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Welcoming foreign investors to the Southeast has provided 
a windfall for the region's economy. Foreign-owned firms, for 

example, have created new jobs in high-wage industries 
and accelerated industrial diversification into new sectors 

International economic trans-
actions directly affect the em-
ployment and incomes of 
many southeasterners. These 
international activities have 

several major dimensions: foreign investment in 
regional business enterprises; extraction or pro-
duction of mined, farmed, and manufactured 
products for sale abroad; movement of imports 
and exports through Sixth District ports; and the 
provision of a variety of other services, ranging 
from banking and insurance to international 
travel and tourism, engineering, and health and 
management services. The degree and nature of 
these transactions vary substantially from one 
type of activity to another both within the South-
east and interregionally. 

Many Americans are unaware that such inter-
national activities wield a sizable and steadily 
growing impact upon the economic character of 
this region and the nation. To expand general 
awareness of foreign investment, this study at-
tempts to answer a number of questions. How 
fast has foreign direct investment (FDI) grown 
and why? Why is the Southeast so attractive to 
foreign investors, and which states have been 
most successful at enticing foreign capital? Do 

The author is an economist on the Research Department's 
regional team. 

FDI's benefits outweigh its economic and social 
costs? And what does foreign investment contrib-
ute to the national and regional economies? 

Foreign investment represents one of the fastest-
growing modes of international economic inte-
gration for both the nation and this region. 
Nationally, FDI in the United States (FDIUS) has 
surged for more than a decade now, far surpassing 
the overall expansion rate of the national econ-
omy or the growth of American investment in 
foreign countries. Between 1970 and year-end 
1983, the stock of FDI US increased tenfold, to 
$135 billion. Over that same period GNP in-
creased two and one-half times and the stock of 
direct U.S. investment abroad tripled, rising to 
$226 billion. By contrast, both of the latter grew 
more rapidly than FDI US in the 1960s. 

Indicators show that FDI in the Southeast has 
spurted even faster than it has nationally. From a 
"bottom-line" business perspective, it appears 
that the region's above-average economic growth 
rate and abundant profit opportunities have 
attracted foreign investors, just as they have 
lured U.S. businesses. Moreover, the Southeast 
is likely to maintain its quicker pace of foreign 
ownership growth in the years ahead as it con-
tinues to enlarge its share of national production 
and becomes even more integrated with the 
world economy. These developments suggest 
the importance of assessing the magnitude and 
direction of foreign investment, including its 
impact on the Southeast's industrial structure, 
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pattern of employment, and other economic 
concerns such as international flows of traded 
goods and of technological information and 
management techniques. 

Another vital reason for analyzing the impact 
of FDI from a regional perspective is to determine 
whether state economic development policies 
should seek out such investment actively. For 
more than a decade, southern states have 
pursued foreign investors aggressively and, 
according to press accounts and data, have 
been largely successful in their efforts. This 
article will attempt to provide additional infor-
mation about the benefits of these state develop-
ment activities. 

What Is Foreign Direct Investment? 
Foreign direct investment in the United States 

refers to the ownership or control, directly or 
indirectly, of a U.S. establishment by a foreign 
individual, partnership, group, or organization. 
An American business establishment under such 
control is called a U.S. affiliate, and the foreigners 
investment is said to be "direct" Other foreign 
investment in a U.S. enterprise, such as the 
purchase of its stocks or bonds by investors 
seeking to diversify their assets rather than exercise 
an effective management role, is called portfolio 
investment (The terms FDI and foreign invest-
ment are used interchangeably in the rest of this 
article unless noted otherwise.) 

Direct investment can occur in a variety of 
ways. One is creation of a wholly-owned new 
enterprise such as Nissan's $750 million auto-
truck assembly plant in Tennessee. Another form 
is expansion of an existing foreign-owned plant, 
for example, YKK's current $100 million enlarge-
ment of its zipper facility in Georgia A third 
avenue of foreign direct investment is the take-
over of an enterprise, such as the 1984 purchase 
of Atlanta-based Scripto, Inc, by Japan's Tokai 
Seiki Company, or the acquisition of 10 percent 
or more of a company's stock.1 Finally, foreign 
investors may collaborate either among them-
selves or with a U.S. company in a joint venture, 
sharing the costs and profits from, say, a petro-
chemical project in Louisiana (Scripto was a 
U.S.-United Kingdom joint venture operation 
prior to the Japanese acquisition.) 

The form that foreign investment takes can 
make a difference in terms of its impact For 
example, if a merger or acquisition merely in-
volves the purchase of existing assets, such as an 

operational manufacturing plant already equipped 
with machinery and workers, the transfer of 
ownership may generate very few or no new jobs 
initially. (Of course, a firm acquired by foreigners 
then may grow faster and add more workers over 
the longer haul than would have occurred other-
wise.) By contrast, capital inflows to build and 
equip new plants generate new jobs immediately. 

Historically, most actual foreign investment, 
including acquisitions, has increased the amount 
of resources in the U.S., among them capital, 
managerial expertise, and perhaps technology as 
well. The capital flow associated with foreign 
investment typically comes from an infusion of 
equity capital from abroad, increased equity 
from retained earnings on U.S. assets already 
owned, or from foreign-parent lending to the 
U.S. affiliate. The other resource flows result from 
the foreign parent7s directing and controlling the 
affiliate's business policies. 

Reasons for Foreign Investment 
Over the years, numerous reasons have been 

cited to explain the accelerating pace of foreign 
investment in the U.S. The popular press and 
official U.S. sources suggest that a relative rise in 
the wealth of foreigners and their large companies 
has increased their ability to invest in this country. 
Moreover, the Department of Commerce main-
tains that the attractiveness of investing in the 
United States has been enhanced by a number 
of developments: (1) more widespread recognition 
among foreign companies of the size of the U.S. 
market and an advancing perception of the 
United States as an economic and political safe 
haven; (2) growing numbers of large foreign 
multinational corporations whose experience 
contending with U.S. companies abroad convinced 
them that they could compete successfully in 
the U.S. domestic market; (3) a narrowing spread 
between American and foreign production costs, 
making production here relatively more attractive 
than exporting to the United States; (4) concern 
about increasing U.S. protectionism, and a feeling 
that investment in this country offers an effective 
way to hurdle trade barriers; and (5) the wooing 
of foreign investors by state development agencies, 
particularly in the South.2 

These and other factors may help to explain 
the rapid growth of foreign investment, but they 
fail to tell the whole story. Naturally, foreign 
investment is expected to improve a firm's profit 
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A fairly strong body of theory supported by 
extensive empirical research suggests that one or 
more of a variety of "market imperfections" must 
exist in order for FDI to be profitable. Briefly, the 
theoretical logic is that a foreign company will 
produce here only if it possesses some advantage 
that more than offsets the difference between its 
necessarily higher transportation and communi-
cations costs and those of U.S.-based companies. 
Otherwise, the firm would earn higher profits by 
producing in its home country and exporting to 
the United States or by licensing its product to an 
American firm in exchange for royalties.3 

Of course, in the real world many kinds of 
market imperfections exist for a great range of 
goods and resources. For example, numerous 
firms own patents on products or have established 
brand identifications that make their product 
special to its buyers. And companies possess a 
unique or unusual technical advantage in pro-
ducing or marketing particular goods. An admin-
istrative ability to exploit potential cost advantages 
by producing on a large scale for a big market also 
might prompt a foreign company to produce in 
the United States. Onerous government-imposed 
restrictions on output, market entry, or product, 
safety, and production standards similarly can 
encourage a firm to shift production from one 
country to another. Several analysts have even 
argued that much foreign investment has come 
to our shores in search of new technology or 
proximity to the innovative and creatiave atmos-
phere here rather than to exploit their specialized 
knowledge, technology, or some other economic 
advantage.4 

Profile of Foreign Investment Activity 
Employment is one of the broadest measures 

of the activity and importance of foreign-controlled 
affiliates. In 1982, the most recent year for which 
data are available, foreign investment in U.S. 
manufacturing and nonmanufacturing affiliates 
(excluding banks) amounted to 2.4 million jobs 
directly—roughly two-thirds as many as all con-
struction employment in the nation. Multi-establish-
ment affiliates, with 98 percent of all foreign 
affiliate jobs, accounted for 5.6 percent of total 
multi-establishment employment in the country. 
According to the Department of Commerce, 
foreign affiliate employment in the Southeast 
accounted for300,000 jobs in 1982. The region's 
12 percent share of U.S. foreign affiliate employ-
ment was roughly the same as its share of total 

U.S. employment. Foreign affiliate employment 
in the Southeast was three-fourths the magnitude 
of regional employment in the textile and apparel 
industries, with multi-establishment affiliates ac-
counting for 5.4 percent of all multi-establish-
ment employment in the region. 

Within the Southeast, defined in this article as 
the states in the Sixth Federal Reserve District, 
the employment shares accounted for by foreign-
owned multi-establishment affiliates were largest 
in Georgia and Louisiana, with 6.9 percent of 
employment in both states. Tennessee followed 
close behind with 6.5 percent, while comparable 
1982 employment shares were 3.5 percent in 
Alabama, 4.4 percent in Florida, and 3.3 percent 
in Mississippi.5 

Industrial Composition of Employment 
The industrial distribution of foreign affiliate 

employment in the nation and the Southeast in 
1982 was remarkably similar, with manufacturing 
accounting for half of all affiliate employment for 
both areas (Table 1). Moreover, the industrial 
mix within manufacturing was surprisingly alike, 
although available data provide only limited 
industrial detail. Similarities in the regional and 
national mix of affiliate employment extended 
even to some nonmanufacturing industries. 

In both the region and the nation, foreign 
affiliates' share of manufacturing employment 
was double manufacturing's share of total un-
employment. Within manufacturing, employ-
ment in the chemicals and allied products in-
dustry showed an extremely large disparity. Foreign 
chemical affiliates accounted for 16 percent and 
1 3 percent, respectively, of all foreign-generated 
employment in the nation and region; however, 
the chemical industry's share of total employ-
ment was only 1.2 percent and 1.6 percent, 
nationally and regionally. 

On the basis of "concentration ratios"—in-
dustrial employment shares for the region divided 
by comparable shares for the nation—the South-
east' s primary and fabricated metals, retail trade, 
insurance, and real estate industries appear rela-
tively attractive to foreigners. Regional metal 
affiliates, which accounted for an employment 
share nearly 50 percent higherthan metals' share 
of affiliate employment nationally in 1982, tend 
to concentrate in Georgia, Mississippi, and es-
pecially Tennessee. A variety of establishments 
in these states produce, roll, or cast basic steel 
and aluminum products or fabricate a variety of 
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Table 1. Affiliate Employment by Industry, 1982* 

Southeast United States 
Share of Share of Southeast Southeast 

Employees 
Total 

(in percent) Employees 
Total 

(in percent) 
Share 
of U.S. 

Concentrât 
Ratio 

Mining 848 .2 38,927 1.6 2.2 .12 
Petroleum 13,800 4.6 122,865 5.0 11.2 .92 
Manufacturing 150,794 50.8 1,238,884 50.9 12.2 .99 

Food 12,915 4.4 125,822 5.2 10.3 .85 
Chemicals 39,108 13.2 390,088 16.0 10.0 .83 
Metals 18,632 6.3 103,807 4.3 17.9 1.46 
Machinery 32,905 11.1 286,266 11.8 11.5 .94 
Other 41,047 13.8 332,901 13.7 12.3 1.01 

Wholesale Trade 28,368 9.6 279,602 11.5 10.1 .83 
Retail Trade 57,433 19.4 389,992 16.0 14.7 1.21 
Finance, except Banks 515 .2 24,607 1.0 2.1 .20 
Insurance 11,136 3.8 70,640 2.9 15.8 1.31 
Real Estate 3,966 1.3 25,152 1.0 15.8 1.30 
Other 29,896 10.1 244,474 10.0 12.2 1.01 
Total 296,756 100.0 2,435,143 100.0 12.2 — 

•Components do not add to totals because some detailed data are not published to prevent disclosure of information on individual firms The effect of 
data suppression may be to lower the calculated shares for the Southeast in a few instances 

Source: U.S. Bureau of Economic Analysis, Foreign Direct Investment in the United States: Annual Survey Results, 1982. 

metal and wire products for industrial or con-
sumer use. Affiliates of Canada's Alcan Aluminum 
Ltd. operate in all three states and several other 
affiliates of foreign companies can be found in 
these and other regional states. 

The Southeast's high concentration in retail 
trade has resulted principally from foreigners' 
investments in Florida, Georgia, and Louisiana A 
few examples of foreign-owned retail establish-
ments are the Hardee's restaurants and Saks Fifth 
Avenue department stores. In insurance, the 
high concentration is attributable largely to foreign 
ownership of Life of Georgia, while Florida ac-
counts for the region's above-average share of 
real estate employment compared with the rest 
of the country. 

Several concentrations of affiliate industrial 
employment in individual regional states are 
consistent with their well-known industrial spe-
cialties. For example, Louisiana has a high ratio in 
the petroleum extraction and refining industries 
while Alabama and Tennessee have high ratios in 
manufacturing Within manufacturing Mississippi 
has a concentration of foreign ownership in food 

and kindred products, Louisiana and Tennessee 
in chemicals, and Florida and Tennessee in 
machinery. 

The Southeast has fared at least as well as the 
nation in attracting foreign investment in "other 
manufacturing." This category includes several 
regional specialities such as textiles and apparel, 
lumber and furniture products, and paper and 
allied products, all industries that have attracted 
sizable foreign investment Similarly, "other non-
manufacturing" industries encompass agriculture, 
forestry, fishing, and other activities that also are 
substantial in the region. 

Many of the world's largest non-U.S. multi-
national manufacturing companies are heavily 
represented by affiliates in the Southeast: Royal 
Dutch Shell and British Petroleum (petroleum), 
Hoechst, BASF, Ciba-Geigy, and Flick (chemicals), 
Brascan (forest products), Certain Teed (building 
materials), Alcan Aluminum (metals), Northern 
Telecom (telecommunications), Michelin and 
Dunlop (rubber), and Siemens (electrical equip-
ment). Japanese industrial giants such as Mitsui, 
Mitsubishi, Hitachi, Nissan, and Sony also have a 
pronounced presence in the Southeast 
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Foreign Land Ownership 

Foreign land holdings in the region are exten-
sive. In 1982, foreigners owned 2.8 million acres 
of land in the Southeast This amounted to 20 

Table 2. Land Owned and Mineral Rights Leased or 
Owned by Foreigners, 1982 
(thousands of acres) 

Acres of 
Mineral Rights 

Acres of Leased or 
Land Owned Owned 

Alabama 619 948 
Florida 535 714 
Georgia 772 86 
Louisiana 193 1,646 
Mississippi 303 1,420 
Tennessee 405 992 
Sixth District 2,827 5,806 
United States 14,164 73,951 

Source: U.S. Bureau of Economic Analysis, Foreign Direct Investment 
in the United States: Annual Survey Results, 1982. 

percent of all foreign land ownership in the 
nation, or two and one-half times the region's 
share of the nation's total land area (Table 2). 
Despite the heavy concentration of foreign owner-
ship in the region, less than 2 percent of its 
privately owned agricultural land was held by 
foreigners; for the nation, the figure was merely 
one percent Foreigners also owned or leased 5.8 
million acres of mineral rights in 1982, or 7.8 
percent of the national total. 

Georgia leads the region in foreign land owner-
ship (772,000 acres), trailed by Alabama (619,000 
acres). Foreign land holdings in these states 
accounted for half of foreigners' total holdings in 
the region in 1982. They also ranked high na-
tionally, Georgia being fourth and Alabama fifth ; 

behind Maine (2.6 million acres), Texas (1.1 
million acres), and California (900,000 acres) in 
land owned by foreigners. Louisiana and Missis-
sippi, with valuable energy resources, are the 
only regional states that ranked among the top 
half in mineral rights owned or leased by foreigners. 

To prevent disclosure of information on indi-
vidual firms, detailed data are not published. 
Thus we cannot catalogue the exact industrial 
uses of these land and mineral rights holdings. 

Table 3. Foreign Affiliate Gross Book Value of Property and Plant by Industry, 1982* 
($ millions) 

Southeast United States Southeast Southeast 
Gross Book Share of Gross Book Share of Share Concentration 

Value Total Value Total of U.S. Ratio 

Mining 167 .5 11,748 5.3 1.4 .09 
Petroleum 5,214 17.2 57,680 25.8 9.0 .67 
Manufacturing 14,179 46.7 84,376 37.8 16.8 1.24 

Food 443 1.5 4,421 2.0 10.0 .75 
Chemicals 6,655 21.9 42,638 19.1 15.6 1.15 
Metals 1,406 4.6 8,035 3.6 17.5 1.28 
Machinery 1,022 3.4 10,242 4.6 10.0 .74 
Other 2,292 7.5 19,040 8.5 12.0 .88 

Wholesale Trade 2,286 7.5 13,460 6.0 17.0 1.25 
Retail Trade 1,391 4.6 7,698 3.4 18.1 1.35 
Finance, except Banks 73 .2 1,130 .5 6.5 .40 
Insurance 231 .8 1,884 .8 12.3 1.00 
Real Estate 5,302 17.4 32,841 14.7 16.1 1.18 
Other 1,545 5.1 12,448 5.6 12.4 .91 
Total 30,388 100.0 223,265 100.0 13.6 — 

'Components do not add to totals because some detailed data are not published to prevent disclosure of information on individual firms. The effect of 
data suppression may be to lower the calculated shares for the Southeast in a few instances 

Source: U.S. Bureau of Economic Analysis, Foreign Direct Investment in the United States: Annual Survey Results, 1982. 
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Howeve r , they inc lude extens ive foreign owner-
ship of t imber land and farmland tracts through-
out the region; oil, gas, and coal rights in energy-
producing states; and ownership of mineral rights 
to locally important mineral deposits, such as 
phosphates in F lor ida 

Value of Foreign Investments 

The broadest yardstick of the relative importance 
of foreign inves tment in different industries is 
their dollar value, arrived at by using the measuring 
rod of m o n e y prices. Because industries differ in 

Table 4. Foreign Affiliate Employment and Investment by Country, 1982* 

Employment 

Southeast United States Southeast Southeast 
Share of Share of Share Concentrai 

Number Total Number Total of U.S. Ratio 

Canada 51,802 17.5 457,989 18.8 11.3 .93 
Total Europe 208,469 70.4 1,626,478 66.8 12.8 1.05 

France 26,344 8.9 191,428 7.9 13.8 1.13 
Germany 34,008 11.5 350,987 14.4 9.7 .80 
Netherlands 42,622 14.4 222,974 9.2 19.1 1.57 
United Kingdom 62,917 21.2 535,855 22.0 11.7 .96 
Switzerland 21,402 7.2 173,232 7.1 12.4 1.01 

Japan 12,446 4.2 138,935 5.7 9.0 .74 
Australia, 

.90 New Zealand 5,667 1.9 52,269 2.1 10.8 .90 
Latin America 9,312 3.1 79,656 3.3 11.7 .94 
Middle East 3,990 1.3 28,923 1.2 13.8 1.08 
Africa 877 .3 16,425 .7 5.4 .43 
All Countries 296,296 100.0 2,435,143 100.0 12.2 — 

Property, Plant and Equipment ($ millions) 

Southeast United States Southeast Southeast 
Share of Share of Share Concentration 

Amount Total Amount Total of U.S. Ratio 

Canada 6,910 22.8 57,040 25.5 12.1 .89 
Total Europe 19,290 63.7 136,293 61.0 14.2 1.04 

France 1,906 6.3 15,005 6.7 12.7 .94 
Germany 3,524 11.6 19,913 8.9 17.7 1.30 
Netherlands 3,509 11.6 38,951 17.4 9.0 .67 
United Kingdom 3,615 11.9 42,127 18.9 8.6 .63 
Switzerland 1,778 5.9 9,262 4.1 19.2 1.44 

Japan 944 3.1 8,664 3.9 10.9 .79 
Australia, 

1.12 New Zealand 588 1.9 3,786 1.7 15.5 1.12 
Latin America 1,490 4.9 7,186 3.2 20.7 1.53 
Middle East 621 2.0 7,069 3.2 8.8 .63 
Africa 263 .9 2,061 .9 12.8 1.00 
All Countries 30,297 100.0 223,265 100.0 20.0 — 

•Components do not add to totals because some detailed data are not published to prevent disclosure of information on individual firms The effect of 
data suppression may be to lower the calculated shares for the Southeast in a few instances. 

Source: U.S. Bureau of Economic Analysis, Foreign Direct Investment in the United States: Annual Survey Results. 1982. 
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the mix of resources used in production, the 
industrial distribution of foreign investment by 
value of property, plant, and equipment can vary 
significantly from that of employment For example, 
petroleum extraction and refining demands an 
enormous amount of capital per worker employed 
compared with the amount of property, plant, 
and equipment per retail trade worker. 

Assuming that the distribution of foreign direct 
investment is similarto the industrial distribution 
of gross book values of property, plant, and 
equipment, we can suspect that heavy invest-
ment has occurred in the Southeast's petroleum-
related industries and real estate structures (Table 
3). As expected, these industries' shares of invest-
ment far exceeded their shares of employment 
in 1982, as was the case for the chemical industry. 
By contrast, retail trade and insurance accounted 
for much smaller shares of investment than of 
employment Compared with the nation, the 
Southeast has captured an above-average con-
centration of investment in wholesale and retail 
trade, chemicals, metals, overall manufacturing, 
and real estate. 

Nationality of Foreign Investment 
Affiliates of European parents made up the 

bulk of both employment and foreign investment 
in the Southeast in 1982, with 70 percent and 64 
percent, respectively (Table 4). These countries' 
firms also accounted for the lion's share of 
affiliate employment and investment nationally, 
with 67 percent and 61 percent The higher 
European shares at the regional level indicate 
that European investors slightly favored south-
eastern states. Investments by Dutch and French 
companies accounted for the most jobs in the 
region compared with jobs associated with their 
investment nationally. However, in terms of the 
dollar value of investment for property, plant, 
and equipment, German and Swiss investment 
shares were the largest in the Southeast when 
weighed against equivalent investment shares 
for the nation as a whole. 

These differences in southeastern employment 
and investment concentrations from country to 
country relate to the industrial composition of 
the various European investments. For example, 
the capital-intensive chemicals industry has at-
tracted substantial investment by German (BASF, 
Flick, and Hoechst) and Swiss (Ciba-Geigy) firms. 
By contrast, Dutch investors in the region have 

concentrated in nonmanufacturing industries, 
such as the Life of Georgia insurance company, 
or in oil and gas leases and real estate outside the 
region. 

Canadian parents generated considerable ac-
tivity in the Southeast and the nation in 1982. 
The respective shares of Canadian affiliate em-
ployment in the nation and region were 18.8 
percent and 17.5 percent while comparable 
shares of investment were25.5 percent and 22.8 
percent. Canada's 23 percent share of invest-
ment in the region was nearly twice that of any 
other country. Its employment, however, fell 
short of the United Kingdom's 21 percent share, 
a level attributable in part to the latteKs relatively 
high share of regional affiliate employment in 
retail trade. Although Canandian firms' invest-
ment in the Southeast is highly visible, it is not 
exceptional compared to Canadian investment 
in other U.S. regions. 

Of course, some major differences existed 
among regional states in the country of origin 
concentrations of foreign investment In Alabama, 
affiliates of Dutch and United Kingdom investors 
claimed high shares of investment and employ-
ment compared with their shares nationally, 
while French and Latin American investment and 
affiliate employment were relatively high in Florida 
Canada accounted for a notable concentration 
of investment in Tennessee. 

Patterns of Foreign Investment 
Growth and Change 

The preceding discussion provides a fairly 
detailed view of the magnitude and composition 
of foreign investment in 1982. However, com-
prehensive information is available only for the 
1980-82 period. Thus, we cannot quantify over 
time detailed changes in the industrial structure 
of foreign investment in the region and nation. 
Fortunately, other data are available that permit 
us to calculate changes in broad measures of 
activity and assess some important impacts of 
foreign investment. 

Multi-establishment data from the Bureau of 
the Census show that the growth of foreign-
affiliate jobs far outpaced comparable gains for 
domestically-owned firms in both the nation and 
the region in the 1975-82 period (Table 5). 
Moreover, all these magnitudes have increased 
faster regionally than nationally, causing the 
Southeast to command a larger share of national 
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Table 5. Employment and Payroll of Domestic and Foreign-Owned 
U.S. Firms, 1975 and 1982 

Percent 
Change 

Southeast 
Share of U.S. 

Employment 
All 

Foreign 
(percent) 

Manufacturing 
Foreign 
(percent) 

Nonmanufacturing 
Foreign 
(percent) 

Average Payroll 
All 

Foreign 
(percent) 

Manufacturing 
Foreign 
(percent) 

Nonmanufacturing 
Foreign 
(percent) 

1975 1982 1975-1982 (percent) 
Southeast U.S. Southeast U.S. S E U.S. 1975 1982 

3,688,430 33,566,366 5,157,571 42,115,164 39.8 25.5 11.0 12.2 
70,359 783,619 279,084 2,377,350 297 203 9.0 11.7 

(1.9) (2.3) (5-4) (5.6) — — — — 

N.A 14,020,174 N.A 14,606,777 — 4 — — 

42,828 410,255 127,110 1,109,339 197 170 10.4 11.5 
— (2.9) — (7.6) — — — — 

N.A 19,546,192 N.A 27,508,387 — 41 — — 

27,531 373,364 151,974 1,268,011 452 240 7.4 12.0 
— (1-9) — (4.6) — 

~ 

9.9 11.2 16.0 18.2 62 62 88 88 
11.4 11.8 17.9 20.1 56 70 97 89 

(115) (105) (112) (110) — — — — 

N.A 12.5 N.A 21.2 — 70 — — 

11.4 12.4 19.8 22.1 74 78 90 90 
— (101) — (96) — — — — 

N.A 10.2 N.A 10.9 — 7 — — 

11.4 11.1 16.3 18.4 43 66 103 88 
— (92) — (59) — — — — 

N.A - Data not available. 

Source: U.S. Bureau of the Census, Selected Characteristics ol Foreign-Owned U S-Firms, 1975 and 1982. 

totals in 1982 than in 1975. The extremely rapid 
expansion of foreign-affiliate employment in the 
region has even allowed the Southeast^s share of 
employment attributable to foreign-owned firms 
T) catch up with the comparable national share 
that was rising sharply in the 1975-1982 period. 

Apparently, the region's rapidly expanding 
economic base is becoming more diversified 
because foreign investment and foreign investors 
strongly favor the Southeast over other parts of 
the country. W e noted earlier that manufacturing 
affiliates accounted for half of the region's employ 
ment in foreign affiliates in 1982 but the affiliate 
manufacturing employment was not concen-
trated in the Southeast relative to the rest of the 
nation. The multi-establishment Census data 
support those earlier conclusions as well. In 
addition, they show that affiliate nonmanufacturing 

employment (and the number of establishments) 
in the region has enlarged its share of affiliate 
employment relative to the share of nonmanu-
facturing employment nationally. As a conse-
quence, the concentration of affiliate manufac-
turing employment has lessened regionally even 
though its growth in the region (197 percent) 
exceeded such growth nationally (1 70 percent) 
in the 1975-82 period. (Nonmanufacturingaffiliate 
employment growth in the Southeast was 452 
percent versus 240 percent for the nation over 
that period.) 

The Census Bureau data also can be used to 
study changes in average foreign affiliate- and 
domestically-owned establishment payrolls for 
regional states and the nation since 1975. Accord-
ing to this source, average payrolls (total com-
pensation per employee) for both U.S. and 
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Table 6. Foreign Investment Growth Percentages, 1974-1980 

Agriculture 
and 

Forestry 
Natural 

Resources 

Commercial 
and 

Residential Manufacturing Total 
Alabama D 192 D 320 187 
Florida 797 D 462 426 390 
Georgia D D 532 334 426 
Louisiana 356 D D 150 136 
Mississippi D 252 D 420 195 
Tennessee D D 459 139 200 
Southeast D D D 217 224 
United States 532 149 132 136 181 

D - Indicates that the data have been suppressed to avoid disclosure of individual company data 

Source: U.S. Bureau of Economic Analysis Foreign Direct Investment in the United States. 1974 and 1980 

southeastern foreign affiliates surpassed those 
for domestically-owned firms in 1975 and 1982. 
In 1982, southeastern and U.S. affiliates' average 
payrolls were $17,900 and $20,100, respectively, 
while respective average overall payrolls were 
$16,000 and $18,200 (Table 5). Thus, it appears 
that foreign-owned firms employ workers at 
higher paying jobs or in higher-wage industries 
than the all-industry average. 

Possibly, the high average payroll for affiliates 
is linked to the concentration of foreign invest-
ment in manufacturing industries, whose capital 
per worker and worker compensation outstrip 
nonmanufacturing industries'. During the 1975-
82 period, when the region's employment con-
centration in manufacturing was eroding, the 
average payroll for a southeastern affiliate dropped 
from 11 5 percent to 112 percent of the overall 
average regional payroll while the nation's average 
payroll for affiliates increased from 105 percent 
to 110 percent of the national average. I n addition, 
the region's shift toward concentration in non-
manufacturing industries was accompanied by 
an apparent move toward lower paying non-
manufacturing jobs relative to the nation. The 
average nonmanufacturing payroll in the South-
east was above the comparable average for the 
nation in 1975 but markedly below it in 1982. 

Benchmark survey data on foreign direct in-
vestment collected by the Commerce Depart-
ment for 1974 and 1980 provide some informa-
tion concerning the value of investment in the 
region. As measured by the gross book value of 

property, plant, and equipment, investment in 
both southeastern manufacturing and nonmanu-
facturing affiliates increased faster than in com-
parable affiliates nationally. As a result the region's 
share of the national total gross book value of 
manufacturing affiliates rose from 13.2 percent 
in 1974 to 1 7.8 percent in 1980 and its share of all 
foreign-affiliated businesses increased from 12.9 
percent in 1974 to 14.9 percent in 1980. 

As of 1980, nearly one-third of the total invested 
in the region by foreigners was in Louisiana, 
primarily in the petrochemical industry. Florida 
(23 percent) and Georgia (18 percent) also 
accounted for large shares. The bulk of the 
investment in Florida was in commercial and 
residential structures; in Georgia, investment was 
scattered across a broad spectrum of activities. 
Amongthe six regional states, foreign investment 
grew fastest in these two states over the 1974-80 
period (Table 6). 

Foreign Investors' Site Selection 
How do foreign investors decide where to 

locate in the U.S.? Researchers tend to agree that 
such locational decisions are highly complex, 
with several factors often influencing the investors 
choice. Apparently, the decisionmaking process 
is frequently subjective, involving the weighting 
of influences whose importance varies with the 
investors' nationality, corporate culture, ex-
perience, and concerns.6 Despite the dearth of 
hard and fast indicators concerning site selection, 

12 I U N E / 1 U L Y 1985, E C O N O M I C R E V I E W 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

June 1985



Table 7. State Perspective on Benefits and Costs of Foreign Investment 

Benefits 

- Expanded employment 
- More high-wage industries 
- Capital inflow, increased economic activity and house-

hold incomes 
- Increased tax revenues 
- Integration of state with national and international 

economy, providing countercyclical economic benefits 
- Industrial diversification into new sectors 
- Geographic dispersal of industry 
- Increased exports and hence a larger multiplier effect 
- Strengthening of weak/small businesses 
- Product and process innovation and links to inter-

national R&D 
- Promotion of new services and support industries 
- National and international market orientation 
- New labor skills 
- New employment and management practices—higher 

productivity and morale 
- Improved orientation of local firms with enhanced 

competitiveness and ability to export 
- Greater social and cultural diversity 

Costs 

- Training 
- Promotion 
- Capital and dividend remittances 
- Inflationary effect on price of land, labor, and capital 
- Demands on utilities infrastructure, and environment 
- More complex regulatory systems required 
- Destabilizing dependence on international economic 

conditions 
- Greater reliance on outside suppliers 
- Concentration of economic power in larger units 
- Competitive effect on local U.S. firms in same industry 

that may result in reduced activity or closure 
- Reliance on foreign R&D 
- Management decisions taken outside of local company 
- Anti-union attitudes of some foreign investors 
- Loss of community feeling and identification and 

hence less support for local institutions and social 
goals 

- Loss of community political influence and hence out-
side federal or other support 

- Acquisition of existing businesses 

Source: G L Suzman, ed., The Costs and Benefits of Foreign Investment from a State Perspective (Washington, D.C.: U.S. Department of Commerce, Office of 
Trade and Investment Analysis, 1982), p. 28. 

researchers generally cite several plausible factors 
as components of the" location equation." These 
include many of the same factors used in attempt-
ing to explain the site decisions of new or 
expanding domestic U.S. businesses. Among 
them are such basic considerations as differential 
costs of producing goods (costs of energy, mate-
rials, and labor) and of moving them to markets 
(availability and costs of air, land, and water 
networks), as well as business environment 
factors (tax and subsidy policy differences 
among areas) and lifestyle factors (cultural and 
educational amenities, climate, and recreational 
facilities).7 

Indirect evidence that these factors play some 
role in locational decisions comes from both 
sides of the market for foreign investment For 
example, newspaper articles dealing with reasons 
foreign investors cited for choosing a particular 
locale often quote sources as describing an area 
as a "good distribution point," a "very livable 
place," a "fast-growing market" orremarkingthat 
"its residents are willing to work." Moreover, 
visiting foreign trade delegations typically query 
development officials or others about such factors 
as local resource costs and financial incentives 
(tax breaks). They also want to know about 
transportation connections and the attitudes of 
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politicians and the business community toward 
long-term investments. On the other side of the 
market, development officials who sell their 
state or locality as the best site for the investment 
usually point to advantages they possess in these 
same areas. 

Impact of Foreign Direct Investment 
One obvious question relating to foreign invest-

ment is whether public policy, national or local, 
should actively encourage (or discourage) it, or 
whether a laissez-faire approach is more ap-
propriate. Naturally, in addressing this issue rele-
vant benefits and costs must be weighed. National 
U.S. policy generally has maintained that direct 
investment should be free to respond to market 
forces while most states' policies have encouraged 
such investment by subsidies and other means.8 

On balance, certain foreign direct investments in 
the United States are prohibited (for example, in 
some defense-related industries), others are en-
couraged (recently states battled to secure foreign 
auto producers' plants by using tax breaks), 
while others are left to the working of the 
marketplace. 

Gauging the impact of FDI involves assessing 
many factors, some of which offset others. More-
over, it often is difficult to assess what might have 
happened without FDI. Despite these measure-
ment problems, many national officials believe 
that foreign investment brings in new capital, 
technology, and management that contribute to 
higher productivity, production, and economic 
growth, enhancing American living standards.9 In 
other words, they hold that foreign investment's 
benefits to the United States outweigh its costs. 

Assessing the net impact of FDI on state 
economies may be even more daunting. Some of 
the benefits and costs that would have to be 
compared are shown in Table 7. Unfortunately, 
even less information is available to measure 
many of these factors at the state level than is 
available nationally. All the same, researchers 
who compiled this list for the Office of Trade and 
Investment Analysis concurred that the "benefits 
of increased economic activity outweigh the 
economic and social costs that may arise." 

Information is available on the amounts state 
governments in the Southeast spend to lure 
foreign investment through overseas offices, in-
vestment missions, seminars, assistance in site 
selection, and the extension of financial, tax, and 

other incentives. Yet because several public 
agencies often are involved, none can provide an 
overall total. In addition, a particular agency may 
not separate amounts spent to encourage foreign 
investment from outlays to spur exports from the 
state or even from money used to further industrial 
development by attracting domestic investment10 

Nonetheless, state officials clearly seem to 
believe they gain from foreign investment since 
more of them are promoting it.11 Officials ap-
parently are confident that the costs of attracting 
outside capital are outweighed by the new jobs, 
income, and taxes the investment creates—and 
they probably are right 

Among the benefits of FDI, we have remarked 
that the Southeasts growing share of foreign 
investment has opened up new job opportunities 
for some workers at higher wages. In addition, 
the composition of employment by foreign affili-
ates in the region is becoming more diversified, 
with manufacturing's share declining and non-
manufacturing's increasing. 

The regional job gains accompanying foreign 
investment also have helped temper—albeit 
slightly, because of its small share of total em-
ployment—the adverse impact of the 1981-82 
economic recession on the southeastern econ-
omy. Nonfarm employment declined by 110,300 
regionally in 1982 (.1 percent) while the com-
parable decline nationally was 1.5 million (1.7 
percent). By contrast, foreign-affiliate employ 
ment rose by over 4,500 (1.5 percent) in the 
region in 1982; nationally, the increase in affiliate 
employment was about 18,600 (.8 percent) 
above the previous year. 

Of course, not all jobs gained from foreign 
investment have been net new positions. For 
example, a few years ago Bridgestone, Japan's 
largest tiremaker, bought a Tennessee Firestone 
plant whose employment had fallen from 1,400 
to 800. However, Bridgestone seems to have put 
the plant back on a profitable footing: it now 
employs 1,100 workers and hopes to expand to 
3,000 in the future, according to a recent news-
paper report12 Certainly, we cannot determine 
how many jobs have been added, or saved from 
eventual elimination, by all foreign investments 
in the region, but clearly there have been many 
success stories. 

The recent report on Tennessee provides anec-
dotal information about two other benefits from 
foreign investment—infusions of new technology 
and management. Nissan claims that its Smyrna, 
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Tennessee assembly plant will "compete on 
technology and management;" Toshiba's appliance 
assembly plant in Lebanon, Tennessee, does 
things"the Japanese way, includingthe inventory 
system, which puts pressure on parts vendors to 
meet specific delivery dates." Presumably, other 
instances can be found where foreign investors 
in the region have brought managerial expertise 
and new technology to their freshly built or 
acquired plants. 

Foreign investment's employment impact may 
depend upon the specific type of foreign invest-
ment and the size distribution of affiliates. For 
instance, the number of net new jobs created 
generally will be larger for a new plant than for an 
acquisition; consequently, state development 
officials most ardently encourage opening of a 
new manufacturing facility.13 In addition, some 
evidence indicates that more job growth per 
investment dollar is generated by small new 
businesses than by large existing firms.14 These 
considerations suggest that foreign investment 
in the Southeast has been especially beneficial 
compared with counterpart investment else-
where in the country. International Trade Ad-
ministration data for the 1981-83 period show 
that the share of foreign investment in the region 
due to acquisitions and mergers (as measured by 
the number of transactions ratherthan the dollar 
amounts) was 11.6 percent as opposed to 24.7 
percent for the nation.15 

Foreign affiliates in the Southeast also tend to 
be smaller than those across the nation. In 1982, 
at the national level 7.4 percent of affiliates 
employed over 1,000 employees, while south-
eastern states ranged from zero (Mississippi) to 
2.5 percent (Georgia), according to Commerce 
Department data Furthermore, the shares of 
affiliates that employed five or fewer employees 
in regional states ranged from 44 percent to 50.2 
percent compared with 17.6 percent for the 
nation. If small firms generate more jobs than do 
larger ones, then it appears that southeastern 
states stand to experience above-average affiliate 
employment growth. 

By definition, foreign investment increases inter-
national linkages between the nation (or region) 
and the rest of the world. It is beyond the scope 
of this study to quantify the balance of payments 
ramifications of the growing foreign ownership of 
U.S. businesses. However, available data confirm 
that U.S. manufacturing affiliates export a greater 
share of their production than do manufacturing 

industries in general. Based on data for 1981, 
U.S. affiliates exported 9.7 percent of total ship-
ments as opposed to 8.1 percent for all U.S. 
manufacturers.16 Of course, such affiliate firms 
also may import more relative to other U.S. 
businesses, and so their net impact on the 
nation's trade balance is unknown. (Commerce 
Department data show that manufacturing affiliates 
exported more than they imported in 1981 and 
1982 while all affiliates imported more than they 
exported.) 

Even though we cannot determine the full 
impact of affiliate firms on the U.S. balance of 
payments, if free trade arguments are valid, it is 
likely that world income is growing faster from 
the trade linkage being forged by affiliate activity. 
Those arguments tell us the world economy 
gains from allowing capital resources to move to 
where they can be employed most productively. 
The majority of industries are not "perfectly 
competitive." But when foreign firms invest here 
to exploit or acquire an economic advantage, 
capital productivity is enhanced, technical know-
how spreads, and management ability may im-
prove. As a consequence, world income growth 
accelerates. 

Current Trends and Future Prospects 
During the past several years, the media have 

focused increasingly on the growth of foreign 
investment in the Southeast. Available data sug-
gest that the region deserves that attention, for 
FDI has benefited it significantly in the form of 
new jobs, capital investment, and foreigners' 
growing awareness that the Southeast is a favor-
able place to do business. Moreover, foreigners' 
presence in the region, which ranges from 
numerous single-person sales offices to more 
than 40 firms that employ over T,000 workers 
each, probably will become even more visible in 
the years ahead, adding to the region's growth 
prospects. 

The incomplete data available on foreign in-
vestment activities in regional states and the 
nation tentatively suggest several future trends. 
One is that foreigners' interest in locating busi-
nesses here remains keen. W e know this because 
FDI has increased even though the strong dollar 
has driven up the cost of such investment. 
Another trend is an apparently heightened interest 
by Japanese companies in locating facilities in 
this country, particularly in the Southeast17 
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In 1984, foreign direct investment rose nation-
ally by $21.2 billion, or 87 percent, from the 
$11.3 billion increase of the previous year, ac-
cording to preliminary U.S. Bureau of Economic 
Analysis data Such investment increased by 9 
percent in 1983, compared with 15 percent in 
1982 and an average annual 30 percent increase 
from 1978 to 1981.18 

The slowdown in FDI growth in 1982-83 prob-
ably reflected the U.S. recession's impact In 
1984, the strength of the national recovery in a 
low inflationary environment helped investment 
grow again.19 This new growth surge occurred 
despite the continued presence of factors that 
may have contributed to the earlier slowdown, 
such as an appreciating dollar and sluggish eco-
nomic growth abroad that reduced foreign firms' 
ability to invest in the United States. 

Georgia's foreign investment experience has 
tracked the nation's, with investment slowing in 
1982 and 1983, and then lunging forward again. 
Among southeastern states, Georgia has been 
among the most popular with foreign investors. 
This state, one of those that seek foreign invest-
ment most aggressively, also maintains some of 
the most complete and up-to-date information 
on FDI. In 1984, foreign investment in Georgia 
increased by $321 million, or nearly 125 percent 
more than the $ 143 million of new investment in 
1983.20 In addition, the number of jobs associated 
with total foreign investments rose by 9 percent 
in 1984 compared with a 7.9 percent increase in 
overall employment in the state. Significantly, 
manufacturing employment growth at foreign-
owned companies grew by more than twice the 
rate of overall manufacturing. In effect, foreign 
investment is helping restructure the state's econ-
omy away from textile and apparel employment 
and toward electronic equipment and machinery. 

Georgia's recent experience with foreign in-
vestment epitomizes not only the apparent re-
surgence of foreign involvement in this country 
but also the fast growth of Japanese investment 
here. According to the Georgia Department of 
Industry and Trade, Japanese firms accounted 
for over $140 million in foreign investment in 
1984, or 44 percent of all foreign investment in 
the state. Another source, the New York-based 
Conference Board, credits the Southeast and 
Georgia with 21.1 percent and 7.3 percent shares, 
respectively, of the foreign manufacturing invest-
ments made in the nation in 1984. Nearly two-
fifths of the regional and national investments 
were by Japanese firms. 

The increase in Japanese investment in the 
region has been heralded by newspapers in 
Georgia and Tennessee, states where Japanese 
investor interest seems particularly strong, as well 
as by nationally distributed publications. How-
ever, despite fast growth at the start of 1984's 
fourth quarter—Japanese direct investment was 
already two-thirds higher than its total for all of 
1983—Japan's stake here is modest in compari-
son to its share of trade with the United States. It 
accounts for only about 8.5 percent of FDI in this 
country, less than Latin America or Canada, but 
15 percent of the nation's merchandise trade 
(and about 18 percent of U.S. imports). 

Given the escalation of U.S. trade deficits with 
Japan, Japanese companies are likely to continue 
stepping up their construction and purchase of 
American factories.21 Some investors obviously 
believe that increased FDI can help reduce the 
frictions that have accompanied the growing U.S. 
merchandise trade deficit with Japan. By estab-
lishing more facilities here, possibly in antici-
pation of increased U.S. barriers against foreign 
imports, Japanese investors will be contributing 
jobs and other benefits to the nation. With its 
propitious business climate, weather, and other 
regional comparative advantages, the Southeast 
almost certainly will capture an above-average 
portion of these benefits. 

Summary 
For over a decade, foreign direct investment in 

the United States has grown at a heady rate. 
Observers attribute this surge to a number of 
factors, ranging from the increased market so-
phistication of foreign competitors to their con-
cern over rising protectionist sentiment in this 
country. Because of its favorable business climate, 
above-average economic growth, and plentiful 
profit opportunities, the Southeast has attracted 
an especially hefty share of such investment 

Despite the difficulty of measuring the costs 
and benefits, national and state officials tend to 
believe that foreign direct investments net con-
tributions to employment, productivity, income, 
and economic growth considerably outweigh its 
costs. In terms of jobs alone, between 1975 and 
1982 manufacturing employment attributable 
to foreign-affiliate firms grew by 170 percent 
nationally and 197 percent regionally. Even more 
impressive, however, was the 452 percent spurt 
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in southeastern nonmanufacturing affiliate em-
ployment. Clearly, foreign investment is helping 
to restructure and diversify the region's fast-
paced economy. 

Prospects for the continued escalation of such 
investment are positive at the national level and 
brighter still for the Southeast. Traditionally, 
Europeans have dominated FDI in this country, 

but Japanese investment is gaining steadily and 
promises to yield particular benefits to the regional 
states of Georgia and Tennessee. Overall, the 
foreign presence in the Southeast is likely to 
become more visible in the years ahead, strength-
ening the region's potential for sustained eco-
nomic growth. 

N O T E S 

'The U.S. Department of Commerce considers ownership or control of 10 
percent or more of an enterprise's voting securities to imply a lasting 
interest or degree of influence over management of an enterprise. In 
1982, two-thirds of the multi-establishment foreign-owned U .S firms 
were 100 percent foreign-owned and another 18 percent were 50 to 99 
percent foreign-owned. 

2U.S. Department of Commerce, International Trade Administration, Inter-
national Direct Investment: Global Trends and the U.S. Role (1984). 

3A decline in transportation and/or communication costs over time also 
could open up profitable opportunities if a foreign company's business 
advantage previously was insufficient to offset the higher logistics costs. 

4See, for example, R. I. Ajami and D.A Ricks, "Motives of Non-American 
Firms Investing in the U.S.," Journal ot International Business Studies, vol. 
12 (Winter 1981), pp. 25-34. For a thorough review of the literature and 
discussion of this topic, see David McClain," Foreign Direct Investment in 
the United States: Old Currents, New Waves, and the Theory of Direct 
Investment" in C P Kindleberger and D.B. Audretsch, eds. The Multi-
National Corporation in the 1980s (Cambridge, Mass, 1983). 

5The Sixth District comprises Alabama Florida, Georgia and parts of 
Louisiana Mississippi, and Tennessee. If a broader definition of the 
Southeast is used, such as including the Carolinas, the general con-
clusions of this article would be similar. North Carolina and South 
Carolina both have enjoyed favorable shares of foreign investment Their 
respective foreign-affiliate shares of statewide employment in multi-
establishment firms in 1982 were 7.3 percent and 10.4 percent The 
significantly larger share in South Carolina is attributable to heavy foreign 
ownership in wholesale trade and in the textile, paper, and related 
manufacturing industries Employment per investment dollar is high in 
these industries. 

6For analyses with a southeastern flavor, see the following: Jeffrey S. 
Arpan, "The Impact of State Incentives on Foreign Investors' Site 
Selection," Economic Review, Federal Reserve Bank of Atlanta vol 66 
(December 1981); R.P. Sheehan, ed., French Investment in the American 
Southeast, Conferenpe Ser ies No. 10 (Atlanta Georgia: Georgia World 
Congress Institute, 1979); C.L Suzman. ed., Foreign Direct Investment in 
the Southeast: West Germany, the United Kingdom and Japan. Papers on 
International Issues, No. 1., (Atlanta Georgia: Southern Center for 
International Studies, 1979); idem, The Costs and Benefits of Foreign 
Investment from a State Perspective (Washington, D.C.: U.S. Department 
of Commerce, Office of Trade and Investment Analysis, 1982); and J .D 
Goodnow and others, eds, Enhancing Georgia's Competitive Position in 
International Business, International Policy Ser ies No 1 (Atlanta Georgia: 
Georgia World Congress Institute, 1982). S e e also J . S. Little, "Locational 
Decisions of Foreign Direct Investors in the Unites S ta tes " New England 
Economic ftev/'ew(July/August 1978), pp. 43-63, for a general discussion 
and analysis; and idem, "Foreign Direct Investment in New England," New 
England Economic Review (March/April 1985), pp. 48-57, for a recent 
summary of New England's experience. 

r To complicate matters further, there is some evidence that foreigners' 
investment strategies change over time. According to a recent study by 
the J apan External Trade Organization ( JETRO) , "Investors' concerns 
today tend to focus on marketing and production in place of raw materials 
(acquistion) and lower labor costs" The study, available in J apanese only, 
is summarized in J E T R O ' s C ITEC Newsletter, March 1985. 

8 S e e U.S. Department of Commerce, International Trade Administration, 
International Direct Investment: Global Trends and the U.S Role (1 984). 
Also, see D.B. Christelow, "National Policies Toward Foreign Direct 
Investment" Federal Reserve Bank of New York Quarterly Review, vol. 4 
(Winter 1979-80), pp. 21 -32, for a detailed review of national policies and 
issues concerning FDI. Generally, those who argue that market forces 

should determine the amount and composition of FDI make arguments 
analogous to those favoring free international trade that unfettered flows 
of capital will maximize world income as it seeks its maximum rate of 
return. Proponents of subsidizing FDI believe that an individual country 
can sometimes gain more than the cost of the subsidy or that the 
investment flow will increase world output because of economies of 
scale. Those who favor prohibitions on FDI often decry the foreign control 
that accompanies foreign ownership of businesses. 

'According to testimonies at various U . S congressional committee hearings 
on foreign investment held in 1974-75 and in 1980. Generally, the U.S. 
economy gainsfrom foreign investment in the United States when profits 
received by foreigners (net of U.S. taxes) are less than the increase in U.S. 
income generated by the foreign investment F D I U S probably can be 
assumed to meet this test The principal drawback of FDI compared with 
domestic investment concerns noneconomic objectives, such as national 
defense; these investments can be analyzed on a case-by-case basis 

'"According to a recent survey of 25 states, 21 of them maintained at least 
one foreign office (see J.D. Goodnow, Enhancing Georgia's Competitive 
Position in International Business). These foreign offices devoted 60-100 
percent of their time to attracting foreign direct investment and spent an 
average of about $600,000 on these efforts in 1982 (four states 
budgeted over$1 million for their office and three states budgeted less 
than $250,000). Georgia maintains offices in Canada Belgium, and 
Japan, costing about $500,000. Approximately 50 percent of the time of 
these offices is directed toward attracting FDI. with the remainder 
allocated to trade promotion (20 percent), tourism (15 percent), and 
general state promotional activities (15 percent). Georgia is opening a 
new office in South Korea this fall. 

"According to a survey by the General Accounting Office, only 29 states 
maintained offices to encourage foreign investment in 1979. S e e App. Ill 
in U.S. GAO, Foreign Direct Investment in the United States' The Federal 
Role (June 1980). 

I2D.F. Cuff, "Tennessee's Pitch to Japan," New York Times, February 21, 
1985. 

"According to the U.S. GAO, Foreign Direct Investment in the U.S.: The 
Federal Role ( J u n e 1980). 

' "David Birch, The Job Generation Process (Cambridge, Mass: MIT Press, 
1979). 

15U.S. Department of Commerce, ITA Foreign Direct Investment in the 
United States (Washington, D.C.). various issues. 

16Calculated from U .S Commerce Department data on FDI and from its 
1981 Annual Survey of Manufactures. 

" T h e s e possibilities are speculative because the underlying determinants 
of FDI are poorly defined. An improved understanding of the forces that 
influence FDI is an important goal for future research. 

' 8 S e e R D. Belli, "Foreign Direct Investment in the United States in 1983," 
Survey of Current Business, vol. 64 (October 1984), pp 26-48. 

'9A substantial portion of investment volume also was attributable to 
merger/acquisition activity. For example, Royal Dutch Shell bought Shell 
Oil, U S A for $4.5 billion. 

JOAccording to the Georgia Department of Industry and Trade, Annual 
Report ol the International Division, 1983 and 1984 Foreign investment 
does not include income-producing property, raw land, or farmland and is 
not comparable to the foreign direct investment figures cited in the 
preceding paragraph. 

2 ' The U.S. merchandise trade deficit with Japan has risen steadily in recent 
years: 1979, $7.6 billion; 1980, $9.8 billion; 1981, $16.3 billion; 1982, 
$15.1 billion; 1983, $21.2 billion; and 1984, $33.5 billion. (IMF, Direction 
of Trade Statistics, March, 1985). 
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