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The geography of jobs, part 3:
Mapping the effects of
international investment flows

Countries continue to find the United States an attractive investment, and

their investments create US jobs. However, this important job generator

should not be taken for granted: The United States competes with the rest of

the world for investment.

S companies look to grow, one of their

major considerations is location: Where
should production take place, and where
should service providers be located? For
service businesses, the availability of a quality
workforce is generally the critical factor. With
production facilities, the location decision
is more complex because of the fixed capi-
tal investment that is generally required. In
addition to making sure that an appropriately
trained and educated workforce is available,
decision makers must consider many addi-
tional factors related to the movement of
goods, including transportation infrastructure,
supply chain considerations, the business and
regulatory environment, the availability of suit-
able real estate, risk, and quality of life (par-
ticularly for expatriates).

A nation’s attractiveness to expanding
businesses—both foreign and domestic—is
key to its economic growth. Within coun-
tries, there is substantial competition at the
sub-national level to attract foreign as well as
domestic investment and the employment it
brings. In the United States, states and locali-
ties actively promote investment through a

variety of means, with economic development
offices touting the quality of local workers
and infrastructure and offering tax and other
financial incentives.

Just as we saw how job creation and wage
growth vary among US states in the first two
“Geography of Jobs” reports, this third report
chronicles the varied impact of foreign direct
investment (FDI) on state job generation.

Investment flows to
the United States

The United States is a major recipient of
international investment dollars, although the
proportion of world FDI flowing to the United
States has lessened over the years. As shown in
figure 1, the absolute dollar amount of foreign
investment that the United States attracts has
been relatively level over the last 15 years,
averaging just under $200 billion per year. This
is in stark contrast to FDI in the European
Union, which has been on a downward trajec-
tory since 2007—the year prior to the start of
the financial crisis—with no obvious signs of
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The United States is a major recipient of
international investment dollars, although the
proportion of world FDI flowing to the United States

has lessened over the years.

recovering. However, over the same period,
investment flows to the rest of the world,
especially to China, grew rapidly. In the early
2000s, China received less than 10 percent of
world FDI. More recently, that proportion has
risen to between 15 and 20 percent. Because
of this rapid growth in annual flows, the stock
of foreign-owned investment in China rose
rapidly from 3.7 percent in 2004 to 9.5 percent
in 2012, making China second only to the
United States, which held 13.4 percent of world
foreign direct investment as of 2012.!

The stock of FDI on a historical cost basis
is the sum of a country’s annual FDI inflows
(which can be negative if enterprises withdraw

Figure 1. World inflows of FDI
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inflow, the stock of US FDI has been rising
steadily over time. In the recession/post-reces-
sion period of 2007 to 2013, FDI in the United
States increased by 38.7 percent and totaled
$2.8 trillion in 2013.2 However, this amount is
substantially less than the asset value that FDI
generates. The total asset value of majority-
owned foreign multinational enterprises
(MNE?S) in the United States was $12.7 trillion
in 2012 (the latest date for which data are avail-
able), based on FDI of $2.6 trillion (2012).
Europe continues to be the largest source of
inbound investment to the United States (fig-
ure 2). However, in recent years, investments
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Figure 2. Sources of US-bound FDI
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originating in the Asia-Pacific region have
been growing in importance due to increased
investment from Japan. Investment in the
United States by China is still at very low levels.

The changing US FDI
market basket

As mentioned above, the United States has
attracted a total FDI stock of $2.8 trillion, on a
historical cost basis. Three sectors account for
three-fourths of the investment:

1. Manufacturing
2. Other industries
3. Finance and insurance

As shown in figure 3, manufacturing was
the largest and fastest-growing industry in
dollar terms for foreign investment. FDI in US
manufacturing grew by $288 billion, or 44.4
percent, between 2007 and 2013, and it now
totals $936 billion. Within manufacturing, the

1998
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1999
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2009

2001
2002
2003
2010
2011
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2013

— Asia and Pacific

sectors attracting the most FDI include chemi-
cals, petroleum extraction and refining, motor
vehicles and parts, primary and fabricated
metals, food, and computers and electronic
products. The second-largest industry in terms
of FDI was “other industries,” which consists
primarily of nonbank holding companies
(attracting 39 percent of the total FDI in “other
industries”), mining (25 percent), and utilities
(11 percent); overall, FDI in “other industries”
totals $590 billion. FDI in finance and insur-
ance grew slightly more slowly than the “other
industries” category, making finance and
insurance currently the third-largest industry
recipient of FDI.

Although smaller in size, the two industries
with the highest percentage gain were retail
trade and professional, scientific, and technical
services, both of which saw the amount of FDI
they attracted almost double during the period.

Investment by foreign enterprises gains in
value over time and is an important job gener-
ator. In fact, US employment tied to FDI fared
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Figure 3. US total FDI position by industry (historical cost basis)
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better in the aftermath of the recession than
did employment in general. Employment by
majority-owned US affiliates of foreign MNEs
numbered 5.8 million in 2012, an increase
from its 2007 level of 5.6 million.? In contrast,
overall employment in the United States was
still 3.8 million below its 2007 level in 2012.*
Among the US states, energy suppliers
were the big winners in FDI-driven employ-
ment on a percentage basis between 2007 and
2012, with states such as North Dakota, West
Virginia, Louisiana, and Texas getting a high
proportion of their FDI-related jobs from oil
and gas extraction. However, some manufac-
turing states, such as Michigan, are also high
on the list. In terms of the number of jobs
gained, Texas has been the big “winner;” with
a gain of 53,800 jobs related to foreign MNE
employment. Michigan, Georgia, Oklahoma,
Pennsylvania, and Arizona also showed

substantial gains in the number of foreign
MNE-related jobs between 2007 and 2012
(figure 4).

However, FDI investments in the various
industries do not create jobs in proportion to
the number of dollars invested. Figure 5 shows
the proportion of total FDI invested and the
proportion of employment tied to that invest-
ment.’ At the two extremes are retail trade,
which has only 2 percent of total FDI stock
but 9 percent of the employment supported
by FD], and finance and insurance, which
accounts for 22 percent of total US FDI but
only 7 percent of FDI employment. Therefore,
when considering the impact of FDI on job
generation at the state level, it is critical to
consider both the dollar amounts of the invest-
ments and the industries in which the invest-
ments take place.
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Figure 4. US employment by majority-owned foreign MNEs

All industries
(total employment in thousands)

2007 to 2012

Percent Change in number of

change employees (in thousands)
Total states and areas (including some
not shown)
North Dakota 7.5 15.3 104.0% 7.8
District of Columbia 16.3 23.4 43.6% 7.1
South Dakota 6.8 9.6 41.2% 2.8
West Virginia 21.1 29.3 38.9% 8.2
Oklahoma 35.4 48.2 36.2% 12.8
Mississippi 26.5 34.1 28.7% 7.6
Alaska 11.4 14.4 26.3% 3.0
Michigan 152.6 187.6 22.9% 35.0
New Mexico 17 20.2 18.8% 3.2
Louisiana 49.1 58.3 18.7% 9.2
Nevada 33.8 40 18.3% 6.2
Vermont 10.1 1.9 17.8% 1.8
Nebraska 23.4 27 15.4% 3.6
Arkansas 36.6 41.5 13.4% 4.9
Arizona 73.2 83 13.4% 9.8
Texas 422.6 476.4 12.7% 53.8
lowa 45.5 51.2 12.5% 5.7
Maine 29.6 B285/ 9.8% 229
Missouri 82.4 89.6 8.7% 7.2
Georgia 180.6 196.3 8.7% 15.7
Washington 90.5 97.9 8.2% 7.4
Utah 33.2 35.6 7.2% 24
Alabama 81.1 86.4 6.5% 5.3
Rhode Island 25.7 27.3 6.2% 1.6
Massachusetts 183.7 193.2 5.2% 9.5
Wisconsin 82 85.6 4.4% 3.6
South Carolina 111.3 115.9 4.1% 4.6
Pennsylvania 264.4 275.3 4.1% 10.9
Hawaii 31 32.1 3.5% 1.1
Kentucky 92.9 95.4 2.7% 225
Indiana 149.1 152.7 2.4% 3.6
Maryland 103.6 106.1 2.4% 235
Wyoming 8.9 9 1.1% 0.1
Oregon 45.8 46.3 1.1% 0.5
Colorado 83.5 83.6 0.1% 0.1
California 602.9 602.8 0.0% -0.1
Minnesota 98.2 97.9 -0.3% -0.3
New Hampshire 38.9 38.6 -0.8% -0.3
Kansas 58.9 58.4 -0.8% -0.5
Florida 248.2 245.8 -1.0% -2.4
New Jersey 227.4 225.1 -1.0% -2.3
Virginia 158.1 154.4 -2.3% -3.7
lllinois 280.5 272.8 -2.7% -7.7
Connecticut 103.3 100.2 -3.0% -3.1
Idaho 14.4 13.9 -3.5% -0.5
North Carolina 211 203.4 -3.6% -7.6
New York 429.3 405.4 -5.6% -23.9
Ohio 238.2 224 -6.0% -14.2
Delaware 28.7 26.5 -7.7% -2.2
Tennessee 139.2 125.7 -9.7% -13.5
Montana 8.1 7.2 -11.1% -0.9

Source: US Bureau of Economic Analysis.
Graphic: Deloitte University Press | DUPress.com
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Figure 5. FDI stocks and employment by industry (as a percentage of 2012 totals)
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Because the most recent Bureau of
Economic Analysis (BEA) data on employ-
ment supported by FDI comes from 2012, the
remainder of the discussion is supplemented
by data from another source, FDI Markets.
These data differ from the BEA data in some
very important respects. Specifically, the
BEA tracks actual investments by foreign
enterprises as the investments are made; it
also tracks actual employment at facilities at
majority-owned foreign entities. Additionally,
the BEA estimates of FDI include invest-
ments related to mergers and acquisitions as
well as new or “greenfield” investments and
expansions. In contrast, the FDI Markets data
consist of announced investments culled from
press reports, and they include greenfield and
expansion investments only. Since the employ-
ment estimates in the FDI Markets data reflect
the projected number of jobs companies plan
to generate when the investment is completed,
there is no way of knowing exactly when or
ultimately how many jobs will be created.

However, given the focus on jobs in this series,
the FDI Markets data offer interesting insights.

The next sections consider two industries
where FDI, and the employment generated by
FDI, have run counter to expectations:

o Manufacturing

o Professional, scientific, and
technical services

Manufacturing: Scraping
the rust off the rust belt?

In 2012, US manufacturing employment
stood at 2 million below where it was in
2007—a 14 percent decline.® However, during
the same period, manufacturing employment
in US-based foreign MNEs grew by 123,100, or
6 percent, as FDI flowing to the manufactur-
ing sector increased by $207 billion.” Many of
the states with the largest increases in foreign
MNE employment (figure 4) saw a large part of
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the gain come from manufacturing. For exam-
ple, over half of the increase in foreign MNE
employment in Texas was in manufacturing,
and manufacturing more than accounted for
Michigan’s increase in foreign MNE-related
employment. Manufacturing was also the
major driver of Georgia and Oklahoma’s
increases in foreign MNE employment. Other
states, such as Illinois, experienced a net

loss of total FDI jobs but gained FDI-related
manufacturing jobs.

Figure 6 shows the change in MNE manu-
facturing employment from 2007 to 2012 in
both absolute and percentage terms. Each
state is shaded to indicate the role that MNE

manufacturing employment plays relative to
total FDI employment.

The recovery in US manufacturing is
being driven by several factors, including new
manufacturing methods that lower the bar
for scale,® rising production costs in competi-
tor countries, increased labor productivity
through greater skills and capital intensity, and
the overall resurgence in domestic demand.
When we examine the types of manufactured
products receiving announced foreign invest-
ment in more detail, we find that automotive
components was the most attractive subsector
for foreign MNEs between 2010 and 2014. This
subsector led the manufacturing industry in

Figure 6. Change in foreign MNE employment in manufacturing, 2007-2012
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FDI jobs created in three out of the past five
years, averaging 10,832 FDI-created jobs per
year, with Michigan leading the states in four
out of the past five years.’

A bright spot in FDI: Professional,

scientific, and technical services

Professional, scientific, and technical (PST)

services makes up only a small part of our
total FDI market basket, but it is growing fast.
In fact, this sector showed the second-fastest
employment growth rate among inbound
FDI-related jobs between 2007 and 2012. This
pattern is interesting because it goes against

the prevailing wisdom that PST jobs are largely
being offshored. Conventional wisdom holds
that the inexorable pressure to move every-
thing from “back office” processing to research
and development facilities offshore to coun-
tries that pay lower wages is costing the United
States jobs. According to the data since 2007,
however, these losses may have bottomed out,
and employment in PST, at least, may be start-
ing to climb again. In 2013, the White House’s
Council of Economic Advisors reported that
wage inflation in some countries has exceeded
productivity growth, which may help explain
the growth in US-based PST jobs.!® Two states
exemplifying this growth are California and
Virginia, which saw FDI employment in the

Figure 7. Change in foreign MNE employment in PST services, 2007-2012
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PST sector increase by 7,600 and 6,300, respec-
tively, between 2007 and 2012.

Figure 7 shows the change in foreign
MNE PST employment from 2007 to 2012 in
both absolute and percentage terms. States
are shaded to indicate the role that foreign
MNE PST employment plays relative to total
FDI employment.

This growth pattern seems to be continu-
ing into 2013 and 2014, according to data from
FDI Markets. These data show steady growth
in FDI business services projects, which are on
track to create an average of 8,600 jobs per year
in business services since 2010."

When we look closely at the types of recent
PST projects that are attracting foreign inves-
tors, our expectations are again confounded
by the type and location of these projects.

The largest announced PST projects over the
past four years in terms of capital investment
are distributed among sectors such as custom
computer programming, retail banking, and
financial services. The four PST FDI projects

claiming to create the largest numbers of jobs
were undertaken by Indian MNEs creating
custom computer programming jobs; they
were located in Wisconsin, Michigan, and
Ohio, states with mid-range average wages."
These projects appear to be examples of US
process efficiencies and skill levels trumping
potentially lower wages offshore for certain
types of services.

Outlook

The fact that jobs tied to FDI actually
managed to increase while total employment
still languished demonstrates the power that
long-term foreign investment can bring to the
US economy. That Korea ranks ahead of the
United States, and that the United Kingdom is
nipping at our heels, in the World Bank’s Ease
of Doing Business rankings should give US
policy-makers pause>—and hopefully renew
their focus on making the United States the
best place to live and do business.

The fact that jobs tied to FDI actually managed to
increase while total employment still languished
demonstrates the power that long-term foreign
investment can bring to the US economy.

To explore further the interactions between FDI employment in different

industrial sectors in different states, we invite you to visit our interactive

graphics page and discover additional insights yourself.


http://dupress.com/articles/mapping-effects-international-investment-flows-interactive-visual-analytics/
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Appendix

Mapping the effects of international

tment flows (infographic)

Inves

View the infographic online at www.dupress.com/articles/effects-of-foreign-direct-investment-us-infographic.
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