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Outward foreign direct investment: is it a good thing?

Hans Visser . ,

VU Amsterdam; Faculty ofEconomics and Business Administration, Department ofEconomics,

De Boelelaan 1105,1081 HV Amsterdam, Ihe Netherlands. hvisser@fiweb.vu.nl

Abstract
I
J

In this survey, first the theoretical pros and cons of outward FDI are analysed.The empirical
evidence generaUysuggests a positive effect ofFDI, in particular of the vertical variety, on
exports. OutwardFDI has been negatively correlated with domestic investment generaUy.
Furthermore, FDI leads to a shift from lower-skilled to higher-skilled jobs. The impact
of FDI on technology in the home country finally is very diffuse and hard to establish.
Whatever the result, without ourward FDI a country would generaUy not be better off.
What counts is an:environment conducive ra Schumpeterian 'new combinations'.

JEL dassifcation; F 21, F23, L23.

Keywords: Foreign Direct Investment, multinational firms, international investment

1. Introduction

Much of the research on the contribution of Foreign Direct Investment (FDI) to the

economic development of host countries has been motivated by fears of job losses from
outward FDI1. In order ra find out whether these fears are well-founded and whether

outward FDI is a blessing or a curse for the home economy, we first turn to economic

theory and distil the potential pros and cons of outward FD 1.Next, we discuss the empirical

literature, and finaUy we draw conclusions.
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A cavea,t is in order with regard to the empirical studies. These shed light on the immediate

consequences of outward FDI for a firm or an industry, but generaUy they are silent on the

effects on longer-term growth and development. It should be realised that market economies

are subject to an unrelenting dynamism that makes the structure of production change aU,
the time. Old in dus tri es decline, new industries grow. Jobs are lost and new jobs are created.

In the longer term, this dynamic process of, in Schumpeter's words, creative destruction

is the driving force behind continuing growth of per capita income (Schumpeter, 1950).

1his process is hard ra capture in empirical research, but even if it was found in empirical

studies that FDI causes job losses, it would not follow that FDI is a negative force. Serious

problems only arise if an economy is not sufficiendy dynamic to produce new entrepreneurs
who intro duce Schumpeterian 'new combinations' (Schumpeter, 1969).
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I See for a survey of rhe empiricalliterature on the motives for FDI: Blonigen, 2005.
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2. Theory

2.7. The frictionless neoclassical world

Economic model!; are metaphors. We use,metaphors in order to get a mental grip on the ,

world around us (Klant, 1987). One such model is provided by neoclassical theory. The

'classic' analysis of FD I from this neoclassical point of view was provided by MacD<;mgall
(1958). Such a neoclassical model is not meant to give a true description of the worl~, but
to probe into the mechanismsthat one suspectsare at work behind the,myriads of events
that occur every day.

The MacDougall model is represented by:a diagram of a two-country world witl;J.one '

product and given amounts of the two factors of producti<~n,labour and capita!. CaP:~tal
internationally mobile, labour is not. Capital is'measured along the abscissa.The,ordinates", I,
measure the mar ginal Products of cap ital in the two counrries, We start from asiniation

,
I " I'

with an amount 0 A-C of capital in countty A,and an amo;Fnt of °B-C in country~. 1he
marginal productivity of capital MPCB inB IShigher than i,pA. Afier capitalliberalisitiofi" i

capitalwill migrateJrom A to Buntil MPCA,equals MPqB' An amount of SC of c~pitall
I, ' ,J

moves from A to B. Production in A Jalls by S<LiWT,productionin B increases biSCVT."1

World produçtion consequently increases by TWV. . I! i lil
I' "

. 'I 'I
This is not the whole story, however, as capital owners in A ate paid the value of the ma~gin~l,I:'

d ., f h '
I d B Th

,' '
ld I1 . I

'
f ""

B
'T!'Pro UCt!Vlty 0 t e cap Ita exp orte to " 'IS 'Yle s a cap Ita InCOllle rom countr y ' .itl

I' , 1':1'
represented by the area SCZT. A-productionJallJs, but A-inc:Ome rises by TWZ and ,country,U,'1, ,",,"
B sees~ts income increase by TZY This means that income distribution changes; In f=ountry,;I' ., ' I, 'J'
B it's the other way round. Labour has:becomy ;relativelyqlOre scarce and receives h,ighef,:;'

wages (see on the effect oftaxes: Caves; 1982).1, 1I I li i i, ;". "
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In the MacDougall model, capital flo:ws,wheth~f in the gui~eofFDI or as portfolio c~wital
flows, make both countries' income: increaseJ Rut the prbduction factor, th at b,ec9me~",
relatively less scarce seeslits income fall, not orlly,as a shar~ of total income but also ~nal<
absolute sense. : '~ ! ! . I, ' .

I ikI1 I ii: ,'I' ' ii

In the MacDougall one~product m~l~el,EDUsi:requiredrp,maximise world produdtion\!\
Other neoclassical modds yield otheriesults.i]d'thebasici HeckscheFOhlin two-prdduct:i '
., !, ' ':i, , '1' ' 1 ,1.1,1

InternatIOnal trade model, for Instal1ce, trade and:FDI are,Substltutes and trade leadmoi!'1

identical resuIrs for worfd producti~nl;and nati:bnal' incof~ as FD I, if we abstract frolI}i"taxes. I :ti i I: I I', ' "..:," , . "".'
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Figure 1.The Madbougal/ dib~rami real/ocation of capita/ in a two-country wor/do" .. .

Note: This is an clxtension of fhe original MacDougall diagram, which pictured the situation
0 . ~ I
In one country 9n y... I1 '. '0.

! . !i::
~

2.2. Market imp,erfections,!:
. il 11, ,i!'I

FDI in the rea! {vorld is dorie by multinational enterprises (MNEs). They can hardly find
a place in the mbdels,just di~cussed.They are incompatibl~ with perfectcompetition, but
require market itnperfections.
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1ivThe market imperfections underlying the existence ofMNEs are highlighted in Dunning's
famous 'eclectic' or 'OU' paradigm of international production (Dunning, 1993). This
paradigm focuseson:.. r
. ownership specific advantagesoffirms (the '0' in OU);

. location speëific advantagesqf countries (the 'U in OU);

. 'internalisation advantages ( the T in 01.1).

Ownership specific advantages mainly concern technological knowledge,induding
management and marketing knowiedge, that creates scale economies on the level of the
firm but not of the plant.

Location specific advantages are those advantages that explain the comparative advan!age

analysed by traditional trade theory, induding artificial advantages stemming from trade
restrictions, subsidies and low taxes.
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A firm can often profit from its ownership specific advantages by using these not only in
production for the domestie market. The costs of research and development incurred in'
generating these advantages can be spread over more units of production ifthese advantages,

~ this knowiedge,arealsoapplied to production for foreignmarkets.Production for foreign
markets can be organised in three ways:
1. by exporting goods and serviees produced in the home country;
2. by granting lieenses to foreign firms;
3. by starting production abroad, that is, resorting to FD 1.

1

,11
1:1

li

l

i!

[,

If another country has location specific advantages, the choiee is reduced to one between (2)

and (3). FDI presents itself as an attractive solution if there are significant internalisationI '

advantag~s. This is mainly the case if the granting of licenses is unattractive because oflthe
problems of incomplete contracts. The world of MNEs and FD I is characterised notqnly
by scale economies and imperfect competition, but alsó by asymm~tric informatioh;JA.h.
associated benefit of FDI and thusof a presence abroadis the market knowledge th~t is
obtained in that way. This knowledge can help to increase sales abroad and also t~ spot

sources of supply. I i \,'..
, I' f l' ,.,

H,,!! ,', i

Dunning (1993) also gave a useful classification of firms' motives ~o engage in FDIJ-Ie

distinguishes between four groups: ,ij' li. Resource,seekers, who set up shop in other countries in order to Ïnake use of resoutces '

such as primary commodities"cheap labour and technologyól!t li' ". Market seekers,who want to be near their customers in order to Hestfulfil their sRecial ;t. h
'

b h e., ' h
'"

d .11." I "'
I

' ti
WIS es, or ecause t e roreign Igovernment as put up' tra e restnftlons.I':'". Efficiencyseekers, who want to benefit from ecdnomies of scale ~nd risk spreadingor
from differences in factor proportions, culture, insti~utional dr~anisation and so !1~n

between countries. ' li ' : 1;,
. Strategie asset seekers, who resort to mergers and acqu~sitions inor~der to safeguard ,cl\eir

long-term competitiveness. I' j;! I

\

i
,

' I '
I

"
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This classiflcation is not watertight and Dunning himself'adds three ~othermotives. Thes,e ;
are: (1) Escape investments, made Itoescape restrictive le~islation or ipacro-organisatiolflal '

policies (such as a controlled-investment pdIicy)' by ~~me goverÁments; (2) suppo~t
"investments, made to support the;lactivities of,the rest of~he enterptise (e.g.',investments

in marketing and distribution); ~~) passive iIivestment~,J,with'littlJ involvement itf,the

management of the acquired com~any (e.g.,inKestmentslip hotels, iJi the expectation'o'f~
rise in property values). AH the m~tives in thelfour group~ mention~d above concern th~

exploitation of locatioh advantagek, though perhaps less IsVictlyso iti the case of strategif

""",dcr" who'" ",th" outtll"'Yah,odó{ thdt CO;>N'citO:'., I '. 'I
Anoth" u"ful di,tlnotio"" b"l""" hotiwrtal and ~oinkal FD~("e, ,.g.,Marku,,"and Maskus,2001). Under horizontal FDI, similargoods are Produced by an MNE in

,I i

",

l
" I':

I

'
, I" ,

; I, i
, , I
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Outwcitdforeign direct investment: is it a good thing?
I.
I'

variou<wuntri". bodtt ;ttd~ FDI",Jm, ""!;,, of <h,ptOdu'rionpto"" a" ,hitt,d
abroad. Some partJ of a prod~C!:tmay beHmported fr9m a foreign branch, or a product is
shipped abroad to be processe'd th ere and:sent back te)the home country at a later stage 1'0

be finished. "

,

[

I , ,I I1 ,
, .! I I "I I

In both Variants ofFDI, scal~:economiês may figur~lprominendy. The scale economies

associated with 0,nership-sP~1ci~~adv~ntages are latgdy ~ound on the level of the, firm
rather than on the level of the l1j1dlVldualplant. Often,ltechn~fll knowledgecan, once 11'has
been developed, b~!lapplied atlcbwmargitAI cosl'at different l~cations. Horizontal FDI will"~I I
in such cases be atti-active as ani alternative 1'0exports ~fthe costs of transport or trade costs

in general are highi[ apart frorhl trade resHietions (Helpman et al, 2004), Markets seekers,
but also efficiency ~eekers will \1>einvolved. If scale economies are found on the level of the

plant, vertieal FD
,

~ willpresen~'itselfas an attractivehption. Under verticalFDI,parI'sof
the production prbcess are sh!fted 1'0 countries whet'e costs are lower. Efficiency seekers

andresource seeke}s wiU be a<::táveinl this kind ofFD li.,Again, it is a classification thaI' lacks

sharp demarcatiori/lines. Und~r horizontal FD I, for tnstance, foreign brancheswill often

go on using me seJ
l

lv~ces'of thè ,head öffice as far as reSearch, design, finance and marketing

are concerned. I,' I - r ..

FDI may take the focm ofbuilding new production facilities (greenfield investment), but

also of mergers ana acquisitions; In the view of Schenk (1999), mergers 'and acquisitions

often are not mod~ated by the prospect of improving productivity and increasing profits,
butby a strategy ~f managers I1'0 minimise the dangèr of confliets with shareholdel's. In

his concept of a 'thinimax-rêgret game: managers pref er 1'0foHow the crowd once their

competitors start :bergers and acquisitions activities; even if the prospects of success are

dim, rather than s~ayingaloofand ruhning the riskofseeingtheir competitorssucceedand -

their own strateg~lprovelliwro'ng. Another strand in the literature emphasises pre-emptive
actions by managers who become active as acquiremin order to increase the size ohheir

companies and initdoing so pr,event béihg taken oveflthemselves (Gorton et al, 2005). In

these two cases w6 have varian'1:sof the strategie assd ~eekers.
li"lr

Still,internationalmergersand acquisitions'activitiescanalsobemotivatedbyawish 1'0have

better access 1'0markets and resources, in partieular t,echnologieal knowiedge.

I
"I

!
I1,1,

,
V

j :

ii

3, Potential pros and consfor the home country

From this theoretical analysis a number of potential benefits of outward FDI can be
identified: '

. FDI brings in capital payments thaI' result in a higher national income, even if domestic

production may faH (as in the MacDougaH case).. FDI contributes 1'0 a better division of labour on a world scaleand th us to higher

productivity.

Heterodox views on economics and the economy of the global society 347
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. FDI implies a presence in the host countrythat may be used to good advantage not onJy
for the sales process but also for purchases.

FDI carries some potential costSwith it as weIl:. FDI may imply aloss of jobs and ofincome. To the extent that FDI takes place according
to comparative advantage (non-artificiallocation advantages), theinternational division
oflabour improves, but there will be costs of adjustment. A higher mobility of capitaland
high-skilled labour, which could make it more difficult to levy taxes and social security r

contributions and might result in a 'race to the bottom'. So far, this danger does not yet

seem to have materialised (Tanzi, 2002; Navarro et'al, 2004). ,1,:;

. Higher production andincomes abroad, plus bettettechnology. This may lead to.rafallj

in importance of the home country iri,the global political arena,and a loss of poHticalt
dout. Resn'icting FDI would, however, at best re sult in somed~lay in thisprocess:.,. .iJ

'i .
We now give a survey of the empiricalliterature, shedding light nqti only on the effeçtsotj:
FDI on jobs and income, but also onrelated entities, such as expohs and the structure d
1 b d d ,I . ,ii

a our eman . . ! " , i I: - i:i

4. Empiricalstudies
Ii

.11
I' "

ilii"

I

1 "

'I! " .1"
,

""
i! 11: ,

Em~irical research o~ the effectsof FDI ~n the h~me'FPuntrVs-e~pnom~ has ~ftelf ?ee,
motIvated by afear ofJ~b los~es;Many studIes have geen1evoted to t~e relatlOns~Ipb9,~,een
employment at MNE s affihates' abroad and, at the: honry countrY9ffices and factone,?dln
this way, however, only first-round effects of FDIare i:àptured. 11).eseare important fO.t1

employment developments in theshort term, but,har~~y relevantlifor the longer pe~i94'
Nonetheless, in our roundup of th~ findings of~mpir'icalré)searchthe impact on employn:e;nt
wiIlnot bene glected. 1he findings,on the impa6tofFD I dri exports; i~~estment, the strh

,

dt~
,

r~
, ' I'1 ' 'i 1'1 .

of labour demand and investment will also be reviewedijBeforelwe êurn to these studieS,

discussion of the problems associ~ted with enipiri<':alreJ'elarchiinthJ field is in ,order: 1,;[, 'I,' ! : : '

\

'ii"
I !, ".. ' , :

I

'. , I' ",!'t
,

""
,

"
, , 'I ,I;!'," I i ,"cr

4.2. Problems of empirica! resea
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fFDII
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d " d d fi .. bi ri'"

ere IS not one U11lversa y accewe, , e 11ltI9ri,a " , !~n one ne~ ,s a e nItlonl; eefe
setting out to measute its effectsl t;'ipsey (20Q2) distingrishes bet~een two sonceptsi,bf
D

I

li

I

' , I' , I.J,ii,

F I:, :,' li! . ,i I I' "11 'i"I"[,',11
1. FDI as a particular form oqnternational,iicap,tal fl€>wsthat gi",;es rise to a pa~tic~l~p

form of international assets' f+ the home ,~ountries, lis~ecificaIly,I,the value,pf hol,a~ng 'I,

in entities, typicaIly corporations, controIl~d! bylah°nle country i'esident o~in W~i~l~:i:
home country resident holds,J certain sha~
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2. FDI as a set dfeconomitoactivities Ihr Operation~ carried out in a,host countr y by hrms
,', I '

controlled o~ partIy coA.rolled bYI,ihrms in so~eother country (the home country).
Th , . . .1 ,C 11 I 1 ,I d

. I, 1 1 h h dese act!vmes are,' rar,iexamp e, prp uctlOn, emp oyment, sa es, t e purc ase an use
of intermedia

"
lte goods ~ha hxdd caMital,and thelearrying out of research. '
, ,I .

1

' ..' c'

:1, 1'1' iil i
Baiance-of-payrrlentsstatistiGSprovide information ~n (1), but not on (2). From the baiance

of pay~ents we 9ann~t'see: f1r insta~cî:' whet.her n~\vproduction faciIities have been built.
A takeover ofa hrm lil co~ntry B'by a,hrm lilcoulltryA enters the baiance of payments

as FD I in,the yeJr ofthe takJov~L:'Thete is onIy a c~ange of ownership. If the new forei,gn
affiliate builds n~w factorieJ ,~ith ~heiproceedsof a fóan taken out in countrylB, no entry in
h b I f I ' 1,1" "'C

11
' ' I, ,

t e a ance-o -p;aymentssta~lStlCS ra O;WS. I :
il 'I

J

'
I

" ,'il ::
'I ' : I" ': :

.

' !
, 'i"~ ,

What balance-of-paymentsls:tatistics do provide is information on i:heyield ofFDI in the
guise of primary ~ncome (capiitalpayments, wages) and services (intellectual property). But

thisinformation!lis incompl~lte.IfjWeltr;y,for instance, to calculate the contribution ofFDI
incomeofDutcH. hrms:to ~~tch national income, we shouid subtract the capital payments
of these hrms to hon~reside~k which generally is not possible.

11 i
I1 I

For the effectsofFDI on home-country employment and exports,thesecond concept of
FDI is theonetguse. Here,jti'oodtis difficuit to draw conclusions on the basis of statisticai

evidence. A stat;~stical relatibnsh'ip between FDIand employment within a 'hrm or an
industry does not saymuch àbouticausality. If the Iocation advantages of foreign production

increase and a h~~e countryihrffilshiftslpart of tts production abroad, there is no guarantee
i:hat home count~y employmentw;ouid not have suffei:ed in the absence ofFD 1.The question

iswhat the coun~erfactual wouidhave looked Wee. ." '
I11 r

4.3. The finding~ of empirica! research

[1

fi

!I,
il

This section provides a survey of the empirical research of the effects of outward FDI on
exports, employment, investment, thestructure of labour demand, technology and on
incoming capitalpayments.:It should be realised that there is na guarantee that any pattern
observed in the past will be'repeated in thefuture.

'r
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4.3.1. Exports
In the Heckscher-Ohlin model, FDI and exports are full substitutes. In contrast, a 1998
OECD study found that FDI and exports are compiementary, as each dollar ofFDI from
the member countries brought in two additionai dollars from exports (OECD, 1998). In
his survey,Lipsey (2002)ohen couid hnd no clear relationship between exports and FDI at
the industry level, but in the caseswhere it couId, the relationship was positive most of the
time. Similar results were found by others (Anders en and Hainaut, 1998; Blomström a~d
Kokko, 1994,2000; Kim, 1998;'Pfaffermayr;1996; Svensson, 1996; Van Beers etal., 1999).
Ther~does not seem to be a hxed relationship. Possibly,vertical FDI with mainly a positive
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relationship more or less balances horizontaLFDI withrnainly a negative telatio.(lship.
This would square with the findings ofBarba Navaretti et aL (2004), who generally found,
complementarity between foreign production and exporrs in the case of verrical FD I, but'

not always in the case ofhorizontal FDI (see alJo Head and Ries, 2001; Blonigen, 2001;
Brainard,1997).

'iI ,

Research byJordan and Vahlne(1981) on FDI by two,Swedish MNEs is worrhy of special
attention, as they estimated theimarket shares and the licence payments that would result
in the cases of exporting, licen~e granting and minority parricipationsin joint ventures;
respectively.This means that th,ty modelledthe counterfactuaL Exports; and '

for that matter, increased as a;resultof FD I, as those FD I led tp higher market shares
abroad and to exporrs of semi-finished products to foreign subsidi~ries (see in this vein also
Blomström and Kokko, 1994).111 II , " ,

,.'
,

1
,
.

, I' ,

., I' 1I 11 ,I'
, ;1 '11

Conclusion: If there is a relation's,hip between FDI ahd9~porrs,:jt tehds to be positive ~athe~
thannegative. In so far as a negative relationship has be~n fOU1;J.d,tl~is was mainly in cases of\,

horizontal FDI. With vertical FDI, the relationship was mainly p~sitive. 'I'
, i'l

4.3.2.Employment "I I , il "iil " ' ,,{,Even ifex ponsincrease as a,rèsult of (verrical) FDl;i employmeht may still suffwThi~11
" I', ' 'I

is becausegoods'may be sent' abroad at some stage in'lthe produ4ion process' andrietun~:j
atter having been processed at a iforeignsubsipiary. Bo~h expdrrs a~d'imporrs increas~;but.'

domestic value added and emplqyment fall.The enq resuiltman~eJl ~Ie;acheaper end pr6ductJi.;
leading to higher marketshares,~,That in its t

,

urn m

,

aYdfu;e ck the falll

r

iniemPlOyment., ',.i
, I' i "I j" " '"i,- " ",I I'

There is research that directly ~()cuseson the relat~onsNp betiwee~ FDI and employ~enl
Brainard and Riker (Brainard aIid Riker, 19~7; Riker ~rd Brainar~f 11997)were ablp ro us
u.s. Deparrment of Commerce: data onindividual firrs (for the }?83-1992 period) an<
found a very low degree of substitution betweemem pfb,yment at the Parent company',a1i(

j' ," I' ,,' 11 '

employment at foreign daughters atter,la change inwages: The degree ofsubstitut~on was,

much higher between daughtersiin differelitforeign cot~~trie~JA siIfilar studyby Br?-c~nieri
and Ekholm (2000) for Sweden again found ~lüw degreeof substitrltion between the hqme

l

'

countr y and developing countiies, but a hig' her degr~~ between Sweden and otl~er ~ich
I , I' I I .

1

'
countries (seeForfás, 2001 for Iryland; Konings and Murphy, 2001 fpr the European Union;

Va~Beerset al., 199:; Haverhilsiet al., 2004; i.f\nonymd~s,2005 forl,theNetherlands; B~rbà
Navaretti and Castellani'l 2004

,

~or Ital~). 11' . il' ;,
l

il

,

. I ,'
I

' I 'i! ,11 i i i lil

VanBeers et al. mention Belgianiresearch by ~peFedera IPlanning Bmeau, done by mean,so~
questionnaires, revealing that teÓpercent of tpeforeigA ~~bSidiarieiofBelgiaIJ.l0NEswer(J1

1

associated with production shittf fromBelgi~mto the~ost country! ~mplyingan initiallossl
of employment (Bernard et al., W97 ). The au'thors fail, hlowever, to PI tovide information aril

I 11' li" ", "
the effects on employment at the Belgian heafiquarrers pn ba:Ianc~,'it need not decline, asl" ,
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I r war ,ore~gn lYeettnvestment:ISIta goo t tng.
, I , ,I: I

is shown by thbfact that'~1 the Geim'an aUtomob~leindustry three new jobs abroad are said
tocreate one Jew job aq~oh1e, oniafrerage(Klod~,,2004).

Ij, i L i;'II:1> " '[;1 I II
Researchhasltakeniplace91the levd~ffirms and ihdustries in the firstplace. Macroeconomic
data may give ~~impres~~onof the effects ofFD I/on aggregate employment in.an econoI~y,
ForKorea, ad Increase I1]1loutward.FDI as a perpentage of GDP went hand In hand with
a faIl inunem

,

~loym
,

ent,,~KIim, I
'

998
,

} As .chose o
r
'utward FDI remainedbelow one percent' 1 i ,I' d
.

h h f
'

h
'

of GDP, strong conc usions cannoQlibe rawn. In t e same way, t e act t at employment
and real incorhes rose imMe in the Wnited Stateslthan in Mexico after NAFTA (the North
American Fr

,

e

,

leTrade A~r

r

l'ement) st
,

!arted workinl,g, at the veryleast suggests that thi:sFDI
did not resulri in a seriouUoss ofjo~'s in theUnited States (cf Stanford, 2003).

'. 1.1 I

Conclusion: Research orl the level of the firm and the level of the industry so far has not

shown a syst~maticaIly Hegative effect of out~ard FDI on employment. A aaw in this
res~arch is th~ neglect of,FD Ion 'supplier firms;I,Macroeconomic studies do not, however,.. 'h d. .11 , '
pomt manot, er lreCtl0n. i 11.1 i.i

:'
1

, 11, ,j ,[ ,
, ' 1 '

4.3.3.lnvestrnent '111, 1
11

Apart from tre direct effects ofFDI on employment, there are indirect effects. One such
indirect effec~ is-the impaCtofFD I on domestic investment. We start with.twostudies on the

I .
industry level. In a:study ofFIDI by DUtch MNEs, Belderbos (1992) found a weak negative
correlation bhween FDLi(asa stock) and domestic investment. If causality runs from FDI

to investme~t, this means that outward FDI l1\ight costdomestic jobs. Often, however,
FD I takes plice because of a change in location-,specific advantages and the investing firm
would have'l

f
! st m

,

arket ~

,

P
,

'are

,

if it had ,,&,in,dfwm FDI, witb. high" 10" ofinv",tmwt
and jobs in t, eend. ,1,,1 i ( .I 1

1 J I, ' .
Braunerhjelrh et al. (2004) found:for Swedish,MNEs that in industries with horizontal
FDI, domesticinvestment suffers, whereas vertical FDI was positively correlated with
domestic investlnent. Industries with horizontal PD I are strongly dependent on research and

development, with scaleleconomies o,nthe level of the firm and not the level of the plant.
Industries w'lth vertical FDI by contrast are m'ore dependent on comparative advantages1 ,

based on rel~tivefactor availability/They tend tq::belessknowledge-intensive. The empirical
d e I1

d b
'" . h h . h ,I . 1 hata were wpn to e GQnsistent WIt t ISt eo.etlca approac .'

1

'

,I' i I '1:i'"

On the macfoeconomic level, Feldstein (1994) found for OECD countries over the 1970s
and 1980s that outward FDI went hand in hand with a faIl in domestic investmeht by
roughly the same amount (see also Svensson, 1993; Andersen and HainaUt, 1998 and Desai
eta!., 2005). Feinstein's results only pertained to the share of FDI financed by the home
country. The macroeconomic character ofhis research implies that the effects ofFDI on the
amount of fttnds availablefor other firms wereincluded. Blomström and Kolclm(1994) refer

I1

to the Swedish controversy over th'e question whether the low level of domestic investment
, !I' "

.1

[,
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Conclusion: According ra some research, the relationship between FDI and,;domesti1

investment is negative on a macuo scale, whereas other res~arch finds th at dom~~~i;
investment is not sensitive tp (net)outward FDI. On the level pf the firm or thF lndu1:~if;~
there are indications of complementarityinthe caseiofvertical ~:DI, but ther~ ar? 9Ppo~i,l,)~
forces from the side of finarJ,ce.A statistical relatiollship initseffsays linie abo~tfaUs\ll' "

and one cannot be sure about the level in the level of dom'estic linvestment had rh'ere,bI
I , I

no FDI. I i I
, I

4.3.4.The impact of FDI on the structure of labour deman,d
There do not seem tohaveibeen many'studies on [spiUovers bfoutward FDI qn ot

, " ,11 ' , ;I ,1'1domestic firms, that is, on;,the conse quences for, e.g'.j supp liers :,:mdclients or ,theldemarL
," ",!I "I"':!'!!!'

for infrastrucrure.111ere is, h:owever,lsome empiricalilevidence ofiFD Ion the srruc:nire of tQ,9

demand for labour, even if d~is cannot alwaysbe sep~rated frornithe effects of glqb~lisatj:~~11
in genera!: 'i !iI, ' I1'I ",', "'

I

' ,

, I1 '11 ',I :' I, ill !'Ii,'

According ra Lipsey (2002),i'ourward FDIleads tOiiashiftlofloiw-sluUed activitie.~to]

countries and high-skiUed activities to thehome ~ountry (seellfor similar resu~t~forNetherlands Haverhals et al.p;W04;AnQny, mous; 2Q'o5)dnia nuthber of cases,eniploym'
I ", I1 "I' ,

in manufacruring plants feUiWhereasemployment a~the firm'sh~ad office'fose;1J*'poi
to a shift to higher-skiUed jobs. Blomström etial. G1997) ,foun~jusing Ameiic~r{'aata,

individual firms; that a rise in sales by $1 million ipl developih~!countries inVOlV~~La

~

,I'

of 12 ra 18 jobs in the UnitedStates, keeping tota~'~alescbnst~nt. This was seep.,pyth
as,a shiftto more capital-int~nsive produttiomin tHs U.S.4-..A felitivelyhighcostofl
skiUedlabour wasseen a
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because Swedish MNEs were predominanHj market stekers with[branchesin richic0unrri
, I ."'. I: I,. 'I 'I

Amencan MNEs by contrast mamly wer~efficlencr~lseekel's pu,o,ducmg where cOIst,si,,;~
low~st and exporring on a lar
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Interestingly, in a number ofbses emploirnentin rn~nufacturing production initl),eliho'

co~ntry fell ,,:hen it .rose abr~
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In Swedish research, a shift iHthe 'home c,wtlntryras~~i-finisheltl, pl'oducts withil~~r,;d\jadded,and thus to
,
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Hans Visser
I,
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in the early 1990s could be a'ûesultof the high levelof debt with yvhich Swedish1\;1NE;;:,~e
saddled since their FDI activities in the 1>980s.Stevens and Lipsh (1992) sawa conneCti,o" ' "'.

running from FD I by American firms through lower capital ratios and higher costs of finançe~
to a faU in domestic investment (see also Wellink, 2004). "
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, OutWard foreigri direct investment: is it a good thing?
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One problem iwjempirical'tGsearch is that the effedts 060utward FDI on suppliers in the

ho~e ~oun~ry?eperally ar~~~egle~~ed.~is ~ubject f~s s~udied by Mariotti et al. (2003:. In
thelr VIew,vertlc;UPD I goe$lllandIn hand wlth 'ashIft In the home countqr from low-slolled
labour to capital,landhigh-skiiIledlabour, both at d~eMNEitself and its suppliers.

il 111, I,
FD land the assq,ciatedchan~es in the structure of tFadeand production may thus lead to an'
increase in 'the d'bmand forlHig' h-skilled labour andla faHin demand for low-skilled labour

I ' ,

(cf. Tokarick, 2002; StraussLKahn,2003). This maylead ro higher wage inequalities and, if

wages are sticky ~ownwardj tigher unemployment:among the low-skilled (little effect 'Vas,
however, found,by Slaughter, 1995,2000; Gorter et al., 2005). lt is a moot point to what
degree FDI and

,

!
j

tradeare4s
.
~onsible.,1TechnolOgicaldevelopments are another important

cause.'!: ,:111
lil, I :!i I '

FD I makes it easier for finnslto shift production abroad at short notice, in particular in the
case ofhorizont~l PDl. Accdrdingto Rodrik (1997), this has perhaps not so much resulted
in a lower demahd for low-skilled labour but in a higher price elasticity of the demand for
low-skilled labohr.This has!given firms astfonger position in wage negotiations and may
have contributeH to relatively lower wages of low-skilled labour.

I li

Conclusion: Th~!e~pirical evid,ence suggests that PD I provides an additional impulse to the

existing shiftfr~m low-skiIltd to high-skilled jobs.,H
I, il lil,

4.3.5. Technol99Y

As we have see~, MNE's may resort to FDI in order to obtain foreign technology. 1his
has often beenthe case for Korean firms (Kim (1998) and for ]apanese firms that have
invested in the U.S. (Blonigen, 1997). lrish firms in the food industry have transferred
technology acquired abroad and adopted in their foreign plants back to lreland (Forfás,
2001).ForSwedishindustrialMNEs, by contrast,Braconnieretal.,(2001) were unable to
detect any link between out~ard FDI andtechnological spillover, measured by changes in
productivity. Ij I

, r

f:
ï

It
;'

M

I1

t
~I.

According to the research surveyed by Barba Navaretti et al. (2004), in some cases there
are spillovers of foreign technology to the home country, in other cases not. Technology
acquired abroad may,however, be imported in the guise of a higher quality ofimported semi-
finished products, that is, through vertical FDL This effect is hard to establish empirically
(see KeIler, 2004: 764). Barba Navaretti and Castellani's research on ltaly reveals another
effect of outward PDI on technology: firms that open their first foreign branch see their
productivity increase at a fastpace (Barba Navaretti and Castellani, 2004).

Earlier research, reviewed by Blomström and Kokko (1994), revealed a positive correlation
between PDI :ind an MNE's profits. Higher profits in their turn stimulate expenditure on
~esearch and development, which ~lso benefits from the fact that FDI enables MNEs to
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Hans Visser

grow. In so far as researchand development remains concentrated in the homecoungy,d"~i
demand for high-skilled labour is likely tOgrow. Ihismay have positive externalities';sud
as the establishment of more,and better educational institutions. More generallYYiitma
contribute tOendogenous growth.

Conclusion: Firms may resort toFD I expressly in order toget accessto foreign technology;dt

other cases it is hard to find empirical evidence on the effects of outward FD I on tech9-°logy
Still, there are clear indications rh at firms opening their.hrsr foreign affiliate ,see thei

productivity increase at an above-average rate.

354

4.3;6. The yield of FDIas aq?pital flow\ll-
Outward FDI should generate capital income, as emphasised in the MacDougapl110,(
But we live in a world characterised by uncertainty in the sense ofKnight and in~esltme" !. ,

may turn sour. AccordingtO c;0culations by Boonstrail(2003,2001), the cumulative ?alan~,
on the CUlTentaccount of thelbalance of paymel1ts o~the Nether~,andsoverthe 198P:~20Q~

period amounted to some €17Pbn, but net foreig~ assytsdeteriorafed bymore tha~ €1,165p,h.
which means that roughly €335bn has di~app;eared1Iintothin a~t'lhese losses caiTnot;"~~!
be attributed to FD I, as the figures include portfolio investmen~, but poor resultspf F '

certainlyplàyed a role: Ij' t
,i"

11

1 "
11

" ' ,I "I,
i',' , ' , ," , ' I ,'I'"

Conclusion: Outward FD I donot always fulhl their N9mises. Durch MNEs have suJf<::re<

number of spectacular debacles, in particulflr, it s,eem~,ifrom Imergers and acquisitioÁs.'

does, however, not detract from the positiye impact <;>fFDI irLthl~form of ieal inyêlstilll

on growth and.prohts. I !i 1IIi 1I 111:'
,

1
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11":1
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5. Conclusions I': ':' " 11 It'l

The research on the effects ot:FDI on exp~rts ge~el!I~/iyshows a ~,ositive effect odp>~I,i~
Particular of the vertical variet')!.Outward F
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FDI generally leads to a shift ~romIlower-s~illed,tOhigher-skille1 jobs; The"ü11pact1pH~
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The results of outward FDI should be lo<~kedi1t,wiIl1:ltheicoun~erfactuahn mindhMa
firms would not have be~n ablleto survive,:io
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market share, without FDI. Scale econom~:?sjof).ithe,I]~felo,f,the flr~11and bothnattya:la~
artihcial trade barriers easily cdmbineto m~ke HOI á h~cessity, th~ more sojf a hrm iSbasd
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in a small country. It would, t~en, be cou4~erproduadreto try and restrict outwai,dlFD.
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even,
' in cases w:here FD I i,' the first In
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' stance god ,at the cost of domestic Production and

I
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If we look at diJ.eoutcomd~,of the edIpirical reseal~chon FDI in a wider context, they 10se

much of their dignificancHThe resea~chthrows li~ht on first-round effects, but these are of
minpdmportJnce toeCOri@mies:,tha~lil-redependept on Schunipeterian cr,eativedestruction

d ' J.., cl I h
.

1 ,,' 'h I h .. 1 dan ,new COmulllatlOnS lOf jt elr ong-term growf .<n t e same way as lllternatlOna tra e,
FDI cöntribut

"ks co theiri'~~rnationa~" division ofl~bour, and with it to Productivit y growth
- '11 :1, '

/

'
and ongoingeconomicde
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lopmenti!. I ,
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Restrictions ~p outward F. I are a form of prote,ction. They reduce the benefits a country

receives frornlthe intern!a,~ionaldiy;sion, oflab<bur. These benefits not only include theLr f
'
11

. fl d O'. ,J 1 b 1 - .
euects 0 a rea; ocatlon 0, ,pro uctlOn, glven tecrino ogy, ut a so a constant Improvement

of techn010g~ Ir is'no u~d"dep10ringa shift of Pfoduction and jobs abroad. The receiving
countries wilf see their p,Foductiol\ and income grow. Their import demand increases,
creating new ~pportuniçi~s for the home countries of the MNEs inv01ved,both directly

and indirectl{:,those oPP
,

:

"

ortunities,may be found in the host countries, but a1soin third
countries tharwrofit from'the new-fóund growth in the FD I destination countries. The home
country will i:pt~e end p'~ofitfrom shifting production to a cheaper p1aceand rep1acingit
with jobs tha~create highçr va1ueadded. The government's first concern shou1d be to create
an attractive Husinessclimate, in order to induce sufficient entrepreneurial activity to absorb

11 1

any 1aboupeFfree:by o~t;ward FDL " ,r

ACknOWI.~.m.ntsi ,;.,! J ..
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