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Race to the .... Top?
The Curious Facts about American 

Direct Investment Overseas

by Edward Gresser

Investment is among the most emotional and divisive subjects in the modern debate over
trade, globalization, and the world economy.  Critics of open market policies routinely
assert that foreign direct investment (i.e. money corporations invest in factories and other
facilities overseas) serves as a sort of "rabbit" in the "race to the bottom"--that the lure of
weak labor and environmental standards in poor countries is leading American companies
inexorably to the poorest nations with the worst-paid workers and the most permissive
environmental laws.

These are natural and powerful fears; and they have been at the heart of resistance
to open trade policies for a decade.  In 1993, Ross Perot’s vision of a "giant sucking sound,"
with American jobs and factories streaming south to Mexico, summed up the case against
the North American Free Trade Agreement (NAFTA); similar fears animated
demonstrators at the 1999 World Trade Organization (WTO) Ministerial Conference in
Seattle and opponents of the trade bills of 2000 on China, Africa, and the Caribbean.  As a
new administration builds on the record of the 1990s, they will be the most powerful
obstacles to creation of a Free Trade Area of the Americas, a more open Asia-Pacific trading
environment, a new WTO Round, and the other major initiatives of the new decade.

A look at the record, however, shows a reality strikingly at odds with these fears.
Trends in American direct investment, consistent not only in the 1990s but across the five
decades in which American administrations have sought trade and investment
liberalization, are almost diametrically opposed to prevailing perceptions.  In fact,
American companies appear to be racing not to the bottom, but to the top.  Throughout the
postwar era, and in recent years as well:

� The United States has gained a larger share of world direct investment;

� In choosing sites for direct investment, American companies have moved away
from the developing world, toward Europe and in particular Great Britain; and

� Even within the developing world, wealthier nations commonly receive more U.S.
direct investment than poorer nations.

While the reality of a "race to the top" comes with its own ethical questions and
policy challenges, these facts indicate that companies are more likely to be attracted by a
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wealthy consumer market, a reliable rule of law, and a well-trained workforce than by
poverty and lax regulation.  The pessimism of the right and the left, and the view that
protection of the environment and high labor standards reduce a nation’s competitiveness
and ability to attract investment, are unfounded; to the contrary, a policy based on open
markets is entirely compatible with commitment to social responsibility and protection of
the environment.

The Questions and the Data

To reach these conclusions, this survey reviews the data available on three central
questions:

(1) Is the United States "losing" investment as the world economy opens, over the long
term or since the trade agreements of the early 1990s?

(2) Do American companies investing overseas prefer wealthier regions with more
educated workforces, higher wages, and more fully developed labor and
environmental standards; or poorer regions with weaker standards?

(3) In choosing investment sites within particular regions of the developing world, do
American companies favor low-wage or high-wage nations?

In answering these questions, we can draw on foreign direct investment statistics
the U.S. government has kept since the 1920s.  Setting aside the pre-World War II era as too
remote for relevance, these statistics show trends diametrically opposed to those of the
popular debate:

� The U.S. share of world direct investment has risen in the past twenty years, and
risen with striking speed in the aftermath of the NAFTA, Uruguay Round, and
other recent trade agreements;

� U.S. direct investment abroad has shifted over time away from developing countries
to wealthier nations, with only a slight recent recovery for developing nations; and

� When choosing among locations in developing regions, American firms in the
aggregate are more likely to invest in nations with higher standards than those with
lower standards.

Are Companies Leaving the United States or Coming Here?

First, American direct investment abroad is now balanced by equal or greater foreign
investment in the United States.  While the data illustrate a shift over time, it is the reverse
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of the shift which critics of open trade believe has occurred: In effect, the sucking sound has
materialized; but the noise is that of the United States gathering a rapidly growing share
of world investment.

Looking first at the long term, we see that over the first decades of the postwar era,
(Table 1, 1950-1980) American foreign investment far outweighed foreign direct investment
in the United States.  In these years, American companies invested more than three times
as much in overseas production than foreign firms invested in the United States. 

Table 1

Years Growth in Value of U.S. Direct
Investment Stock Abroad

Growth of Foreign Direct
Investment Stock in United
States

1950-1960 $20.1 billion $3.5 billion

1960-1970 $46.3 billion $6.3 billion

1970-1980 $137.4 billion $55.1 billion

1980-1990 $211.4 billion $326.6 billion

1990-1999 $705.6 billion $591.8 billion

Turning to more recent developments, we see something equally striking.  Over the
course of the 1990s (Table 2, 1990-1999), foreign direct investment in the United States has
roughly equalled American investment abroad.  Since the mid-1990s--after the passage of
NAFTA, the Uruguay Round, and other major trade agreements, and in the aftermath of
the financial crisis of 1979 to 1999--foreign direct investment in the United States has
accelerated, to the point at which, in the past two years, it has been substantially greater
than U.S. direct investment abroad.

Table 2

Years Growth in Value of U.S. Direct
Investment Stock Abroad

Growth of Foreign Direct
Investment Stock in U.S.

1990-1993 $137.3 billion $71.8 billion

1993-1995 $134.7 billion $93.4 billion

1995-1997 $172.3 billion $121.7 billion

1997-1999 $261.3 billion $304.9 billion

(1998-1999) ($118.6 billion) ($193.0 billion)
* Source: Survey of Current Business, 1990s
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Altogether, therefore, we can conclude with certainty that firms on the whole do not
see American wages, environmental standards, or labor law as major deterrents to
investment; rather, the trend over many decades is for the United States to attract a
growing share of world direct investment.  This may of course raise its own questions; but
conclusively dispels the fear that an opening world economy will drain jobs and capital
from the United States.

When American Firms Go, Where Do They Go?

Second, those American firms which do invest abroad, at least in the aggregate, have no
obvious preference for poorer nations with lower wages--rather the pattern is the reverse,
with a growing preference for the rich.  In effect, the most common manifestation of
American investment overseas is not a sweatshop making designer jeans in provincial
China, but a semiconductor plant in Great Britain.

A look at the balance between investment in wealthy and developing nations (Table
3) shows that in the early postwar era, American companies invested roughly equal
amounts of money in wealthier regions and developing regions.  During the 1970s and
1980s, companies shifted toward an emphasis on wealthier regions, in particular Europe
and most of all Great Britain.  Only in the 1990s did the trend begin to moderate, as
developing countries recovered some of their earlier attraction.  The ratio, however, still
heavily favors wealthier nations.

Table 3

Years U.S. Direct Investment Stock in 
Rich Economies *

U.S. Investment in Poor and 
Middle-income Economies**

1950 $5.5 billion $6.0 billion

1960 $19.0 billion $12.3 billion

1970 $51.4 billion $23.5 billion

1980 $159.2 billion $52.4 billion

1990 $352.3 billion $72.3 billion

1999 $870.4 billion $258.0 billion
*"Rich economies" include Canada, Western Europe, Japan, Australia and New Zealand throughout; Hong Kong,
Singapore and Bermuda in and after 1980.
** "Poor and middle-income economies" include all other economies.
*** Totals do not include "international" FDI, e.g. in UN facilities. 
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We see this phenomenon in some more detail in Table 4, which reviews the most
favored destinations for American investment in 1950, 1975, and 1999.  This indicates that
over the past fifty years, the central trend in American foreign direct investment has been
a comparative increase in U.S. investment in Europe and a relative decline in investment
in Latin America.

Table 4   Top Ten Recipients of U.S. FDI, 1950-1999 in billions*

1950 Total = $11.8 1975 Total = $133.2 1999 Total = $1,132.6

Canada $3.6 Canada $31.2 U.K. $213.1

Venezuela $1.0 U.K. $13.9 Canada $111.7

UK $0.9 Germany $8.8 Netherlands $106.4

Brazil $0.6 France $5.8 Switzerland $51.2

Cuba $0.6 Switzerland $5.2 Germany $49.6

Chile $0.5 Australia $5.0 Japan $47.8

Mexico $0.4 Brazil $4.6 Bermuda $46.0

Argentina $0.4 Denmark $3.4 France $40.0

France $0.2 Japan $3.3 Brazil $35.0

Germany $0.2 Mexico $3.2 Mexico $34.3
* Source: Almanac of Statistical Abstracts, Survey of Current Business, 1978 and September 2000

Finally, a look at the favored investment destinations in the 1990s (Table 5, below)
shows that this trend has continued during the 1990s, as Western Europe took more than
half of all U.S. direct investment over the course of the decade.
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Table 5  U.S. FDI Stock Overseas by Region, 1990s in billions*

1990 1999 Change

Total $427.0 $1,132.6 +$705.6

Europe $213.4 $581.8 +$368.4

Asia/Pacific $63.6 $185.9 +$122.3

(ASEAN) $11.0 $48.1 +$37.1

(Japan) $22.5 $47.8 +$25.3

(Aus/N.Z.) $18.1 $39.8 +$21.7

(China) $0.4 $7.8 +$7.4

Latin America $70.8 $223.2 +$152.5

(Mexico) $10.3 $34.3 +$24.0

Canada $69.1 $111.7 +$42.6

Middle East $4.0 $1.1 +$7.1

(Israel) $0.9 $4.2 +$3.3

Africa $3.6 $15.1 +$11.5
* Source: Survey of Current Business, July 1993 and September 2000

Altogether, then, trends both over the postwar era generally and the most recent
decade show that when American multinationals choose to invest overseas, they are far
more likely to invest in wealthy than in poorer or lower-wage regions.

Do Low-wage Countries Attract Investment?

Finally, even within the developing world, higher-wage nations generally appear to have
an advantage over lower-wage nations in attracting direct investment.

Table 6 uses a mixture of indicators--GNP per capita, reported rates of child labor,
labor costs per worker in manufacturing, and growth of U.S. FDI in the manufacturing
sector--to illustrate this phenomenon.
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Table 6

GNP per capita, 1998* Child labor * Labor
cost*

U.S. FDI growth
in per worker
manufacturing,
1990s**

South America

Chile $4,990 Rare*** $6,234 $1.1 billion

Peru $2,440 Common n/a $0.1 billion

Central America

Costa Rica $2,770 Rare*** $2,829 $0.5 billion

Guatemala $1,640 Common n/a $0.1 billion

Southeast Asia

Singapore $30,170 Nonexistent $21,534 $11.4 billion

Indonesia $640 Common $1,008 [no growth]

Africa

South Africa $3,310 Common $8,475 $0.3 billion

Nigeria $300 Common n/a $0.1 billion
* Sources: World Bank Development Indicators, 2000; State Department Country Human Rights Reports, 2001; ILO
** Source: Survey of Current Business, July 1993 and September 2000
*** "Rare" indicates reported child labor rates below 10%; "common," above 30%.

These are, of course, qualitative and suggestive indicators.  They nonetheless
demonstrate a clear pattern--in the aggregate, within different regions of the developing
world, American manufacturing investors have a clear preference for wealthier nations with
relatively strong commitments to high regulatory standards.

Policy Implications

Altogether, these data suggest that at least in the aggregate, American companies are
attracted less by the putative advantages to be found in poor countries--low wages and weak
regulatory regimes--than by the advantages one associates with more developed nations:
wealthy consumer markets, transparent and predictable tax and regulatory regimes, well-
educated workforces, and a reliable rule of law.
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Thus we can draw two conclusions:

(1) The United States, whose workers and businesses are of course the first concern of
American international economic policy, is not losing a competition for investment.

(2) When American companies do look overseas, high wages, and advanced
environmental protection policies are no deterrent to investment.

More bluntly, if companies are racing anywhere, it is toward the top rather than the
bottom.

This fact should not make Americans complacent, of course, as a race to the top poses
its own moral questions.  One should not be entirely comfortable with the fact that the
wealthiest countries receive the largest portion of American investment; and through
measures like last year’s African Growth and Opportunity Act, a new and improved Andean
Trade Preferences Act, and a better Generalized System of Preferences, it is possible to
develop a more inclusive world trade and investment regime which offers poor and
marginalized nations greater opportunity to develop and grow.

But the reality of a race to the top should reassure the fearful.  And it should allow us
to base our debates--on new trade agreements, the global economy generally, or the best way
to improve labor and environmental standards worldwide--on a foundation of optimism,
confidence, and commitment to the principles of open markets and shared benefit that have
served our country and the world well for half a century.

Edward Gresser is director of the Trade and Global Markets Project 
at the Progressive Policy Institute.
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