
1

Event Transcript 

Foreign Direct Investment: Its Impact on US Jobs, Research, and  
Economic Growth

Gary Clyde Hufbauer, Peterson Institute for International Economics 
Lindsay Oldenski, Georgetown University
Theodore H. Moran, Peterson Institute for International Economics 

Peterson Institute for International Economics, Washington, DC
September 19, 2013

Unedited transcript

Fred Bergsten: Let me welcome all of you to this very interesting and we hope, very important conference 
at the Peterson Institute for International Economics on foreign direct investment, outward 
and inward, what it means for the interest of United States. 

 
 My successor and Institute President, Adam Posen, is on the road. He’s watching by video. 

Hello, Adam. Good to see you. And I’m delighted to fill in for him on this occasion really 
for two reasons. 

 One is that these studies both were conceived a year or so ago. A lot of the work was done 
then and I’m delighted they’ve come to fruition now. And the second is because Ted Moran, 
who has helped organize and write both studies, was a colleague of mine laboring in these 
vineyards over 40 years ago when we did one of the first major studies on the topic. So for 
Ted and me it’s déjà vu. We’re back together. I’m delighted he’s been so active in this process.

This topic that we address today is I think both one of the most important and most in-
tellectually challenging in the whole business of international economics. We know it’s 
important because of the sensitivities politically that it has raised particularly in terms of 
inward investment, but also outward investment, how it relates to US job creation, the US 
economy, and particularly on operational terms now, US tax policy.

We expect a debate over the next year on tax reform that would include the treatment of 
foreign income by American firms. We’ll look at this question of foreign investment in a 
central way. And therefore, we’ll ask the question: Does outward foreign investment help, 
or as some people argue, hurt the US economy? We thought it was critically important to 
have a new updated and hopefully widely used study on that topic to help frame the eco-
nomic context for that coming policy debate.

I say it’s an intellectually challenging topic, having labored in the vineyard myself, because 
when you ask the economic impact of foreign investment, you’re forced to ask the ques-
tion: What would have happened in the absence of the foreign investment? The famous 
counter-factual question. And since you cannot know that in definitive terms, what the 
folks who have worked on this topic for many years now have tried to do is refine, improve 
their methodologies for coming as close to an answer of that question as possible. And we 
feel that the two studies today have done the absolute cutting edge job of research to try to 
answer those questions as best as can be done.

I want to thank the people who have done the studies, Ted Moran, Lindsay Oldenski, who 
have worked with us very closely, based at Georgetown, our own Gary Hufbauer. We will 
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have panels on each of the topics sequentially. First, one on outward investment, then after 
a short break, one on inward investment, and then at lunch, we will try to pull that all to-
gether and see what the overviews suggest. 

During the course of the day, we can have coffee breaks on our patio on this beautiful day 
and we invite all of you to enjoy the facilities while you’re here.

Now, let me ask Ted Moran, who has helped frame and write our studies today, to come 
up, put it in context. And then I’ll come back and introduce the first panel. Dr. Moran.

Theodore Moran: Thank you very much Fred and hello Adam. So, in my framing remarks let me say that 
the WTO estimates that 80 percent of all flows of goods and services around the world 
take place within multinational corporate networks, either directly as inter-affiliate transac-
tions or through supply chains organized by the multinationals. This 80 percent figure was 
just reaffirmed two weeks ago in a study that was done for the G-20 by the WTO and by 
OECD and UNCTAD to what looks like this broad agreement on this. 

This means that in order to understand the forces that spread productive activity across 
borders, good jobs, bad jobs, more jobs, less jobs, distribution of R&D activity, transfers of 
technology, and all the productive value added, we have to understand how multinational 
corporations shape their activities and how policies, home country policies and host coun-
try policies, shape what the multinational corporations do.

So we were all brought up on looking at trade. Trade has become trade and investment 
that’s what we have to focus on. And we are lucky—well, Fred, this is bad news for you and 
me. We are lucky that this can be done in a much more sophisticated way using firm-level 
data, micro data, tens of thousands of observations of firm behavior, and sophisticated sta-
tistical techniques. We’re still going to advertise our book of 40 years ago, Fred, but I think 
the world has moved on.

And you’re going to find this being done in the two studies that we introduce today, but I 
think here at the Institute, you’re going to find it much more broadly. I mean, there’s not 
only the three of us, but Caroline Freund, Brad Jensen does this, Robert Lawrence, Law-
rence Edwards, Lee Brandstetter. So you’re going to see more and more of this kind of rig-
orous testing using firm-level data.

So the two volumes that we looked at today come to a common conclusion, that the policy 
challenge for the years ahead is to make the United States a favorable location for multina-
tional corporations, US multinationals, and foreign multinationals, to use as a base for their 
global operations. But to figure out how to do that requires the kind of careful analysis 
you’re going to see today and convincing policymakers of exactly what the impact of their 
policies are on corporate behavior.

Well, in case you’re not yet quite awake, we are leading off with the most controversial, 
mainly the outward investment and the impact on the United States. So let’s move to the 
first panel.

Fred Bergsten: Okay, Ted, thank you very much. We will move immediately to the first panel. As Ted says, 
it’s on outward FDI, its impact on the US economy with a particular focus on the tax code 
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because as I said earlier, we know there’s going to be a tax reform debate coming up. An 
important part of that is going to be the taxation of foreign income, how it affects the deci-
sions on location in American corporate decision-making, and that we want to position for 
by providing an economic framework within which that debate will take place.

 We’ve got three speakers on our first panel. The lead-off is going to be Lindsay Oldenski, 
who as Ted said, has done the high-powered econometrics in this study, which is absolutely 
crucial to getting it right. Some of you have probably come to know Lindsay from her 
path-breaking work on this topic. She’s an Assistant Professor in the Landegger Program at 
Georgetown. She taught at SAIS before that, taught at Cal State before that. She did her 
master’s at the Kennedy School, her PhD at UC San Diego. She has worked at the Boston 
Fed, the Treasury Department, as well as teaching, as I say, at three major universities. So 
Lindsay will lead it off.

 She’ll then be followed by Gary Hufbauer, our own senior fellow, Gary Hufbauer who was 
most of you know has done extensive work on foreign investment, on trade, and on tax 
policy. He’s one of those rare birds who’s both a world class PhD economist and a lawyer by 
training and by practice, so can link the legal and economics in ways that very few people 
can do. Gary will talk about the competitiveness of the US tax code and how that intersects 
with the outward FDI economics.

 Our discussant is going to be Jared Bernstein. I’m delighted that Jared is with us. He’s now 
a senior fellow at the Center on Budget and Policy Priorities, has been for the last couple of 
years. Before that, for the first two years of the Obama administration, he was chief economist 
and economic adviser to the vice president. He was executive director of the White House 
Task Force on the Middle Class, a central member of President Obama’s economic team. 

 Many of you know him from the many years he spent as a senior economist at the Eco-
nomic Policy Institute. He produced nine editions of their seminal study, The State of 
Working America. And at an earlier incarnation, he was deputy chief economist at the De-
partment of Labor.

So we think we’ve got a very well-rounded and extremely knowledgeable set of presenta-
tions. I’ll turn it to Lindsay, to Gary, to Jared, and then we’ll all take the podium at the 
front to answer questions and discuss with the group in the first hour of the conference. So 
Lindsay, over to you.

Lindsay Oldenski: Okay. Thanks, Fred. And as Ted mentioned, outward FDI by US multinational firms is 
a tremendously controversial topic right now. So on the one hand; you’ve got people like 
the president saying things like, “We have to stop these multinational firms from shipping 
jobs overseas. That this is somehow harmful for US workers or it hurts the US economy as 
a whole.” But on the other side, you’ve got US firms saying, “No, this is important. This is 
necessary. This sort of expansion is not only necessary to stay competitive, but also has tre-
mendous benefits in terms of economy of scale increases in productivity, that just wouldn’t 
be possible without this kind of global engagement or globalization.”

And in spite of all this controversy and all this discussion in policy communities, there’s 
really been very little rigorous econometric or statistical analysis trying to sort out what 
exactly these differences are. What exactly is the effect of outward expansion by US mul-
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tinationals on US workers and the US economy? So that’s the contribution. We’re going 
to make the first contribution. Gary will talk later about tax policy; but before we can talk 
about what the proper tax policies are, we need to know exactly what happens. What are 
the effects of this outward expansion?

So you can imagine at least three possible scenarios that could arise. So the first case is just 
substitution between workers at home and workers abroad. And this is what people have in 
mind when they talk about shipping jobs overseas or hurting US workers. This is the idea 
that firms can only hire a certain number of workers and it’s a zero-sum game. They either 
hire them in the US or they hire them internationally and doing one hurts the other. So 
this is a very static zero-sum approach, but it’s one that’s a very commonly held view.

You could also imagine that in some cases, there’s going to be no effect on US workers. So 
if you think about hotel chains, fast-food restaurants, things like that expanding abroad, it’s 
not going to be possible to hire US workers to fry French fries in a McDonald’s in Europe 
somewhere. Things like that are probably not going to have any meta-fact on US workers. 
They’re going to make differences for shareholders and so forth, but are not in any sense a 
shifting of jobs or a transfer of jobs from the US to another country.

And then the third case is one in which there might actually be complementarities between 
expansion abroad and expansion at home by US multinational companies. So this is the 
case when there are economies of scale, when becoming larger allows firms to be more effi-
cient, when they’re able to take advantage of resources in other parts of the world that they 
wouldn’t have access to in the US. And they otherwise, by expanding, by taking on market 
share, by improving productivity, are able to expand relative to, not just US domestic firms, 
but perhaps competitor firms located in Germany or China or some other country.

And then in this case, we would say that the expansion abroad is a complement to the 
domestic expansion by US firms. And so this is what we’re going to be looking at and this 
is what we’re going to try to test using very detailed data on the operations of US multina-
tional companies over the last few decades.

So before we look at the detailed firm-level data, I just want to put up this aggregate picture 
here. So you can see these are year-over-year percent changes in employment by US mul-
tinational firms. The blue line is their employment at their foreign affiliates in other coun-
tries and the red line is changes in their employment in the US. And so I think one of the 
things that’s most striking here is that these two lines really move together.

When US firms are expanding their employment abroad, they’re also growing their employ-
ment at home. When employment is shrinking or growing less quickly abroad, the employ-
ment is also shrinking or growing less quickly at home. And this is important. You see this 
with employment. In the book, we also show this is true of sales, of research and develop-
ment, of capital investment, any other measure you want to use of multinational activity. 
And so before we dig in deeper into the data, this is just suggestive that there are some 
complementarities on a high level.

You’ll also notice that the blue line is higher than the red line, right. So in most years here, 
the growth rate of employment at the multinational affiliates has been higher than the 
growth rate of employment in the US. And we can look a little deeper into the numbers to 
see why that’s the case. 
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Well what do these multinational companies doing? Well, the majority of the sales by the 
foreign affiliates of firms are to their local markets. That’s the 61 percent down there at the 
bottom. Only 9 percent of sales by US multinationals are coming back to the US. So this 
represents expansion into new markets. So when the growth rate here on the previous slide 
is higher for the foreign affiliates that’s generally representing sort of, new opportunities, new 
growth, new market opportunities, not sort of what you think of in traditional offshore out-
sourcing where an intermediate good, a car part is being produced in another country and 
stand back. Most of it is expansion and because there’s been so much growth in so many other 
countries in the world that exceeded US growth, we see this blue line being higher.

So this aggregate data suggest that the foreign and domestic activities tend to move to-
gether, but there could be any number of things going on. I mean, there are obviously cy-
clical business cycle effects there. This could be driven by few specific large firms, by certain 
industries, something like that. So in order to look at this on a more careful statistical level, 
we use data from the US Bureau of Economic Analysis, which covers all multinational 
firms above a certain minimum size threshold, as we’ve got several thousand firms over the 
last two decades and we can look at what those firms have done in terms of employment, 
sales, investment, both here in the US and at their foreign affiliates.

And so we’re trying to be very careful with our analysis here. You can’t just compare apples 
to oranges. You can’t just look at firms that expand abroad and firms that don’t and see 
which ones are more productive. We know that multinational firms are more productive. 
They hire more workers. They pay higher wages. All of these things have been very well 
documented by our Peterson colleague, Brad Jensen, and then a number of others, so you 
can’t just simply compare two firms.

What you want to look at is what happens within one firm controlling for all their charac-
teristics over time as because of technology or trade agreements or taxes, are able to expand 
abroad and have opportunities they didn’t have before? What does that mean for their US 
employment, their US sales, and so forth? So we do this controlling for all of these firm 
characteristics. We also control for what’s going on in the larger macro-economic situation 
at any given time.

And in doing so, we want to answer this question. Are these things complements or sub-
stitutes? When firms expand abroad, are they contracting at home or are they expanding at 
home? And so if the substitute theory is true, then what we would see is a negative relation-
ship. An expansion abroad would mean a contraction at home, whereas if they’re moving 
together and expanding together, that offers support for complementarities. And if there’s 
no significant relationship, then it’s sort of this middle case of pure expansion.

So what we find is that when firms, US multinational firms, expand their employment 
abroad, they also expand their employment, their sales, their exports from the US, their 
R&D in the US. All of these things grow along with the foreign expansion. And it’s true 
whether you measure increases in employment abroad or increases in sales or capital expen-
diture. We also focus specifically on R&D and find similar results that are very significant 
at the 1 percent level, that increases in R&D spending internationally or by US multina-
tionals, are also associated with increases in R&D domestically.

And why is this important? Why do we focus on R&D? Well, this is really important for 
the job’s debate, right, because these R&D jobs are high-skilled, high-paying jobs. These 
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are the good jobs. And it’s also different because these are areas where we think of the US 
having comparative advantage. So it might be one thing if manufacturing employment is 
moving abroad. 

Our other Peterson colleague, Robert Lawrence, has written a lot on this and what’s hap-
pening to manufacturing workers, compared to the work of Brad Jensen who looks at 
growth and expansion in service workers and those results aren’t that surprising. The US is 
relatively high skilled. We have this wonderfully well-educated workforce and so it’s not as 
surprising if manufacturing is shrinking. But what about R&D? Is that a different question? 
Is that somehow more threatening when it’s the stuff that we’re really good at, when it’s the 
US comparative advantage areas that might be moving abroad?

There’s also other complications. There’s intellectual property issues and to the extent that 
we find complementarities in productivity growth for moving abroad, all of these positive 
things could be even more positive when it comes to research and development, which by 
definition, is meant to increase investments, increase productivity, and growth.

So just looking at the aggregate numbers, yes, R&D performed at foreign affiliates of US 
multinationals increased quite a bit. It more than doubled, increased by 25 billion from 
1997 to 2010. However, during that same period, R&D by US firms in the US increased 
by 106 billion, about doubled over that time period. So that 85 percent of total global 
R&D spending by US firms happens in the US. Even as we hear anecdotes, even as we see 
examples of firms opening up R&D facilities abroad, 85 percent of it still happens in the 
US. And of the R&D that happens in the US, the vast majority of it is done by multina-
tional firms, not by purely domestic firms. And we also see that the US firms that don’t take 
place or don’t have R&D that takes place abroad, also don’t do as much R&D at home.

So we observe these things in the data and then in our book, I don’t have enough time to go into 
too many details, but I’ll just give you a few teasers here, a few examples. We also did some in-
depth case studies and spoke with individuals at a number of large US multinationals, who have 
been globalizing their R&D, to get some examples of how this works.

So for example, Caterpillar uses their R&D facility in India to institute a 24/7 R&D cycle. 
The time zone differences allow them to have workers in the US doing research and devel-
opment during the day. Complementary processes take place overnight in India and then 
that way when the US researchers come back the next day, they’re ready to be more produc-
tive and they’ve received these research inputs that have taken place overnight.

You also see examples of new products that would not exist had there not been this global-
ization of research and development. So one example is the electrocardiogram machines 
that GE Healthcare develops. GE Healthcare engineers working at the R&D facility in 
India just looked around outside and observed the economic and infrastructure realities 
of functioning in India and this led these GE engineers to design an ECG machine that 
would reflect those realities that could access rural and poor communities. And this then 
became a product that was developed by GE, actually much of the work of it occurs in the 
United States, but this product would not have existed had they not had this facility in 
India and those people on the ground there. So that’s just a few of the examples of how the 
globalization of R&D helps, compliments research in the US. 

So again, we don’t want to mean to say that this is completely sunny, that there are no neg-
ative effects. Obviously when you’ve got any sort of shifting, any sort of division of labor 
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around the globe, you’re going to have some people who are going to be made worse off.

So in the aggregate, this allows for greater productivity and greater expansion, but what 
tends to happen is that the higher value, the higher-skilled jobs that are staying in the US 
and this does create issues for the lower-skilled, lower wage jobs. And we do discuss that in 
much more detail in the book itself, but that is one side, one caveat, but overall, what we 
see is this sort of positive relationship, this complementarity, between expansion abroad in 
terms of not only sales and production, but even the most high-skilled activities like R&D. 

And Gary will talk in a lot more detail about this. But the conclusion is therefore that poli-
cies that might restrict foreign activity by multinational firms or discourage foreign activity 
by multinational firms will actually be detrimental to the US economy and to US workers.

Gary Hufbauer: Thanks Lindsay and thanks Fred and thanks to everybody who’s here this morning. 

 So quickly going on to the tax side of things. If this works. Tax policy, I think everyone 
knows, moves pretty slowly over time. And US tax policy in the international arena has 
been particularly sticky. It basically assumes that it assumes the substitution model of which 
Lindsay spoke. It was designed in the 1920s, elaborated in the 1950s and 60s, and tweaked 
since then.

The basic idea of US tax policy, it affirms that multinationals invest more there, they invest 
less here and they employ fewer workers here. So the conclusion is the worldwide tax sys-
tem where US multinationals should pay as much corporate tax on income earned abroad 
as income earned at home, otherwise, it’s the using tax breaks to ship jobs overseas story.

This model, this conceptual model, has infected Treasury thinking. It was there when I was 
much younger as a Treasury official. It deeply permeates the Congressional Budget Office 
and OMB estimates of tax revenue and locational effects. We’ve gone into this in much 
more detail in other policy briefs. And it misses the important features of which Lindsay 
has spoken. It’s the complementarity story stupid of US investment jobs, exports, R&D.

But I want to really focus on this second point, because this model on which our tax code 
is built, is one where capital is the constraint. That is not the case today. What we have 
are multinationals whose strength, long documented in the literature to which Fred and 
Ted had made notable contributions, it’s the know-how. It’s the know-how that they have. 
It’s not the financial capital. Financial capital, not only during the current period of slow 
world growth, but most of the time is very much available to these firms. That’s not the 
constraint. It’s the ability to use their know-how in other markets, reap these economies of 
scale, spread the overhead cost, and so forth.

The second point is one which was—or the third point on this little slide, is one which was 
pretty much ignored in the 1960s when many of us in this room are growing up. At that 
time, the US was totally dominant in the world economy. And what the US said, other coun-
tries tended to follow in a lot of dimensions and including in tax policy. That world is gone 
and probably gone forever. But the US is now in a very competitive position in the world and 
certainly multinationals in the United States compete with a wide range of multinationals, 
not just from Britain and the Netherlands, but from Brazil and China and so forth.
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So the current US tax policy is mildly discouraging. I’m not saying severely discourag-
ing, it’s mildly discouraging to outward foreign direct investment. First of all, our tax rate, 
which was kind of last importantly changed in the 1986 act, the statutory rate at the federal 
level of 35 percent, is the highest amongst advanced countries and also the BRICS, who 
count increasingly as competitors today.

The worldwide tax system that I referred to, applies this rate after allowing a foreign tax 
credit for foreign income taxes paid to any repatriated income. Other countries, by and 
large and increasingly countries who had followed the US, have shifted to what is often 
called a territorial system that is taxing income earned at home, taxing either not at all, that 
would be a French-type system, or lightly, that would be a Japanese-type system, income 
earned by their multinational corporate subsidiaries abroad. So we’re an outlier now on the 
tax front in both dimensions, both the rate at home and the way we tax repatriated income.

Now, this system would severely disadvantage US multinationals but for two saving pro-
visions, first of all, the deferral provision. US tax on foreign income, foreign subsidiary 
income, is not levied until the income is repatriated. I’m not going into the details of [inau-
dible 00:30:40] and other anti-abuse provision. 

Secondly, the current US law allows fairly flexible attribution of intellectual property in-
come after all these trademarks, copyrights, and so forth, to jurisdictions of choice, and of 
course, companies choose low tax jurisdictions.

So the main discouraging feature of the current tax code is the paperwork burden, of course 
that’s employment for some, but it’s a burden for the economy, and always the fear of a 
kind of a golden goose turn in US tax law. Now, I want to pause a little bit on this. I mean, 
the golden goose story, I think we all know that one.

There’s one part of the golden goose story which I subscribe to and I think many people 
subscribe to: It’s much easier to collect taxes from a handful of large corporations than it is 
from millions of households, that’s why we have withholding tax on salaries. That’s why we 
should have a value added tax, but we don’t. 

The second part of the golden goose story is kind of tax the rich. I won’t again go into de-
tail. But if you want to tax the rich, the personal income tax is the vehicle, not the corpo-
rate tax. The match between the rich and the corporate tax is exceedingly imperfect.

But the golden goose story, which firms are concerned about, is that the saving graces I re-
ferred to about the saving provisions, will in one way or another be eroded. Not surprising-
ly, US multinational firms, don’t repatriate all their income because of this high extra layer 
of tax that would be imposed if they did, since rates abroad are typically lower substantially 
than rates in the US.

Typically, they repatriate income from abroad when the additional charge is 3 percent or 
something like that. If it’s higher than that because their foreign tax rate is low, they just 
don’t repatriate. So we have about $1.7 trillion of accumulated foreign earnings of US mul-
tinationals, which is sort of locked abroad. That doesn’t mean it isn’t invested in dollars. It 
may be invested in dollars, in liquid dollars, but those firms cannot bring it home and in-
vest in the United States without running counter to the tax code.
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So there are various proposals that have come forward in the current administration. And the 
administration in this respect is, let’s say, much more consistent than the Fed on its monetary 
policy, because what it proposed in 2009, it’s still proposing in 2012 with slight changes. 

So one proposal, which has been popular in the budget documents, is just in deferral sub-
stantially and supposedly raised $200 billion to $300 billion over 10 years. This is a mythi-
cal number because firms would adjust to it and my guess is that if they raise $120 billion 
that would be as much as they would do.

Another proposal with tax is accumulated unrepatriated income at supposedly, a low rate 
10 percent,15 percent has been thrown out with no foreign tax credit and you get a one-
time gain. 

Other proposals would reduce the flexibility of multinationals to attribute intellectual prop-
erty income to low tax jurisdictions, maybe a 100 billion over 10 years. 

Special proposals are targeted at oil companies. Big oil is always kind of a favorite target of 
the day, whatever the day is.

Now, these taxations of foreign proposals are often coupled with somewhat of a reduction 
in the US corporate rate down to 25 percent and then with other things on the domestic 
side accelerated, the [inaudible 00:34:57] and so forth, would be knocked out. So that’s 
kind of the way the Treasury has presented the map for the last several years. I’m happy to 
say Congress hasn’t bought it and I hope it does not buy it. That would make things much 
worse than they are now, not better.

The Treasury proposals share a common feature. They would increase the taxation of US 
multinationals doing business abroad, thereby disadvantaging them moderately more or 
maybe severely more, compared to their foreign competitors. A 25 percent corporate grade 
is certainly an improvement over 35 percent. That’s a step in the right direction. It’s still 
about 5 percentage points above some kind of average of OECD countries and BRICS.

Meanwhile—and this is not widely appreciated in the United States—we have the most 
extensive array of pass-through entities of, I believe, any advanced county, probably any 
country. It’s just a zoo in the tax code. I list some of them there. These are entities which 
are in business, which do not pay the corporate tax. The corporate tax is basically reserved 
for the multinationals and other large firms, which don’t find it convenient to go into these 
pass-through forms. So, about half of our business activity in this country is not taxed at 
the corporate level and therefore, we have this huge distortion which is going on.

So my concluding remark is that if we went down the Treasury’s road, which I’m hopeful 
we will not, this would not make the United States a more competitive country. Thank you.

Jared Bernstein: Thank you. I want to apologize right off the bat. I turn into a pumpkin at 11:00. But the 
speakers have been very timely and concise so that gives me time to make a few quick re-
marks and get out of the way. 

 Again, thanks for those very clear, compelling presentations. I thought the papers together 
in some ways, kind of purport to deliver really a one-two punch. From Lindsay’s perspec-
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tive, what’s the impact of outward FDI or foreign investments? And I think outward FDI 
sounds better than foreign investments. On real variables in the US? And if it’s positive 
which she concludes, then how we get more of it? And then Gary comes in with well, one 
way to do that would be to have a much better tax code.

So let me summarize where I agree and disagree. I probably am more comfortable with 
some of the conclusions of Lindsay’s paper, although, I want to raise some challenges. And 
I’m more worried about where I think Gary is going. I didn’t hear—where are you, Gary? 
Where did you go? Oh there you are. Sorry. I didn’t hear you endorse territoriality, but I 
sort of felt like that’s where you were going. And so I’m going to make that assumption and 
then you can speak to that in your comments maybe after I’m done.

I think most economists, all else equal, think firms should invest where they want. I mean, 
we’re not talking about Syria or extreme examples where national security is an issue, but 
most economists would agree that firm should invest where they want. And I don’t worry 
that much about that. I probably worried more about that when I was at the White House 
and I actually think it’s not unreasonable for the President to say the kind of things that 
Lindsay correctly pointed out that he said.

But what I worry more about, in fact more than even the budget deficit, is the trade deficit. 
And here I found that what I thought was an important omission from Lindsay’s paper, al-
though again, I think the main point was sound. And then as I mentioned, I think it would 
be a pretty serious mistake to move towards territoriality. I’ll explain that. I think that’s 
probably a more controversial position in this room.

So Lindsay argues that foreign investment is complementary to activity here. And one 
could always raise the nitpick—I think it was Ted or one of the folks introducing the panel, 
as compared to what. And I’m not clear where that counter-factual fits into the paper, com-
pared to no investment absolutely, compared to the same investment here. I think even her 
first slide suggests that given that the US line was below the other line, it’s not clear that 
compared to a counterfactual with more investment here, you’d find the same level of ap-
proval for what you’re up to.

I think a couple of further kind of on the nitpick side, very nitpicky, because I again I think 
Lindsay’s conclusion sounds right to me, is that there’s a lot of correlation versus causation 
in this kind of analysis. For one thing, I didn’t really understand where foreign demand is in 
these models. And Lindsay is clearly a very thoughtful economist and econometrician and 
I’m sure she can explain it.

But I think one of the things you have to worry about, or for that matter domestic de-
mand. When you start regressing employment on one side with employment on the other 
side, because that’s what she’s doing. As employment grows in one place, does employment 
grow in another place? You really have to worry about where the demand shocks are and 
that’s much less of a causal attribution.

I was also actually, somewhat concerned about the fact that if you look at the first graph 
that Lindsay had, that many of you have in your packet, while it is true that those lines 
move together, the US line, the percentage change year-over-year hardly broke zero in any 
of those years and interestingly, since I think 2001, I don’t know that it broke zero at all in 
terms of actual net job creation. 
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The one year where it did break zero which I thought was really interesting was in some-
thing like 2009, where we know everybody was tanking in terms of employment. I was at 
the White House there. Believe me; we knew that employment was really contracting. And 
that sounds like a very important and potentially positive finding where you have this kind 
of countercyclical movement. China is expanding. The US is contracting. Multinationals 
are adding jobs.

It’s also the case, and this gets to my other point about Lindsay’s paper and then I’ll move 
on to Gary’s, that the elasticities, the relationship between employment growth abroad and 
employment growth here in the MNCs in R&D, were below one, because remember those 
were 10 percent impulses there on the dependent variable. And so in the case of employ-
ment, there are about a 0.5 percent. In the case of R&D, there were less than 0.1 percent.

And that gets me to my final point there, which is that as long as those elasticities are small, 
what I worry about and what I found unaccounted for in the paper, was the impact of 
foreign direct investments of outward FDI on our trade deficit. And I’d love to hear Gary 
and Lindsay say more about that. I think that the persistent trade, it’s not just me. I think 
that many economists are waking up to the problem that the persistence of the trade deficit 
since 2000 in particular, has been absolutely a terrible drag on demand in the US economy. 
And so that’s got to be part of this analysis.

Before, I think, we walk away feeling pretty fuzzy and good about the complementarities 
of outward FDI, we have to understand the impact that they’re playing on our trade defi-
cit. We just learned the other day about poverty and income results. This is sort of getting 
to Lindsay’s last slide on the distributional things for 2012. But actually if you go back to 
2000, middle income has been flat. Poverty is unchanged or up 11 out of the last 12 years. 
We know we’ve had this very large inequality problem. And we know we’ve had very slack 
labor markets.

And it’s not just a more progressively, an economist like myself. There’s very good paper by 
Autor, Dorn, and Hanson looking at the impact of trade deficits with China on very local-
ized labor markets. And just looking at some of the figures, I think that the outward flows 
here are making that problem a little worse. Okay.

So bottom-line, we export too much demand and I think more outward FDI is at least 
somewhat implicated. Okay. So that’s my critique of Lindsay’s paper. Bottom-line, signing 
off on firms ought to be able to invest where they want.

Let me quickly turn to Gary. I very much agree, Gary, and you made a great case, that we 
have kind of the worst of both worlds when it comes to our tax code of MNCs, a strange 
and increasingly dysfunctional approach to the taxation of foreign earnings. I’m critical 
of the territorial system which is I think, where your paper lands for reasons I state. But 
worldwide with deferral, a worldwide system with deferral on top may be worse. In fact, I 
agree with your contention that it would. And it incentivizes production abroad, tax avoid-
ance, or what you call flexible attribution, where you book earnings in low tax havens and 
book investments in high tax ones to take advantage of the deductions and banking earn-
ings abroad.

So, one very kind of typical comeback here and it was in Gary’s spaces, well, wait a second, 
all these other countries have territorial systems and we should too. Well, actually, and Gary 
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made this point, some of them were tougher than others, but they’re actually doing a pretty 
significant rethink of their systems, particularly regarding this problem of tax avoidance. 
And many of the folks we compete with are really concerned about the loss of corporate 
revenue, which brings to my final set of comments.

That’s where I think the territorial system is very problematic. Not only would it create 
greater incentives for US multinationals to invest and book profits abroad, but it spreads 
its tax benefits unevenly. This is from work by a colleague of mine, Chye-Ching Huang. It 
spreads its tax benefits unevenly. It favors the MNCs over the domestic. It favors large firms 
over small. It favors the more nimble pharmaceuticals and software firms over the clunkier, 
heavier industries and services.

As Gary mentioned, most tax analysts believe that a shift to territorial would be a revenue 
loser. I think Treasury—I think your $100 billion sounds about—well I’m not sure if we’re 
talking apples and oranges, but Treasury’s estimate of around $100 billion over 10 years from 
a shift to territorial sounds about right to me. Now, that’s not huge over a decade, but think 
about today’s business reform tax debate. It’s actually a good debate which I’m engaged in, 
broaden the base and lower the rate. Okay. That’s the solution for corporate tax reform.

But since the MNCs foreign earnings would be out of the base if you went to a territorial 
system to offset the lost revenues and any cut in the US tax rate, because it’s broaden the 
base, lower the rate. The MNCs are out of the base if you move to territorial. So to offset 
any lost revenues and any cut in the tax rate, the 35 to 25, you’d have to broaden the do-
mestic tax base even further to avoid losing more revenue and that would further reduce 
the incentives for domestic investment. And now you’re into a vicious spiral. So that’s my 
key critique of where I think Gary’s presentation was going. Corporate tax is a share of 
GDP and total taxes are already very low and that has budget deficit implications.

Next, and I think I’m departing from some of Lindsay’s findings here, but I guess I would 
only say that her findings were very much in the context of the current tax code, not a ter-
ritorial one. But there are—I think it’s actually fairly common among tax economists, to 
worry that by encouraging capital to flow overseas, the territorial system would risk reduc-
ing wages at home.

Jane Gravelle, who’s an economist, I listen to her carefully about this stuff, testified recently. 
She said, “Moving to a territorial system would make foreign investment more attractive. 
That would cost investment to flow abroad,” which Lindsay would find complementary, 
“And that would reduce the capital which workers in the United States have and thus 
would reduce wages. A capital flow reduces wages in the United States and would increase 
wages abroad.” That’s actually a fairly typical concern of US economists.

In conclusion, I think at this point most economists agree that the repatriation tax holiday 
that we did in 2004, was pretty much a disaster from the perspective of anything it was 
purported to do; lead to higher employment, lead to more investment. It didn’t seem to 
lead to a lot of share buybacks. So I view that as a microcosm of some of the problems in-
herent in a territorial move. Thanks very much.

Fred Bergsten: Okay. Thanks to all three speakers critiquing the issues up very nicely. I know Jared does 
have a firm departure in a few minutes. So I’d like to join the debate that he initiated. And 
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I want to first ask Gary to respond to Jared’s critique of your view on taxation, particularly 
territorial reform. And then I’m going to ask Lindsay to come back to Jared’s critique of 
the economics, particularly his question about what this would do to the trade balance and 
therefore, jobs through that channel, so Gary and Lindsay. Then I hope we’ll have time for 
Jared in one more round. We’ll go over a few minutes and open it up to the floor for ques-
tions from the group. Gary.

Gary Hufbauer: Thanks Fred and thanks Jared. I’m going to answer or respond to Jared’s critiques very 
crisply so he has time to respond to my responses before dashing out.

First of all, I think there’s no connection between the trade deficit or no negative connec-
tion between the trade deficit and outward foreign direct investment. If there’s a connection 
to the tax field, it’s because we tax much too highly activity here in the United States, as I 
tried to emphasize, and data shows we are very oppressive to the firms which in fact, export, 
which is the 80 percent figure that Ted Moran referred to earlier. We discourage these firms 
from producing here.

Secondly, the tax avoidance issue. Yes, I’m very mindful of what the OECD is saying about 
tax avoidance. I think there’s a line between tax avoidance and tax evasion. I’m very op-
posed to tax evasion. But what I missed in this whole G-20 talk is any honest statement 
about reducing the taxes on the multinational corporations worldwide. It’s this whole 
golden goose thinking. I understand the politics of it. The economics is completely wrong, 
especially at a time when world investment is much lower than it should be. Broaden base, 
lower rate, I guess all economists cross their heart and salute and we all believe on that.

The important point here is that the way the CBO does the corporate revenue estimates, and 
there’s not time to go into this, but it’s hokum. It’s pure hokum. They have no reflection of 
the increase in the capital base which would come about with a lower tax rate. Steve Entin 
who’s here I believe, Gary Robbins, they’re experts on this. It’s just not reflected and never has 
been reflected in their models. They say you cut the corporate rate by 1 percentage point, so 
from 35 to 34, take 133 off the collections and that’s the estimate. That’s wrong.

Finally, Jane Gravelle. Well Jane and I have been around kind of in this town for about the 
same amount of time. In her mind, the substitution model is completely hardwired and 
that’s why she gets the results she does. I don’t think she’s paying attention to the comple-
mentary story. Let me stop there.

Fred Bergsten: Gary, just to be absolutely clear, in response to Jared’s critique that a territorial system 
would reduce the base against which rebalancing could occur, you’re suggesting what 
amounts to dynamic scoring, that the base would actually rise because of the positive eco-
nomic dynamic in response to the tax change.

Gary Hufbauer: Yes, I’m not saying a big rise, but I’m saying that a reduction is the wrong sign. There 
would be some—I believe some modest rise. And I think the way you deal with tax avoid-
ance or tax evasion by corporations, which is much more smaller than tax evasion by indi-
viduals, is other than by trying to enforce worldwide systems worldwide, which will never 
happen.

Jared Bernstein: So very, very quickly and I think Fred made my job easier because he very nicely encapsu-
lated my problem with Gary’s view on this, which is the history of estimating the impact of 
tax changes once you start to depend on the dynamic scoring is very, very grim indeed.
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Fred Bergsten: Okay. That won’t be resolved here, I suspect, but that frames the issue very nicely. Lindsay, 
why don’t you come back to what Jared said about your presentation?

Lindsay Oldenski: Okay. Thanks, Fred. Yeah so, I’ll start with the comments on the counter-factual and that’s 
definitely a point well taken. We can’t know the counter-factual, but we try to get as close 
as we possibly can. So you mentioned specifically where is foreign demand, where is do-
mestic demand? We’ve got all of that stuff going on there. So when we control for changes 
within firm over time, when we control for business cycle effects, when we control for an-
nual effects, we’re taking that into account. We’re taking into account these firms and these 
things going on in the background.

And of course again, there’s certainly no potential for actual experiments and we don’t have 
any good natural experiments here. So we have to take the correlations for what they are, 
which we see as at the very minimum, a rejection, a very clear rejection of the pure substi-
tution hypothesis and then more so an exception of the complementarities. 

And then to look for even more support for this, you mentioned the first graph where the 
growth rates were higher at foreign affiliates than they were domestically. It depends on 
which year you’re looking at, but when you actually—that’s why we look at the data on 
what these foreign affiliates are actually doing.

And they’re selling to their local markets. They’re expanding abroad. They’re not produc-
ing for US customers. They’re entering new markets. They’re expanding for new custom-
ers, which is also related to the trade deficit point. Which again, and Ted pointed this out 
earlier, that multinationals, they don’t just do FDI. They’re also responsible for the bulk of 
international trade.

And particularly when you look at where the trade deficit is and where FDI is expanding, 
the US actually has a trade surplus in services. So if you look at purely sort of particularly 
more high-skilled services, these are the things when Gary mentioned the know-how and 
we talked specifically about the R&D, these are the things that increasingly foreign direct 
investment, multinationals are focusing on. And the things that they’re producing in the 
US are these high-skilled, this research intensive, the management, these are the engineers, 
the scientists, the MBAs, who are doing the work domestically and they’re producing the 
things that the US exports, that the US has a comparative advantage in the net exports.

And so I mean, your point about distribution is certainly true, but when you observe these 
net gains and these complementarities, when you see some negative effects on the lower-
skilled workers, I’m not sure that the answer is restrict FDI. I think that we have to turn to 
education or other-

Jared Bernstein: Definitely don’t want to restrict FDI. I’m just jumping in because I have to run. I want to 
point out that Gary Hufbauer and I have exactly the same shirt on. So we do apparently 
share that today.

Look, every time I start talking about the trade deficit around places like this, somebody 
raises our trade surplus and services. You know very well the magnitudes of the difference 
between our deficits in manufactured goods and our surplus and services. It’s going to take 
us a very, very long time to balance things out if we’re going to be dependent on services.
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Again, I mean I think your comments are well taken. I am not from a restrictionist camp at 
all. I tried to make that very clear in my introductory comments. I think firms should invest 
where they want to invest. But I think that to make your presentation here more convincing, 
I’d like to see quantitative evidence that increased outward FDI is not contributing to the 
trade deficit the way I, and I think most economists, believe it is. I got to run. Thank you.

Fred Bergsten: Jared, thank you very much. I appreciate it. I want to have just a few minutes. We’ll run 
over a couple of minutes from our allotted time. But if there are comments from the audi-
ence or questions to these authors, let me put those on the table right now. Anne Krueger, 
there’s a traveling mic, a mic in the back, please introduce yourself. Fire away. Be succinct 
because time is short.

Anne Krueger: Thank you. Good presentations. Good data and useful. I’m going to ask a question to 
Lindsay but it will go in favor of her argument, not against. So she should be happy.

You listed three cases in which you might have complementary substitution, what have you. 
There’s actually a fourth case, which in my judgment, may be quite important, and that’s 
one where the firm would otherwise either go out of business or shrink, because some parts 
of what it is doing, it cannot compete with the foreigners who can access the other markets. 
And so the very high class, let’s say unskilled labor here if that does that job, then the firm 
itself would be at a cost disadvantage relative to foreigners. And so, some of the movement 
offshore may very well be an effort to remain in business and therefore save jobs, even 
though the firm may actually shrink in size. And that’s one that is not one of your three 
cases, but I think needs attention.

Fred Bergsten: Okay. Let me pile up a few questions since time is short. Mr. Ambassador.

Mike Delaney: Thank you, Mike Delaney, Office of the US Trade Representative. Gary mentioned that 
his belief, there’s no negative relationship. Gary mentioned his belief there’s no negative 
relationship between the trade deficit and outward FDI. Let me just ask Lindsay more just 
a neutral question. What is the relationship between the trade account and R&D? Surely, 
there’s some relationship between the trade account and R&D and where it’s being made.

And just as a comment you said, I think you said on your slide, that 85 percent of all MNC 
R&D is in the United States. That’s just my impression. That strikes me as really high when 
you consider the trade postures of places like Germany and Japan and strictly Germany, 
where an awful lot of their exports are relatively price-insensitive things because of their 
proprietary technology. But anyway, it just strikes me as high. I’d just be interested in your 
comment about what is the relationship—a very neutral question, what is the relationship 
between the trade account and R&D?

Fred Bergsten: Okay. We had a question back here, Joe Francois.

Joe Francois: Thanks. Just a question to Lindsay. I was somewhat surprised by the remark that says that 
jobs created abroad by US companies are lower-paying jobs. We have been consistently 
arguing in France that FDI, coming from all countries, but the US in particular, creates 
higher-paying jobs. So the question is really compared to what? And I am 100 percent sure 
that in my country, as in most European countries, FDI creates higher-paying jobs than the 
average paid by local companies.
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Fred Bergsten: Okay. Lindsay, why don’t you answer those three? Then we’ll have a quick break.

Lindsay Oldenski: Okay. So first of all, Anne, you’re absolutely right. This is something that we hear again and 
again from firms that if expanding abroad is happening in many cases to save the company 
itself, and in that case, the counterfactual would be shutting down and that’s certainly very 
true. We know that happens. It’s just very hard to get data on. And so we don’t include that in 
the analysis, but you’re absolutely right. That’s certainly another point, another possibility.

So on the relationship between the trade deficit and R&D, so just to clarify, the 85 percent 
of R&D that’s 85 percent of the R&D that’s done by US multinationals. It is not 85 per-
cent of global R&D. That’s 85 percent of R&D by US multinationals and that’s associated 
that R&D itself, with positive exports on the part of those US multinationals who are do-
ing that.

And then the second question, yeah, so it’s a very good question about the jobs. Are they 
more highly paid or lower paid? And I think the point you’re making is that when you’re 
thinking about the same job for the same job title, the same occupation, the multinational 
firm is going to pay a higher wage. I mean, that’s been well—Brad Jensen, our colleague 
here at Peterson, and others have documented that very clearly. There’s no doubt that for 
the same job, multinationals pay higher wages.

But the point I was making wasn’t about the same occupations, but rather the distribution 
of types of jobs. And we’re not going to see this in France. US multinationals are not go-
ing to France to take advantage of low wages and low-skilled labor and that sort of thing. 
This was more a comment about the areas of growth in China, in India, in Latin America, 
and so forth. And so we don’t do the data analysis in this project, but I’ve done some other 
research on that in my academic work. And there’s a very clear impact on positive for 
higher-skilled workers and negative for lower-skilled workers in the US and that very much 
depends on where the foreign direct investment is going.

Fred Bergsten: That last question is actually a very nice way to segue over to our second panel, which is 
to look at the impact of inward direct investment to the US in this case, but Joe Francois 
talked about it in France. 

 We’ve stolen a few minutes from our break. So let me ask you to take a break, basically 
stand up and stretch. We’ll resume in five minutes, 11:15 by the watch, and we’ll turn to 
the inward investment side. Thanks particularly to Lindsay, Gary, and Jared in absentia, for 
a super panel. Thank you, guys [coffee break].

Okay. We’re going to resume by turning to our second topic and our second publication for 
today, which is on foreign direct investment in the United States, its benefits, suspicions, 
risks, et cetera. This is the flip-side of the coin we talked about before the outward FDI by 
US firms. This is now the inward FDI to the United States by foreign-based companies. 
Also controversial, also raises lots of issues. Some of them are similar on the economic side. 
Some are quite different in terms of national security and other considerations and we’re 
trying, in this comprehensive strategy here at the Institute, to present both sides of the coin.

We’ve got three presentations on this part of the picture today, on the inward FDI side. The 
first again, will be Lindsay Oldenski, who will lay out the economics of the inward FDI, 
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particularly their impacts on the US economy. I already introduced her. I don’t have to do 
that again.

Then Ted Moran, who helped frame the overall project, you’ve already heard from him 
briefly, will talk about the particularly important and sensitive part of the inward FDI 
equation, the China question. Is Chinese inward investment different? Should it be viewed 
differently by US policy? Should there be particular approaches geared to it? This is in some 
degree, of course, reminiscent of the question raised about Japanese FDI 20 and 30 years 
ago. The institute did extensive work on that at that time. We’re trying to replicate that now 
with our work on Chinese inward FDI to see whether there are justifications in the com-
plaints about that particular phenomenon.

I didn’t really introduce Ted properly before, partly because almost all of you know him. 
He’s been associated with us here at the Institute since 1998 and done a series of studies for 
us, particularly on inward FDI, the CFIUS Process, and how US policy responses should 
be fashioned. 

He was the founder of the Landegger Program in International Business Diplomacy at George-
town. He’s now the Marcus Wallenberg Chair at the School of Foreign Service in Georgetown. 
Since 2007 was very directly related to the topic today. He has served as an associate to the 
National Intelligence Council on international business issues, advising them on the CFIUS 
Process and the kinds of things we are talking about today. Ted has published extensively on 
FDI going back to the book that he and I coauthored, as I said, almost 40 years ago.

Then as our discussant, we’re delighted to have Mike Wessel. Mike has run his own public 
affairs consulting group since 2006 after serving for over 20 years as literally right hand 
man to Dick Gephardt when he was the House Democratic Leader for whom Mike was 
general counsel, chief strategist, adviser, and negotiator for many years, including as the 
principal aide to the Ways and Means Committee on numerous tax trade, policy initiatives, 
and was involved in all the major trades and tax piece of the legislation for that extensive 
period when he was on the Hill. 

He was involved in Congressman Gephardt’s Presidential campaign in 88, involved in the 
Clinton-Gore campaign in 92, and in fact, the Kerry campaign most recently in 2004. So 
Mike brings an enormous amount of experience on the firing line, particularly in the Con-
gress and the body politic on these highly sensitive and political issues.

We look forward to his comments after hearing from Lindsay on the economics, Ted on the 
national security. Lindsay.

Lindsay Oldenski: All right, well, thank you again, Fred. So we just heard about US firms investing outwardly 
and all the controversies surrounding that topic. So now we’ll talk about inward foreign 
direct investment by foreign firms in the US, which is also surrounded by its own contro-
versies. 

 And as Fred mentioned, there were a lot of concerns when Japanese investment was on the 
rise in the 1980s/1990s. And most of those fears and those sorts of doomsday scenarios, 
just didn’t come to play. But we’re still hearing the same concerns now with the rise of for-
eign direct investment by Chinese firms. So we’re going to look at both inward foreign di-
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rect investment in general and then specifically what are the implications of FDI in the US 
by Chinese firms.

So in the first panel, we talked about outward FDI flows, and the United States is by far 
the largest source of outward foreign direct investment in the world, followed by Germany, 
France, Hong Kong, and China. So China is up there in the top five. As anyone of you 
who have thought about this before knows, those official numbers on China’s outward FDI 
flows are almost certainly underestimates. A number of investments from China are routed 
through Hong Kong and other areas. So, likely some of that Hong Kong bar should actual-
ly be shifted over to the China column. But in either case, it’s still not going to be anywhere 
close to the volume of outward FDI flows by the US.

Then if you look at inward FDI flows, the United States once again, also the largest host 
country, receives the most inward FDI flows. The US is the net outward investor, but we 
still receive the largest inward FDI flows and that’s about twice as much as China received 
in the year 2010. But even though US and China are both top source countries and desti-
nation countries on their own, if you look at the breakdown of foreign direct investment 
within the US, China is way down at the end. It’s the third and the last one there and I 
think my laser pointer isn’t working here. But China is number 18 there.

Most of the foreign direct investment in the US comes from other rich countries. It comes 
from Europe, Japan, Canada, Australia, countries like that. And so it’s maybe surprising, 
that given how much outward investment China does, so little of it ends up in the US. And 
of all the FDI that the US receives, so little of it actually comes from China and it’s been 
this way over time.

So if you look at China’s outward FDI stock, it’s only about 1.5 percent of it has been in 
the US. And yes, China’s FDI in the US has been increasing quite a bit. Our Peterson col-
league, Dan Rosen, has very up-to-date numbers. It’s constantly showing the increases in 
billions of dollars per year, but China’s FDI has been increasing everywhere. And so the US 
share has remained relatively constant.

So is this a good thing? Is it good that there’s not that much investment by China in the US? 
Or are there opportunities for positive impacts or positive relationships that could arise if 
there was a greater amount of Chinese foreign direct investment in the US? So that’s what we 
want to look at. We want to once again, sort of get past the debate and just look at the num-
bers and just see what does this investment look like, what are these firms doing in the US?

So first of all, these are numbers for all foreign-owned firms in the US. This is from 2009, 
so this is wage. This is total compensation. So it includes benefits as well as wages and the 
average per worker for US multinationals, as we know, is higher than it is for the average 
US firm, right. Multinationals are more productive. They pay higher wages. They’re gener-
ally sort of better sources of good jobs than non-multinationals.

But what doesn’t get talked about as much, is that foreign firms located in the US pay even 
higher wages than the highest wage paying US firms in the US. So this is very clear no mat-
ter how you slice the data, what years you look at, this is a very, very clear trend. And if you 
look at research and development, foreign-owned firms are doing not quite as much R&D 
in the US as US multinationals are doing in the US. We look at it as a share value-add, so 
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of the value they add in the US how much of that is due to R&D versus manufactured or 
something else. And they’re still doing a lot more R&D than the average US purely domes-
tic non-multinational firm, right.

But as I said, well most of the FDI in the US is coming from rich countries. It’s coming 
from Switzerland or Germany or the UK. Maybe it’s something about those firms from 
those countries that are leading to this. So we also look at what Chinese firms are doing in 
the US. And we find that Chinese firms are actually paying higher average wages to their 
workers in the US than are even the other foreign firms and they’re investing more in R&D 
in the US per firm.

Maybe this seems surprising, but if you think about what these firms are doing, it’s not 
quite as surprising, right. Why is a firm investing, any firm investing in the US? And in 
particular, why is the Chinese multinational firm investing in the US? I mean, I don’t know 
maybe espionage, Ted will address that, but more likely what they’re doing is coming, in 
order to not to chase low wages. They’re not here for the abundant supply of really cheap la-
bor. They’re here for the things that the US does the best and that US workers do the best, 
and this is research and development. This is management. These are the more high-skilled 
activities.

In addition to the skill level, there’s also the intellectual property protection that’s much, 
much higher in the US than in China and in other places. And beyond that, even US stan-
dards, US quality levels, you see a number of reasons that firms are coming here that aren’t 
based on cost reduction on the lower end. They’re based on sort of skill acquisition on the 
higher end. So, yes, with the higher wages, it’s not necessarily paying higher wages for the 
same jobs or for the same position at a foreign-owned firm or Chinese-owned firm relative 
to that same position of the US-owned firm. It’s the types of positions. It’s a composition 
effect, the types of work that they’re doing here.

And then second, when you think about which firms are investing in the US. Well foreign 
direct investment is costly. Whether you go through greenfield and you’re opening a new 
plant. Whether you’re acquiring an existing firm, this is extremely costly. It’s also costly 
in terms of information, time, know-how, navigating 50 states, different tax codes, differ-
ent labor laws; all of these things are extremely costly. And it’s only the most productive 
of these foreign firms that are able to incur these costs and that are able to invest in the 
US. And so we see not only kind of this composition effect in terms of what types of jobs 
they’re locating here, but also in terms of which firms are actually able to cross the ocean 
and make these investments in the US.

So if you’re thinking about that, I mentioned some sort of static examples, the wages that 
are paid by the different firms, but if they really are doing R&D and investing in productiv-
ity and if it’s the most productive firms that are doing this, well we might expect there to be 
some more dynamic effects just beyond these static effects of sort of one-time creating a job 
paying a wage.

And so what we do in this study, one of the things we do in the study is to look for spill-
over effects of multinational investment. So a lot of research has been done in the area of 
multinational spillover effects. So the basic idea is a multinational firm opens up a plan in 
another country. They bring with them know-how. They bring with them expertise. They 
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bring with them new production techniques. And these new techniques, these new ideas 
spill over to the local firms and make local firms more productive.

And this can happen in a number of different ways. It can happen horizontally, if you’ve got 
two firms in the same industry and they’re just watching each other, observing each other. 
Workers leave one firm to move to another. They take with them what they’ve learned at 
their previous firm, which might have been foreign-owned, even just purely competitive 
effects. But they can also happen when firms are dealing with suppliers. And a foreign firm 
might demand a different specification. It might share different types of plans with their 
suppliers that then sort of trickled down to the rest of the economy and have these effects 
that affect the domestic firms as well.

And a number of papers have been written on this, primarily looking at the effect on devel-
oping countries. But what we do here is look at the effect on the US, first of aggregate FDI 
from anywhere in the world, and then more specifically, whether those effects actually can 
occur from emerging market countries investing in a country like the US.

So what we do here, we again use the very detailed firm-level data from the BEA. We also 
use data on domestic firms from the Compustat database. These are the firms we’re going to 
look for effects on. Are they made more productive when this inward foreign direct invest-
ment comes into their industries? 

We’re very careful in the way we compute total factor productivity. We allow for the fact 
that firms enter and exit the fact that productivity and these factors that they’re using are 
decided jointly. They’re not independent. So we control for these things as well as other 
things that we know are going to affect productivity. And we find very clear effects of posi-
tive spillovers. This is just in the aggregate first. So this is FDI from everywhere.

And what we find is that in the first year, a 1 percentage point increase in foreign direct in-
vestment is associated with a 0.8 percent increase in productivity of the firms in the indus-
try where the foreign direct investment increased. And in the second year, after there’s been 
more time for these effects to take place, 1 percentage point increase in FDI is then associ-
ated with a 2.8 percent increase in productivity of domestic firms. So this is huge right. If 
you add them together, this is a 3.6 percent bump in productivity.

So if you look over the time period of our sample, which was 1987 through 2007, the share 
of US workers at foreign-owned firms, that’s what we’re using as our measure of inward 
FDI, grew from 3.8 to 4.6 percent. So that’s a .08 percent increase, right. And so if a 1 per-
cent increase in FDI implies a 3.6  percent increase in productivity, then this 0.8 that we 
observed accounts for about a 3 percent increase in productivity of domestic firms over the 
20-year period, right.

So 3 percent increase in productivity due to inward FDI over 20 years, is that big? Is that 
small? Well, you consider how much US total factor of productivity grew in that period. 
It grew by about 25 percent. So that 3 percent of the 25 percent is non-trivial. That’s more 
than 10 percent. That’s about 12 percent of the TFP growth over those two decades that we 
attribute to these positive effects from the presence of foreign multinationals in the US. So 
it’s quite a big result. And so this is aggregate FDI.



21

We also ask the question, what is driving this? This is just like I said; most of the foreign 
direct investment in the US is coming from European countries, Japan, Canada, places like 
that. So next, we separate out the high-income countries from the emerging market and 
low-income countries, to see if there’s still an effect there.

And the result is, yes, this is mostly driven by FDI from Europe and Japan and those high-
income countries, but we still do see an effect when emerging market firms invest in the 
US. There’s a small negative impact during the first year, but after two years that effect be-
comes positive and actually has a positive impact on productivity of domestic firms, result-
ing from this inward FDI, even from emerging market firms.

So in conclusion, we’re looking just at the descriptive statistics, we see that foreign firms pay 
higher wages and perform more R&D in the US than the average US firm. And we also 
find evidence that the existence of these firms is not just job creation in a static sense, but 
also that they have more long-term, more lasting productivity effects on the local market.

Theodore Moran: Well, now for those of you who have had enough pure economics, we’re going to shift to a 
different kind of analysis and look at national security threats from foreign acquisitions of 
US firms and try to figure out when do foreign acquisitions of indigenous companies pose a 
genuine national security threat? Focus on the genuine. What do we mean by that?

We are drawing on a three-threats framework for which the Peterson Institute has become 
known. I’ve done some of this, but some of you will go back to work by Monty Graham 
and by David Marchick, so that we looked at US experience with foreign acquisitions, but 
now, we have put it in a comparative perspective, European perspective, and indeed in the 
next panel, I’m going to try and generalize about how this could be applied; this perspective 
could be applied to all OECD countries, indeed all countries around the world.

The first kind of threat is denial or manipulation of access. This came out of the period of 
Japanese expansion in the semiconductor industry, might they withhold semiconductors. 
We now have contemporary examples, might China take over US or Canadian or Austra-
lian rare earth mines and then try and manipulate provision of rare earth. I’m going to give 
examples of this.

The second completely different kind of threat, is leakage of sensitive technology or know-
how that could be used in a way that would be detrimental to US interest rate. And I have 
to tell you. You can think of a Russian or a Chinese firm taking over sensitive technology, 
but most of the investigations and cases that CFIUS deals with are actually—sorry—French 
firms and Israeli firms that fear that there is going to be some leakage of sensitive technol-
ogy that might get into hands where the United States does not want it.

And then the third separate kind of threat is infiltration, espionage, and disruption, and 
we’re going to spend a fair amount of time on that. 

Okay. So let me give you an example of how we think the analysis of genuine national secu-
rity threats should be carried out. An example is a Russian oligarch wanted to buy Oregon 
steel. Did this constitute a national security threat? And I’m asking you how do we think 
about this rigorously? Well, you start with criticality or crucialness. Steel is a major compo-
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nent more than 4,000 kinds of military equipment and steel, of course, is a critical compo-
nent of much of the civilian economy. So, yes, steel is critical.

I warn you. Most kind of analysis stops here. Is energy critical? Is oil critical? Yes, they just 
get to the critical and then say, “Oh my God.” Well, I’m now sounding like my daughter. 
“Oh my God, we got to keep them out of steel or we got to keep them out of energy.” 
But this is the only first step. Critical or crucial is defined as the cost of doing without or 
switching to an alternative. And this is the rigorous; for there to be a credible likelihood 
that a good or service can be withheld, the industry must be tightly concentrated, number 
of close substitutes limited, and switching cost high. So you have to take a second level of 
analysis to see if there might be a genuine national security threat.

Well, I’ll go back to the Oregon steel. It was a small operation, run-of-the-mill structural 
steel, not something very high or sensitive. So, even though you say, yes, steel is crucial, you 
come to the idea that there’s no credible way that this could be manipulated or delayed or if 
it did you just switch to an alternative supplier. So that is the analytical process.

Now, let’s go to a different, the second threat; leakage of sensitive technology or know-how. 
And the example I want us to think through is Lenovo’s acquisition of IBM’s PC business. 
Could this pose some kind of a national security threat? Well looking at threat one, which 
is the manipulation of denial or threat two, leakage of sensitive technology, I look at Steve. 
I look at others. I mean, PCs have been commoditized. There are many different alterna-
tives. You can switch from one to another. So once again, you can say your computer is 
crucial, but when you say is there a leakage of a technology that you wanted to maintain 
or you don’t want to be dependent upon a supplier, there are so many alternatives and the 
switching cost is so low that this is not a credible threat.

Third, and this is the last category, infiltration, espionage, and disruption. The big turning 
point case that illustrated this was the Dubai Ports case and concern that foreign acquisi-
tion of ports might find a setting that the new owner was less vigilant or might be complicit 
in facilitating surveillance or sabotage.

Now the CFIUS process in the United States can also set up a specific remedy, which in 
fact, it did in the case of Dubai Ports, so that the Dubai Ports said that for each US port, it 
would be run entirely by Americans. That there would be security checks of the Americans. 
That you would have a special reporting link with Homeland Security and with Immigra-
tion. So in fact, even though this became a cause célèbre, it was pretty well buttoned up so 
that it didn’t look like “the Arabs” could use this as a means of infiltration.

Now, this three threats framework I am arguing, we are arguing, provides a rigorous way to 
separate credible from implausible national security threats. If we had more time, I mean, 
we could go through CNOOC’s acquisition of energy, again very small. It got to be a big 
cause, but there was no credible way that you could think that this was going to affect US 
security. And so I think that the framework laid out here provides a way of rigorously sepa-
rating out whether or not there might be, but maybe I should give you a case.

If a Chinese firm were to acquire Molycorp, which is the only producer in the United States 
of rare earths or were to acquire Canadian or Australian producers of rare earths, given the 
fact that they have an 80 percent hold over the market and they have in fact, manipulated 
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the provision of rare earths vis-à-vis Japan. So I’m telling you there are cases that I think 
would be a plausible national security threat. So I’ve given you a lot that are implausible, 
but I think by the same criteria, you can come up with some that can.

Now note, when I’m saying for threats one and two, the threat is credible only, I repeat, if 
the industry is tightly concentrated, alternatives are few, and switching costs are high. So it 
is that kind of analysis that tells you if something that is crucial also could be manipulated 
or denied or leaked.

Now threat three, the potential for intrusion, surveillance, or sabotage is a bit more tricky. 
And in the next panel after lunch, I’m going to take up the problem of cyber-security and 
globalized supply chains. So I’m going to put that off, but on the table, we’re going to take 
a close look at that.

But the takeaway from this panel is, as Lindsay said, inward FDI offers extraordinary benefits to 
the host economy and what this three threats framework shows is that there are very few and can 
be rigorously identified instances that might pose a genuine national security threat.

Michael Wessel: Good morning, I guess, it is still, and thank you Fred and to the center for inviting me here 
today. I find that I’m probably going to end up throwing out most of my comments after 
both the introduction and listening to the other panels. And to give the normal Washing-
ton disclaimer, I’m only speaking for myself and not any of the associations, entities that I 
work with.

At first, I want to talk about, Ted, just the Lenovo issue, because I think there are some 
facts relating to that transaction which bear a little more scrutiny. As you I’m sure know, 
some of the major questions about the Lenovo transaction at the time related to the fact 
that IBM PCs had penetrated substantial—not penetrated—were purchased substantially 
by US government entities.

So in addition to the questions about their encryption technology, the battery technology, 
both of which were excised from the deal ultimately, a good amount of the questioning was 
how will those platforms be serviced subsequent to the transaction because they were in the 
US government hands. 

As Lenovo shortly after its purchase of IBM changed where it’s automatic patches, I’m sure 
everyone at home probably has their auto-patch on their computer turned on, shortly after 
they took over IBM, they moved the patching from Armonk, New York to Shanghai and 
that concerned a number of US government entities.

So the three threats test that you want to apply, which I think in many ways our CFIUS par-
ticipants are already doing internally, cannot be done simplistically. There are many things 
that have to be applied and I think quite frankly, they do a fairly good job, as I recall from last 
year’s report, over the 2009–11 period, the last period covered by the report, not one transac-
tion went to the president for denial. So CFIUS may appear to be a barrier, but I think it’s 
actually a pretty good way of taking many of the decisions out of the political framework, not 
that politics isn’t done on the side, but that they’ve been doing a pretty good job.

Separately, coming from a labor background as well, let me also say that foreign direct 
investment overall is actually a very good thing. If you look at some of the largest employ-
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ers in the United States, they hire people with good wages. Many of them have unions, et 
cetera. That does not mean that they’re all good. One can go through the data firm-by-firm. 
But I don’t think the debate today is about whether or not we have foreign investment. It’s 
a question of what rules might be applied around certain instances.

And let me turn, as a result of that ,although I’ve lot of comments on the other areas, to the 
US-China situation, because I think that’s the one that is causing the most unrest here in 
the Washington, the most concern at the local levels, et cetera. And if there’s time later, I 
think it’s actually worth talking about the recent Shineway-Smithfield transaction and why 
that merited scrutiny from our government.

As I’m sure everyone in this room knows, China is now operating under its 12th five-year 
plan. It has direction as it relates to how it wants its companies to operate. It has a spon-
sored go-out strategy urging them to go out and invest around the world. And for any 
transaction over $50 million, there has to be at least one and up to three and sometimes 
more, governmental approvals. So this is part of some government network sponsorship, 
what is good for the country, what is good for China, what’s good for their employment 
situation, et cetera?

Last year as many of you know, Sinopec announced a transaction in Wyoming, a $2.1 bil-
lion energy transaction, as part of the transaction, the officials indicated this is meant to 
help employment and production at home, home in China, not necessarily here. China’s 
early transactions, investments, as we know, have primarily been in the natural resource 
field. Now that they have gone out and gotten probably the easy early pickings, they’re now 
looking at trying to build international brands since they have few of them, as well as gain 
technology access to markets, et cetera.

So the question is what should we be doing? Again, many of the entities, Chinese entities that 
are investing in the United States, are SOEs, SIEs, or have some other form of state support. 
Indeed, the recent Shineway transaction had a substantial amount of capital provided by a 
state-owned bank, and we are yet to know exactly what the terms of those loans are.

We are just moving forward. I’m also a commissioner on the US-China Economic and 
Security Review Commission. And the name of the commission was changed a number of 
years ago from the National Security Commission to Economic and National Security. So, 
as it relates to how policymakers view national security, they view economic security as be-
ing inextricably intertwined in that definition. That of course, gives you a slippery slope of 
issues and makes it more difficult.

Last year, the China Commission, which is made up of six Democrats, six Republicans, we 
had a unanimous report, suggested to Congress that number one, Congress examine foreign 
direct investment from China to the US and assess whether there is a need to amend the un-
derlying statute CFIUS to: one, require a mandatory review of all controlling transactions by 
Chinese state-owned and state-controlled companies investing in the United States. Number 
two, add a net economic benefit test to the existing national security test that CFIUS admin-
isters; and three, prohibit investment in the US industry by a foreign company whose govern-
ment prohibits foreign investment in the same industry, so a reciprocity test.

As we know, Congress has not yet taken up those recommendations. But as we look at what 
will be a wave of Chinese investment, Shineway being the most recent, and we can expect a 
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fairly large wave coming to us, we need to have a better debate here, a better understanding 
of the data as to how we look at the situation. 

The question of how BEA looks at it, which as I recall, had somewhere in the neighbor-
hood of $200 million worth of transactions for the previous year versus, well I’ll pull those 
up. But then we had in a report to Congress—let me find those years, since I had a look 
there, that we had—excuse me for one second. I can’t find it now. That the Rhodium 
Group’s data, the data from many other entities, is widely divergent when it comes to the 
question of what China is in fact, doing in our economy. What they’re doing through BVI? 
What they’re doing through the Cayman Islands or any other of a number of host countries 
for their investments? There is a real need, as this today shows, for a deep and determined 
debate about what is the impact of these investments and what some of the policy responses 
should be? And with that, I’ll look forward to some questions.

Fred Bergsten: Okay. Thanks to all three speakers. Let me start right out because Mike Wessel raised an 
alternative model to test three threats. He suggested the US ought to have a national eco-
nomic interest test and ought to have a reciprocity test in approving inward investments at 
least from China. Ted, what do you say to that alternative proposal?

Theodore Moran: Well you didn’t say just from China, did you?

Michael Wessel: My comments were primarily China, but no, I think it’s through all—CFIUS has to be 
broader, yes.

Theodore Moran:  I am against both of those, but I would say mildly. I’ve actually looked quite closely at how 
the Canadian CFIUS Process, and they do have a net economic benefits test, and it hasn’t 
worked badly. So I could see that. The reason why I’m mildly against it is just getting the 
political process involved in trying to say, “Oh you’re not allowed to lay people off.” And 
frankly, as an economist, often with mergers and acquisitions, not just foreign mergers 
and acquisitions, you want some restructuring. And people do get laid off and it’s kind of 
Schumpeterian reorganization. So I mildly say I’d rather keep both the federal process and 
the state process out of trying to say, “Well, is this good enough?” but I don’t think I would 
fall on my sword about that.

Reciprocity actually, I feel more strongly about. I mean, you’re then going in the direction 
of really kind of micromanaging. Every country can invest. I mean, some countries can. 
Some countries can’t. If a country changes its legislation, what would you do? Would you 
grandfather? It just seems to me that that’s going to get too complicated. But again, I un-
derstand the principle of reciprocity. I mean that’s how we do trade policies. So I’m not say-
ing it’s a terrible idea, but I don’t think I would endorse it.

Michael Wessel: Let me, Fred, just quickly only because one of the policy issues we didn’t talk about today 
and we know is going to be on the horizon or already here, is the Bilateral Investment 
Treaty negotiations with China. And one of the issues, which is really where the reciprocity 
issue comes in, is the severe limitations US and other firms have investing in China 49 per-
cent or less. And rather than simply cementing in place the current equation that we have 
and providing guarantees under the current rules, I think there needs to be much more 
done to try and make sure there’s reciprocity.
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Fred Bergsten: Okay. Let me open up to the floor for questions and comments or any of this. Herbjorn 
Hansson, who is a member of the Institute’s Board of Directors. I’m delighted to see you here.

Herbjorn Hansson: Thank you, Fred. I’m coming from the other side of the ocean and I would like to—
and from Europe and Norway.

Fred Bergsten: The Atlantic Ocean.

Herbjorn Hansson: Yes, yes, the Atlantic Ocean. And I will comment upon the notion of reciprocity. 
And I would like to ask you on the panel. According to press reports, America has knowl-
edge of all e-mails all over Europe. And if I understand this correctly, there is presently a rift 
between Germany and America in that regard. And how does this impact this whole stage? 
I’m all for investment in other countries. Let countries invest in each other’s activities. And 
of course if we are very paranoid, we can see the dangerous men all over the place. Let me 
give you an example.

In Norway, we have one of the largest oil sectors in the world. If the government had not 
put down their foot in the late 60s, early 70s, the oil sector of Norway would have been 
taken over by American companies. No question. And now we have translated that oil sec-
tor into the biggest sovereign wealth fund in the world. Thank you.

Fred Bergsten: Ted, you want to answer this now? We’re going to talk about cyber-security during the third 
panel after lunch, but Ted, I’ll leave it up to you. Do you want to say a word now or wait 
for that?

Theodore Moran:  The day ends at 2:00. At 2:10, I will offer a seven point plan to reform the National Secu-
rity Agency, but I think I’ll leave that until after the-

Fred Bergsten: That’s a fair point. Other questions. Yes, in the back, please go to the mic and introduce 
yourself.

Will Mauldin: Hi, thank you so much, Will Mauldin, with the Wall Street Journal. And the China issue 
in terms of foreign direct investment, seems to be frightening a lot of people politically and 
ordinary people and even economists. What makes China so different? Is it only the eco-
nomic resurgence in our time? I mean, I’m scarcely able to remember when Japan was hav-
ing some of the same issues before. So maybe you guys could just put it in a little context 
for us. Thanks.

Fred Bergsten: Lindsay and/or Ted.

Lindsay Oldenski: Yeah. So I mean there are concerns obviously with the national security, but a lot of people 
have economic concerns about China as well. And a lot of that stems from concerns about 
anything from environmental, labor standards, product quality, these sorts of things. But 
from that regard, I think one of the misperceptions, and we talked about this a little bit in our 
book, but I didn’t get to it today, is the idea of firms that are located in the US are subject to 
US law and US policy, which is in most cases, much stricter than in China in terms of health 
standards, labor standards, environmental standards, and that this is actually a draw for a lot 
of these firms in China, the ability to get the “Made in the USA” stamp on their products.



27

And so I think, a lot of these concerns, I mean, certainly there are legitimate concerns, and 
Ted has talked a lot about those from the security standpoint, but from an economic stand-
point, I’ll use the Shuanghui-Smithfield deal as an example, that there are concerns. This is 
meat packing. This is an area that raises a lot of health and safety concerns in the US. But 
as long as they’re located within the US, they’re under US regulatory control and subject to 
US regulatory standards.

And moreover with that deal, to touch on a point that was mentioned earlier of the US 
trade deficit, part of the stated purpose by Shuanghui with that acquisition, would be to 
export, particularly pork products, back to China, which is good for China in terms of 
increasing the supply of these products, increasing the product quality, product safety, but 
also good for the US in terms of increasing US—it’s a Chinese-owned firm, but it’s exports 
from the US to China. So from an economic perspective, I think there’s a lot of fears that 
is sort of based on the economic situation in China that are misplaced when you’re talking 
about these firms being located within the US.

Michael Wessel: Fred, if I could just on the Shineway note, and there’s actually another issue regarding the 
legal framework here. And I agree that the question about having to abide by US laws as 
it relates to food safety, all of that is true, although as we’ve seen from the GAO report re-
cently, there are questions about confidence in our food safety laws, but they’ll be applied 
to them as well.

Part of the question for me about Shineway and having spent time in Iowa earlier this year 
as it relates to pork farmers, is they’ve been trying to export pork to China for years. There 
has been some that’s been allowed in recently, but not on a sustained basis, concerns of that 
ractopamine, as well as a number of other things. Rather than opening the market to US 
pork producers generally, the approach is, let us buy the largest producer.

Now the question for me, which is we will have to see over the coming days is, will any 
other US producers be able to get into the market? Well, since Shineway does not have the 
same investor pressures that Hormel, Tyson, or whatever else and I think Tyson is actually 
family owned, but some of the other companies here, will they be under the same pres-
sures to earn a profit or will you see price suppression throughout the food chain, no pun 
intended? So that for other pork farmers who may supply to Smithfield or others, are they 
going to find profits reduced? Are you going to find feed store owners, et cetera, having the 
same problem? 

So I think because China operates differently as not a market economy, one has to also look, 
and we need a lot of data on this over time, about what the implications are going to be.

Number two, quickly, the CFIUS applies to acquisitions of US companies, but not green-
field investments. So if an SOE, a Chinese SOE, invests in the US with, let’s say no cost 
of capital because of nonperforming loans. Let’s say they build the furnace at $600 million 
and then they compete against another US existing entity, there is no recourse under US 
law for the anti-competitive impact of the free capital.

If it’s a product traded across the border, you could use AD/CVD. But our current compe-
tition statutes don’t allow for any recourse against that impact because competition law is 
also based on the theory of recoupment. 
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So one of the things we have been working on is, in addition to our competition law, is to 
assure that there will be a commercial basis and private rights of action, if in fact, you see 
the anti-competitive impact. But again, this goes to the complexity of the Chinese situation 
facing us, which is different than we faced over many years.

Fred Bergsten: So Mike, just to be clear, is your proffered response, assuming what you say is right on the 
facts, is your proffered response an amendment of US antitrust law or a restriction of the 
inward investment?

Michael Wessel: Having a US private right of action. Again, there are jobs being created by much of this, 
but if we find that there is damage to our competitive situation, there should be an ability 
to seek redress. There is none under US law right now.

Fred Bergsten: It sounds like antitrust law.

Michael Wessel: Yes, in addition. Sherman, Clayton, Lanham, none of the current provisions apply.

Fred Bergsten: Okay. Claude.

Claude Barfield: Claude Barfield, AEI. I guess first, Ted, I wish you’d be willing to fall on your sword and 
bleed a little more about the reciprocity and also the national economic test, because the 
discussion we’ve just had would be a precursor of exactly of what would happen if you 
opened to a national test or a national economic test.  My question though, is there’s also 
been, in addition to greenfield, to new investment, there’s also been pressure in the Con-
gress to expand CFIUs to cover all contracts, joint ventures, things of that nature, virtually 
all economic transactions. What’s your reaction to that? Talk to Ted now.

Fred Bergsten: Yeah, Ted.

Theodore Moran: Claude, this is a setup for you to answer. I mean, yes, getting CFIUS—CFIUS has a nar-
row mandate and I agree with you, it’s become quite professionalized and immune from 
politics. I think this is an invitation to go in the other direction and reviewing all contracts, 
joint ventures, purchase agreements, and then having US government officials kind of dic-
tate what you can and can’t buy is a mess. I’m not denying there may be some cases, some 
cases of genuine national security importance. But I think this is going to open the door so 
broadly that it’s just going to become unmanageable.

Fred Bergsten: We’ve come to the end of our time, but I cannot resist concluding with a personal anec-
dote. For my sins, I was the first chairman of the CFIUS. Now this is before it was ever 
statutory. This was in the late 1970s when I was undersecretary at the Treasury and the 
CFIUS has been created by executive order in the wake of fears that the Arabs would take 
over America. You may remember the period of the oil shocks and all that.

In my four years as chairman of the CFIUS, I had one case and it was a French case, Joe 
Francois. It was when Renault took over American Motors. And American Motors made 
tanks and things like that that the military had to have, so that seemed like a pretty serious 
case. So we went to the French government and said, “We want a firm solemn declaration 
from you that American Motors will continue to operate as a commercial entity, with no 
involvement or deflection by broader purposes of the French government.” The ambassador 
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duly signed such a note. He was put on notice if they violated the transaction would be 
done. It was carried out faithfully ever after and the system worked.

That was kind of a simplistic precedent to the Dubai Ports World case, where a similar 
commitment, but much more elaborate, was gotten from the government of the UAE. But 
it did indicate how a system can work if it doesn’t get too complicated.

Let me thank the speakers on the panel. We will adjourn now for a quick, but hope-
fully tasty lunch. Please get your food, bring it back to the table. We’ll resume at about 
12:30/12:35. Marc Noland will be in the chair. And we’ll try to pull all these together and 
hopefully as well, have some more time for audience participation. But thanks to the speak-
ers; Lindsay again double duty, Ted helping oversee this whole thing, and Mike very impor-
tant perspectives. Thank you all.

Marcus Noland: Good afternoon. My name is Marcus Noland. I’m the director of studies here at the Peter-
son Institute. If you could quickly grab your coffee and dessert and get back to your seats, 
we’d like to get started again. We have quite a full and impressive third panel on making the 
United States an attractive base for multinational corporations. We’re going to start with 
two presentations by people who literally don’t need any introduction, because they’ve al-
ready been up here twice before during the morning.

 Ted Moran, from our Institute and Georgetown University, will first discuss managing na-
tional security concerns and he will be followed by Gary Hufbauer discussing tax competi-
tiveness issues. 

 Then we will have to discussants. The first of these will be Mr. Craig Jones; he’s Senior 
Managing tax council for Dow Chemical. Has decades of experience as a tax lawyer. He’s 
also a Global Tax Director for Dow Agrosciences, which is a US-based multinational with 
R&D manufacturing and distribution operations throughout the world and in that posi-
tion, he is responsible for US and foreign tax planning, including transfer pricing, intellec-
tual property ownership, and cross-border merger and acquisition activity.

 Then our final speaker on the panel is Dr. Robert J. Shapiro of Sonecon. He’s probably 
well-known to most, if not all of you here as one of the founders of the Progressive Policy 
Institute, adviser to two US Presidents; service in the Commerce Department during the 
Clinton administration, and now a variety of additional affiliations, including also the 
Georgetown University School of Business. 

 So let’s get started. We’ll have the four speakers then we’ll have a question and answer period 
and finally a little bit of time for them to give any final responses. Just wait there. So, Ted.

Theodore Moran: Thank you very much. Well, in my time I would like to do two distinct things. First of all, 
I want to try and persuade you that the three threats framework that you’ve already heard 
a little bit about, can be generalizable and with great benefit to everybody throughout the 
OECD, but in fact, could be generalizable to China, Russia. I mean, there is no reason why 
it couldn’t be expanded beyond the OECD. 

 That’s my first argument. The second is that I want to get into some issues of cyber-security 
and global supply chains in information technology.
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 Okay. I have actually run this idea by some members of the investment committee in the 
OECD and the three threats perspective that I already laid out complements and enhances 
the OECD goals of transparency of policies, predictability of outcomes, measures of general 
application, which treat similarly situated investors in a similar fashion. That is the OECD 
framework. 

 But, the OECD guideline say that if central security concerns are self-judging, so each 
country has a right to determine what’s necessary to protect its own national security. 

 Well, I want to limit the ability of countries to determine what’s necessary to protect na-
tional security. I mean, by common agreement, I think we should move in that direction. 
Now, I have been advised by everybody with whom I’ve spoken, not to put this slide up 
here because you will not be able to follow it. It is on page 71 of the book, but let me just 
tell you what it does. It is a flowchart, a decision tree that takes you step-by-step through 
the process measuring criticalness, concentration, then also finding out whether or not it’s 
plausible for there to be anyone of the three threats that I described.

 So this is just a generalization, a step-by-step guide. Now, my argument is that if we fol-
low this decision tree it would impose a common discipline through all OECD members 
to evaluate whether concerns about a possible national security threat are plausible. In the 
language of the OECD, there is a lot of discussion, as there is in the United States, about 
essential industries and that includes finance. You can exclude finance. You can exclude en-
ergy and I want to go against that. I mean, I want to say that it does not make sense to ex-
clude entire sectors. You have to look at the concentration and the plausibility of a genuine 
national security threat. Well, okay, that’s exactly what I just said. 

 Now, this threat assessment tool deliberately discriminates as to when a particular proposed 
acquisition within a particular sector might pose a threat. 

 Now, I have to tell Mike, this doesn’t have reciprocity. This doesn’t have a national eco-
nomic test. This actually strips away some of these kinds of things. And I had several people 
come up and say I was way too wishy-washy. I should have pushed back harder and so now, 
I am officially pushing back and saying, “If I had my way of running the world, this is the 
way it would look.”

 Okay. Now, the rest of my time, my short time, I want to talk about threat three surveil-
lance or sabotage in cyber-security in an era of globalized IT supply chains.

 
 Many of you know, but all of you should know, that I serve on the international advisory 

committee of Huawei; and this is disclosed on my bio, it’s disclosed on my webpage. I 
mean, I go out of my way to make sure people understand this, so be alert to whether or 
not you think there is special pleading or conflict of interest.

 I don’t think so. I mean, I think what I’m going to propose is plausible, but then I would, 
like Claude, I would, like Mike, I mean, would like other people to comment on whether 
or not they think my argument makes sense. 

 So, intelligence agencies and congressional leaders in the United States have fixed on the 
idea that if you prohibit IT suppliers of certain nationalities from participating in national 
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telecommunication networks, this will help you in the battle against threat-free cyber-secu-
rity, intrusion sabotage, backdoors, trapdoors, et cetera.

 Well, so I want to pose the independent question; does a policy of trying to protect by sin-
gling out companies by nationality likely to be effective? And … from my own experience, 
if you travel to Shenzhen, the taxi takes you by Ericsson, Lucent, Alcatel, Samsung, Cisco, 
et cetera, et cetera. I mean, you have every single one of the suppliers of IT in China and 
most of these companies outsource the manufacture of components to India, Israel, Russia, 
Taiwan, Malaysia, I mean, et cetera, et cetera.

 I’m only actually stating the obvious. It’s just amazing how people say, “Well, the way to get at 
this supply chain problem is to forbid a particular nationality/company from participating.” 

 So, it seems to me I propose that the world needs an array of independent cyber-security 
assessment cells around the globe. We have a couple of these, so we have some examples of 
how they vet the hardware and software of all the IT suppliers. Once you’re vetting it, you 
can—I’m not an expert in computer science, but you can put at time-date stamp so that 
you can tell if it has been fiddled with since the vetting process.

 This goes both hardware, software, and can apply to patches and upgrades too. So it seems 
to me that the only way to deal with threat-free intrusion sabotage is to have some multi-
lateral way of vetting for these kinds of trapdoors and backdoors. And it seems to me it’s in 
the interest of buyers and suppliers everywhere to get this system in place that prevent the 
compromise of globalized supply chains without disrupting the flow of technology. Thank 
you.

Gary Hufbauer: Thanks Mark, and thanks to everybody who stayed after lunch. I’m sorry Jared had to leave 
because that would have led to a more interesting debate. 

 To anyone who’s spent some time in the tax code, it’s like the little boy with a hammer, ev-
erything looks like a nail, but I’m going, at the end of this, to try to talk about some issues 
of attractiveness that don’t have anything to do, or have little to do, with the tax system. 

 So if we talk about the tax code first, and this is spinning off our morning session, the US 
really needs a meaningful tax reform and the statutory rate should be cut to 25 percent or 
lower if we want to be on average competitive, it should be 20 percent.

 We need a competitive system with a low US rate under 5 percent on repatriated forms 
subsidiary earnings and that’s about what we collect under the present system, actually a 
little less than 5 percent when firms repatriate their earnings, as I said this morning. 

 Possibly for revenue reasons, we should tax accumulated foreign earnings, past accumulated 
foreign earnings, at a low rate again under 5 percent and given that the numbers are about 
2 trillion, you’re talking about 100 billion, perhaps that could be raised, but there should be 
no tax going forward. Get rid of the foreign tax credit on repatriated dividends. That kind 
of seems almost obvious 

 And this last bullet is an important one. We want to be the place where research and devel-
opment is done, 85 percent was the number that Lindsay gave us for multinationals doing 
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research around the world, 85 percent is here in the US. We should emulate the Dutch. No 
tax on royalty income from abroad and of course, no foreign tax credit either, but no tax so 
that this is really a great place to do research and get the royalty income from abroad trade-
marks, royalties, copyrights, and so forth.

 Now, if we did this, our multinationals would be competing on a roughly level tax field 
with their foreign peers and now I have a very brief analytic plug, in case anybody from the 
treasury is here or anybody from the US government. 

 They spend a lot of time analyzing US taxation of US multinationals. As far as I know they 
spend no time analyzing foreign taxation of multinationals based even in OECD countries 
and you can’t do the analysis on the basis of the statutory codes. Ernst and Young and other 
firms do that, but that doesn’t get you there. You need to get to the actual data on actual 
firms. The US can do that on its multinationals. 

 What we need to do is have similar data for other, at least OECD firms, and hopefully firms 
based outside Brazil, India, so forth, so we can really see what the level playing field is now. 

 Right now, we have the statutory rates. They seem much to favor foreign multinationals; 
that could be analyzed to a greater extent. If we do these things I talked about, we should 
get faster expansion of US MNCs abroad, which I think for the complementary reason is 
a good thing. We get more R&D at home, more employment, and so forth, and we have a 
greater incentive for R&D to be done here because we don’t tax royalties coming back and 
we get a simpler tax system if we can just very sharply cut back on the foreign tax credit. 

 This is a huge source of employment for K Street, but we’re on Massachusetts Avenue, I 
don’t really care about employing K Street to a greater extent than it’s already employed.

 Now, what else besides the tax system? Well, our infrastructure, those who follow this 
part of the US economy, know it is truly—it’s just amazing. The last 20 years, we’ve gone 
downhill, downhill, downhill on infrastructure. Now if Bill Frenzel would get to work and 
cut back on entitlement, which he’s supposed to do for the last 20 years, we’d have public 
money to spend on infrastructure.

 
 We have no public money to spend on infrastructure. The states have spent it all on pen-

sion funds. You know what the federal government is doing. So what we need to do is 
reinvent the old user fee system that built the canals in this country and the railways and so 
forth and so on, and try to upgrade our infrastructure. That’s both a state challenge and it’s 
a federal challenge. 

 Immigration, this is more federal. Everyone knows the immigration debate. Again, H1B, 
we were at 190,000 just a little more in the decade ago in terms of H1B bases, we now 
managed to cut back to 65. The current debate would maybe increase it. I don’t know if 
they’d get back to 190, but they really should be shooting for 500,000 H1B. That’s skilled 
worker visas a year, and likewise where the L visas, I won’t go into the detail, but the L visas 
are rather restrictive compared to what other countries do.

 Then the final thing, which is familiar to everybody here, our colleague, Jacob Kirkegaard 
wrote some good stuff on this. “The fact of the matter is that as a nation, we’re getting 
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dumber relative to our peers, relative to Korea, relative to other countries. Our education is 
slipping and you have some numbers there. This is a national problem and it certainly is a 
problem for multinational corporations.” Thank you.

Craig Jones: Hello. I’m Craig Jones. I’m a tax lawyer at Dow Chemical. So I’m one person here who ac-
tually works in the tax department and applies the tax laws that we’re talking about. 

 Dow Chemical is an example of a US multinational, probably that we have in mind. Dow 
was formed in the 1890s. It’s one of the longest continuously operating US companies. It 
was founded in Midland Michigan and our corporate headquarters are still there.

 We employ over 50,000 people globally. We operate in 37 countries. We have over 40 
R&D locations around the world. We have over 200 manufacturing sites. We’re a fortune 
50-ish company and we expanded globally back in the 50s and 60s and that’s how Dow 
made its name around the world, and I imagine the executives who led that expansion 
would be surprised to hear that that’s somehow controversial now from a US policy stand-
point.

 As far as tax reform goes, we are very involved in Washington on US corporate tax reform. 
We support a comprehensive reform of the US corporate tax system, clearly broadening 
the base and having everything on the table from a revenue standpoint is what we support. 
A lower rate is critical to be more in line with other countries. We think the reform of the 
corporate system can be revenue neutral within itself. We’re not proposing to pay for it by 
taxing flow-throughs or increasing tax on individuals.

 We also think that R&D is important. We’ve heard that over and over today, so a lower rate 
on the revenue down the road that’s generated from R&D expenditures in the US would 
go a long way to attracting R&D activity and the hyping jobs that come with it. But I’ll get 
back to this later. 

 We agree with the complementary theory and that a reform of the system that lets us be 
more competitive globally with companies that are subject to the tax systems of our com-
petitor companies, is what will increase US tax revenue and growth in employment in the 
US and I have an example of how I think that works.

 Let me go over the practical aspects of what tax lawyers in a multinational think about. Just 
real basically, a multinational company operates largely through one legal entity in each 
country. So we have actually hundreds of legal entities, but we at least have one legal entity 
in each country and the goal is for that legal entity to be subject to tax in only one country, 
otherwise you get two countries fighting over the same legal entity’s income tax, so you 
want them to file one tax return in one country.

 So a lot of what goes on in a tax department is thinking about the way these companies in-
teract with each other in the supply chain. So it doesn’t surprise me at all that Lindsay cites 
that 80 percent of product flows happen inter-company among multinational corporation 
subsidiaries. 

 And on the notion of tax planning, versus tax avoidance, let me emphasize that the com-
panies in a structure like Dow’s, these companies are under a continuous audit. So the IRS 
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has offices in our corporate headquarters in Midland. On the same floor as our tax depart-
ment we are audited for every year and it’s pretty much the same in every other large coun-
try that we operate in. So nothing a multinational like us does flies under the radar screen. 

 The fact that we operate so broadly in geographic terms is very important to us. It’s helped 
our growth over the years and diversity is very important. Our current CEO started 30 
years ago at Dow Australia. So it’s this diversity and our presence in these countries that lets 
us be competitive on a global level. So the idea that we could manufacture everything in 
the US and do all of our R&D here and export it and serve the world is not the case. 

 I also would say that the tax department operating with these rules has limited ability to 
dictate where manufacturing happens or where R&D happens. I mean, tax rules should not 
make the US uncompetitive or discourage things being located in the US, but there are so 
many other factors. Manufacturing is dictated by where demand is. We sell a lot of heavy 
chemicals, they’re very bulky, we can’t ship them from the US. The location of feed stocks 
are very important, shipping channels. There’s just a whole array of business-driven factors 
that control where things get located. 

 What the tax rules do though is affect the tax planning that happens once the supply chain 
largely gets set by business factors. And what tax lawyers do is control the interaction 
among the companies from a legal perspective. What are their rights? How do they contract 
with each other? What are their legal relationships? The transfer of pricing that happens 
when product moves form one legal entity to the other, has a big impact on where the 
profit gets located and what tax return it turns up on. So in a tax lawyer’s toolbox are a lot 
of decisions to be made about where the parent company is located.

 What entity is issuing shares to the public? That may or may not be the same company 
that has the corporate headquarters? Where is R&D done? Well, that might not be the 
same legal entity—the R&D employees might not be employed by the same legal entity 
that is funding the R&D and owns the intellectual property. What entities are operating as 
manufacturers? Are they doing it for their own account or are they doing it under contract? 
Which legal entities in the supply chain are entrepreneurs? Which ones bear the risk of the 
loss of product or of a product failing or the market changing or R&D not panning out? 

 Well, legal entities that take risk should be the ones that get the reward. So that’s what tax 
lawyers and tax auditors are looking at. 

 Along with these legal relationships, tax departments have a big impact on the repatria-
tion strategy. So the points that have been made about how the US currently imposes a tax 
when cash is repatriated or earnings are repatriated to the US, that is driven and that tax is 
calculated by the tax department. 

 
 And just as a basic point, so that we’re on the same page, the US right now imposes the full 

35 percent tax on dividends that come back to the US, but we get a tax credit for foreign 
taxes that have been paid.

 And by the way, those dividends or earnings may have come up through five tiers of foreign 
subsidiaries and we calculate all of the different taxes that were paid and how those divi-
dends flowed through the various tax rules of say, Germany, Switzerland, and Netherlands 
and then to the US. So it’s a complex calculation and I’m thankful for the job security. 
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 But I would say that we totally agree with the complementary nature despite the fact that 
the tax department often can’t say to a business, “Do R&D here or put a plant there.” At 
Dow Agrosciences, the agricultural, chemical, and biotechnology business that I’m most 
closely associated with the Dow, we do a lot of our R&D in the US, predominantly in the 
US and what we do is we have a pipeline that starts with discovery R&D that maybe looks 
at a thousand ideas and boils it down to five and then they go into a pipeline as projects.

 
 Well that whole timeline of R&D is maybe seven years long. So we do the R&D in the US to 

develop active ingredients for agricultural chemicals or to develop a trait that involves modify-
ing the DNA of a seed, but that investment is in the hundreds of millions of dollars and that’s 
driven by business cases that are developed from the ground up from our foreign subsidiaries 
about what they think they can sell of that product down the road in their country. 

 So we’re banking on being competitive in that foreign market to get the return that justi-
fies the hundreds of millions of dollars we’re spending in R&D now. So, Lindsay, that’s an 
example of the complimentary nature. We need this success overseas. 

 And another point is, that once we develop the active ingredient or the traits in the US, 
then it needs to be tested in the foreign country in order to get it registered and to make 
sure it works with that soil and the way farmers work there and to get it registered.

 So that all happens through the pipeline and it might not be in the same year. We might 
have a heavy investment of R&D early in the timeline and then later, the foreign subsidiar-
ies do the work on the ground to make sure the technology works in the foreign country. 
But it’s all tied together. We wouldn’t make the investment upfront if we couldn’t be suc-
cessful at the end.

 So that’s all I have. Hopefully I can answer any other questions about how things work in 
practice.

Robert Shapiro: We’ve heard a description, really from the bottom up from Craig and very enlightening, I’m 
going to give you kind of the opposite. I’m a very big picture guy. 

 First I want to congratulate the Institute and the authors for undertaking such extensive 
and rigorous studies of what is the defining feature of modern globalization, the transfers of 
new technologies and entire business organizations from one country to another.

 This is the defining feature, in particular for developing countries, because foreign direct 
investment has become the single most powerful factor that drives the modernization pro-
cess in the developing world when complemented with domestic public investment in in-
frastructure and education. 

 For the United States, foreign direct investment represents something less critical, less cen-
tral to our development, but it represents a way of promoting growth and employment and 
incomes and that makes it fully important.

 For China and Malaysia and Egypt and Bolivia, foreign direct investment is a matter fun-
damental to their very development. 
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 So economists, recognizing the kind of central node that foreign direct investment rep-
resents today and recognizing that multinational corporations have lots of choices about 
where to locate their FDI, have studied what goes into those choices.

 And of course, Craig is right it is a business decisions, but each of those elements is also 
bounded by certain risks and it is the evaluation of those risks which can determine pre-
cisely where the FDI is located. The surveys however, have—and the studies have almost 
all focused on location decisions with regard to developing countries. Not with regard to 
developed countries, much less the world’s most advanced economy.

 They actually begin not with the economic factors, these studies and surveys, but with po-
litical factors, which really are threshold questions for whether you locate FDI in a country. 
In particular, the stability of the regime, the enforcement and character or property rights 
and contract rights, how bankruptcies are handled, risks of expropriation, levels of violence 
and corruption and most generally, does the rule of law prevail, because if it doesn’t it’s re-
ally virtually impossible to do business in a country.

 The same holds for the economic factors, which again are much more of a question for 
developing nations than for developed ones, the reliability of telecommunications and the 
electricity supply and other working infrastructure. Obviously input costs, labor, physical 
resources, energy, real estate, the supply and quality of skilled labor, both for hiring directly 
and for the services which the firm will need to hire in the country.

 And then there are the structural economic factors and this begins to look more like something 
that might be in the mind of a foreign multinational when thinking about investing in the Unit-
ed States in particular, the size of the market, the stability of the currency, the regulatory environ-
ment, including, more so for developing countries than for us, a cost to conduct trade. 

 We ought to recognize that the benefits, the reason to think about why we would want to 
make the United States an attractive place for foreign direct investment for multinationals 
to operate should apply equally to the operations of foreign multinationals in the United 
States and US multinationals in the United States.

 After all, the great benefit of FDI to most of the rest of the world of introducing modern 
technology and business methods, applies very little to the US economy. US firms can buy, 
lease, or license, any advanced developed anywhere in the world. It’s not a factor in the 
course our economic development. We are a factor in the course of other nation’s economic 
development. 

 The political criteria also are not relevant generally for FDI coming into the United States. 
The reason is if the alternatives pass muster too. Inciting FDI in the United States, the 
alternatives are not China, Poland, or Mexico. They’re the UK, Japan, or Canada, and in 
terms of political stability and all the other political criteria, contract, bankruptcies, et ce-
tera, there’s really very little to choose between the United States and the alternatives for 
foreign multinationals contemplating foreign direct investments.

 The decision to undertake large-scale FDI in the United States is most driven by the size 
and the quality of our market. Beginning with heavy goods, which require a developed 
country’s labor force and service networks, like automobiles. But the main issue is that a 
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company has to live inside a market to truly understand what drives it and what drives mar-
ket share within that market. You cannot do that from outside and I see Craig nodding yes, 
because he lives this.

 And the fact is, we are the world’s largest market for many products and that means that 
foreign based multinationals must participate in the US economy. 

 There are also special markets where having the US’ presence is really virtually compulsory. 
Medical devices and pharmaceuticals are a good example of this. And the reason is that 
we’re the only advanced country in the world that doesn’t directly regulate prices for medi-
cal devices and pharmaceuticals and the returns on pharmaceutical sales within the United 
States are higher than they are in any other advanced country.

 And that means that foreign pharmaceutical companies must establish a real presence here 
because they have to establish an ongoing relationship with the FDA in order to get ap-
proval for their products in a market which will account for a majority of their profits. 

 This is also true of certain high-end software niches and internet enterprises, which depend 
upon the extended US research establishment, as well as on the both physical and cultural 
fact that the United States has many, many more first adopters than other societies.

 Americans, not only because there are more of us, but also more Americans are—more 
Americans eager to be the first to try a new information product than Europeans, so you 
can get the information a lot faster and cheaper if you start your presence in the United 
States. 

 And all of this helps explain why we have more foreign direct investment than anybody 
else. It’s not accidental. It comes out of the particular features of our market, just as where 
we site—where our multinational site FDI, comes out of the particular economic and po-
litical features of the countries where they site their FDI. It’s the same thought process, it’s 
just the factors are a little different.

 I also want to comment on the role of taxes in this so, very ably analyzed by my old friend 
Gary Hufbauer. I’m not commenting on your age, I’m commenting on our age, Gary. 

 Yes, the corporate tax rates matter, especially for US FDI in other countries, although defer-
ral deals with much of the potential disadvantage the 35 percent rate would have in many 
foreign markets and I’ve been, as many of you know, a long time defender of the deferral 
system given our worldwide tax system.

 But, the truth is our worldwide market shares in industries for the most advanced products 
and services, those market shares, which are very high, not across the board, but in a major-
ity of categories, suggest that with deferral, there may be less substantial effect on our com-
petitiveness from the tax system than one might suppose. 

 And I again, recur to Craig’s presentation about where to site and how to operate the com-
pany is not set by tax policy. Tax policy comes in after it to say, “Okay, given your business 
decisions, now, how do we minimize our tax burden?” 
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 Is there evidence that our high corporate rate affects foreign FDI here? Well, for foreign 
companies operating in the United States, the pertinent issue is the entire tax burden, 
which constitutes a cost, not the marginal rate, corporate rate. From that perspective, our 
business taxes maybe certainly would be seen as competitive.

 We collect less revenues from business as a shared GDP and we share business receipts than 
most other large advanced economies. Not all, but most. 

 We have substantial payroll taxes as part of our labor cost, but payroll taxes are certainly 
higher in most European countries. There’s no VAT here though there is local and state 
sales taxes. The combined payroll that incorporates tax burden in the United States is still 
substantially lower than most other, certainly, European advanced economies. And again, 
that’s the choice between us and other advanced economies when we’re thinking about 
FDI. It’s only a little lower if we also take into account healthcare costs, since the payroll 
taxes and VATs in many countries are used to finance national healthcare. 

 This suggests that our tax system does not impose a competitive burden for FDI purposes 
compared to other places. Still, lower taxes are almost always better than higher taxes for 
businesses and certainly, for overall economies and that would apply to both US and for-
eign based firms operating in the United States. So the question is how much lower is real-
istic and can be justified? 

 We should continue, I think, to tax foreign and domestic profits of the same rate so the tax code 
does not create an artificial incentive to either move operations abroad or forgo FDI abroad. 

 Now, there is lots of talk about the 25 percent corporate rate, the average for OECD coun-
tries. But if the issue is relative competitiveness and FDI, then maybe we ought to consider 
the rate, which is in average, across all countries weighted for their share of the total stock 
of US FDI, on the assumption that there is a relationship between the profits being gener-
ated and the amount of investment you’ve done in that country.

 Well, I did that exercise. That is, I divided all of the FDI by stock of FDI flows by the 
country which it was located and then I used that share to weight the particular corporate, 
just looking at the corporate tax rate, in each country and the average comes out to be-
tween 28 percent and 29 percent. We have a lot of FDIs in countries with relatively higher 
tax rates, which is other advanced countries. 

 Remember, that 70 percent of our stock of FDI is in advanced countries, that makes us—
we have the highest share by far, of any advanced country of stock and developing coun-
tries, but it’s still in the range of 30 percent.

 But I want to raise one other issue though I think is very important here. The tax competi-
tiveness should also address the burden on business income from non-corporate entities. 
That is, I would make an appeal that corporate tax reform must proceed in tandem with 
reform of the taxation of non-corporate business entities: LLCs, partnerships, S corps. 

 The fact is that non-corporate entities now account for a majority of US business revenues 
and they account for a majority of US business profits. This is what’s happened in part as 
the 35 percent rate.
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 Most of those entities, the profits are taxed at the owner’s personal rate, unless it’s carried 
interest of course. A revenue neutral reform that with a 28 percent top rate for all business-
related income, which would include profits earned here or abroad once repatriated in cor-
porate and non-corporate forms, could be financed by ending—it could be financed. 

 It would require the most corporate preferences, plus perhaps a new twist on the personal 
rates, say 28 percent for all business and corporate income and for capital income, to fi-
nance the lower rate on non-corporate business income. And then the decision about the 
top rate on laborer and other assorted income could be made, depending on where the rev-
enue calculations come out. It’s pretty messy. I concede.

 But what are the alternatives without shifting more of the tax burden to middle class house-
holds, whose income has self-stagnated or lost ground for more than a decade? Thank you.

Speaker 2: Don’t sit down Rob, you’re coming back up.

Robert J. Shapiro: I have to admit, when Adam Posen sent me and email and asked me could I step in for 
Fred and share this final session, I saw that we had four speakers and it was after lunch and 
it was on tax policy and I have to admit, I thought this might be a bit of a slog. But we’ve 
had four very interesting presentations. We’ve covered a lot of ground about the tax policy 
aspect, cyber-security, and other things, so I think there’s a very rich agenda for discussion 
and I’d like to open up for questions.

 What we’ll do is we’ll take some questions, we’ll let the panelists respond and then at the 
very end, I’ll give the panelist an opportunity for any final thoughts they have. 

 Yes, Ernie Preeg. Please identify yourself and all of that. Well, one is on the way. There’s also 
a mic behind you.

Ernie Preeg: Ernie Preeg at Manufacturers Alliance. 

 I’d like to raise a subject that hasn’t been mentioned today, but I believe is an important 
dimension of FDI relationships and that’s exchange rates. And the basic question is, how 
important are exchange rates in terms of US FDI and outsourcing of jobs, particularly for 
manufacturing business services? 

 A number of countries, China certainly, some other Asians, have been engaged in pro-
tracted large scale official intervention in currency markets, which has the effect of having 
a much lower currency or exchange rate than a market-based rate and that results in an 
across-the-board lowering of cost for FDI.

 So that relates me to two specific questions. First, just how important are exchange rates 
for attracting job creating investment here and also for attracting outsourcing of US jobs to 
China and elsewhere? 

 The second question related to that; is if there is a significant adverse impact for US jobs 
and there’s also the trade deficit relationship, does this justify the recent proposal by a se-
nior member of the Peterson Institute staff, that the US should declare a currency war on 
currency wars?
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Robert Shapiro: Interesting. Let’s take a couple more questions and then we can respond. Over here. 

Mike Delaney: Thank you. Mike Delaney, Office of the US Trade Representative. 

 This is probably directed to Ted. I have read your chart. I have worked my way through 
that. I’d like to present a case study of this that doesn’t easily fit into your paradigm here. 

 In Australia, they have a Foreign Investment Review Board and they have a National Inter-
est Criterion on this, which is thought to be broader than national security. 

 Now, in the early, maybe 2001, 2002, they were going through a review of Shell Oil’s 
purchase of a large offshore oil block and it would be purchased from an Australian entity. 
Now, it was a rather sophisticated analysis, which I believe they have some validity and I’m 
interested in your views on it. 

 The argument doesn’t easily fit into any of your three things. The argument was this, that 
Australia really wanted this field to be developed. They wanted to get the revenue from 
this field. Shell Oil, they had a lot of other properties, and there was a rather sophisticated 
analysis of how this property would fit in to Shell’s overall marketing. And the case was 
made that maybe Shell wouldn’t be quite so forward-leaning in the trenches in developing 
this field as much as Woodside, which was the Australian entity.

 So it was a competitiveness issue. It was developing the economy, the current management 
would more effectively market this thing, more aggressively market it and if we turned it 
over to Shell, they would get caught in all sorts of corporate strategy, which might not put 
Australia first; so I’m interested on your comment on that.

Robert Shapiro: Great. Claude Barfield.

Claude Barfield: Claude Barfield again, from AEI. 

 I’m going to be blunt so let me say, as Ted said, unlike Ted, I’m not part of the Huawei 
Advisory Committee or anything to do with Huawei. I come from an institute that is not 
known to be peopled by panda huggers. 

 So let me talk a little bit about Ted’s—as to comment on these recommendations. The idea 
of having the centers, such as you have in Britain and other countries, I think is a very good 
one. I have one caveat however.

 When did the study of Huawei for AEI a couple of years ago, and as I’ve suspect you did, 
the trade guy, I had a crash course in the security side. But I came out of that with being 
struck by a comment of someone and I think it’s still true today. It’s that these centers are 
very good, but the point was whether you’re a corporation or a government, you’ve got now 
to assume the enemy is inside the gates, because the offense, in terms of cyber-security, is so 
much ahead of defense.

 And so, while I think that it’s good that Huawei has done this in England and that there’s 
pressure to do this now internationally, I still don’t think it’s going to solve all the problems. 
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 And one final set of comments, and forgive me, I wasn’t here for the first hour this morn-
ing, so maybe somebody raised this. But I don’t think in the United States and in this par-
ticular conference, we can go forward without some comment about what has just occurred 
in terms of the NSA over the last two weeks. 

 And I’m not talking about earlier stuff. I’m talking about the things that came out in terms 
of the criteria that we have used politically to exclude Huawei and ZTE from the US 
market in effect; which was that the Chinese government could intervene. If they haven’t 
intervened yet, they might intervene in the future to have malware or some trapdoors or do 
something with the software. 

 Well, what we have seen in the last week and a half or two weeks; this is exactly what the 
NSA has been doing for some years successfully. They have pushed trapdoors, in terms of 
software. They have pressed to have standards that are weaker, international standards, in 
terms of security, that are weaker, so that they could get in to the systems. In other words, 
all of the things, or pretty much all of the things, that were the criteria that we used for the 
Chinese companies is something that our own government has actually been doing.

 I mean, it’s going to be interesting to see when the USTR and whoever else sits down with 
the Chinese next time, and raise the cyber-security issues, what did they say? 

 I should say finally, about a year ago that—I don’t know whether Nick Lardy is still here 
or not, because he knows something about this also. The House Intelligence Committee 
issued a report, which said that the United States should not—US companies should not 
participate, either in terms of contracts or whatever, with Huawei and ZTE and the point 
that they raise was exactly the points of the NSA has now done.

 I’m not holding my breath, but it seems to be that it would be a good thing if the House 
Intelligence Committee issued a formal apology to those companies for this report. 

 I should say, and some of you probably know this if you follow it, that the Economist actu-
ally wrote this up about a year ago, and the point the Economist made was that this was a 
report, a discretional report I should say, that was made for vegetarians, because there was 
no meat in it. Thank you.

Robert Shapiro: Well, we’ve had three very distinct sets of questions. As someone who has had responsibility 
for our computer system here at the Peterson Institute, which has been repeatedly hacked 
and had all sorts of stuff done, by people residing in China and whose personal email ac-
count is monitored by people residing in China. I will forgo any comment on Claude’s 
concerns. 

 But, anyone want to address the specific comment directed to Ted on the National Security 
Clause in CFIUS, the cyber-security issues, and Ernie’s questions about exchange rates?

Theodore Moran: Sure. I don’t have much to add on national security, but I had looked at the impact of ex-
change rates on FDI. And with respect to FDI into the United States, exchange rates seem 
to affect the timing. That is, foreign companies look for a time when having made the deci-
sion to establish an operation in the United States, look for a moment when it’ll be rela-
tively cheaper. And so, it can affect the timing, or there’s evidence that it affects the timing, 
but not the decision. 
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 With respect to FDI into developing countries, what companies are looking for mainly is a 
relative lack of volatility in the exchange rate, so they can figure out what their expected cost 
and profits are going to be, because after all, this is—you set up an operation in one country, 
but it’s part of a long supply chain with things going to and from lots of other countries and 
eventually the profit’s coming back to the United States if it’s a US multinational.

 So they look for a lack of volatility. The volatility of course, is related to other factors, to 
other governance factors, which create volatility. A disposition towards sovereign debt to 
fall, it’s like Argentina or inflation. Regular problems with inflation, which exceed those in 
similar markets, or it may come from capital controls. 

 So usually, when you see the volatility, what you’re seeing is a symptom of other issues, 
which would also come up in a risk analysis for a large scale foreign direct investment. Any-
body want to add anything?

Speaker 2: Ernie also asked the question about the currency war. In our two currency warriors, two 
foremost, Fred and Joe Gagnon, are not here so they really can’t speak to that. But the com-
plaint of the currency warriors is much more focused on the Tweet account than the FDI 
account. In fact, I haven’t heard them at all speak to the FDI, either inward or outward in 
relation to the currency manipulation question to which you referred, Ernie.

 The only other thing I would add is that, and I’ll take this up privately with Rob Shapiro, 
I thought he was too complaisant about the US tax position given the new competition 
from other countries. Not the traditional countries but other countries. But I don’t know 
if he referenced in his calculations that, but the US is the only major country which does 
not have a national consumption tax and these are of course, adjusted at the border, which 
I would argue over time, given the advantage to the country with that kind of tax system, as 
opposed to the kind of tax system that we have.

Speaker 3: But a VAT isn’t a tax on a corporation.

Speaker 2: Right.

Speaker 3: Okay. It’s passed through to the consumer.

Marcus Noland: Right it’s a cost factor within that market, right?

Speaker 3: Just as the sales tax is.

Marcus Noland: Right although, we should recognize and it’s kind of interesting, that sales taxes are not 
fully passed on. They are, on average, past on at about 69 percent to 75 percent, depending 
on the market. It depends on the competitiveness of the particular market, which allows 
you to pass on a greater or a lesser extent of these taxes.

Speaker 3: but I’m just highlighting that a VAT, by its structure, gets pushed through the system and is 
borne by the consumer in the same way a sales tax is-

Marcus Noland: Right.
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Speaker 3: -is arguably a VAT gets collected and refunded five times through the chain of moving from 
different companies, whereas the sales tax just gets imposed once and is arguably more ef-
ficient in that sense.

Marcus Noland: Right. But more politically visible?

Speaker 3: Yes. Any more comments in the group?

Marcus Noland: Okay, Bob [Inaudible 00:53:59].

Bob: Well angels rush in where fools fear to tread. I mean, fools rush in where angels fear to 
tread—according to Mr. Peeps. 

 Anyway, I’m still smarting from the Wessel’s, Mike Wessel’s presentation. We’ve established 
that the US has the most stake in FDI inward and outward. We’ve established its benefits 
to US employment, US R&D, the other factors that Lindsay mentioned. We’ve established 
that China is a very small investor in the United States. What we haven’t established exactly 
is that the US is engaged in, right now in a negotiation in the Trans-Pacific Partnership 
with 11 other countries, including Canada, Mexico, Australia, blah, blah, Borneo, and 
Vietnam, and Malaysia to establish the rule of national treatment for US foreign direct in-
vestment in those markets.

 Now, some of them monitor it already, but look, Canada, it’s got an investment in equity 
control on US financial institutions of 30 percent or something. No, it’s got a requirement 
that only a certain share of US direct investments in the financial sector, can be fully owned 
by foreigners. Obviously, that’s they’re scared still of the US and others, I suppose. 

 So anyway, we’re engage in this constant effort all around the world in GATS, in the Trade 
and International Services Agreement, I suspect in the Transatlantic Trade Partnership, though 
that’s probably not so relevant here, to establish the rule of law that as a rule of law, that US 
companies get treated the same as foreign ones. So how in the world can we justify anybody, 
justify given that set of facts, imposing, expanding the CFIUS beyond its national security 
rule, to review greenfield investments that have nothing to do, or even acquisitions, that have 
nothing to do in national security and then move on into contracts. It just seems impossible 
or to try to attempt to impose a rule of national benefit. This is something we are fighting 
right now with the Malaysians; trying to get them to move off the national benefit rule. 

 So, in that context, maybe there’s more comment from the panel; does Mr. Moran have 
further views on his earlier position?

Marcus Noland: Do we have any other questions? Yes, one back here.

Speaker 4: Thank you. [Inaudible 00:56:34] with the [Inaudible 00:56:35] News Agency. 

 I want to ask about the tax reform. Nowadays, with the politicians in this town stuck in 
short-term issues like a new budget and that assuming, when would be the possible time 
window for a tax reform and should we combine the corporate tax reform and individual 
tax reform together? 
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 Secondly, recently, there are some discussions on the growing wealth gap in this country. So 
when we are moving over the next run of a tax reform, how can we make sure the wealth 
gap would be reduced? Should we increase the capital gains rates? Should we do something 
else? Thank you.

Marcus Noland: Very good question. More questions? Well, if there’s no more questions, let’s turn to the 
two questions we have on the table. First Ted, why don’t you respond to Bob?

Theodore Moran: I’m not going to respond till—oh, there you are. He shamed me at lunch and now he 
shamed me in front of the entire audience, so I’m primed to back down from any possibil-
ity of a national interest test.

Bob: Well, I was hoping to expand the idea of Wessel beyond the particular [inaudible 
00:58:04]. I apologize.

Theodore Moran: No, I’m taking this lightly and I’m buying your argument. And the extra thing of getting 
the government involved in reviewing purchase agreements and contracts, I just think it’s 
off the wall.

Gary Hufbauer: I’ll leap into the tax question, but I want to point out that we have Bill Frenzel here, who’s 
an extremely astute observer of congressional matters and especially in the tax and expendi-
ture field. 

 So the first point is that the opportunity for tax reform is not great because it’s so tied in 
with the budget deficit issue and the budget deficit and the continuing resolution and so 
forth, may occupy all the energy that Congress has on this kind of general file, especially 
given the resistance of the administration to put entitlements on the table in a meaningful 
way and the existence of the house republicans to consider additional tax revenue, so there’s 
a very strong resistance to any kind of big bargain. That would be point one.

 So the related points, which I think are important are these. I hear what you say about the 
median income and that issue which has been very much in the debate, to the extent taxes 
are part of the story or part of the cure, I think it’s the personal taxes I said earlier, and not 
business taxation. 

 Next point would be on the boxes of reform if we had reform. It’s very difficult to, I think, 
probably politically impossible to take higher taxes on individuals and put them into cor-
porate reform, but it’s not necessary if we could just get Gary Robins and Steve [Inaudible 
01:00:20] and some other people into the CBO and do correct analysis of what corporate 
reform would mean in terms of revenues. It’s not negative. 

 And we have a table in our book, if you have a chance to look at it, which shows what 
OECD countries have done over the last 30 years in terms of reducing rates and what it 
means for corporate revenue as a percent of GDP and what it means is this. Zero. Rates 
have come down, corporate revenue as a percent of GDP have not come down and that’s 
because you get an automatic base broadening. But that’s not how we score it. So the way it 
scored is a real enemy in this country of any kinds of corporate reform that I talked about. 

 One very final point and I’m picking up on what Craig very softly alluded to. He did not want 
to do corporate reform on the back of, I think he called—I don’t know if he used the word 
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passed to? I think Craig you used another term. But all of these entities, there are about six 
or seven in the code, which are not tacked at the business level and as somebody pointed out, 
they’re more than half of business revenue and business profits and so forth, in this country. 

 And Senator Hatch, who is not known for wanting to increase taxes, I’ve heard him on this 
subject. He says, “We’re not going to do corporate reform by throwing the little guys under 
the bus.” That’s his phrase. So he doesn’t want to do anything about to rates the LLPs, the 
LLCs and so forth and so on. And he probably has a much better judgment of the political 
possibilities than I do. 

 But I would say at least you could stop, possibly you could stop the expansion of this realm 
of pass-throughs, because the expansion of that means that, what you’re going to do is end 
up with a corporate tax on my neighbor to my left and your right.

Craig Jones: Yep. I mean, just to be clear, Dow Chemical thinks that we can go a very long way in re-
forming the corporate tax code just looking at corporate taxes, broadening the base, lower-
ing the rate and for sure, some aspect of dynamic scoring would make that much easier to 
be revenue neutral and to achieve as low rate as possible.

Marcus Noland: Okay, well if there are no more questions, what I’d like to do is give each of the speakers 
and we’ll just work our way down the line, a minute. Well, we do have a question.

Steven: Hi. I’m Steven with the Tax Foundation. Gary, thank you for the references. 

 To what extent is it possible for the government to redistribute wealth by raising taxes on 
capital at some point on some individuals, without destroying the wealth and then negating 
the effect, and to get it down to this more or less, class warfare issue? To what extent do the 
benefits of foreign direct investment into the United States and capital formation here, lift 
wages and spread the benefits to the rest of the population?

Gary Hufbauer: Good question Steve, but I think they are fodder for another book.

Marcus Noland: Okay. Rob, do you have any final comments?

Robert Shapiro: Well, I’ve already said that from an economic point of view, I think it is very desirable that 
we approach this, the corporate tax reform, in terms of the reform of the taxation of the 
business income, rather than simply the corporate form. That doesn’t mean you can’t make 
progress if you look—when we get half a loaf in Washington, that’s a feast. So I wouldn’t 
say that—I certainly wouldn’t oppose a corporate reform that did nothing about business 
income, other forms of business income.

 However, you will have a much, by definition, you will have a much weaker economic 
effect because you’re affecting less than half the business economy. That’s the reason to ap-
proach it in a broader way, even though it’s more difficult.

Theodore Moran: I hope I can dispel any possible misinterpretation. I spent much of my time talking about 
three threats, but please recall that the purpose was to show how rare are credible threats? 
So that, in fact, I think rigorous application of the three-threat formula, and hopefully 
across more than just the United States, would mean that most foreign investment any-
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where in the world would be welcomed and could be shown to pose no plausible threat to 
national security whatsoever. So that was the thrust of my argument. 

 Let me add one thing that Lindsay and I point out in the Inward Investment book. We 
tried to calculate—that hasn’t come up yet explicitly. We tried to calculate what would be 
the expected level of Chines level in the United States? And Lindsay did say, “It is currently 
very small,” but the extension of that is we would expect, just on the basis of the economic 
characteristics of the country, that Chinese investment across the board in the United States 
over the next let’s say, decade or decade and a half, is going to expand very rapidly.

 Now again, remember, we found out that they pay high wages, they conduct lots of R&Ds, so 
this, in general, would be very beneficial. But I think if we invited our colleague Dan Rosen here 
we could tell him, “You’re going to be doing lots of business Dan, because the expansion of Chi-
nese investment in the United States over the next 10 years is going to be very high.”

Craig Jones: I would just echo everyone’s comments, that a lower tax rate is the way to go, even if the 
reform is revenue neutral to get there, because marginal rates do matter and as much as the 
tax department doesn’t drive many location decisions, a higher tax rate in the US, versus 
other places, certainly drives things to happen outside the US, to the extent it make sense 
with the business model.

Marcus Noland: All right. Well, thank you all very much for your participation. I’d like to especially thank 
Rob and Craig for spending their time with us, and of course Ted, Lindsay, and Gary for 
giving us such a bounty to consider this morning and this afternoon. 

 So I guess we get a few minutes off for good behavior. Let’s give all of our participants a big 
hand. I declare this meeting adjourned. Thank you.


