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oreign direct investment (FDI) from the

Asia-Pacific in the United States plays an

important and growing role in the U.S.
economy. This paper explores the role of FDI
from Asian-Pacific countries, analyzes recent
trends, forecasts long-term prospects, and identi-
fies new opportunities for the U.S. economy.

The U.S. Bureau of Economic Analysis (BEA)
defines foreign direct investment as “owner-
ship or control, directly or indirectly, by one
foreign person, or entity, of 10 percent or more
of the voting securities of an incorporated U.S.
business enterprise or an equivalent interest in
an unincorporated U.S. business enterprise.”!
FDI is generally divided into two categories:
(a) greenfield investment and (b) mergers and
acquisitions. Greenfield investment is the cre-
ation of new enterprises and the development
or expansion of production facilities, whereas
mergers and acquisitions involve the purchase of
an existing enterprise.

The U.S. Department of State designates 44
countries and geographic areas within East Asia
and the Pacific, and South and Central Asia.?
However, many of those economies have negli-
gible FDI flows into the United States. This paper
will focus on the 10 countries and geographic
areas highlighted by the BEA as having a large
FDI presence in the United States:* Australia,
China, Hong Kong, India, Japan, Malaysia, New

Asian-Pacific Foreign Direct
Investment in the United States

Zealand, Singapore, South Korea, and Taiwan
(see figure 1).

Asian-Pacific FDI in the United States

The United States welcomes FDI as a matter of
principle and law. Asian-Pacific foreign invest-
ment is no exception. The importance of foreign
investment to the U.S. economy is well under-
stood, and the United States has a longstanding
and unequivocal commitment to encouraging
open investment policies.

Many well known Asian-Pacific companies,
from Australia, Japan and New Zealand have
extensive experience investing in the United
States. However, since the late 1970s, many
developing Asian economies have also had an

Figure 1. The Asian-Pacific Region
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“Asian-Pacific companies
employ more than 788,000
American workers. That amount
is equivalent to the combined
working population of Boston

and San Francisco.”

established presence. More than 20 years ago,
Santee Corporation (China) was manufactur-
ing printers in New Hampshire, and Interface
Electronics (India) began making office comput-
ers in Michigan.* During that same time, Gold
Star Company (South Korea) was producing
color televisions in Alabama, and International
Reinforced Plastics (Taiwan) was manufacturing
plastic products in South Carolina.’

Today, Asian-Pacific companies employ more
than 788,000 American workers. That amount is
equivalent to the combined working population
of Boston and San Francisco.® The jobs are high
paying, offering on average of $68,000 in annual
compensation. Furthermore, Asian-Pacific firms
annually spend $4.6 billion on research and de-
velopment in the United States and generate $61
billion in U.S. exports.

Between 2003 and 2008, Asian-Pacific greenfield
investments created approximately 130,000 jobs
in the United States.” For example, in November
2007, Hanjin Shipping (South Korea) announced
plans to establish a $360 million container termi-
nal in Florida, creating more than 1,600 jobs. One
month earlier, Tata Consultancy Services (India)
opened a software development and delivery
center in Ohio, creating 1,000 jobs.? In February
2007, Toyota (Japan) announced plans to invest
$1.3 billion in an automobile manufacturing
plant in Mississippi, creating 2,000 jobs.®

In 2008, Asian-Pacific foreign investment ac-
counted for 16 percent of the total FDI position
in the U.S. economy. The majority FDI position
is still dominated by Europe, accounting for 71
percent of total FDI in the United States. Other
regional FDI positions include Canada (10 per-
cent), Latin America (2 percent), the Middle East
(1 percent), and Africa (less than 1 percent) (see
figure 2).

Japan accounts for 70 percent of the Asian-
Pacific FDI position in the United States. This is
followed by Australia (17 percent), South Korea (4
percent), and Singapore (3 percent). Hong Kong
accounts for only 1 percent of the Asian-Pacific
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Figure 2. Global FDI Position in the United States
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Companies,” 2008, www.bea.gov.

FDI position in the United States. However, a
vast majority of Hong Kong’s FDI in the United
States is rerouted through companies based in
other countries. Although Hong Kong’s cumula-
tive investment position in the United States was
only $3.2 billion in 2007, the number expands

to nearly $28 billion when rerouted investments
are considered.!’ That amount would make Hong
Kong the third-largest Asian-Pacific investor in
the United States, at 8 percent. No other Asian-
Pacific economy comes close to that amount of
foreign investment through third countries.

Briefly switching from cumulative investment
position data to examine annual FDI flows,
Japanese companies invested $35.7 billion in
the United States in 2008, which accounted for
63 percent of all Asian-Pacific investments that
year. Australian companies followed with $15.6
billion, India with $1.7 billion, and Singapore
with $1.4 billion.

Figure 3. Compound Annual Growth Rates of Asian
FDI Positions in the United States, 2004-2008
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From 2004 to 2008, the FDI position of the Asia-
Pacific in the United States grew by an average of
10 percent a year." This growth was slightly faster
than the global average of 8 percent. However,

all growth in the region is not equal. During that
time, investment from Singapore expanded by
an annual average of 49 percent. Singapore was
closely followed by India (48 percent), South
Korea (24 percent), and China (23 percent) (see
figure 3).

While Asian-Pacific companies have invested ap-
proximately $368 billion in the United States, U.S.
companies have a much larger stake in the Asia-
Pacific region. In 2008, the net U.S. FDI position
in the Asia-Pacific was nearly $492 billion, which
accounted for approximately 16 percent of cumu-
lative U.S. direct investment abroad. Although
that position shows a clear trend in the aggre-
gate, Japanese investment in the United States
still dramatically outweighs U.S. investment in
Japan.'?In 2008, Japanese cumulative direct
investment in the United States was more than
triple the U.S. cumulative investment in Japan.

Drivers of Asian-Pacific FDI in the
United States

To understand the dynamics behind Asian-
Pacific FDI in the United States, it is important
to first explore the factors that make the United
States a logical location to invest. Financial mar-
kets, taxation, trade policies, and the business
cycle all play a role in foreign companies’ invest-
ment decisions.” In general, three motivating
factors drive FDI: access to innovation, markets,
and resources."

Innovation. Asian-Pacific firms invest in the
United States because the economy is a center
for global innovation. Peer Michael Schatz, chief
executive officer of Qiagen, a German biotech
firm, commented, “The difference between

the U.S. and Europe is that the U.S. has stel-

lar science and a rapid rate of innovation and
transferring that technology to the market for
commercial purposes.”* In his assessment, “no
other country comes close.”'® According to the

National Defense Research Institute at the RAND
Corporation, 40 percent of the world’s research
and development expenditures are made in the
United States.'” Furthermore, the United States
employs nearly three-fourths of the living Nobel
laureates, publishes more than 60 percent of the
world’s “highly cited publications,” and creates
nearly 40 percent of the “patented new tech-
nology” within the Organization for Economic
Cooperation and Development.'® Since 2000,
the United States has been home to more Nobel
laureates in the sciences than all other countries
combined." Moreover, according to the Times
Higher Education Supplement, 11 of the top

15 universities in the world are in the United
States.”

Markets. One of the most important factors
driving Asian-Pacific investment is the size of
the U.S. market. Many Asian-Pacific companies
establish operations in the United States to be
closer to their suppliers and customers in a dy-
namic market. The United States accounts for 42
percent of the global consumer goods market,?!
with a disposable income of approximately
$32,000 per person. In a survey conducted with
chief executive officers and presidents of Asian-
Pacific manufacturing firms in the United States,
the most significant factor that drove investment
decisions was the “extremely large U.S. market.”*
That factor was followed by “general need for
growth” and “need to be closer to customers in
order to give better service.”

Resources. In many cases, Asian-Pacific
companies do not invest in the United States
solely to minimize the cost of inputs, such as
labor, natural resources, or transportation, even
though such costs are an important factor in the
decision-making process. For example, the U.S.
economy has a highly productive and adaptable
workforce. According to a 2007 International
Labor Organization report, “the U.S. still leads
the world by far in labor productivity per person
employed in 2006.”* Furthermore, “the report
also shows that the productivity gap between the
U.S. and most other developed economies con-
tinued to widen.”?® The United States also has the
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“Openness and transparency
of the U.S. economy is
particularly important to
Asian-Pacific investors.

... [T]he United States
ensures a highly competitive

yet notably fair system.”

largest paved roadway system, railway network,
and number of airports in the world.?” According
to air cargo volume, 3 of the top 10 airports

are in the United States, including Memphis
International Airport, the busiest cargo airport in
the world.?

Openness and transparency of the U.S. econ-
omy is particularly important to Asian-Pacific
investors.” As companies seek to diversify their
operations geographically, the United States
ensures a highly competitive yet notably fair
system. The high quality and fairness of the U.S.
legal system overall is widely recognized as one
of the country’s greatest strengths. This outlook
is not just a domestic view, but is also recognized
internationally.* The overall high quality of the
U.S. legal system is reinforced by its open invest-
ment policy, which is based on the principle of
national treatment. With very few exceptions,
foreign investors and their companies are treated
the same as domestic firms in the United States.
Many Asian-Pacific companies often operate in
environments that are much less transparent and
predictable. Although no system is perfect in all
respects, the United States is justifiably proud

of the overall high quality of its legal system and
the level of protection that it provides to interna-
tional investment in its territory.

Trends and Analysis

Since 2000, Asian-Pacific outbound FDI has
grown rapidly. Between 2000 and 2007, India

has led the region with a 41 percent average
annual growth. India is followed by Malaysia

(18 percent), China (17 percent), Australia (16
percent), Hong Kong (13 percent), and Singapore
(13 percent) (see figure 4).%!

During this time, the United States received
about 13 percent of global Asian-Pacific invest-
ments.* Approximately 43 percent of all Japanese
FDI is located in the United States. Japan is
followed by South Korea (20 percent), Australia
(18 percent), India (10 percent), New Zealand (10
percent), and Singapore (7 percent).* In com-
parison, other Asian-Pacific economies, such as
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Figure 4. Compound Annual Growth Rates of
Outbound FDI from Asia, 2000-2007
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China, Hong Kong, and Malaysia, have between
3 and less than 1 percent of their outbound FDI
position in the United States.

Much of the remaining outbound Asian-Pacific
FDI remains within the region.** However, as
many developing Asian-Pacific economies con-
tinue to seek opportunities abroad, the United
States should expect large increases of FDI flows,
especially from China and India, which are
currently the 3rd- and 12th-largest economies,
respectively, in the world. As those developing
nations continue to grow, their FDI flows in the
United States may begin to reflect those of more
developed nations. For example, Japan is the
second-largest economy in the world and the sec-
ond-largest investor in the United States. Similar
correlations are also found for Germany (fourth-
largest economy and fifth-largest investor),
France (fifth-largest economy and seventh-largest
investor), and the United Kingdom (sixth-largest
economy and the largest investor).

Furthermore, academic theory on FDI** implies
that China and India may be on the cusp of
significantly increasing their FDI outflows to the
United States. As economic growth continues,
models predict that developing nations will begin
to push investment outward—eventually becom-
ing net outward investors (see figure 5).%



Figure 5. The Investment Development Path
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For example, after Japan rebuilt its economy
after the World War II, Japanese investors began
to slowly expand operations in the United States
during the 1960s and 1970s. As Japan’s economy
grew, so did its investments in the United States.
In the 1980s, Japan eventually became the largest
investor in the United States. The Chinese and
Indian governments have already implemented
policies to promote outward investment. China
has implemented a “go out” policy to support
outbound FDI, while India has eased outward
investment restrictions and has made debt fund-
ing more available.*”

Currently, Asian-Pacific FDI in the United States
is focused in several sectors. The largest sector is
wholesale trade (34 percent), which is followed
by manufacturing (29 percent), other industries
(16 percent), finance (except depository institu-

Figure 6. Sector Breakdown of Asian FDI in the
United States
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Companies,” 2008, www.bea.gov.

tions) and insurance (8 percent), real estate (5
percent), retail trade (5 percent), and profes-
sional services (2 percent) (see figure 6).

Wholesale trade is defined as, “establishments
engaged in wholesaling merchandise, generally
without transformation, and rendering services
incidental to the sale of merchandise.”* The
concentration of Asian-Pacific FDI in whole-

sale trade is distinct among global trends.
Internationally, 14 percent of all investment in
the United States is in that sector. In contrast,
approximately 88 percent of China’s FDI position
in the United States is in wholesale trade. China
is followed by Hong Kong (45 percent), New
Zealand (43 percent), and Japan (42 percent).
Because many Asian-Pacific economies depend
heavily on trade with the United States, their
concentration in that sector is understandable.
Asian-Pacific firms may open U.S. subsidiaries in
that sector to gain a foothold in the U.S. market.
The high concentration in wholesale trade also
reveals a great deal of room for Asian-Pacific FDI
to grow as it diversifies beyond the sector.

However, investment from India has taken a
different path. Although very little of India’s
investment position in the United States is in
wholesale trade, more than 64 percent is located
in professional services. This difference may

be because of the comparative strengths of the
Indian economy. Although China’s focus on
manufacturing may necessitate investment in
U.S. wholesale trade, India’s strengths in services
(including back office operations) may be driving
investment in U.S. professional services.

Between 2003 and 2008, Japanese companies
made the greatest number of Asian-Pacific
greenfield investments (421 projects valued at
$24.1 billion).*® Japan was followed by India

(118 projects valued at $5.3 billion), South Korea
(107 projects valued at $14 billion), Australia (76
projects valued at $10.5 billion), and China (60
projects valued at $2 billion).*

Japan'’s greenfield projects focused on auto-
motive components, while Indian companies

Asian-Pacific Foreign Direct Investment in the United States



“Asian-Pacific FDI is expected
to increase in the United States
during the next 10 years.

... China and India will likely
be significant contributors

to that trend.”

concentrated on software, financial services, and
pharmaceuticals. Many of South Korea’s greenfield
investments, like those of Japan, were in auto-
motive components. However, Australian firms
focused on coal, oil, natural gas, and construction
materials, while Chinese companies concentrated
on the automotive original equipment manufac-
ture and industrial machinery sectors.

Long-Term Prospects and Opportunities

Although much focus has been placed on the
current global financial crisis, a long-term per-
spective must be maintained. FDI is, by nature,
along-term commitment, and the United States
continues to have the best risk-adjusted return
on investment.

Companies invest in the United States because

it is the largest single-country economy in the
world, and its labor pool is one of the best edu-
cated, most productive, and most innovative.
The United States is a global leader in science
and technology and a center for innovation.
Creativity is rewarded and safeguarded by a
strong intellectual property rights protection and
enforcement regime.

Asian-Pacific FDI is expected to increase in the
United States during the next 10 years—both

in absolute dollar levels and as a share of the
region’s investments worldwide. China and India
will likely be significant contributors to that trend.

Asian-Pacific sovereign wealth funds, though
not a new phenomenon, will also play a grow-
ing role in FDI flows. Because of substantial
trade surpluses, several Asian-Pacific econo-
mies have accumulated significant savings and
are now searching for opportunities to earn

a higher rate of return. Although the lack of
transparency and the large size of the funds have
elicited some apprehension, the U.S. govern-
ment has the mechanisms in place to review
foreign investment transactions that may affect
national security.* Sovereign wealth funds are
traditionally long-term investors that have not
been highly leveraged, and may provide another
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source of Asian-Pacific FDI into the United
States. Currently, 14 Asian economies have
established funds that combined total over $1
trillion.** Those economies are Australia, Brunei
Darussalam, China, Hong Kong, Kazakhstan,
Kiribati, Malaysia, New Zealand, Papua New
Guinea, Singapore, South Korea, Taiwan, Timor-
Leste, and Vietnam.

In light of the trends, U.S. federal, state, and local
governments; domestic business organizations;
and international investors must work together
to facilitate investment and assuage pressures
that may arise within this dynamic relation-
ship. Invest in America plays an important role
in managing the relationships by serving as

the primary U.S. government mechanism for
coordinating federal inward investment promo-
tion. The program focuses on outreach to foreign
governments and investors, on support for state
governments’ investment promotion programs,
and on addressing business climate concerns of
international investors. Bilateral links, such as
the U.S.-Japan Investment Dialogue, investment
chapters of free trade agreements, and bilateral
investment treaties, also play an important role
in strengthening investment linkages.

The United States is unique within the global
investment community with regard to the
number, scope, and leading role that states play
in FDI promotion. Furthermore, many regional
and local economic development agencies

also work to attract and facilitate international
investment. Those agencies have played and will
continue to play an important role in ensuring
strong relationships with Asian-Pacific foreign
investment partners.

Conclusion

Asian-Pacific FDI plays a critical role in the U.S.
economy. Asian-Pacific companies employ thou-
sands of American workers in the United States
and contribute to domestic economic growth.
While many Asian-Pacific firms open operations
in the United States to expand within the U.S.
market, factors such as labor productivity,



innovation, and infrastructure also play a role.
The United States is home to many existing
Asian-Pacific investments abroad, and this trend
is likely to continue in the long term. Moreover,
as large Asian-Pacific economies such as China
and India continue to develop and globalize,
their FDI flows to the United States are expected
to significantly increase. As this occurs, the
United States is prepared at the local, state, and
national levels to welcome and facilitate these
job-creating capital flows into the economy.
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Invest in America is the primary U.S. government mechanism to manage
foreign direct investment promotion. Its efforts are focused on outreach
to foreign governments and investors, support for state governments’
investment promotion efforts, and addressing business climate concerns
by serving as ombudsman in Washington for the international investment
community. For more information on the program, visit its Web site at
www.investamerica.gov.

The International Trade Administration has as its mission the creation of
economic opportunity for U.S. workers and firms by promoting interna-
tional trade, opening foreign markets, ensuring compliance with trade
laws and agreements, and supporting U.S. commercial interests at home
and abroad.
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