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US Benefits of Outward FDI 



• Are US MNCs shipping jobs abroad that would 
otherwise have gone to US workers?   
 

• Or does expansion abroad by US firms increase their 
productivity and market share in a way that benefits 
US workers and the overall US economy? 
 

• We take a rigorous empirical approach to answering 
these questions, using 20 years of detailed firm-level 
data. 

Introduction 



• Case 1: Firms have a fixed number of jobs, which can be filled 
with workers in either in the US or another country.  Policies 
restricting outward FDI would benefit domestic US workers. 
(Substitution) 
 

• Case 2: Firms expand abroad for reasons unrelated to US 
labor markets.  Restricting foreign expansion would not 
impact US workers.   
 

• Case 3: Expanding abroad makes US companies more 
productive, increasing the number of US workers they hire. 
Restricting foreign expansion by US MNCs would hurt US 
workers. (Complementarities) 

Complements or Substitutes? 



Change in US MNC Employment 
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Source: Bureau of Economic Analysis www.bea.gov. 



Foreign affiliate sales by 
destination (2009) 

Source: Bureau of Economic Analysis  

  Total sales Sales to 
the US 

Sales to the 
local market 

Sales to 
other 

countries 
Value  
($ billions) 
 

4,857 432 2,953 1,471 

Share 
(percent) 
 

100% 9% 61% 30% 



• The aggregate data suggest that MNCs activities at home and 
abroad move together. 
 

• There could be any number of other factors behind these 
aggregates.  Need to look at individual firm level data. 
 

• We use data on all US MNCs over a 20 year time period from 
the US Bureau of Economic Analysis (BEA), which includes the 
activities of these firms at home and at their foreign affiliates.    

Complements or Substitutes? 



• Firms differ in many ways, so it is important to look at data on 
a large number of individual firms over many years.  
 

• This allows us to control for firm “fixed effects”, isolating how 
employment in the US changes when a firm increases its 
outward FDI.     
 

• Also need to include year fixed effects, which hold constant 
everything that was going on in a given year, such as 
recessions and booms.  

Complements or Substitutes? 



A 10% increase in employment at 
foreign affiliates is associated with: 
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A 10% increase in R&D at foreign 
affiliates is associated with: 

+ 0.6% 

+ 0.6% 

+ 0.8% 

+ 1.2% 

+ 2.4% 
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Why is the globalization of R&D important? 
 
• High skilled, high paying jobs at stake 

 
• Traditional area of US comparative advantage 

 
• Intellectual property protection issues 

 
• Productivity  effects are higher because R&D leads to 

innovations that increase productivity and expand output 
 

Globalization of R&D 



• R&D performed at foreign affiliates of US firms 
increased by $25 billion  from 1997-2010.   
 

• R&D by these firms inside the US increased by 
$106 billion over the same period 
 

• About 85% of total global R&D spending by US 
MNCs occurs in the US. 
 

• We find that US firms that do not undertake 
outward R&D do not do much R&D at home.  
 

Globalization of R&D 



Examples: 
• Caterpillar’s campus in Chennai, India allows over-night 

processing to complement CAT’s R&D in the US, for a 
24/7 R&D cycle.  This reduces costs, making the 
company’s overall R&D process more efficient, allowing 
more engineers to be hired in the US.   
 

• GE Healthcare engineers in India wanted to create an 
ECG machine that would reflect realities of the country. 
They designed a new machine for a largely rural and poor 
population, a product that would probably not exist if GE 
had not had that division in India. 
 

 

Globalization of R&D 



• Expansion abroad by US MNCs is associated with expansion in 
the US 
 

• But this does not mean that every US worker is better off 
 

• The jobs created in the US tend to be high skilled, high paying 
jobs.  The jobs created abroad are more likely to be lower 
skilled and lower wage jobs. 

Distributional Effects 



• Global expansion by US MNCs complements 
domestic US expansion 

 
• Policies that restrict foreign activity (including R&D) 

by US firms are detrimental to the US economy and 
US workers 

 

Conclusions 
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