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Preface

Direct investment activity worldwide is now at record levels and the
United States and Canada rank number one and number two respec-
tively as host nations for direct investment. The remainder of this cen-
tury will likely be a period of unprecedented investment activity in
these two North American nations, but government intervention in
the business sector may also increase significantly.

This book will focus on the investment restriction and investment
incentive policies of federal, state, provincial, and municipal govern-
ments in Canada and the United States. One-half of the provinces and
almost two-thirds of the states have opened offices overseas for the pur-
pose of attracting foreign investment and hundreds of millions of dol-
lars are being dispensed annually in the form of incentives to overseas
investors.

On the other hand, national and regional governments have also
enacted significant business restrictions which may have a major im-
pact on the profitability of business ventures. Foreign Investment Re-
view Agency (FIRA) and National Energy Program (NEP) stipula-
tions, performance requirements, content standards, reciprocity codes,
extraterritoriality practices, antitrust rules, Buy American edicts, and
securities and tax disclosure provisions are among the numerous gov-
ernment regulations in Canada and the United States which must be
closely watched by prospective foreign investors.

This book is a compilation of papers which were presented at a Can-
ada-U.S. Investment Conference held March 31-April 1, 1983 at Brig-
ham Young University. The setting for foreign direct investment in
the United States and Canada is featured in the first section of the
book. The second part looks at the federal regulation of direct in-
vestment, followed by a section which examines the restriction and in-
centive policies of state, provincial, and municipal governments. The
fourth part of the book delves into the extraterritoriality and antitrust
dimensions of foreign direct investment, and the fifth major section
discusses the intricacies of acquisition and merger strategies within the
North American market. The final section looks at the changing envi-
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ronment for foreign investment and some of the challenges which in-
dividual investors and corporations will face in the future.

This is the second in a series of books to be published by the Cana-
dian Studies Program in the David M. Kennedy International Center
at Brigham Young University. The first book in the series is entitled
Energy Development in Canada: The Political, Economic, and Continental Di-
mensions (1981) and future books will deal with issues of prime concern
to the business communities and government institutions in both the
United States and Canada.

Earl H. Fry

Lee H. Radebaugh
Provo, Utah
August 1983
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Foreign Investment In
The United States And Canada:

The Setting
Earl H. Fry

Introduction

The United States and Canada rank number one and number two
in the world as host nations for foreign direct investment, a type of in-
vestment which provides investors in one country with a controlling
interest in a company located in another country. Foreign direct in-
vestment in the United States increased by more than 1,000 percent
from 1965 to 1982 and in Canada by more than 350 percent during
the same period. Tables 1 through 6 indicate the level of foreign direct
investment in each country, as well as the source and distribution of
the investment. It is anticipated that both the United States and Can-
ada will continue to outdistance the rest of the world in attracting new
overseas investment.

Thus, the remainder of this century will likely be a period of un-
precedented investment activity in North America, but government
intervention in the business sector may also increase significantly.’

Why Invest in the United States and Canada?

The United States attracted 86 billion dollars in new foreign direct
investment from 1970 until 1982, as compared to 13 billion dollars
from 1789 to 1970. The emergence of the United States as the number
one host nation in the world for foreign direct investment may be
traced to a variety of factors. The United States has both the largest
and the richest market in the world, and in an increasingly inter-
dependent global setting it is to be expected that the giant foreign-
based transnational corporations would want to acquire a sizable
piece of the action. The stability of America’s economic and political
system is also extremely important to foreign investors and they appre-
ciate the middle-of-the-road predictability of the U.S. governmental
system. At a time when many regions of the world are suffering major
political upheavals and uncertainty, the United States continues to be

Earl H. Fry is Coordinator of Canadian Studies and Associate Professor of
Political Science at Brigham Young University.



Table 1

Foreign Direct Investment In The United States, 1950 to 1982
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perceived by overseas residents as a safe, attractive, investment haven.
Furthermore, foreign investors recognize that there is a minimum of
red tape involved in making an investment in the United States, that
their investments generally have the same legal status as domestic in-
vestments, and that they are not subjected to government-mandated
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performance requirements.

Direct investment in the United States also provides access to so-
phisticated technological, managerial, and marketing innovations.
Tax rates in the United States are also among the lowest in the ad-
vanced industrial world and when one takes into account fringe ben-
efits, U.S. wage rates are currently well below those of several other
Western nations. Skilled labor is readily available in America and for-
eign firms have easy access to research and development facilities. Fur-
thermore, many foreign firms have been prompted to establish oper-
ations in the United States because of the secure and abundant supply
of relatively inexpensive natural resources and energy.

The depressed value of the U.S. dollar vis-a-vis many major cur-
rencies during the 1970s and the rather static performance of the stock
market during that period also heightened the foreign interest in ac-
quiring existing U.S. businesses. The Dow Jones industrial stock index
stood at 809.20 on January 2, 1970, and at 824.57 exactly one decade
later. When one takes into account inflation, the stock value of an av-
erage publicly-traded U.S. firm was actually cut in half during this 10-
year period, whereas the value of the assets controlled by the firm in-
creased dramatically simply because of inflationary tendencies. As a
result, foreign investors rushed in to take advantage of the relative
weakness of the stock market in order to acquire assets at what they
considered to be bargain basement prices. In addition, by taking over
an existing company, overseas investors benefit by having manage-
ment in place and an established clientele.

The relative weakness of both the U.S. dollar and stock market,
however, should in no way be construed as indications of the demise of
American economic prosperity. Even though several nations currently
have an average per capita income higher than that of the United
States, American consumers still enjoy the most clout when it comes to
purchasing power, a fact which has not been overlooked by astute
overseas investors looking for an affluent market. In its survey to ascer-
tain purchasing power in 45 major metropolitan areas in the non-com-
munist world, the Union Bank of Switzerland determined that Chi-
cago, San Francisco, and Los Angeles ranked number one, two, and
three on the list, and New York, the only other American city includ-
ed, ranked number six in terms of their citizens’ purchasing power. A
Purchasing Power Parity (PPP) Index developed by three University
of Pennsylvania professors also indicates that the relative prosperity of
citizens in the United States vis-a-vis nations in Western Europe ac-
tually changed very little from 1970 through 1980, even though there
were major currency fluctuations during this period. For example, the
PPP of West Germany was 78 percent of that of the United States in
1970, and had increased slightly to 81 percent by the end of the dec-
ade. By 1980, Sweden’s PPP was 78 percent of that of the United
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Table 2

Foreign Direct Investment in the U.S. by Country, 1981

Canada

America

9.3%

Netherlands
22.5%

Other Europe
10.1%

France
6.5%

United
West Kingdom
Germany 17.3%

7.8%

Source: Survey of Current Business, August 1982, p. 37.

States, Belgium’s 78 percent, the Netherlands’ 70 percent, and Swit-
zerland’s 70 percent, to give just a few illustrations. Overall, on an an-
nual basis, the average European has about 3,500 dollars less in real
goods and services available for investment or consumption purposes
than the average American, with per family differences being at least
twice as great.

Although Canada has a population of only 24 million, about the
same as California’s, it ranks very close to the United States in many
of the aforementioned categories. Canadians enjoy a very high stan-
dard of living and their Purchasing Power Parity is not appreciably
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different than that of Americans. The political and economic systems
in Canada are very stable and its natural resource base is one of the
richest and most diversified in the entire world. In addition, once the
Tokyo Round agreements are fully implemented in 1987, virtual free
trade in many product sectors will exist between Canada and the
United States, providing many Canadian firms with nearly unim-
peded access to the U.S. market featuring 230 million consumers.

Restriction and Incentive Policies of
the U.S. Federal and State Governments

Federal Restriction and Incentive Policies

The U.S. federal government has steadfastly maintained that pri-
vate direct investment should be allowed to play a pivotal role in mod-
ernizing and expanding national economies. Therefore, officials in
Washington have often voiced support for the “national treatment”
and ‘“most-favored-nation” principles of international direct in-
vestment. The “national treatment” principle stipulates that foreign
investors in the United States should be treated no less favorably than
domestic investors in similar situations. The “most-favored-nation”
principle further asserts that the investors of one foreign country
should be treated no less favorably than the investors of other foreign
countries. Both principles are designed to avoid instances of discrimi-
nation directed at foreign investment in the United States.

Although an arguable assumption, it may well be that the United
States has fewer restrictions on foreign direct investment than any
other advanced industrial nation. For national security reasons, over-
seas residents are prohibited from making direct investments in most
industries linked to shipping, domestic airlines, hydroelectric power
generation, atomic energy, and defense. For example, the Kuwait Pe-
troleum Corporation was allowed to acquire most of the assets of Cali-
fornia-based Santa Fe International, but one of Santa Fe’s sub-
sidiaries, C.F. Braun, was forced to terminate its government defense
contracts and its files were purged by federal authorities. In addition,
for monitoring and bookkeeping purposes, foreign investors who ac-
quire 10 percent or more of a U.S. company or purchase 200 or more
acres of U.S. land are required to report the transactions to the Com-
merce Department’s Bureau of Economic Analysis. The U.S. Secu-
rities and Exchange Commission also mandates that any firm pur-
chasing 5 percent or more of the stock in a publicly-listed U.S. corpo-
ration must disclose this acquisition and fill out forms providing some
very sensitive information about the firm’s operations.

Direct investments made in the United States might also subject
foreign firms to the requirements of the U.S. Trading With the Enemy

5



Table 3

The Distribution of Foreign Direct Investment
in the United States by Economic Sector, 1981
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20%
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33%
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16%
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25%
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24%
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40%

all other
industries
36%

Source: Survey of Current Business, August 1982, pp. 36-38.

Act and to other related restrictions. The Trading With the Enemy
Act allows the President of the United States to regulate and control
transactions with countries considered to be hostile to the United
States. This law certainly has extraterritorial implications and has
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