total FDIUS expanded from $8 billion in 1983 to $65 billion
in 1988, capital expansion grew from $3.3 billion to $5 billion over the same
years, lending support to the conclusion that new plant construction is only a
small share of total FDIUS (Business Week, & October 1989). Omestad (1989)
states that: "in 1986, 81 percent of the value of FDI and 97 percent of all

employment added to foreign payrolls came through mergers and acquisitions"
(p. 134).

Given the popularity of acquiring existing domestic assets as a mode of
entry for foreign direct investment, it is important to stress the distinction
between jobs created by FDIUS and existing jobs transferred to foreign
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owhership. As ~noted - above,  relative to other developed V'countries,
comparatlvely little” of ' the United States’ workforce 'is employed by  foreign
ownersy: but the jobs-actually credted by foreign direct ‘investors account for
onlya small m1nor1ty of the 3 6 percent of all fore1gn—aff111ated JObS.

The takeover of ex1st1ng f1rms may have a neutral employment effect, or
increase or decrease employment. Some observers conclude that forelgn
takeovers may decrease employment status quo ante as the acquired firm is
restructured and labour is shed (Tolchifis, 1988; Glickman and Woodward,
1989; Omestad, 1989). One report comments that, after the takeovers of
Allled Giant and Federated Department Stores by a Canadian 1nvestor, "more
than' 10, 000 workers were laid off ‘and a number of- retail chains! ‘were sold,"
QOmestad, p. 134). Récently, the United - States Government expressed concern
to' the .government of .the -United Kingdom over the ’possﬂale United States
employment consequences of the'sale of - BAT *Industries (Busitiess 'International,
21 August 1989). Aside from a few,: adm1ttedly major takeovers however, there
may be: little reason - tot believe ‘that - acquls1t10ns typlcally result ' in
employment reduction (Brown and iMedoff, 1987), o that’ employment 1oss m1ght
not have been greater absent the takeover (Severlens, 1982*' L1ttle, 1986)

B o RN

Calculatlng the d1rect employment effect

The- d1rect employment tally of FDIUS re11es On': three sources. ,
created through foreign ' staft-ups, whether wholly-owned or Jo1nt ventures',
jobs ' created ' through ‘expansion: of.: existing foreign-owned subsidiariesy”‘and
jobs transferred to fofeign -‘ownérs. through ‘their acquisition of domest ¢
firms. Using Commerce Départment ‘data, Glickman and’ Woodward (1989) analyzed
the sources ‘of  foreign-affiliated employment. -For: the: perlod ‘from 1980 ° to
1987, for example,. the BEA estimates that 90,000 JObS i~ or 11,000 jobs* per
year ~: were. created by new foreign plant start—ups. ‘ Japanese mvestors, in
particular,: have .shown &: pronounced tendency for - investing in "greenfleld"
sites (see ' below), ' “tHereby “adding  to ‘employmént creation. - (Although‘ the
weakened dollar since 1985 has been accompanied by ‘a pronounced incredse -in
Japanese acquisitions of United States firms.) Over the perlod from 1982 to
1986, the BEA estimates that 385,000 jobs were created via the expansion of
existing foreign-owned subs1d1ar1es in the United States.® ‘Although both:theé&d
and the jobs created by new start-ups represent gains in employment over the
period, they do not’ represent the net récord of employment creatlon as they do
not 1nclude JObS 1ost in fore1gn——owned firms over the perlod. B

.. The d1rect employment p051t1on of forelgn subs1dlar1es 1s further
compllcated because the bulk of ‘the changes (in employment terms) of FDIUS 4§
the result of the. transfer of ownership to forelgners cof ex1st1ng domestlc
firms = or the revé¥se. For example, Glickman and Woodward ‘obsgerve that whien
the German company, Flic¢k, sold its minority share.in W.R. Graéé in 1986 ‘the
transaction was recorded in employment terms as a "loss" of 100,000
foreign-controlled jobs in the‘ United States. Although the consistént trend
has been for more jobs to be '"sold" to foreign owners than to be shed by them,
the point is that the foreign/domestic transactions represent changes “in
ownershlp of existing jobs rather than job creation per seé.' The table below
summarises this recent' analysis of the d1rect employment effect of FDIUS for a
mu1t1—year per1od in‘'the 1980s. ~ .= - :
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Table 30. Direct employment effect of FDIUS, 1982-86

Foreign additions to employment through:

Start-ups and plant expansions + 386 432

Acquisitions of domestic firms + 1 381 690
Foreign reductions in employment through:

Cutbacks in foreign-owned firms - 442 295

Sale/liquidation of foreign-owned firms' - 777 900

NET EMPLOYMENT POSITION OF FDIUS + 547 927

Source: United States Department of Commerce data analysed by N. Glickman and
D. Woodward: The new competitors (New York: Basic Books, 1989), p.
134,

Glickman and Woodward's analysis raises several interesting (and perhaps
non-obvious) conclusions. First, in terms of jobs actually created by foreign
investors over the period, more jobs were lost due to cut-backs than actually
created, yielding a net reduction of 55,863 jobs. The authors comment that
the inclusion of the recession year, 1982, biases the result, as foreign-owned
firms shed 140,000 workers in that year. By recalculating their estimates for
the post-recession years of 1984-1986, the authors find a net employment gain,
(new start-ups and expansions minus cutbacks), amounting to 55,510 - a meager
total in view of the over 5 million jobs created in the United States economy
during these years.

Not all analysts agree with the above conclusion. Little (1986), for
example, offers a different opinion of the 1loss of foreign-owned jobs.
Looking at all sources of foreign-owned employment during the recession years
of the early 1980s, she concludes a higher foreign than domestic contribution
to employment: "Foreign investment generally helped maintain both total and
manufacturing employment at higher levels than would have occurred otherwise.
[FDIUS] thus helped ease some of the transitional and cyclical stresses
experienced by the economy'" (p. 43).

The second finding of interest in the Glickman and Woodward analysis is
that the bulk of foreign-owned employment is through takeover activity. In
employment terms, moreover, over 50 percent of that activity was in the sale
or liquidation of formerly foreign-owned jobs (777,900) which, when measured
against foreign purchases of domestic jobs (1,381,690), yields a net increase
through acquisitions by foreigners of 603,790 jobs. The BEA data do not
distinguish between the sale or liquidation of foreign-owned assets, however.
This is an important omission, for it thus becomes impossible to tell whether
the 777,900 jobs.sold or liquidated over the period in fact resulted in job
loss or the further transfer of ownership of existing jobs. '

The data are inconclusive on the employment effects of takeover activity,
and there appears to be as much anecdotal evidence for arguing a positive
employment effect of acquisitions as on the side that views takeovers as
job-destroying. For example, the foreign infusion of capital into the
declining United States steel industry in the 1980s, or the re-employment of
laid-off autoworkers through the Toyota-G.M. joint venture constitute the
positive side of takeovers. The dramatic labour-shedding resulting from
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heavily leveraged buy-outs, on the other harnd, ‘implies 'a leéss salutary efféct
on employment of the 1980s' takeover binge.

It is nevertheless important to regain more solid footing - at least
conceptually - in considering the employmenteffect .ofi-acqui%itions' as :these
constitute the major source of foreign employment in the United States.
Severiens (1982), for example, found that domestic' takeover targets of foreign
multinationals ‘had .been performing less well than industry ‘averages 4at the
time of the takeover. Other evidence of the reindustrializing effect of
foreign takeovers is given by Aho and Levinson (1988). Insome instances,
then, the infusion of foreign capital and management can often be construed as
having an employment—preservatlon effect by rescuing jobs that might otheérwise
have been 1lost." - That effect,  moreover; - conceivably .i applies to
foreign-acquired f1rms that may subsequently shed employment, such as
Tengelmann's purchase of  A&P, or Bridgestone's purchase of: Firestone; the
argument being that more drastic job 1oss or outr1ght closure mlght have
ensued absent the forelgn purchase. = o - :

Another po1nt of conceptual 1nterest but one for which substantiating
data are lacking, centres on the nature or intent of foreign acquisitions. To
the extent, for example, that '"corporate raiders'' behavior resembles more
portfolio than direct investment, (i.e. a '"green-mail" strategy), the
employment ' “consequences: may be less favorable. The profit- taking'intent of
the investor may induce ' the need foragreater cost d1sc1pl1ne in the targeted
firm: ‘with negative employment consequences. - The-: economic ' effects« o
takéovers, however.,: are.much:debated. - The most that chn be gaid here.ig:
theemployment effects of dcquisitions may go in either ‘direction i and::that
there is no reason to assume that the majority of “acquisitions ultlmately
result in less stable employment than in new start—ups or: plant expan51ons i

.\,,

Mode of entry, country of investor,
and reg1ona1 d1sper31on

In the tables below, the relatlve 1mportance of ‘employment-acquiring"
versus.r"employment—creatlng" investments . is . illustrated. .« Of particular
interest are the data showing 'a.greater propensity for direct investment from
Japan to be  employment-creating in nature. ' Also of interest are :the: f'gures
compar1ng mergers/acquisitions with new start-ups. and expansions on & ;
basis. :Ini.an earlier section it.was noted that the regional concentratibdn’' of
foreign—affiliated jobs did not depart substantially ‘from overall  regional
employment patterns. While this appears to be the case, Southeastern states
account for a dlsproportlonate share of new start—ups ‘as: mode of entry '

' The relat1ve preference for new start-ups .to be regionally -concentrated
in the.Southeast -and So6uthwest may be a reflection of the greater-:availability
and ‘lower' -cost rof land  there. (Stekler and Stevens; :1989), the ‘restult Lof
aggressive foreign investment-seeking policies of the’ Southern: states”(Ott
1989), +and. of the region's dynamic market growth relative to other:
States regions. ' The extent to which this preference may be related to labour
market factors:is discussed in a subsequent section. : s ot
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Table 31. Foreign employment-creating and employment-acquiring

investments through 1986 by industry

Employment-Creating Employment-Acquiring

Industry Investments Investments

Agriculture, Forestry and Fishing 5 33
Mining 12 425
Construction 1 47
Food, Feed and Tobacco 51 169
Textiles and Apparel 28 64
Wood Products and Furniture 27 80
Paper Printing and Publishing 47 269
Chemical Products 221 258
Petroleum and Coal Products 20 33
Rubber, Plastics and Leather 49 7
Stone, Clay and Glass 87 109
Primary Metals 64 . 122
Fabricated Metals 48 - 100
Nonelectric Machinery nz $40
Electric and Electronic Equipment 141 : 321
Transportation Equipment 107 65
Measuring and Scientific Equipment 46 m
Miscellaneous Manufacturing 39 46
Transportation, Communication,

and Public Utilities 33 209
Wholesale Trade "3 728
Retail Trade Y 405,
Finance and Insurance o 420
Services s1 572
Total 1206 4947
Note: Employment-creating investments consist of new plants and plant

Source:
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expansions. Employment-acquiring investments consist of mergers and

acquisitions, joint ventures, equity investments and wunclassified
categories.

Department of Commerce, International Trade Administration. Cited in
Norman J. Glickman and Douglas P. Woodward: The new competitors:
How foreign investors are changing the United States economy (New
York: Basic Books, 1989), p. 312.
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Table 32. Japanese employment screating and employment= =acquiring
investments in manufacturing through '1986.. sby [dindustry

N R - ‘Employment-Creating ~ Employment-Acquiring
~Industry T Investments . Investments

Agriculture, Forestry and Fishing 10 e -4
Food, Feed and Tobacco 51 53
Textiles and Apparel

Wood Products and Furniture

Paper, Printing and Publishing
Chemical Products :
Pctroleum« and Coal Products T
Rubber, Plastic and Leather

Stone, Glass and Clay

Primary Metals

Fabricated Metals

Machmery Except Electrical

Electric and Electronic Equlpment
Transportation Equipment i
Measurcmem and Scientific Equipment
stcellaneous Manufacturing

Total

pn
(]
>
=3

'Ej BRe PR R 0B ok do
@g&ggglﬁ

1 mi

Note: Employment-creating investments consist of . ' new pl)ants
Employment-acqmrmg investments consist of mergers and achISltlo

L b

Source: ‘Japan Economic Institute. Cited in Glickman and Woodward (sée 't
31), p. 313. ‘ . T

L
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Table 33. New plants and expansions, state and regional
comparisons (1979-86) ~

- Index of New Plants
New Plants/ Share of and Expansions
Expansions U.S. (U.S. Average = roo)
New England
Connecticut 29 A 2.80% 127.42
Maine ” 0.68% n8.55
Massachusetts 21 2.03% 60.84
New Hampshire 2 0.19% 84.82
Rhode Island 8 o0.77% 130.7%
Vermont 9 0.87% 856.74
Total 76 7.85% g7.98
Mideast
Delaware 12 116% 328.76
District of Columbia o 0.00% 0.00
Maryland 27 2.61% 214.96
New Jersey 41 3.97% 101.80
New York 79 7.64% 108.72
Pennsylvania 39 3.77% 61.57
Total 108 19.15% 100.45
Great Lakes
Illinois 33 3.19% 57.51
Indiana 19 1.84% 60.51
Michigan 26 2.;1% 54-79
Ohio 33 319% 55-79
Wisconsin 9 0.87% 24.06
Total 120 11.61% 51.55
Plains
Iowa 6 0.58% 52.48
Kansas o 0.00% 0.00
Minnesota 5 0.48% 26.61
Missouri 18 1.74% 82.59
Nebraska o 0.00% . 0.00
North Dakota o 0.00% 0.00
South Dakota 1 010% 74.52
Total 8o 2.90% 48.94
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Table 33. (cont.)

Index of New Plants
New Plants/ Share of and Expansions
Exparisions U.S. = (U.S. Average = 100)
Southeast
Alabama . 27 2.61% 152.42
Arkansas - 10 0.97%
Florida 21 2.03%
Georgia ™ - 64 © 6.19%
Kentucky 25 2.42%
Louisiana 30 2.90%
Mississippi g9 0.87%
North Carolina 8 7.88%
South Carolina 28 2.n%
Tennessee 40 3.87%
Virginia 42 4.06%
West Virginia 8 - or1%
Total 885 - 87.23%
Southwest o :
Arizona 4 0.39%
New Mexico 1 0.10%
Oklahoma 6 0.58%
Texas 82 7.93%
Total 93 8.99%
Rocky Mountains
Colorado 3 0.29%
Idaho 1 ~ 0.10%
Montana o - 0.00% 0.00
Utah = 1 0.10% 22.45 .
Wyoming o 0.00% 000
Total 5 0.48% 26.39 .
Far West B
California 08 9-48% guob
Nevada 1 0.10% 9315 .
Oregon 1 1.06% noiy;
Washington 17 1.64% 10883
Total L . 12.28% - 9460
Total U.S. T 1034 1100.00% 160,00

Sourcde: United ™ States
Administration.

326-328.

9215d

‘Department =~ of = Commerce, Intérnational” ‘Trade’
Cited in Glickman and Woodward (see table 31), pp.
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Table 34. Acquisitions and mergers, state and regional
comparisons (1979-86)

Index of Acquisitions
Acquisitions/ Share of and Mergers
Mergers U.S. (U.S. Average = 100)
New England :
Connecticut 55 3.74% 169.75
Maine 5 0.34% 59.48
Massachusetts 62 4.21% : 126.18
New Hampshire 12 0.82% 146.76
Rhode Island 13 0.88% 140:28
Vermont 4 0.27% 111.87
Total 151 10.26% 136.75
Mideast ‘
Delaware 9 - 0.61% 178.20
District of Columbia 5 0.34% 884.89
Maryland 19 1.29% 106.26
New Jersey o8 6.66% ' 170.09
New York 220 14.95% 202.89
Pennsylvania 92 6.25% 102.03
Total 443 30.10% 157.88
Great Lakes
Illinois 89 6.05% 108.95
Indiana 23 1.56% 51.45
Michigan 46 313% 68.10
Ohio 65 4.42% 7719
Wisconsin : 40 2.72% 75.10
Total 263 17.87% 7g.86
Plains
Iowa . 8 0.54% 49.15
Kansas 7 0.48% 5357
Minnesota 22 1.40% 82.26
Missouri 28 1.56% 7418
Nebraska 2 0.14% 28.45
North Dakota o 0.00% ©0.00
South Dakota 2 0.14% 104.69

Total : 64 4.85% 65.84
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Index of Acquisitions
Acquisitions/ Share of and Mergers
Mergers US. (U.S. Average = 100)
Southeast .
Alabama 8 0.54% . 172
Arkansas 3 0.20% 20.66;
Florida 48 3.26% 138.86 -
Georgia 38 2.58% - o886 i
Kentucky 16 1.09% e 84017
Louisiana 12 0.82% B A 7 O
Mississippi. 4 0.27% 25.01
North Carolina 82 2.17% 52.41
South Carolina 10 0.68% 85.56 .
Tennessee 18 1.22% 50.99 -
Virginia 1 0.75% '36.82 -
West Virginia 3 0.20% 40.8g9 -
Total . 203 13.79% 62,59
Southwest
Arizona 7 0,48% 61,07; e
New Mexico 38 0.20% n8.g7 -
Oklahoma " 0.48% 46.50 Ty
Texas - 59 4.01% 72.9uiil
Total - 76 5.16% 6gn
Rocky Mountains SRR bR ot
Colorado 16 1.09% 109.05
Idaho 2 0.14% 54.58"
Montana o 0.00% 2
Utah 2 0.14%
Wyoming o 0.00%
Total 20 1.86%
Far West
California 299 15.08% R
Nevada 4 0.27% 26:1’;73;?;:'. :
Oregon 9 0.61% 6866
Washington 17 115% L wB.45
Total . 252 17.12% 131.86
Total US. 1472 100.00% 100.00
Source: United Department of Commerce, International Trade
Administration. Cited in Glickman and Woodward (see table 31) » PP.
326-328.
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Industry choice and direct employment effects

Inward FDI by industrial sector was described in an earlier section. It
is 1important to revisit the subject since characteristics of the
foreign-invested industry influence the direct employment effect in two ways.
First, to the extent that domestic production is a substitute for imported
goods, the employment effect of FDIUS will be most positive. Second, the
domestic demand characteristics of the foreign-invested industry also shape
the employment effect. In particular, in an industry already facing
overcapacity and relatively stable demand, FDIUS could '"displace" domestic
employment in the industry, (UAW, 1986; Mendelowitz, 1988a).°’

With respect to the first question, both theory and empirical evidence
show that direct investment is to some degree import-substituting, although
trade 1links between the investing firm and the parent or home-country
suppliers are normally established by the subsidiary. As noted in the first
section, the international trade of foreign subsidiaries in the United States
amounted to $190 billion in 1987, of which a full three—quarters were imports
to United States subsidiaries.

As for the second question, the propensity of FDIUS to displace domestic
employment, much of the effect 1is indirect and will be discussed in the
following section. Nevertheless, a direct employment effect of, for example,
Japanese investment in the domestic auto industry, arises from the greater
efficiency in the organization of production of Japanese versus domestic
automakers. To the degree that Japanese automakers operate more efficiently
than domestic producers and thus require less labour input to produce the same
output, the direct employment effect of the investment is less great than were
the output produced by domestic firms. The problem with this argument is that
it assumes that Japanese cars produced in the United States are substitutes
for domestic products, which may not be the case. There may therefore be no
grounds for assuming that domestic automakers could expand to "fill the void"
in the absence of United States-produced Japanese cars. Other conclusions of
a study of the employment effects of Japanese automakers in the United States

by the United States General Accounting Office (GAO) are discussed in the
following section.

Indirect quantitative employment effects

The greater effect of FDIUS on employment in quantitative terms may be
indirect rather than direct (UNCTC, 1988; Jequier, 1989), the jobs created or
sustained by the direct investment's commercial 1links 1in the domestic
economy. When a new manufacturing plant is built, for example, the investment
creates construction jobs in the short term and, once in operation, creates
demand through vertical linkages, both in a "forward" sense, the distribution
and transportation network required to move the product to market, and in a
"pbackward'" sense via the variety of parts and supplies required for
production. The indirect employment effect extends horizontally as well
through the effect on competitors' employment by the foreign firm (Aho and
Levinson, 1988).

In fact, the indirect employment effect is rather more complicated than
the hypothetical examples above, and is inherently difficult to quantify. The
more immediate indirect effects depend in large measure on the economic
inter-linkagages in which the firm is engaged, which economists endeavor to
quantify by use of "input-output" analysis. Depending upon the industry, the
employment 'multiplier effect" is variously great. The Bureau of Labor
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Statistics, for example, estimates that each direct job in domestic auto
manufacturing sustains 4.87 additional jobs forward and backward in the
economy (Mendelowitz, 1988a).: But there are in addition to these more
immediate indirect effects, .other ways in . which direct investment may
contrlbute to employment growth in unrelated sectors of the economy.-

Jequler (1989) provides a typology of these arguably 51gn1f1cant solirces
of indirect employment. At the most basic, direct jobs created in a community
provide wages that are spent on a variety of locally employment—generat1ng
goods and- services. Other indirect sources of job creation may arise from
macroeconomic effects of FDIUS.  To the extent that foreign direct investment
increases competition in an industry and thereby lowers prices, a "consumer
surplus" effect results with consumers having -more money to spend on .other
employment-generating consumption, " Similarly,” a job-creating "technology
effect”" may result from the spillover to the' domestic economy of technology
transferred from the foreign firm. Difficulty, of 'course, remains in
attaching quantitative signifiecance to theseé effects. . .+ - o

Positive and negative. indirect employment effects

As with direct employment effects,. indirect effects can also work both
ways. The chain of positive indirect effects described  above is potentlally
quite lengthy, including third-, fourth-, or p0551b1y Nth-order effects (e.g.
the direct firm purchases from a parts firm, wh1ch in turn places orders w1th
a supp11er to the parts f1rm, ete.). s . PR S

There are: other, 1nd1rect effects, however which may be negative for the
economy. - The fore1gn firm may have a negative. employment effect on domestic
competitors. . In. the early 1980s, the :United States auto industry, ‘ for
example,  believed that:  the substitution of Japanese‘dlrect investment if the
United States for imported .cars would help relieve.the competitive pressure in
the industry since the Japanese firms would  now:'have to adJust to United
States production and labour costs.. This scenario has not proveh corréct 'as
the Japanese  have proven. themselves to be as formidable competitors on ‘United
States soil as have been their exports. As will be discussed below;: the
negative consequences induced by greater competltlon has policy consequences,
for states compete for foreign investors via tax abatements and a range of
subsidies. Even if there have been "efficiency spillover" effects resulting
from the stimulus of foreign affiliates (Aho and: Levinson, 1988), it may still
be difficult in some instances for domestic firms to '"catch up" with the new
competltlon (Tolchlns, 1988° Gordon and Lees, 19863 Re1ch and Mank1n, 1986).

WYL INE B RN ]

Forelgn firms may- 51gn1f1cant1y redutce [the! employment mu1t1p11er effect
of their investments by continuing to rely on foreign:sourcing. -Againy it 'is
the - Japanese who attract: most"concerni'in,rthis~~regard'~because” of ;. ‘their
characteristically .close rather-- than arm's length ‘relationships * with
suppliers.. Several sources comment on the much higler percentage: of ‘foreign
(Japanese) . sourcing of Japanese - firms in" the United. States.' The Commerce
Department's --benchmark survey ‘data, moreover, show both ‘that imports: to
foreign firms in the United States greatly surpass ‘exports from those firmsy
and that the’ Japanese investments. account for almost half of all imports to
foreign-owned firms in the United States. There is no question’ that théd
trade-related component of FDIUS has accounted for a significant share in the
overall. rise in United' States tradé. The FDIUS-related ‘trade .imbalance is
thought by the AFL-~CIO.-pos$ibly to regaté the employment effect (1989) and is
viewed as problematic even by .some:who ‘take an otherw1se pos1t1ve view. toward
FDIUS- (McCullough, 1988,7 -Aho. and Lev1nson, 1988) :
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Many, however, point to the recency of Japanese foreign direct investment
as a reason, (McCullough, 1988; Mendelowitz, 1988a, Lipsey, 1987), and note
the increasing tendency of Japanese suppliers themselves to invest directly in
the United States. The GAO estimates that, by 1990, there may be 300 Japanese
supply firms established along the Japanese "auto alley" in the United States
(Mendelowitz, 1988a).

The literature critical of FDIUS points finally to a future employment
effect with negative repercussions. One theme common to the critics is the
possibility that the United States may be '"mortgaging" the country's
technological future by allowing foreign investments in high-technology and
security-sensitive industries, (Gordon and Lees, 1986), or by domestic firms

entering into joint ventures in which the domestic firm receives a foreign

infusion of capital in return for sharing its core technological advances,
(Reich and Mankin, 1988). Once again, the concerns focus on the Japanese who,
in Reich and Mankin's view, have as their strategic objective to surpass the
technological lead of the United States most advanced industries.

Sensitivity to the implications of reverse technology transfer have
invigorated a policy debate over the effects of FDIUS. In 1987, Hitachi's bid
for Fairchild Semiconductors was reviewed on security grounds by the Committee
on Foreign Investment in the United States (CFIUS) whose function is further
discussed below. Fairchield, however, was not a United States-owned firm in
the first place, it was French. Discussion returns to the technology transfer
argument in the public policy section.

Foreign direct investment in the United States auto industry

The prominence of the auto industry in both employment and economic terms
typically makes it a frame of reference in discussions of industrial
activity. Moreover, the industry has been the locus of the financially most
significant new start-ups. In 1986, the United Auto Workers (UAW) released a
report forecasting a loss of 200,000 jobs in the domestic auto industry by
1990 as a result of Japanese direct investment. This is because the Japanese
producers have greater labour efficiency and import parts and components to a
greater extent than do domestic producers. In response to concerns over the
adverse competitive impact of Japanese producers on the domestic auto
industry, members of the United States House of Representatives requested that
the General Accounting Office (GAO) wundertake a study of employment
consequences of competition in the industry.

The GAO study attempts to assess the employment consequences in 1990 if
autos forecast to be produced by Japanese companies were in fact produced by
domestic firms. To do this, the author estimates the volume of
Japanese-produced autos in 1990 and the direct labour required required to
produce them. As the table below illustrates, the GAO study assumes that the
direct labour requirement of Japanese producers 1is significantly less than
that of domestic producers. The major reasons for this are the Japanese focus
on small cars, their use of more subassemblies, and a more flexible
organization of work.

The GAO study further assumes that the domestic indirect 1labour
requirement for Japanese firms is considerably less than that for domestic
producers. Although the employment multiplier of 4.87 is assumed to be the
same for Japanese and domestic firms,®’ the Japanese firms are assumed to
rely on foreign sourcing for 50 percent of their parts and components,

compared with a foreign-sourcing requirement of 17 percent for domestic

firms. The study notes, however, that Japanese firms are increasing their
domestic sourcing as United States suppliers adjust to Japanese standards and
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Japanese supply firms are increasing their direct. invéstments in the United
States. Moreover, the trend is the opposite for domestic auto producers which
are 1ncrea31ng their fore1gn sourcing of parts.and components.

Table 35. CAO estimates of Japanese autos produced in the
United States in 1990 and direct labour requirements

Volume of Japanese autos produced in the , N
Un1ted States: . foo 1 800 000 units., -

Direct labour requirement per 200, 000 Units:

Domestlc firms ‘- o o ; ‘ 4,068 assembly workers
Japanese firms =~ - o 2 560 assembly workers

Source:. Mendelowitz, A.: Foreign investment: Growing Japanese presence in
the. United States auto industry, (Washington, DC: General Accounting
Office; 1988) r‘

Finally, the GAO study provides a rarge of estimates: on the-degree  to
which Japanese cars produced in the United States displace domestically
produced cars. The 1986 UAW study attempted to illustrate a 'worst case"
scenario, and therefore assumed a '"displacement: ratio" of 1.0f that is, each
Japanese car produced displaces one produced by a domestic firm. This
assumption may be:: too confining, = however. - Japanese cars may ..not De
substitutes for domestically produced ones, and the displacement ratio . may
therefore be ‘less than 1.0. It is also true that-  if every -Japanese car
produced. in the United States displaces an imported unit, then the net
employment effect  is clearly positive. = Evidence suggests, however, that
domestically produced Japanese cars have not displaced imported. cars from
Japan (although they may have curbed  imports of other foreign. cars). .In
short, assumptions on the displacement ratio are just that, and cannot be
fixed with. certainty. As the table below illustrates;. the GAO study estlmates
flndlngs over a range of displacement: ratios.

Table 36. Estimated net job losses (gains) in 1990 due to
Japanese-affiliated automakers' operations

- Domestic sourcihg‘of ; Displacement tatios
Japanese—affiliated.: ’
r automakers
1.00  0.85 0.70 0.61 0.00-
50% (GAo'study) ... 72000° 45000 17 000 400 (112 -000)
30% (UAW study) - 112 000 83 000 55 000 - 38 000 (77 ':000)

wSource¢‘=Fore1gn Investment°" thowing~.dapanese‘:Pfesenceﬂyin=ltheg‘U.S. Auto
S Industry  (Washington DC: . United - States .General Accounting. Office,
' 1988) FE gl —— s e e JE T RS s
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With a displacement ratio of 0.00, Japanese-made cars in the United
States are substitutes only for imported Japanese cars, and the employment
effect is thus positive. This scenario does not appear to conform to reality,
nor, however, does it appear likely that Japanese cars produced in the United
States fully displace production by domestic firms. At a displacement ratio
of approximately 0.6, Japanese production in the United States has, at worst,
a neutral employment effect.

What is not taken into account (because impossible to quantify) is the
possibly salutary effect of foreign producers on competition in the industry.
It is well-known that domestic manufacturing firms have in a sense been
awakened by the Japanese challenge, and have sought to become better
competitors in part by borrowing Japanese concepts of the organisation of work
and production. The United States auto supply industry has had similarly to
undergo a transformation in its traditional business patterns. Although it is
difficult to Lknow how widespread this '"competitive shock effect'" has been in
domestic industry, the business press records numerous instances of domestic
emulation of the Japanese. Indeed, the Toyota/GM joint venture in Fremont,
California was explicitly entered into by the United States firm as a means of
importing Japanese management technology to the domestic firm. It 1is
possible, therefore, that both the competitive revitalization of the domestic
industry and the trend toward greater domestic sourcing by Japanese firms in
the United States will ultimately have a positive employment impact.

Summary

Employment effects of FDIUS have both direct and indirect dimensions, and
these in turn relate to quantitative effects and a broad array of qualitative
effects, such as wages, working conditions, skill levels, etc. The effects
themselves, finally, may be conceived as either positive or negative on the
host—-country's employment.

Policies to attract foreign investment at the state level in the United
States make the assumption that the major advantage of FDIUS is employment
creation. In some instances, a positive effect is the unambiguous outcome.
In particular, if the investment is a new start-up to produce goods previously
exported to the United States in an industry faced with undercapacity, the
employment effect may be most positive.

There are three direct sources of foreign-affiliated employment - via new
start-ups, plant expansions, and takeovers. Of the three, takeovers clearly
dominate. Thus, most of foreign direct investment is "employment-acquiring'"
rather than employment-creating. In measuring the net foreign-affiliated
employment position, it must also be considered that foreigners may shed jobs
in plant cutbacks or "sell" them when disinvesting.

Much of the debate over the employment effects of FDIUS centres on
assumptions of the employment stability of acquired firms. Do foreign
takeovers result in massive job-shedding or, conversely, do takeovers allow an
infusion of capital that is ultimately employment-preserving?

Net  jobs created thfough start-ups and plant expansions averaged 11,000
per year during the years, 1980-87.

The employment effect may be industry-specific. For example, holding
output constant, Japanese automakers in the United States produce with over 40
percent less 1labour input. If it 1is assumed that the Japanese product
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displaces domestic product, the employment effect is to displace employment in
the industry. . , o '

The indirect employment effects of FDIUS derive primarily -through the
commercial 1links - that the' foreign entity has with others in the economy.
Through a multiplier effect, one direct job.can be conceived as indirectly
supporting other jobs "upstream'" and '"downstream" in the economy. The degree
to which the foreign entity relies on foreign sourcing affects the extent of
the domestic multiplier. :Most foreign-affiliated ‘firms in the United States
rely upon domestic sourcing. ' The: Japanese-owned firms are the exception, but
‘the trend among them is toward . increased United States domestic sourcing, and
the - Japanese' also  have a  disproportionate share .of total exports from
fore1gn—aff111ated Unlted States sub51d1ar1es ’

The indirect employment effect is potentially wcomplex .and . inherently
‘difficult to quantify.:: A ‘'consumer surplus' effect may result from
FDIUS-induced  increased:.competition which in turn lowers prices: and: allows
consumers to spend .elsewhére in the economy. Technology transfer may
similarly affect ‘the:competitivéness and prices of United States industry. .

.To- the extent  that technology transfer may run from the United Stafes
~subsidiary to the foreign parent, the effect may be to 'hollow out" the. bases
for future skill formation, know-how, and productivity growth.

FDIUS may provide an indirect competitive stimulus to domestic industries
with ultimately beneficial effects, or, conversely, through the provision of
subsidies to foreign investors may put domestic  producers under
employment—-threatening competitive pressure.
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QUALITATIVE EMPLOYMENT EFFECTS

In addition to the number of jobs provided by foreign direct investment,
the employment effect is also characterized by several qualitative factors.
How, for example, do the wages, working conditions, and skill levels in
foreign-owned subsidiaries compare with those of domestic firms? How well
have foreign firms integrated themselves in the United States institutional
fabric of equal employment opportunity and industrial relations practices?
The comparative recency of the growth in FDIUS means that answers to these

questions remain incomplete, although both theory and some evidence provide
insights.

Wages and skill levels

In 1987, over $93 billion in total compensation was paid to the 3.16
million employees of foreign-affiliated firms. One study using data from the
Bureau of the Census for the late 1970s and early 1980s concluded that
foreign-owned firms pay higher than average wages than domestic firms in the
same industry in every mainland state in the United States, (Coleman, 1986).
Another study of the New England states found similarly that wages in
foreign-owned firms were on average higher than those in domestic firms,
(Little, 1985). The GAO study cited earlier found wages in the Japanese auto
firms to be quite similar to those paid by domestic firms both at the time of
the Japanese start-ups and eighteen months thereafter. Leonard (1987) also
finds favorable wage effects in United States affiliates.

Table 37. Average compensation per employee by industry of FDIUS

Industry Total compensation Wages and salaries
as % total comp.
$ (%)
All industries 29 639 83
Manufacturing 32 913 83
Petroleum 42 049 78
Food 25 892 81
Chemicals 38 654 85
Primary and fabricated
metals 36 190 80
Non-elec. machinery 36 871 82
Electrical machinery 30 308
Rubber products 33 560 82
Automobiles and parts 34 840 80
Wholesale trade 33 586 83
Retail trade 12 977 85
Finance (non-bank) 78 540 92
Insurance 31 628 84
Real estate 25 063 86
Services 19 345 84

Source: Adapted from United States Department of Commerce, 1987 Benchmark
Survey Preliminary Results, July 1989.
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Data on the specifics of relative benefit structures between foreign and
domestic firms in the United States appear lacking. The table below shows
that benefit structures in the United States auto industry do tend to differ
between - domestic. and - Japanese: producers, however. These differences in
Japaneﬁﬁ—owned firms may extend beyond the.auto industry, . moreover,  (Kujawa,
1986) ; : , . :

The qua11ty of jobs prov1ded by fore1gn~owned flrms 1s clearly of dlrect
policy significance.. The authors, however, are unaware of any comprehensive
data on this question. What data: do exist are narrow in focus and appear. to
give mixed results.- Oné study found that Japanese flrms in the United: States
prov1de initial training and retraining to ‘a far greater degree than domestic
firms, (Mincer and Higuchi, 1988).  Almost twice the number of new workers in
Japanese firms received training, and the Japanese firms spent almost four
times the amount on training than did domestic firms. . The higher -Japanese
investment in human capital was found to be linked to the Japanese work
‘organization practice: of job: rotation. Superior training -is .probably one
reason that workers surveyed in the United States have ‘the highestsregard for
the Japanese over:'any other: foreign employer, (Kujawa, 1988). Japanese
investors, moreovery. tend not to be interested in the training subsidies
offered by :states. Cor : i

3

;Table~38, Non—wage beneflts at Japanese and domestlc flrms in o ‘
; Unlted States auto 1ndustry R : BRI

te

-

. TN N DR . « T ;
" T I ™ B K

Health & life Profit Purchase Attendance
Automaker . insurance . . sharing Auto leasing discount  .: .bonus
Volkswagen X X X
Honda X X X X X
“Mazda X X X X
Nissan X X N X X X
NUMMI X X X
Chrysler X X X
Ford X X X X
General Motors X X X

® Subaru-Isuzu, Toyota and Diamond-Star have not  .determined ‘the
benefits to be provided. oL ‘ ~
Source: Mendelowitz, Allan I., Foreign ipveéstment: Growing.&apanese presénce
in the United States auto industry. ST ;

Foreign "reindustrialization' of dec11n1ng industries or communltles has
possibly helped:to slow the erosion of skilled and semi-skilled. jobs,:i(Ott,

1989). Nevertheless, in the aggregate, foréigners do not appear any ' more
interested in investing in United States:declining industries than do domeéstic
investors, (Ray), 1989). It 1is widely believed that one impact 'of
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multinational investment on the international division of labour 1is the
tendency for the home country to retain the more highly skilled,
technology-intensive jobs and to use the host-country setting as an assembly
base. Observing that this pattern has generally been the experience of other
multinationals abroad, Lipsey (1987) hypothesizes that the same division of
labour may characterize foreign subsidiaries in the United States. A recent
survey of foreign firms in the United States found that the proportion of
employees in research and development was lower in foreign-owned firms (3.1
percent) than in domestic firms (6.6 percent) in the same industries,
(Glickman et al., 1989). The variance was particularly great in the auto
industry, but considerably smaller in semicorductors and computers.

The propensity of foreign multinationals to retain high value-added
employment and production know-how in their home-country operations has been
cited as a hidden danger of FDIUS. Such investment may have the effect of
"hollowing out" the skill base of the United States workforce, thereby
rendering it increasingly difficult for the economy to compete in the newest
technologies (Reich and Mankin, 1988; Gordon and Lees, 1986). Although
Glickman and Woodward (1989) do not see this as "an invidious Japanese
'plan'," Reich and Mankin clearly do. The 1latter, in their survey of 33
Japanese joint ventures with United States firms in the electronics industry,
believe that the tendency has been to transfer domestic technological advances
back to Japan while retaining Japanese technological know-how in the home
country.

Discussion will return below to the impact of Japanese FDIUS on the
organization of work. Of particular interest is the extent to which Japanese
work practices conflict with the established or traditional patterns of work
organization and industrial relations in domestic industry. One such
difference is the relatively fewer number of job classifications in Japanese
enterprises as compared to domestic firms in the United States auto industry.
However, these can be exaggerated on both sides since Japanese plants work in
teams with jobs being rotated between team members, and many United States
automobile producers are known to be working with the UAW to reduce the number
of job classifications.

Investment location decision-making

The United States is a country of regional markets and a somewhat
decentralized population with close to 40 metropolitan areas of over one
million people. Investment location is arguably an important or at least more
complicated strategic decision-making variable for the foreign investor.
There are other possible factors that also augment the significance of the
choice of site selection. A portion of industrial regulation in the United
States 1is decentralized to state 1levels, as are foreign investment
incentives. The availability, quality, and price of 1labour also vary
significantly. Finally, the United States industrial relations system,
although governed by national 1labour laws, is quite decentralized, and
unionization rates vary significantly across states and regions.

The result of these factors 1is that labour markets may constitute a
strategic variable in location decision-making. The regional composition of
FDIUS has already been discussed, as has the propensity for foreign investors
to cluster, often by nationality, in particular regions. As the vast majority
of FDIUS is via acquisition, the independent significance of location becomes
a bit diluted. Looking at new start-ups and plant expansions may better
reveal the strategic importance of location. As noted in the preceding
section, the Southeastern states account for a disproportionate share of new
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start-ups and plant expansions when measured against both other foreign. and
domestic start-ups. ;

- It is 1mportant to acknowledge the 111_<_e1,1_hood that other factors in
choice of location may.be more. 51gn1f1cant than .the "labour. factor. . Of these;
the foreign firm's access to the market appears to be the most- s1gn1f1cant
(McCullough, 1988; Ray,. 19893y  Kim and Lyn, 1987). Thus; Tennessee
advertises 1its attracti'veness as‘' an - investment  site by‘n.oting that. it'ais
within 500 miles of three quarters of the United States population. Second;
it is likely that only- a-small percentage .of total FDIUS is motivated by
finding 'cheap labour." These .observations 'notwithstanding, the southern
location for '"greenfield" investment does correlate with a number of labour
market.. factors deemed favorable: by: investors; ‘such as the relatively lower
levels of wages and wunionization in. the southern states. States themselves
have .marketed their .attractiveness to foreign: .investors by h1gh11ght1ng such
features as - low levels .0f unionization:sand 1ndustr1al disputes. - .. i

wne . - - U
‘ Surveys asklng forelgn 1nvestors “the reasons beh1nd ~their : location
dec131ons have -consistently revealed the importance of the- avallablllty and
cost. of labour :and of 'worker attitudes." _.Negative confirmation of this
appeared in.a recent.Business International (July 17, 1989) survey-.of foreign
investors that highlighted concerns' over domestic workforce quality. :Japanese
investors are thought. to prefer hiring a young-and' inexperienced labour force
which in turn coincides with the Japanese' greater emphasis and expenditure on
training, and also obviates the need to establish in a traditionally
industrialized 1ocal1ty - IR

: It 1s also certamly plaus1b1e to assume some: causal relatlonshlp between
the. attractiveness of the South for. foreign- investors  and the weakness.: of
unions 'in; the region. There.is no, hard evidence of this link, However, and
one may -also observe .that: (1) . trends in.FDIUS parallel. the geographical
shift..of domestic industry to the Sunbelt. If' new plants and expansions.by
foreign investors have disproportionately .occurred in the South, therefore, .it
is possible that investors have:merely:..responded by locating via :new . plant
construction in dynamic growth areas at a time when domestic. investors .have
behaved in a similar although less-pronounced fashion because of long-
established ties to other regions; (2) there is no evidence that foreign
investors value the ability to operate non-union to.a degreé different: than
domestic firms; (3) the increase in FDIUS has occurred over a time period
duringwhich many researchers have detected :a strategic change in- management
attitudes (less favorable) towards: unions :(Kochan, Katz, and- McKersie,; 1986);i

(4)  and other.-factors besides labour: relations are typlcally deemed more
1mportant to locatlon dec131on—mak1ng : o

J . ; o . - - . I
&

e S PR

FDIUS employment law, and 1ndustr1al relat1ons ~ o
I i R
‘,’ In the 19805, foreign- ilunvestment in-. the: Un1ted States has g1ven rige: to
concerns expressed by -United; States trade unions 'similar to.those voiced: by
European governments. and:.trade unions. twenty years . ago; -when . the United . States
multinationals en_']oyed virtually global economic hegemony. The issues are
familiarjones, ‘it is-the host-country.settingythat’ is-new. .-The greateripower
‘of -multinational ..corporations in’ local: ' labour/management - reliations, o their
ability to transfer: production;;and difficulties-faced by unions -in obtaining
Ainformation -or. having. access: to.. dec1sv10n—makers ‘have alls emerged as: domestic
.issues: in  the past decade.. 'I’he inerease’ i, the 1980s of charges Iodged
agamst foreign multinationals , by domestic. ;unions to the. United. States
;government "contact point" monitoring compllance with the OECDJguldellnes -0r
to: ‘the..ILO's Freedom.:of:; Association. -Committéee :bears :.wittess : to: these
relatively new problems experlenced by United States trade unions.

!
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Very thorough data are not available on the degree to which foreign-owned
firms are unionized or conform or deviate from usual patterns of industrial
relations in the United States. The Commerce Department's benchmark survey
for 1987 does however contain statistics on foreign-affiliated employment
covered by collective bargaining agreements. In addition, case studies of
Japanese, German, and Swedish subsidiaries in the United States found that
they conformed to United States law and practice, (Kujawa, 1986). For the
most part, there is no evidence of systematic departures from United States
law and practice in industrial relations by foreign-owned firms (which
companies can use to their advantage), even if there have been several
instances of problems involving specific companies. With respect to Japanese
firms, however, adjustment problems to the American setting do appear to be
systemic in nature.

Table 39. Percentage of employees covered by collective
bargaining agreement by country of major foreign
direct investment

Country ’ % Covered

Canada 18.5

Europe ‘ 19.1
Germany, Fed Rep. 32.9
Netherlands 5.2
United Kingdom 14.7
France 23.0

Japan 12.8

All countries ' 18.6

Table 40. Foreign-affiliated employment covered by
collective bargaining in manufacturing

Industry % Covered
All manufacturing 23.7
Petroleum Y 8.9
Food 25.6
Chemicals 16.7
Primary and fabricated metals 40.3
Non-electrical machinery 18.2
Electrical machinery 17.2
‘Automobiles and parts 32.4

Source: Adapted from United States Department of Commerce 1987 Benchmark
Survey Preliminary Results, July 1989.
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- In 1987, 'thé percentage of all mdnufacturing - employment -in the ‘United
States covered by collective bargaining agreements was 24.7 percent, -a total
that does not differ considerably from the figure: in the table above. Of
course; .not too muich can be made of this fact alone: The authors are ihaware
of cofparative foreign/domestic unionization data within ‘specific industries,
and therefore whether - foreign-affiliated employees  appear to . differ
substantially from national industry .averages. One exception ‘is::the highly
unionzed. domestic automobile  industry. All of the 'wholly-owned Japahese
carmakers in the United States operate non-union, only the Japanese-United
States joint ventures in the 1ndustry have union representatlon, (see table
below) : c

It is important to note that a foreign investor's preference to operate
non-union can hardly be taken as a distinguishing feature in the context of
United States industrial relations. Moreover, the recency of some foreign
investment, particularly new start-ups, which the Japanese: investors prefer
relative to other foreign. investors, may also account for low unionization.

Like any host country, the United States is characterized by unique,
systemic features. Significant among these is the ability of firms to operate
non-union and, indeed, to '"campaign" against union representation of their
employees. In at least one instance, a foreign firm's desire to resist a
union-organizing drive have resulted in (illegal) threats to close down,
(AFL-CIO, 1989; Glickman and Woodward, 1989; Tolchins, 1988).°"7
Generally, however, there is no evidence that foreign firms operating ihusthe
United States context resist legally or illegally union organization or
frustrate collective bargaining any more than do domestic firms. On the.other
hand, .as a more general systemic issue, organized labour in the United: States
has only recently been faced, but will increasingly be so, with the special
problems posed by multinational industrial relations. ‘ Sl

In discussing industrial relations, the historical context looms
important. First, the increase in FDIUS has coincided in time with ’a
declining trend in union organization. In the 1980s, union organization has
declined relative to the increase in the United States labour force; :and at
the same time the relative percentage increase in foreign-affiliated
employment has been greater than that of the United States labour market as a
whole. Second, to the degree that new foreign start-ups and plant expansions
are more concentrated in the <Southeastern states in which unions are
underrepresented the perception of 'a problem-becomes more acute. Whether the
problem is a real one attachlng to. foreign firms, however, deperds upon those
factors for which there is not much evidence, e.g. the extent to which "union
avoidance' figures as a significant factor in location decision-making.

~Perhaps of greatest concern from the standpoint American trade unions are
those cases where a foreign firm has an excellent labour relations reputation
in its home country and either operates non-union or apparently frustrates
collective bargaining in the United States. The AFL-CIO has been. particularly
critical of the tendency of some foreign subsidiaries to deviate from their
home-country norms with respect to labour relations. Current recent  instances
include’ companies in the mining, retail food, auto, petrochemical, and
consumer appliance industries including supermarkets. The companies invielvéd
are /Italian, Belgian, Japanese, German (Fed. Rep.); Swedish and French,
respectively. Even if there is no evidence of a 'systematic départure:by
foreign' firms from United States 1law and practlce regarding industrial
relations, this is not to say that domestic trade unions have .not experienced
the relatlve novelty of problems with forelgn mult1nat1onals.

spoe imr oo -
Fo il
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The Japanes impact on United States industrial relations

Given their relative share of FDIUS in employment terms, the literature
focusses a disproportionate amount of attention on Japanese firms in the
United States. As noted below, one reason may be difficulties experienced
particularly by the Japanese in adjusting to United States labour relations.
Some of the debate, moreover, is indissociable from the broader question of
the impact of "Japanese management' on domestic firms. There are many
possible reasons - above and beyond the actual instances of adjustment
difficulties - for the focus on Japanese firms. The relative recency and high
growth rate of Japanese FDIUS, and its conspicuous presence in the mature and
highly unionized automotive industry may make Japanese firms unusually visible
.on the domestic scene. The competitive strength of Japanese relative to other
foreign firms unquestionably heightens public consciousness of Japanese
investment. The greater cultural distance of the Japanese relative to other
foreign investors in domestic industry and their distinctive management style
may also render Japanese FDIUS particularly conspicuous in the United States.
In addition to these factors, there is at least some evidence of departures by
Japanese direct investors from host-country norms: Japan is only home country
source in which such departures have been viewed as systemic, rather than
isolated cases.

One survey of foreign firms' experience in the United States contrasts
Japanese subsidiaries with other foreign subsidiaries and United States-owned
firms, (Kujawa, 1986). Although the sample size (16 firms) is too small to
allow for reliable conclusions, distinctive patterns based on the national
origin of FDIUS are suggested. The Japanese firms viewed their management of
human resources as central to their competitive advantage and as a key element
of their technology transfer to the host country setting. The Japanese firms
put greater emphasis on developing a workforce consistent with the
subsidiaries' management style. 1In part for this reason, Japanese investors
showed a relative preference for new start-ups over acquisitions. Similarly,
of all foreign investors, Japanese firms were least interested in training
subsidies offered by states or by external tuition grants. They preferred
in-house training which coincides as well with a preference for hiring an
inexperienced workforce.

Without the direct intervention of the parent company, the Japanese
subsidiaries nevertheless imported more of the parent companies' "culture'" as
it related to work organization and pay practices. Work organization in the
non-unionized Japanese subsidiaries was characterized by relatively greater
job rotation and far fewer job classifications than in other foreign or
domestic firms. ''‘Japanese-influenced" pay practices included '"few wage or
salary grades, progression through wage increments based on time on the job,
unwritten job assignments, equal pay for all members in a work group, and
flexibility in work assignments," (p. 256). Relative to the other foreign
firms, none of the Japanese subsidiaries had any form of incentive pay.

Japanese FDIUS and employment law

Japanese subsidiaries are characterized by a higher percentage of
parent-company nationals (PCNs) employed in top management positions. In the
Kujawa survey, American personnel at some Japanese subsidiaries felt excluded
from key management discussions, while at other foreign subsidiaries no
problems were reported with the use of expatriate personnel. Pucik's (1989) -
survey of 31 Japanese-owned companies found evidence of discouragement among
United States managers resulting from exclusion from decision making, little
management training and development, and the perception of a lack of career
opportunities. The hiring and promotion. practices of Japanese-owned firms
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have given rise to concerns of racial and -sexual discrimination, as:well d&s
the exclusion of United States nationals from top management decision making.

The . concerns, .moreover; .are noted by: the  Japanese parent. companies
themselves: ' A recent Survey conducted: of<Japaneseé companies by the 'Japanese
Labor Ministry found. that,'"theimajor areas of ‘concern for Japanese companies
doingi business in the United: States are 'in  legal aspects of employment
practices involving race, séxy, color, religion, age and othér equal employment
issues. | Another Lkey area of .concern is:the hiring and promotion of  local
workers. for management-level .positions, according to - 'the survey." :(Labor
Relations  Week,. October 4, 1989). In all, 80 percént of Japanese companies
employing more than 10,000 people. (worldwide) said that they were -affecteéed by
the possible confliets between Unlted States equal employment 1aw and Japanese
management practlces. R ‘. i ,

A study' of -American;‘woméns“employedtnby',fifteen Japanese: firms in the
finance ~and trading -industries in  New ‘York : révealed .concerns over sex
discrimination in . hiring and tpromotions, - and L in on<the-job itreatment by
Japanese :managers,:: {Iwao, 1989).: A handful -of . .the several ‘hundred Japanese
companies-operating in the United States are currently the targets of lawsuits
alleging discrimination on equal opportunity grounds. Another study of :91
Japanese auto parts plants and seven Japanese auto assembly plants sought to
examine -racial ‘factors in site location;. (Cole and Deskins, 1988). - Without
imputing: the motive of a. "tdste for..discrimination" by . -Japanese firms, :the
-authors compare’ the black/white employment. ratios of the Japanese firms:with
the ratios of .theilocal labour markets ("laboursheds")-in which the plants:are
located. The authors find,..first, that Japanese site locations are on average
characterized by low: black/white population: ratios, :and; second, that. ewen
within these 1local. labour - markets : "the Japanese : plants' actual hiring
pract1ces 1ead to fewer JObS for: blacks than would be expected " (p. 16)

& At one 1eve1 the rac1a1 employment dlsparlty in Japanese—owned«plants iis
,all the greater as the domestic. auto industry employs a.disproporticdately
ihlgh number of blacks:in their facilities' ‘lécal: laboutr: markets. On the other
hand, the authors find that in the more recently established gréenfield sites
of domestic auto firms, as well as in their choice. of plants - to: . be
"retrofitted," a reduction in the black/white employment ratio is evident.
The. authors do not- conclude;.that'ithis is direct: évidenceé of discrimiifiation.

Structural factors .relating . to the racial composition.of labour markets in:the
industrial urban north’ and -that .of-.southern, ::'greenfield" Llocatiors  may
explain the decline.. With respect to a few: Japanése-owned firms, thé Equal
‘Employment Opportunity Commission has: found:idin faver of..plaintiffs charging
discrimination. The problem:= if it i§, indeed, systemi¢ - may nonetheless
relate to the cultural distance and the recency of. Japanese FDIUS. Further
experience may therefore be. assumed to mitigate .adjustment difficulties: from
both sources to the: United States alegal framework of equal employment
opportunity. . -.° 3 S TERI -l - ¥ ‘

FE)

The record on unionization : PSRRI 1 ) o

‘There- is; little ‘doubt.sthat . the. stylized - concept that Americans hold of
"Japanese: management' - runs .counter the: traditioiial:K patterh of United States
‘industrial relations,. (Gould, .1985). -.The.actual practices :of Japanese . humdn
‘resource management;  thHe procedures -and -institutions 'that support them,..and
the " cultural traits that : thése are “:thought. to .reflect diverge from the
traditional law and practice:of industrial relations-in United States firms:.
‘Japanese management - is typically characteérized. as - paternalistic, #nd & fifm
organization;: as. "enterprise: .corporatism,'. whefeas the traditional . United
.Statesi system is  founded on respect -for .individual- rights,; (Lodge,. 1985), and
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an arm's length and adversarial relationship between labour and management,
(Gould, 1985). Kujawa (1986) highlights the 'unpreparedness'" of Japanese
firms for adversarial unionism in the United States, whereas Glickman and
Woodward (1989) note a tendency for Japanese direct investment to locate in
"right-to-work" states, primarily in the South and Southwest where state laws
render union organization difficult.

Taken together, several employment practices associated with Japanese
FDIUS appear at the very least to frustrate union organizing efforts. For
example, many Japanese firms have shown a preference for locating in
traditionally non-industrial (and thus non-union) areas, and for hiring a
young, industrially inexperienced workforce which the firms subsequently train
in their style of working. Young and inexperienced workers are obviously less
likely to have been union members in their earlier working careers which
renders union organizing more difficult.

Another factor that arguably frustrates union organization is the hiring
and selection process of Japanese firms. Pre-employment screening and a
battery of interviews are not uncommon for Japanese firms, but have at least
historically been quite uncommon for most production jobs in domestic firms.
The United States autoworkers' union (UAW) charges that the lengthy hiring
process is in part designed to screen out applicants who may have pro-union
sympathies. It is, of course, illegal for employers in the United States to
base hiring decisions on applicants' attitudes towards unions. To the extent
that the Japanese management style (and consequent hiring patterns) are
dependent on selecting employees who work well in groups and identify closely
with the goals and interests of management, it is certainly plausible to
conclude that Japanese firms that wed these criteria to a hiring policy are
treading a fine legal line.

Although there have been cases of Japanese-owned and other foreign firms
vigorously resisting unionization, the record is mixed. Kujawa (1986) found
that union avoidance was not a criterion in site selection for Japanese
investors, although all firms surveyed, whether Japanese, other foreign, or
domestic, evinced a preference for operating non-union. The Japanese firms in
the same study were less aggressive than domestic or other firms firms in
resisting unionization. Moreover, as might ©be expected, greenfield
installations were less organized by unions than acquired firms or joint
ventures.

Table 41. Japanese automakers in the United States

Company Location Union Employment Employment
Status (1989) (1992)
Diamond-Star Motors Illinois Union 2 300 2 300
Mazda Motor Michigan Union 2 800 2 800
New United Motor California Union 2 350 2 900
Honda of America Ohio (3 plants) Non-union 7 000 8 000
Nissan Motor Tennessee Non-union 2 400 4 150
Subaru-Isuzu Indiana Non-union 500 1 400
Toyota Kentucky Non-union 2 500 3 500
Source: "The UAW Vs. Japan: It's Showdown Time in Tennessee'", in Business

Week, 24 July 1989, p. 64. In the unionized plants, domestic auto
firms have an equity stake. :
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‘ For - much  of the 1980s, the GM-Toyeta joint. venture in Freemont,
California .— NUMMI -~ has been held up as an example of how Japanese management
has improved labour relations in a unionized setting. NUMMI's start-up in a
facility closed by General Motors in the early 1980s re-—employed the former GM
workers and transformed what had been the GM plant with among the worst labour
relations, lowest productivity and highest absenteeism into the plant with the
highest productivity and quality in GM. More recently, evidence of workforce
concerns over a too-close relationship between management and the union at
both NUMMI and the unionized Mazda plant in Flintrock, Michigan was apparent
in union elections.resulting in victories for more '"militant" union leaders,
(Bus1ness Week, 24 July. 1989)

Rehder '(1990) also notes the amb1gu1ty of the union's role in  the
unionized Japanese plants in the United States. But Rehder also observes a
growing problem of work-related stress; and some .safety:concerns with . the
Japanese 'transplants'". The problem arises from the behavioural consequences
of the team system, through which peer pressure may. become a "powerful social
control system" (p. 90), .coupled with the Japanese "kaizen!" practice,.by which
individuals and teams..are continuously encouraged to develop and incorporate
any time-saving improvements in the production process.  These practices are .a
distinct contrast from at.. least .a traditional version of United : States
industrial. relations in. which unions negot1ated not just wage rates but work
quantities as well. o o - AT

o Results of a. publlc oplnlon survey of Fortune subscrlbers are suggestlve
of the "mixed feelings'" that Americans . presently' hold in. response to  the
increase in Japanese FDIUS. Nearly half of the survey respondents -favored
curbs on the inflow of Japanese FDI. The wariness of the public at large  is
corroborated in a survey undertaken by Kujawa (1988). His results, however,
show a markedly more favorable view of Japanese firms in the United States
among the1r Amerlcan employees. S - e '

Tre?

Indlrect qualltatlve employment effects . ” ’f"

. Coi . L I S P R

Pub11c oplnlon in the Unlted States is highly focused on the the
country s competitive rivalry w1th Japan. This focus in turn has resulted.in
more available. research on.. the Japanese as .investors than on investments. from
other countrles, a bias ult1mately reflected in literature rev1ewsMsuch”‘as
this one. The theme of how domestic firms may be responding to the Japanese
challenge by adjusting their own work practices is much discussed in the
popular literature and has. already been referred to -in the .present, study.
Attempted changes in the domestic auto industry toward greater employee
involvement, fewer job classifications and 1less rigid work organizations
surely owe thelr origin to a conscious emulation of the Japanese, at least.in
part,: (Katz, 1985).1 Such changes are, moreover, not confined to just the auto
industry. How sxtensive these changes are, how much they are attributable to
Japanese FDIUS per se, and the extent and direction of possible ”eff1C1ency
spillover" effects are unknown, however potentially s1gn1f1cant.;;
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Figure 4. How foreign companies rate location factors
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‘Source: Norman J. Glickman, Amy Glasmeier, Geoffrey Bannister and William
Luker Jr., Foreign investment and industrial linkages, report to
Economic Development Administration of the United States Department

of Commerce and the Aspen Institute for Humanistic Studies, 1989.
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Table 42. American perceptions of Japanese direct investment
in the United States

Question asked . Percent agreeing

The level of Japanese investment in »
the United States is too high ‘ SO 54

Japanese investment is:

Making a contribution to the United States. economy : 60
Generating new jobs - . : L - 59
Making United States companies more productive . . = 51
Helping to reduce the trade deficit . 25
Bringing new technology to the United States .. - 30
Preserving United States jobs i 32

Japanese investors tend to:

Not rely on local sippliers ) . 56
Take business away from United States f1rms .. 3
Not share their technology ’ 736 o
Learn‘-too much about United States technology 32

A limit should be placed on Japapese investment 49

Source: '"Global Japan', in Fortune, 31 July 1989, p. S-39.

Summary

a

Foreign d1rect 1nvestors paid $93 billion in total- compensatlon to their
United States employees ' in 1987. Data on ‘ the relative wages of
foreign-affiliated employees are sparse, although some studies have found that
foreign-affiliated employees are more highly paid than domestlc employees.

- Data are not ‘available on the relative skill 1eve1s of forelgn—afflllated
employees. in the United States. Theory and evidence” on »gkill levels of
multinational - subsidiaries abroad suggest that forelgn subsidiaries employ
fewer skilled workers, and reserve the more highly skilled, managérial i and
technology—orlented jobs for ‘the home country. One survey has found that
foreign-affiliated firms in the United States employ half . as’ mafy’ ' R&D
emp10yees as domestlc flrms, although the ratio varies among industries.

; A concern back 3’4 some. survey ev1dence relates to a tendency in some
Japanese/Unlted States joint ventures for. technology to be transferred back to
Japan with the ultlmate 1mp11cat1on ‘that 'skill levels may erode in United
States industry.” On’ the other hand, Japanese direct investors in the United
States believe that a key component of their technology transfer . to, United
'States subsidiaries = is human resource _management . practices ,and work
,Horganlzatlon. Japanese—owned flrms in the Un1ted States 1nvest four times as
much 1n tra1n1ng as domestlc flrms ' :
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Features of the labour market, including the quality of the workforce,
appear to be a Lkey ingredient 1in location decision-making of direct
investments in the United States. States, moreover, advertise labour force
quality and low unionization rates as inducements to foreign investors.

The relative recency of the growth trend in FDIUS has meant as well a
recent increase in complaints of difficulties experienced by national unions
vis-a-vis foreign multinationals. Individual cases aside, there is no
evidence of systematic difficulties experienced by foreign direct investors in
adjusting to United States industrial relations. Limited survey evidence
reveals a 'preference by foreign direct investors to operate non-union,
although this preference does not appear to distinguish them from domestic
firms.

Commerce Department data show the numbers of employees by industry and by
national origin of foreign direct investor who are covered by collective
bargaining agreements. At a very aggregated level, there does not appear to
be an overall difference in wunionization rates in manufacturing between
foreign-affiliated and domestic firms.

Considerable public attention has focussed on Japanese investors'
adjustment difficulties to United States industrial relations and employment
law. In addition to some evidence of adjustment problems, there are likely
many other factors that render Japanese investors conspicuous, such as the
rate of growth of Japanese FDI, the greater cultural difference between Japan
and the United States, the conspicuous presence of Japan in a highly unionized
industry (automobiles), the greater tendency of Japanese FDI to be new
start-ups and plant expansions, the higher percentage of Japanese nationals
employed in United States subsidiaries, and Japanese management practices,
aspects of which run counter the traditional patterns of United States
industrial relations.

Indirect, qualitative employment effects are potentially quite
significant although under-researched. The popular literature focusses on the
spill-over of Japanese management styles to domestic firms, the efforts by
some United States unions to alter traditional practices as a means of
attractlng foreign investment, and the competitive pressure placed on domestic
firms coming from state-subsidized foreign direct investment.
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GOVERNMENT POLICY

As a result of the historically and ideologically based American
antipathy to public regulation of private transactions, the United States
Government has generally refrained from seeking to control or direct the
international participation of USMNEs or the investment of foreign MNEs in the
United States economy. Except for the occasional and always dramatic instance
in which MNEs' freedom of action has been restricted - for example the
voluntary restraints on USMNE's capital exports enacted in the mid-1960s and
the veto of Fujitsu's attempt to purchase a controlling interest.in Fairchild
Semiconductor in:1987 - the Government's regulatory and' oversight activities
and policy initiatives have largely been limited to matters concerning tax
policy and national security interests and providing a stable macroeconomic
environment. In the absence of an official government position on inward and
outward flows of capital and technology; however; there has been no: systematic
effort to exploit the opportunities inherent in international investment in
such a manner as to maximize its benefits: to the American. economy. If all
governments were similarly inclined, then such a policy would hold no danger
for the economic well-being of the nation.

To find evidence of the potential benefits flowing from a more involved
government role in the regulation of capital and technology flows, however,
one need look no further than the results of the economic policies followed by
many Western European countries and the Asian NICs since the 1950s.  Moreover,
the increasing internationalization of . production strategies and processes and
the convergence of factor costs among industrialized countries means: that
statutes and regulations once thought to have effect mostly in the domestiec
arena, such as anti-trust legislation, regional development plans,  'and
environmental protection, may also now have important ramifications on' the
worldwide 1location of production and employment. In short, the: role of
government policy may become increasingly significant in the coming years.

This. does not mean that all aspects of FDIUS and USFDI should or ‘can.be
subject to government regulation or oversight. 'The United States 'has-derived
considerable benefit from the relatively free flow of interhational -capital,
technology and trade over the' last forty years, and this result cannot
prudently be overlooked when examining policy alternatives. . Given  the
importance of the United States to the international economy and vice versa,
. however, the choice of policy must be informed by the recognition that the
pursuit of the national interest may in fact diverge from free capital and
trade flows. :

Government policy and USFDI

Over the years the United States Government has both encouraged and
discouraged USMNEs' international activities through various programs and
policies that have 1largely been uncoordinated within the Government and
uninspired by an overall conception of how best to improve the nation's
economic welfare. These initiatives have been both indirect and general in
scope, such as meonetary policy, or direct and specific, such as the provision
of insurance for a particular USMNE's foreign investment. It is not an
exaggeration to observe that practically every economic policy adopted by the
federal Government, from plant closing legislation to the minimum wage, may
have an effect on USMNEs' foreign investment decisions; it is beyond the
bounds of this paper, however, to examine in detail all government policies
that may affect USFDI. What is important to recognize is that because there
has been no attempt to formulate a broad-based and coherent policy on USMNEs'
international participation, each separate policy, whether general or specific
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in scope, has tended to focus on narrowly defined functional issues such as
tax or trade policy and to not address in its entirety the particular issues
arising from USMNEs multinationality.

Without question the effort to promote USFDI has far outweighed that to
restrict it; this reflects the prevailing view among policy makers that the
expansion of USMNEs' overseas activities enhances national welfare and serves
important national interests. One policy which has indirectly spurred United
States enterprises' international participation was the Government's political
and financial support for the creation of the systems and institutions that
have facilitated worldwide economic growth, trade and investment in the
post-war era, including the OECD, the IMF and the GATT.

Directly encouraging international investment has been a host of policies
and domestic institutions such as the Overseas Private Investment Corporation
(OPIC), the Canadian-American automotive agreement, and the special offshore
assembly provisions of the United States Tariff. The Government has also
promoted USFDI by not restricting the export of most technologies, the one
area of exception being when national security interests intrude; this usually
occurs in the case of exports in which sensitive technology is embodied. Tax
policies covering USFDI have certainly not discouraged international
investment - of great importance, the law grants tax credits on income earned
by foreign affiliates, and thus USMNEs are not subject to double taxation on
their overseas income. Finally, the Government has on numerous occasions in
the past intervened to protect USMNEsS' foreign interests from actions taken by
host country governments such as expropriation.

While government efforts to promote international investment have been
quite successful, those intended to regulate and restrict the international
activities of USMNEs have been few in number, short-lived, generally
ineffectual, and focused on narrowly defined issues arising at a particular
time rather than on an all encompassing concept of the national interest.
Moreover, these restrictions have not been motivated by concern of the
employment consequences of USMNEs. Perhaps the most significant attempt
occurred in the 1960s when concern over the deterioration in the balance of
payments led the Government to enact a series of measures designed to curb
capital exports. At first voluntary in nature, the Government eventually
adopted detailed mandatory restrictions on capital outflows in 1968; owing to
the program's negligible effects, however, it was terminated in 1974. Since
then the Government has not tried to restrict USMNEs' foreign investment per
se, although it has failed several times to extend extraterritorial authority
to the behavior of USMNEs' foreign affiliates; a noteworthy example of this
was the attempt to prevent European affilates from selling compressor
equipment to the Soviet Union for its trans-European gas pipeline in 1982.

In terms of indirect effects, the inclusion in the 1988 Omnibus Trade
Bill of a provision allowing for the imposition of trade restrictions if a
country is found to violate basic workers' rights will probably influence the
foreign investment decisions of USMNEs. An example of when this might occur
is if consideration is being given to establishing an offshore assembly or
processing facility, the production of which will be reexported to the United
States. Similarly, import quotas or tariffs may indirectly effect USMNEs'
foreign investment decisions through their effect on the desirability of a
particular foreign location or of foreign investment in general.

Generally speaking, the American labour movement has favored more
extensive regulation of the international participation of USMNEs, whether in
the form of direct investment or subcontracting, because of its alleged
harmful effect on domestic employment levels. For instance, the AFL-CIO has
advocated for years that the OPIC be eliminated and that the tariff provisions
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encouraging investmént in offshore assembly and processing facilities be
terminated. Labour's viewpoint has rarely been met with widespread acceptance
in Congress or the executive branch, however, in part becalse its arguments
have been perceived as those of a special interest group trying to protect its
own narrowly-defined interésts. As one would expect, business groupsand a
fdir proportion of the academic community have provided practical evidence and
theoretical support for the government's ad Hoc and hands-off attitude towards
the regulation of outward direct investment and technology flows. But there
are: those who argue that in an increasingly interdependent world economy where
governments .compete vigorously for investment, subsidize and diréct ' their
national enterprises, and at times join together in industrial projects (for
example, the European aircraft consortium, Airbus Industrie) and wheére MNEs
frequently establish internationally integrated production networks,
government intervention is necessary in order to maximize national welfare.

Government policy and FDIUS

3

With respect to FDIUS, two features of the United States policy setting
have occasioned sonie debate. .The first is what amounts to a de  facto
devolution of industrial policy to the state level, .a situation .that has
resulted in competition among the states to attract fore1gn investors u51ng
public funds. The second  and related feature is the relative opennéss of
national policy toward inward direct investment, reflective of . thé:United
States traditional ‘'open-door' stance toward capital flows which some
obsérvers find increasingly anachronistic. A 4

State policies on FDIUS .= - | o - SRET

‘

In the 1980s, states have aggressively sought to attract. foreign
investment to. their territories by offering a mix of investment incentives.
The principal advantages of inward: direct investment, employment creation ‘and
increased tax revenues, are also politically attractive to state governments.
Although the data are piécemeal, one estimate placed state outlays to attract
FDIUS as amiounting to over $40 million in 1986, (Tolchins, 1988). This figure
does: not .include the value' of actual incentives offered, which is considerably
higher. Incentives .valued ‘at hundreds of millions:of -dollars, for example,
have been used to- attnact Japanese auto plants in the Unlted States. o ipT ;

<+ The growth n"state« agenCmes respoﬂsxble for=~attnact1ng ‘fore1gn
investment has been remarkable in the . past -fifteen ..years. From: ‘the
perspective of the individual state, incentive outlays are believed to be (1)
costteffective, as the benefits of the attracted investment in most: analyses
considerably’ outweigh the costs,  and (2) essential to have f£or iistates
sériously wishing to: attract foreign investment, especially given thaf‘bther
states ‘have: them. There are, however, several reasons for believing that
some 1ncent1ves may be mlsspent
- The pr1nc1pa1 cr1t1c1sms ‘of state-based incentive . programs: are' ‘the
follow1ng T RO TP STt S0 B tS (S P O P N AP PR L SRR

1. Are the 1ncent1ves truly requlred to attract forelgn 1nvestment or
would the 1nvestment have occurred regardless’
2.,  Does compet1t1on among the states for forelgn 1nvestment-'bidt
concessions made to 1nvestors° - ‘ IS ' :

o pn

PR
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3. Are state-based agencies insufficiently selective in their efforts
to attract investment by not considering the domestic competitive consequences
of foreign investment?

The evidence is not yet complete on any of these points, and a fuller
discussion 1is beyond the scope of this study. The third concern has the
closest relationship to employment effects of FDIUS, and the relationship,
while indirect, is feared by some to be potentially negative. Within their
own political jurisdictions, states may or may not be sensitive to the impact
of the sectoral mix of foreign investment on their respective industrial
bases. One United States senator questioned the logic of funding foreign
competition by asking: "Why are we paying for Komatsu to beat Caterpillar's
brains out?'" The potential for a negative indirect employment effect arises
even when states have a diversification strategy in place, for foreign firms
located in one state may serve the regional or national market. As observed
elsewhere, however, a counter-argument centres on the salutary effect of
increased competitive pressure, but it is an argument that does not address
the fact that the foreign competitive pressure may be domestically subsidized.

Although the concerns above are of some significance, they may not be
obvious areas to address at the national policy level. First, the authors
have found instances of adverse effects, but no incontrovertible evidence of a
widespread negative impact of United States affiliates on domestic
competitors. Second, the desire to curb inter-state competition for foreign
investment 1is 1likely not shared by the majority of Americans or their
policy-makers, and that such curbs, moreover, should stem from the national
level is not likely to be entertained as a desirable policy option.

National policy on inward foreign direct investment

In 1983, then President Reagan issued the following policy statement:
"The United States believes that an open international investment system
responding to market forces provides the best and most efficient mechanism to
promote global economic development. Government intervention in the
international allocation of investment resources can retard economic growth,"
(Gray, 1986). Although there has been a general trend among countries toward
liberalization of trade and investment regimes, (UNCTC, 1988), the United
States' policy environment is unusual for its relative openness and its belief
in a laissez-faire approach to international economic regulation.

Coinciding with the surge in inward foreign direct investment, there has
been increasing debate within the United States on the appropriateness of the
open-door policy to foreign investment. In general, the arguments may be
summarized in the following manner: (1) Should belief in the benefits of an
open international investment system guide United States policy if that system
is not open? (2) Is the theory of a (relatively) laissez-faire approach to
economic regulation too distant from reality in the absence of perfect
competition?

Elements of national policy

Governments, including those 1in the developed world which are major
trading partners with the United States, typically deploy a wide range of
policy options to monitor or regulate foreign investment in their countries.
The most common instruments are a foreign investment screening or approval
mechanism, performance requirements (such as a local content requirement),
ownership requirements banning or limiting investment in certain industries,
and reporting requirements.
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Although the United States deploys fewer policy options than many other
countries, there are nevertheless some longstanding restrictions on: foreign
investment and others that have more recently emerged. United States laws,
for example, '"restrain or ban foreign involvement in a host of industries:
coastal shipping, : domestic! aviation, hydroelectric: power:: genefation, -leasing
arid mining of federal lands, banking, mass communications, nuclear energy, and
areas considered vital to-hational security." (Glickman and Woodward, 1989, p.
'263) Under the Ford -administration in the 1970s,‘ an: interdepartmental
Committee on Foréign Investment . in the United States (CFIUS) was created,
staffed by officials of 'the Commerce, State, Defense departments and headed by
officials from the Treasury departmeént. CFIUS reviews investments: that are
potentially sensitive from a national security: standpoint ‘and may investigate
vhether foréign countries accord United States' investments the samé treatment
given ‘theirs in the United  States. CFIUS, ‘howéver, ‘in its. flfteen—year
existence, has never. recommended agalnst any-. 1nward 1nvestment

In short ‘the natlonal .policy env1ronment in’ the Uhlted States assumes
that the: inflow of foreign investment has positive consequences, an assumption
corroborated by much of the literature referred to in this study. On the
other hand, the pages above also' contain evidence of potentially negative
effects of FDIUS which in turn are matched by some .more recent policy
initiatives. Although & variety of legislative proposals are currently under
debate - in  the United States Congress, two proposals in particular figured
prominently in the 1988 Omnibus Trade Act. One, the '"Bryant: Amendment," would
have required stiffer reporting requirements, particularly if the foreign
investor acquired more than 'a 25 percent stake in a United States firm or had
domestic sales of $20 million or more. The intent of the Bryant Amendment
(vhich did not pass into law) was to provide greater screening capability
through better data collection in order to monitor investments potentlally
affecting national security, although the amendment focussed merely :on
reporting requirements and not on possible policy actions toward foreign
investments.  The . present ' Congress has reintroduced 'simildar proposed
legislation. . BN : : ' BT £ v

A second proposal, the Exon-Florio provision, was passed into law in' the
1988 trade act. The Exon-Florio provision gives the President the right to
stop acquisitions that would adversely affect 'mational "seécurity, essential
commerce and economic ‘welfare." To date, no proposed investment has been
blocked by the Exon-Florio provision, although over 80 investment proposals
have been reviewed and, in one instance, a domestic firm was ordered to divest
itself of a defense .technology-sensitive part of its operations prior to the
company's being acquired by a foreign investor (Business Internationmal, 21
August 1989).. The precise role of the Exon-Florio provision is not yet fixed,
but it would appear .to enhance policy options availablée to the United 'States
Government not just in: foreigh involvement in industries deemed vital to
national security .-but  alsod aga1nst the potent1al for fore1gn9dom1nat10n of
national industries. R o ‘ : : ot

Policy options

Based on our review of ‘the theory of foreign ‘direct. investment, the
statistical evidence on the magnitude and location of USFDI, and ‘the research
concerning its motivation and  home-country effects, it is' clear that the
overwhelming majority of ‘USFDI'has served to énhance the competitive position
of USMNEs and has not lowered: the national economi¢ welfare. ' Theére. is simply
no solid, incontrovertible evidence.that -USFDI has adversely effected domestic
employment, capital accumulation, or income distribution 'in a systematic ‘or
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materially significant manner. Similarly, the literature on FDIUS does not on
the whole point to widespread areas of concern with respect to the
contribution of foreign firms to domestic well-being. The authors, however,
believe that two areas may call for greater policy initiative.

Technology transfer

One aspect of USMNEs' international activities which may warrant a dose
of government oversight and/or restriction, however, 1is the transfer of
technology. The ability to generate advanced technology products and
processes 1is a central determinant of the competitive advantage of USMNEs and
the United States. Yet in the past two decades the rate of diffusion of
technology abroad compared to its domestic creation has increased, and at the
same time the technology gap which had existed between the United States and
Japan and several Western European countries has practically closed. Although
other factors have influenced the development of comparative technological
capabilities across countries, it nonetheless remains that USMNEs have and do
transfer technology overseas. To date, government policy on technology
transfer appears to be motivated by the belief that enterprises will not
transfer their technology if it does not make commercial sense, but the
private and social costs may not always equal, and where a divergence occurs
restriction may be called for.

Much of the technology transferred by USMNEs is associated with foreign
direct investment. There is neither a need nor would it be productive for the
Government to seek to restrict the transfer of USMNEs' proprietary technology
to their subsidiaries abroad. However, there has been an increase in the
transfer of USMNE technology through licensing agreements with independent
enterprises, and it 1is here that greater oversight evaluating the private
benefits and the social costs may be meaningful. Because such agreements are
relatively 1limited in number, the difficulties in analyzing them, along with
the need for bureaucracy, are far less than in the case of USFDI. Of course,
the benefits derived from restricting the transfer of technology must not be
offset by the negative influences of foreign government retaliation and the
loss of reciprocal technology flows.

On the inward side, the case for closing the door to some investment is
based on the literature on the strategic objectives of some inward direct
investments. The authors found the view widely accepted that foreign
investment is not characterized by perfect competition but by the monopolistic
or oligopolistic advantages of multinational companies. If the investment
strategies of some competitors aim to erode the competitive strength of some
United States industries, then a government policy still premised on a
laissez-faire approach to economic regulation may be inappropriate. The
argument applies as well to joint ventures between domestic and foreign firms,
and extends beyond the usual anti-trust scrutiny of investments. Elsewhere in
this study limited evidence was discussed which suggested the possibility of a
reverse technology transfer arising from some joint ventures. In return for a
short-term infusion of capital, according to some critics, the domestic
partner may be giving up core technology with potentially deleterious
consequences on the future competitiveness of United States industry. The
United States' policy structure should be made capable of assessing these
effects, at least toward acquiring more information on the direction of
technology transfer, perhaps through a strengthened Committee on Foreign
Direct Investment in the United States with a greater information-gathering
function.
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Employment displacement

While accepting that the role of government: in restricting USFDI should
necessarily be minimal, there may be opportunities (albeit limited) to improve
national economic welfare by adjusting those policies that promote USFDI. One
such measure would be to levy a "labour market adjustment tax" on imports
entering under items 806.3 and 807.0 of the United States tariff. The point
of the tax would not be to discourage the establishment of offshore assembly
and processing facilities, which are a vital eélement in USMNEs' struggle to
remain internationally competitive; thus the tax would have to "be 1low.
Rather, it would essentially function as a user fee, applied to: those
'»benef1tt1ng from the tariff concessions, in order to help. defray the:!'social
costs arising from the job ‘loss and adjustment problems associated with the
shifting of assembly and production jobs overseas. : It'.should be remembéred
that the overall employment affect of tariff items 806.3 and~807.0 is probably
at worst neutral owing to the 1ncrease 1n domestlc employment 1n the component
manufacturlng 1ndustry ‘ o :

F1na11y_, related to the prev1ous suggestlon is the need for " government
policiés that more effectively facilitate the rapid and flexible adjustment of
the labour market to the demands presented by the internationalization: of the
-economy. That this suggestion is made. in a paper on ‘USMNEs reflects the
importance of USMNEs in determining trade flows. Although many economists
would argue that market forces should determine the adjustment process, there
are strong political, equity, and economic considerations that point:toward
the desirability of some form of government intervention. Such . policies
should not-only be reactivé but, perhaps more importantly, proactive asiwell.
With respect to reactivé policy, import-competing industries that have.older
and 1less educated; skilled, rand geographically and occupationally" mobile
labour forces tend to face acute adjustment problems that call for a more
active role for public policy than that currently practiced. The two most
prominent public policies dealing with trade-related <displacement are the
Trade Adjustment’ Assistance program and 'the Job Training Parternship Act,
‘neither of which has been very effective (Aho, 1988). In terms of proactive
policy, there is some evidence suggesting that there will be an increasing
mismatch between the skills and qualifications demanded by enterprises. and
those supplied by the labour market. This calls for government 1ntervent10n
.to assure a balance of supply and demand in the labour market

_ G1ven trends in inward. d1rect 1nvestment, it is likely that the policy
debate will heighten .in: intensity and the issues of the FDIUS-induced trade
imbalance is one worthy  of further study. The growing relatlonshlp between
international investment and trade patterns is. a cause of concern in an era
characterized by trade deficits. Imports to United States subsidiaries of
foreign-affiliated firms account for one third of total U.S imports, which may
mean that the-effect of inward direct investment '"‘on United: States jobs: xmay be
negat1ve rather than positive" (AFL -CI0, 1989). :

‘One pollcy optlon that frequently surfaces in  this context is for
regulation on . .a ‘local-content requirement. As noted elsewhere, howéver,
trends appear 'to suggest an increased tendency toward ‘local sourcing by
foreign-affiliated United States subsidiaries; a factor that may mitigate
against government. intérvention in: this area. . The. authors do not recommend
policy intervention of the local content requirement-sort: As with the
effects of USFDI, however,.: there may be scope for .a: more .effective labour
‘market adjustment policy applying to FDIUS-induced employment dlsplacement. v

In its trade and investment policies, the United States Government
through the United States Trade Representative has preferred to pressure
countries for reciprocity rather than to restrict access to the United States
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market. The current USTR has warned countries that if the trade  and
investment regimes of some are not made more open to American investors there
may be a domestic policy response toward restricting inward direct
investment. This scrutiny of reciprocity is consistent with the Government's
overall objective of pursuing an open international investment system. It is
a bilateral approach that, the authors believe, is preferable to erecting
domestic barriers to trade and investment, but internal adaptation policies,
particularly regarding the labour market, in relation to the changed position
of the United States in the global economy should be pursued.
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Notes

! Global Trends in International Direct Investment,  United States
Department of. Commerce, p. 13. v Y R

2 Among other .valuation. problems, the fact that USFDI ‘and FDIUS 'stock
is measured on a book-value basis .and the stock of USFDI' is generally older
than that of FDIUS; theé current wvalue of “USFDI stock -is significantly
understated relative to that of FDIUS. SRRV

® The remaining 2 per cent was accounted for investment in oil tankers
and oil rigs which are not allocated to any country owing to their mobility to
move between countries.

* Canada's share of USFDI stock has declined continually since the
1950s as a result of the saturation of investment opportunities and the
natural emergence of other developed market economies as hosts for FDI. One
can also attribute the recent decline to restrictions and obstacles to FDI
imposed by the Canadian Government through the now revamped Foreign Investment
Review Agency. The growth of Japan as a host of USFDI is in part due to the
lifting of government restrictions on FDI in general and the size and
importance of the Japanese economy.

 The USFDI in Bermuda represents the investment of USMNEs in their
financial affiliates.

¢ In 1987, world-wide FDI stock in the electric and electronic
equipment industry totalled $9.7 billion, of which $5.1 billion was in
electronic components and accessories.

7 In its 1latest survey of MNEs, the United Nations Centre on
Transnational Corporations, citing ILO data, estimates world-wide employment
of MNEs to be around 65 million.

8 These different forms of international investment have become more
prevalent owing both to enterprises' desire to reduce risk and to government's
desire to unbundle the traditional package so as to receive those aspects of
FDI not available domestically.

? There has been much debate (inconclusive) in the United States over
to what extent manufacturing capabilities and high-wage jobs have actually
been lost, regardless of what is assumed to be the compelling factor(s). What
is undeniable is that manufacturing output and manufacturing employment are no
longer strongly related; for example, whereas output rose between the
mid-1970s and 1985, employment sharply declined. This '"decoupling" of output
and employment is persuasively argued in Peter Drucker: '"The changed world
economy", Foreign Affairs, Vol. 64, No. 4, Spring 1986.

' Of course, the use of offshore production facilities is not limited

to USMNEs alone. Numerous firms with only domestic operations have entered
into subcontracdting arrangements with foreign companies to assemble
components. This practice has been particularly widespread in the textile
industry with respect to the assembly of pre-cut fabric in Caribbean Basin
nations. But nevertheless the majority of offshore assembly and processing is
undertaken by or for USMNEs.

' Ttem 806.3 is intended for use only in the case of processing metal
articles offshore and then re-exporting them to the United States for further
processing. Item 807 applies only to the offshore assembly of United
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States-supplied components and does not require that further assembly take
place upon re-export.
'?  Among the United States-sourced components typically found in

automobiles imported from Japan and Western Europe are batteries and catalytic
converters.

'* Motor vehicles account for a large proportion of non-dutiable

imports simply because of their overwhelming numbers. But the production of
motor vehicles in Japan, Canada and Western Europe by foreign firms can hardly
be considered an offshore assembly activity, although the use of United States
components represents a significant export market for suppliers in the United
States.

' The major exception to this generalisation is Canada. Imports under

item 807 from Canada are far more diverse than those from other developed
nations, and their non-dutiable content is far higher.

'® The Burke-Hartke Bill would have: (1) reduced the tax advantages
enjoyed by USFDI; (2) restricted the export of technology if determined to

have negative effects on employment; and (3) limit the benefits tariff items
806.3 and 807.0. :

'® Investment in new capital equipment and changes in the organisation

of work will undoubtedly lead to reductions in the size of the workforce.

'7 There are numerous explanations for the increasing use of reinvested
earnings and the declining importance of equity and debt financing. These
include United States Government restrictions on capital outflows from 1968 to
1974, high rates of foreign inflation and dollar depreciation during the
1970s, and the fact that the maturity of the stock of USFDI allows it to
finance capital investment largely from its own earnings.

'® It can be argued that the use of reinvested earnings to finance FDI
is similar to parent equity investment because the source of the funds is in
both cases United States-—owned income.

'? Most of the analysis concerning MNEs' technology transfer has
focused on its effects on host-country economies, with discussion of
home-country effects still 1largely ignored. That the issue has current
relevance was underscored last year by the debate in the United States

Congress over the licensing to Japan of the technology embodied in the F-16
fighter aircraft.

2% Part of this steep reduction is explained by definitional problems

resulting from the counting as high technology imports goods that actually
occupy the lower ends of the high technology product groups. Nevertheless,

there has been a significant deterioration in the high technology trade
balance.

2! It seems paradoxical that United States MNES would engage in an

activity that could potentially harm their competitive position and the
comparative advantage of the American economy. In terms of the latter effect,
this is largely explained by the possible lack of congruence between the
private and public/social costs of MNEs' international transactions.

?? The view that the competitive position of USMNEs has declined in the
last two decades is widespread, but it is not shared by some authors. Most

notably, Lipsey and Kravis (1987) argue convincingly that over the period N
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1957-84 there was not a deterioration' in USMNEs' technological. pos1t10n or ‘a
failure in their management practices relative to foreign MNEs,. - ;

23 Some authors contend: that among - advanced: industrial countries
imitation; and not. FDI, has.:not been. the principal« channel:« of technology
transfer. See Pavitt (1988)

" As in the case of exporting, non-multinational United States firms
also engage in licensing to.foreign entities. -In either:case, licensing 'may
bei the preferred form of -international -investment depending on a firm's stock
of financial ' and managerial resources, and its desire to avoid the .problems
associated with FDI, including government - regulations; - and : political vrand
economic risk.

. ‘There are'a:number-.of problems with.:trying to: measure the: flow of
technology by .receipts- of royalty: .and lieence .fees and::service ‘¢harges;
including that such receipts:- are probably:understated. owing to firfms® attempts
to minimize tax payments and the possibility that their procedures and
controls..are:-inadequate::for accurately. measuring  intetrcompany payments. For
an extenswe dlscussmn :0f the data problem, ‘see Contractor (1985 U

of v
t
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26 Other arguments against restrictions on l1censmg mcludeF the
possibility that a forelgn firm will supply the desired technology (this
assumes; .the technology . is: fairly smature (and w1despread) and thatL government
tax rece1pts will :declines s « ¢ : CERESAN ;o e

@ “In 196ljrover=60 per cent. of:ithe sales: of Japan's' steel - 1ndustry
were dependent on foreign technology (the’ majority :being Amerlcan) but i by
1967 «this » had ~declined . to 8 -per:.cent and: in. the:early = 1970s ..Japan’ lwas
exporting steelr—makmg technology to the Unlted States (Eichengreen, 1987)

E oy ;
Braml Hong Kong, Mex1co, Singapore, the Republlc : Ofk Korea and
Taiwan (China)

R

28

3
TR YA [N

o . 2% A recent study on. Malay51a found that ~little labourn mobillty existed
between local firms and MNEs (not necessarily those from .the: United Stateés).
See, Yew Siew Yong, '"The Employment Effects of Multinational Enterprises in
Malaysm" Working Paper No::53. (International Labour Office, 1988)

L P |
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3° G1ven the d1ff1cu1ty Jinc compiling statlstics on USMNES wforeign
relative to. -domestic:iR&D: operatlons,’ it 'is to be' expected that what ~few
estimates :there are vary ‘greatly. ~Hirschey and :Caves' (1981) givea: figure:of
approximately 12 per cent for 180, while Dunning (1987) citesta recentr.study
putting the figure at 6.4 per cent for 1982. The authors are not aware of
estimates for later than 1982 £ RN e B T T

s IR -]

ey

£ Some researchers have 1dent1f1ed a (pattern s-—:whereby R&D “Un tfs
established to provide product and process:. adaptatlon evolve ‘over :time »into
units that develop new products and processes for the local foreign market:

~Qther factors: ithaty iralong labour costs: and -productivity,’ “could
conceivably influence ‘the decision:on where USMNEs-locate:their R&D facilities
are the existence’ of ;important: scientific:.communities, .the:location dec131ons
of ; competltor firms, and government regulations and/or sub51d1es. :

. e bty e N e e s en Fa

33 Although ‘the proportion of JOb nsales" resulting ultimately in JOb
losses is- mot: known, #ithel ‘authors: findr almostnothing ~in: the: “literature
suggesting, ' that . /the- sale.’of . United: Statesl assets by foreigners” "r‘sr“ -]

significant employment policy concern.: . (ieil'’. - - IR PN P L

3

9230d



- 99 —

*%  Peter Gray's volume (1986) is an excellent source for

industry-specific discussions of FDIUS.

®> Given the greater Japanese efficiency and consequent less labour
input on which the GAO study is based, it seems unlikely that the same Labour
Requirement Coefficient applied to domestic auto firms (4.78) is a realistic
multiplier for the Japanese industry, given the latter's increasing reliance
on United States-based Japanese auto suppliers.

%% The benefit differences are, however, slight. The major difference
between United States and Japanese firms appears to be in work organisation
(see table 39).

7 The problems faced by domestic '~ unions in the United States
affiliates of some specific foreign multinationals have received considerable
public attention. While not overlooking specific cases, the authors here are
concerned with isolating patterns or systemic departures by foreign firms, and
such a pattern is not detectable by the authors.

*% Senator Jim Sasser, cited in Tolchins (1988), p. 68.
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ANNEX

ILO PUBLICATIONS ON MULTINATIONALS

WORKING PAPERS

The series of Working Papers is devoted to the most recent research on a
variety of subjects related to the on-going programme on multinational
enterprises. Country and regional studies cover topics such as technology
choice, export processing =zones and decision-making, or give up-to-date
statistics on the direct and indirect employment effects of multinational
enterprises in various developing and industrialised countries. They are
signed by their authors, each an expert in his own field, and are intended to
stimulate dis— cussion and critical comment.

The ILO Tripartite Declaration of Principles concerning Multinational Enter-
prises and Social Policy - Ten years after (Geneva, ILO, 1989).

Employment effects in industrialised countries

Employment effects of multinational enterprises: A Belgian case study (Working
Paper No. 1)

by D. Van Den Bulcke and E. Halsberghe

ISBN 92-2-102265~-X

ISBN 92-2-202265-3 (French ver31on)

Employment effects of multinational enterprlses' A survey of relevant studies
relating to the Federal Republic of Germany (Working Paper No. 2)

by P.J. Bailey

ISBN 92-2-102266-8

Employment effects of multinational enterprises in the United Kingdom (Working
Paper No. 5)

by J.M. Stopford

ISBN 92-2-102269-2

Employment effects of multinational enterprises: The case of the United States
(Working Paper No. 12) ' '

by D. Kujawa

ISBN 92-2-102276-5

Domestic employment effects of direct investment abroad by two Swedish multi-
nationals (Working Paper No. 13)

by G.L. Jordan and J.-E. Vahlne

ISBN 92-2-102267-6

Employment effects of multinational enterprises: The case of the Republic -of
Ireland (Working Paper No. 22)

by Micheal 0 Silleabhain

ISBN 92-2-103249-3

Les effets des entreprises multinationales sur l'emplei: le cas de la France
(Working Paper No. 24)

by Julian Savary

ISBN 92-2-203385-X
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The development of employment in multinational enterprises in the Federal
Republic of Germany - Results of a new survey (1974-1982) (Working Paper
No. 33) ‘ SRR ot

by Werner Olle

ISBN 92-2-103847-5

ISBN 92-2~703847-7 (German version)

Employment impact of forelgn 1nvestment in Greece, Spain‘'and Portugal (Wbrking
Paper No. 44) o SR
by Peter 'J. Buckley and Patrlck Art1s1en

'ISBN 92-2-105680-5 4

Employment in mu1t1nat1ona1 bﬁﬁkingif Recent ' trends and - future prospects
(Working Paper No. 50) S T R R AT
by Amin Rajan

ISBN 92-2-105915-4

Multinational enterprlses ‘and ‘employfient (WOrklng Paper No. 55)
by Otto Kreye, Jurgen Heinrichs and Folker Frobel
ISBN 92-2-106803~-X

The Nordic countries and multinational enterprlses Employment effects and
foreign direct invéstmerit (Working Paper No. 57) — .

by Greg MacDonald

ISBN 92 2—107136—7

Mult1nat1onal enterprises and employment° The Canadian experience -
Paper No. 61) R o S
by M. Bradley Dow and Pradeep Kumar

ISBN 92-2-107512-5

The employnient : growth of foréign multinationals: From shlft—share to““”‘”"
factor partitioning (Wotrking Paper No. 62) SO

by D. Michael Ray o u;: ;a
" ISBN 92-2-107513-3 B R T

The employmént effects of multifationals in the United States (Working - P:
No. 64) CL

by Duncan C. Campbell and Roger McElrath S LA
ISBN 92-2-107537-0 TR

Multinational banking in ‘the age of diséontinuity - (Work1ng pape NS B
(forthcoming) S ;
by Amin Rajan

ISBN 92-2-107538-9

Study on' the employment: effects of~ multlnatlonal enterprlses 1n, Australla
(Working Paper No. 68) (forthcomlng) e

by Greg MacDonald
ISBN 92-2-107541-9

Case study on ‘the overseas activities of Japanese multinational enteirprisés
(Working Paper No. 69) o R PN
by Susumu Watanabe

ISBN 92-2-107542-7
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Employment effects in developing countries

Les effets des entreprises multinationales agro-alimentaires sur 1l'emploi en
Amérique latine (Document du travail n° &)

par G. Arroyo, S. Gomes de Almeida et J.M. von Der Weid

ISBN 92-2-202268-8

ISBN 92-2-302268-1 (Spanish version)

Employment effects of foreign direct investments in ASEAN countries (Working
Paper No. 6)

by Y. Kuwahara, T. Harada and Y. Mizuno

ISBN 92-2-102270-6

Employment effects of multinational enterprises in Brazil (Working Paper No. 7)
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