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Abstract

Researchers have found mixed empirical results on the significance of Foreign Direct Investment (FDI) on
countries around the world. Foreign direct investment has been a major driver in the economic growth of both
developed and developing economies. This study examines the influence of FDI on economic growth in a single
developed country, the United States. Even though the United States has been the largest attractive nation for
foreign direct investment among developed economies, there is need to research on how FDI has contributed to its
development. Therefore, this paper uses multiple linear regression model and its estimation using ordinary least
squares (OLS) to study the impact of FDI on economic growth in the United States. Analysis of secondary data
from the Bureau of Economic Analysis (BEA), and Bureau of Labor Statistic (BLS) for the year 2000 to 2018
revealed that foreign direct investment has a positive influence on the economic growth of United States. Therefore,
the study recommends that the government of United States should continue to revamp investment and fiscal
policies to attract new foreign investors through continuous investing in social infrastructures, improving the
quality of their institutions and their governance.
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1.0 Introduction

The impact of Foreign Direct Investment on the economic growth of host countries has been a major point of
discussion by economists since the 1980s (Attari et al., 2011). The Organization for Economic Co-operation and
Development (2008) defines foreign direct investment as a key driver of international economic integration that
can provide financial stability, promote economic development and enhance the wellbeing of societies. FDI has
not only been the most stable and largest component of capital flows that has contributed to the impressive
economic growth in a number of developing countries (Adams, 2009; Anwar & Nguyen, 2010; El-Wassal, 2012)
but there exists considerable evidence on the relationship between FDI and economic growth in developed
countries (Arisoy, 2012).

The United States (U.S.) occupies a unique position in the global economy of the world as the largest investor
and the largest recipient of foreign direct investment (Jackson, 2017). According to International Trade
Administration (2020), United States maintained the lead in the world’s foreign direct investments. The country
remains an attractive FDI destination for a variety of reasons which includes its large consumer base, a productive
workforce, a business environment that encourages innovation and its legal protections. The nation’s historical
strengths, openness to foreign investment longer than most countries and large investment inflows from
international investors make the nation the best country for their FDI level among all countries of the world (Susilo,
2018).

The U.S. foreign direct investment policy has been founded on the concept that the net benefits of FDI are
positive and benefit both the United States and the foreign investors. The United Nations Conference on Trade and
Development, UNCTAD (2008) reports that FDI inflows have the potential to create employment, increase
productivity, transfer skills and technology, boost exports and continue long-term economic growth and
development. Chappelow (2019) states that increases in capital goods, labor force, technology, and human capital
lead to economic development. Foreign firms therefore make investments in the U.S. on a regular basis by
establishing new operations, purchasing existing operations of another company, or providing additional capital
to their existing U.S. operations (U.S. Department of Commerce, 2017).

The role of FDI as a critical factor in world economy has received increased attention in recent years leading
to increased interest by both researchers and policy makers (Oladipo, 2007; Susilo, 2018). There have been mixed
evidences of the growth effects of FDI from empirical literature. While there are empirical evidences that FDI
generates economic growth (Mody & Wang, 1997; Nair-Reichert & Weinhold, 2001; Lensink & Morrissey,2006),
a number of studies still show a negative effect depending on the variables included in the study (Mohnen, 2001;
Asheghian, 2004). Bhatt (2014) examined the impact of FDI on economic growth. The empirical results of the
study confirmed strong evidence on the causal impact of FDI on growth for the countries under consideration. The
same empirical results are supported by the studies of Tan & Tang (2016) and Vogiatzoglou & Thi, (2016). The
study of Pegkas, (2015) also suggests that FDI stimulates economic growth in Eurozone countries. However,
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studies by Gillman & Kejak (2005) and Fountas et al. (2006) found a negative impact of FDI on economic growth.

For a long time, FDI has been considered as one of the key driving forces of United States’” economic growth.
U.S. communities bid actively against each other for FDI (Figlio,1999). Foreign direct investments are highly
sought after by many state and local governments that are struggling to create additional jobs in their localities
(Jackson, 2017). But how does FDI influence the Gross Domestic Products (GDP) of the United States? This study
seeks to analyze the relationship between the two variables for a period of eighteen years from year 2000 to year
2018. Secondary data from the Bureau of Economic Analysis (BEA), and Bureau of Labor Statistic were assessed
using the multiple linear regression model with ordinary least square estimation and SPSS. The multiple regression
identifies the relationship between the independent variables and the dependent variable. Variables used in the
study are GDP as a measure of economic growth, gross inflows of FDI, and inflation rate. This study hypothesizes
that foreign direct investment has a positive relationship on GDP in the United States.

It is important to understand the relationship between FDI and economic growth for the country. This will
assist policy makers in dealing with the challenges of global markets. The output of the study will better inform
them on the general implications for development strategy and proper management of foreign investment to
stimulate domestic growth and innovation in the country.

The next section presents the literature review of the study, followed by the description of the model
specification, the methodology of the study and the results of the statistical analysis. The paper concludes with a
discussion of the results and findings, recommendations and suggestions for future research.

2.0 Literature Review

Data on global foreign direct investment (FDI) flows show that in recent years, despite increasing FDI inflows to
developing countries, developed economies continue to be the largest recipients of foreign capital (Ntembe &
Sengupta, 2016). The world’s economies have recognized the value of foreign investment, resulting in an
increasingly competitive international environment for FDI flows. Foreign direct investment is an important source
of growth in host countries (Blomstrom & Kokko 1998; Li & Liu, 2005). FDI is generally considered as a factor
that enhances economic growth in host country as well as the solution to the economic problems of developing
countries (Mencinger, 2003). It could play an important role in increasing the productivity of the host countries,
hence sustaining economic development (Iacovoiu, 2015). The Organization for Economic Co-operation and
development, OECD (1996) stated that FDI is a lasting interest by a resident entity in one economy (direct investor)
in an entity resident in an economy other than that of the investor (direct investment enterprise). Similarly, the
Bureau of Economic Analysis (BEA) defines foreign direct investment as an investment in which a resident of one
country obtains a lasting interest in, and a degree of influence over the management of a business enterprise in
another country.

Foreign direct investment is an essential component of the U.S. economy and it will continue to have a
significant and positive influence on the nation (U.S. Dept. of Commerce, International Trade Administration,
2008). According to the International Trade Administration (2008), FDI is generally divided into the greenfield
investment and the mergers and acquisitions. Greenfield investment is the creation of new enterprises and the
development or expansion of production facilities. The Bureau of Economic Analysis (2019) describes a greenfield
investment as a project where foreign investors establish a new business or expand an existing business on U.S.
soil or on foreign soil. It is an avenue of creating employment for the economy where the greenfield investment is
taking place. In the year 2018, greenfield investment expenditure to establish a new U.S. business or to expand an
existing foreign-owned U.S. business was $9.1 billion (BEA, 2019).

Every year, foreign companies and their U.S. subsidiaries announce plans for hundreds of new greenfield
projects. The announcement or the opening of greenfield projects along with expansions in existing U.S.
subsidiaries’ operations by foreign-based companies generates enormous economic benefits for the American
economy. These new ventures bring billions of investment dollars into the United States and create thousands of
insourced American jobs.

Mergers and acquisitions (M&A) involve the purchase of an existing enterprise. It is the buying and selling
of existing capital. M&A is more affected by geographic and cultural barriers and exhibits opportunistic behaviors
as it is more sensitive to temporary shocks such as a currency crisis. M&A is affected by destination factors such
as financial development and institutional quality. Greenfield, on the other hand, is relatively more driven by
factors such as origin comparative advantage and destination taxes.

Theories on investment studies underline the relationship between FDI and economic development. The
empirical studies on FDI and growth derives from either neoclassical model of growth or endogenous growth
models (Nair-Reichert & Weinhold, 2001: 154). Neoclassical growth theory shows that FDI is plausibly an engine
of growth because it enhances capital formation, employment, promotes new technologies, managerial skills and
knowledge flows, and results in spillover effects (Hong, 2011: 772). FDI brings cutting edge technology and know-
how to their subsidiaries in a foreign country; it benefits the local economy via training local workers and the
technology spillovers to domestic firms (Wu & Burge, 2017). The FDI is a significant contributor to the
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competitiveness of the US high-tech sector. Select USA (2017) specified that “high-tech industries are important
drivers of growth for the U.S. economy. These industries advance innovation, employ millions of highly skilled
and highly educated workers, and thus further U.S. competitiveness in an increasingly globalized world. Rana &
Dowling, (1988) indicated that FDI was a growth enhancer through the human development spillover from the
foreign investors. Considering that capital formation and technological improvement are the motor of economic
growth, FDI is expected to promote host countries’ economic growth (Wang, 2009).

Researchers around the world have found mixed empirical results on the relationship between FDI and
economic growth of a country.

According to De Mello (1999), FDI accompanies more benefits than other investments since this kind of
investment has a positive effect on productivity growth through technology transmission and managerial
specialization as well as domestic investment. In his study, the contribution of FDI to economic growth is enhanced
by its positive interaction with human capital, sound macroeconomic policies and institutional stability. The
empirical results of the study by Bhatt (2014), Tan & Tang (2016) and Vogiatzoglou & Thi (2016) confirmed
strong evidence on the causal impact of FDI on growth for the countries under consideration in their different
studies. Lee & Tacha (2004) stated that FDI plays an important role in improving the factors of production and
accumulation of capital in the host country due to the competition it creates. The study of Pegkas (2015) further
confirmed that FDI stimulates economic growth in Eurozone countries. In Ireland, Kim & Bang (2008) found that
FDI had a positive and statistically significant effect on growth in the short and long term. Studies by Ashegian
(2004) and Roy &Van der Berg (2006) concluded that FDI causes economic growth for the United States.

There are studies that found a negative impact on economic growth. In the study by Bende- Nabende et al.
(2001) on four Asian countries, the impact of FDI is positive and significant in the Philippines and Thailand but
negative in Taiwan and Japan, two countries which are more developed countries with a higher level of education.
Chowdhury & Mavrotas (2003) and Kasibhatla et al. (2008) found evidence that it is possible that it is not FDI
that causes economic growth, but rather, the host country's economic growth attracts FDI. Chowdhury & Mavrotas
(2003) found positive effects for Malaysia and Thailand, but in Chile the evidence shows that it was the economic
growth that led to increased FDI. Kasibhatla et al. (2008) analyzed five countries and only found positive effects
for India. The United States consistently ranks at or near the top of most major indicators for an attractive business
and investment climate (U.S. Department of Commerce, 2008). The long-standing policy of the United States is
to support open investment and national treatment for foreign direct investment (Obama, 2011). Bearing in mind
these theoretical and empirical research regarding FDI and economic development from different studies, this
paper analyzes the relationship between FDI and economic development in the United States. It examines whether
FDI generates a boost in economic growth in the country.

3.0 Data and Methodology

The secondary data used in this study was obtained from the Bureau of Economic Analysis and Bureau of Labor
Statistic. Annual data for FDI in the United States for a 19-year period from 2000-2018 and inflation rate data of
the same period of years were analyzed using the SPSS 26 software application. The data is believed to be valid
and reliable considering the source.

In the study, quantitative method of analysis, the ordinary least squares (OLS) was employed as the
econometric approach. The empirical analysis was used in assessing the relationship between FDI and the growth
of the economy of United States. The variables for analysis are GDP as a measure of economic growth, inflows of
FDI, and inflation rate. The variables were selected based on prior studies.

3.1 Model Specification

This research uses the multiple regression model with ordinary least square method to evaluate the potential
significance of FDI on economic growth in the U.S. Multiple regression attempts to model the relationship between
two or more explanatory variables and a response variable by fitting a linear equation to observed data.

GDP, = f(FDI, INF), GDP = Gross Domestic Product (Dependent variable), FDI = Foreign direct Investment, INF
= Inflation rate for United State (Independent variables). In statistical terms, the regression equation is presented
as:

LGDP; = By + B,LFDI + B,INF;+ e;

where LGDP; - Gross Domestic Product (Log);

B, — the intersection of the regression line with the Y axis, denoting the value of Y, when the values of X are equal
0;
B, LFDI — Foreign Direct Investment (Log) inflow in United States;

B,INF - Inflation rate of United States;

e; - error term.

Ho: Foreign direct investments do not have a positive significant influence on Gross Domestic Products.
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H;: Foreign direct investments have a positive significant influence on Gross Domestic Products.

4.0 Results and Findings

F-Test Finding

The F- Test or Analysis of Variance (ANOV A) shows whether all independent variables in the model do contribute
significantly to the dependent variable or not simultaneously. Here is the finding from SPSS 26 of F-test.

Table 1. Table of F-Test

Model Sum of Squares Df Mean Square F Sig.
Regression 0.787 2 0.393 342.014 0.000
Residual 0.018 16 0.001

Total 0.805 18

a. Dependent Variable: LGDP
b. Predictors: (Constant), INF, LFDI
Source: the secondary data is computed in SPSS 26

To know whether the model fit or not, if sig. > 0.05 then the model is rejected but if sig. < 0.05 then the
model is accepted. From the table 1 above, it can be concluded that the model is accepted, and all independent
variables show significant impact on dependent variable. Therefore, we reject null hypothesis (Ho).
t-Test Finding
T-test shows whether all independent variables in the model do contribute significantly to dependent variable

partially. See the finding from SPSS 26 of t-test below.
Table 2. Table of t-Test

Model Unstandardized Coefticients Standardized T Sig
B Std. Error Coefficient Beta

1 (Constant) 2.254 0.030 75.721 0.000

LFDI 0.538 0.022 0.995 24.278 0.000

INF 0.003 0.008 0.016 0.394 0.699

Dependent Variable: LGDP
Source: the secondary data is computed in SPSS 26

The Table 2 explains the significance of each of the independent variable on the dependent variable. From
the t-test table above, the independent variable, LFDI has a significance level of 0.05, therefore, we fail to reject
the alternative hypothesis, H; and reject the H,. We conclude that foreign direct investments provide significant
impact on the economic growth of United States while inflation rate does not.

The logarithm of foreign direct investment shows that an increase in the variable will lead to an increase in
gross domestic product. For the years 2000 to 2018, a percent change in foreign direct investment by 1% on an
average increased GDP by 53.80%. The finding is consistent with the study of Bhatt (2014) that FDI is significant
in the economic growth of a nation. The result of this study also aligns with the empirical findings of Tan &Tang
(2016) on the positive influence of FDI on economic growth. Similarly, the findings by Balasubramanyam et al.
(1996), Borensztein et al (1998), Ram & Zhang (2002) and Frenkel et al (2004) all established that FDI does
contribute to economic growth.
Table 3. Table of R? Finding
Model R R Square
1 0.989 0.977
Predictors: (Constant). LFDI, INF
Dependent Variable: LGDP
Source: the secondary data is computed in SPSS 26

The R square which determines the impact strength of independent variables on dependent variable in this
study is 97.70%. This means that 97.70% of GDP growth is influenced by the variables, FDI inflow and inflation
rate, while 2.30% is influenced by other variables not included in the model. The adjusted R square is 97.40%,
that is, 97.40% of economic growth in the U.S is affected by foreign direct investment and inflation rate and the
remaining 2.60% is affected by other variables out of the research model. The statistical result above indicates that
changes in FDI correlate with shifts in GDP. As the rate of growth of the U.S. economy improves progressively,
inflation rate was under control and the foreign direct investment in the United States increases steadily. In figure
2, we see that gross domestic product increases as foreign direct investment increases for the years under
consideration.

Std. Error of the Estimate
0.03391

Adjusted R Square
0.974
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Figure 2: GDP and FDI inflow for United States from 2000-2018
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Source of Data: Bureau of Economic Analysis, 2020

5.0 Conclusion

The findings of the study have shown that FDI has a positive statistical significance to the economic growth of
United States. The consistency in the flow of FDI to the country has indicated that foreign investors have
confidence in the United States. International investors have assurance on the stability of the nation as well as the
advanced technology it has among the developed economies. The country’s strong institutional structure and
political stability boost the confidence of foreign investors. Historical performance and location advantages have
made the country to attract more FDI from other developed and emerging economies; this provides a significant
influence on economic growth.

It has become imperative for developed and developing countries to attract foreign investment to enhance
their economies because FDI has a low volatility and long-term commitment in the host economy. In addition to
this, FDI benefits the host country with its significant impact on economic growth through technology transfer and
employment effect. FDI drives innovation, brings new technologies to improve productivity, and connects
American companies with the world. FDI creates additional activity at the local, regional, and national economic
levels as many companies rely on other companies within their supply chains.

The United States will remain an attractive destination for foreign investment. However, policy makers need
to consistently nurture and build upon the underlying strengths of the U.S. economy so that international investors
will continue to invest in the country. The government of United States should continue to revamp investment and
fiscal policies to attract new foreign investors, knowing their competitors are strategizing to lead the global
economy. Moreover, they should leverage on activities like building new infrastructures, increasing the numbers
of skilled labor, maintaining world-class research universities, and increasing the level of transparency in their
regulatory bodies and institutional systems.

This research does not provide information on how institutional factors influence FDI inflow in the United
States. It is therefore recommended that future researchers can investigate the impact of institutional factors on
FDI inflow in the country. A thorough examination of FDI at the states’ level in the United States may also be
considered.
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