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Foreign direct investment by U.S. companies— the 
establishment or expansion of a foreign subsidiary— has 
expanded rapidly, growing at a rate of 10 percent per 
year between 1982 and 1995. The value of U.S. direct 
investment abroad reached $712 billion in 1995, a 
$91 billion increase over 1994. A common explanation 
for this rise is that U.S. companies are lured overseas 
by low wages in developing countries, where they 
produce goods for export to the United States.

An examination of the data suggests that such 
claims are exaggerated. In 1995, 72 percent of the 
stock of U.S. direct investment abroad was in industri
alized countries (see table). These high-wage countries 
are also the primary destination for new investment, 
accounting for 67 percent of the increase in the value 
of direct investment in 1994 and 74 percent of the 
increase in 1995.

Employment data presents a similar picture. 
Foreign affiliates of U.S. companies employ 
6.7 million workers.
As the table shows,
65 percent of these 
workers hold jobs in 
industrialized countries.
Moreover, nearly half of 
the 6.7 million jobs are 
located in six major 
economies: Canada,
France, Germany, Italy,
Japan and the United 
Kingdom.

Market access is one 
explanation for the pre

ponderance of foreign direct investment in industrial
ized countries. When locating abroad, firms choose 
stable and prosperous markets. Furthermore, the pres
ence of trade barriers may make direct investment 
preferable to exporting.

While these data indicate that access to cheap labor 
is not the driving force for most foreign direct invest
ment, U.S. companies do have a strong presence in 
some developing countries. Brazil and Mexico, for 
example, rank among the top ten recipients of U.S. di
rect investment based on employment data. Even in 
developing countries, market access appears to be an 
important determinant of investment, since most of 
what is produced by U.S. affiliates is not simply exported 
to the United States. In actuality, only 12 percent of 
sales by U.S. foreign affiliates in developing countries 
are exported to the United States, somewhat higher 
than the 7 percent exported to the United States by 
affiliates in industrialized countries. Moreover, although 
25 percent of the sales of U.S. affiliates in Mexico 
were exported to the United States in 1993, this is no 
greater than the 26 percent exported to the United States 
by U.S. affiliates in Canada.

— Patricia S. Pollard
U.S. Direct Investment Abroad

Value of Investment: 1995 Employment: 1993
Country $ billions Percent of Total thousands Percent of Total
United Kingdom 120 17 866 13
Canada 81 11 875 13
Germany 43 6 569 8
Japan 39 6 411 6
France 33 5 403 6
Italy 17 2 164 2
All Industrial 509 72 4379 65
Mexico 14 2 666 10
Total All Countries 712 100 6731 100

Notes: Dollar figures are based on historical cost. Employment data are for nonbank foreign affiliates, 
comprised of Western Europe, Canada, Japan, Australia and New Zealand.
Source: U.S. Department of Commerce, Bureau of Economic Analysis.
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