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OPINION

'By David Malpass
Amnd Stephen Moore

n June, President Obama cele-
brated a rare sliver of good
economic news: Foreign in-
vestment was up 49% last year
over 20092, The president says
that this boost in capital shipped to
the U.S. by international companies
or foreign investors.leads to more
businesses and higher-paying jobs
here at home, He’s right.

But this isr’t the economic suc-
cess story that the White House is
spinning. The real truth of the re-
cession and limping recovery is that.

For the first time
in decades, America
is on net losing,
not attracting,
growth capital.

for the first time in decades Amer-
-ica-is, on net, losing, not attracting,
growth capital. That may be the sin-
gle most important explanation for
persistently high u.nemployment and
stagnant wages.

It is true that foreign direct in-
vestment rose to $236 billion in
2010 from $159 billion in 2009. But

_ that was still well below the $310
billion invested in 2008. The White
House also neglected to disclose
that in the first quarter of 2011 for-
eign investment fell by 51% from the
first quarter of last year, according
to data released last month from the
federal Bureau of Econemic Analy-
sis. Foreigners of late have not
found the U.S. to be a receptive,
high-return home for investment.
Much more worrisome is that
Americans are taking their invest-
ment dollars abroad at a faster pace

Tiod, foreigners invested

than foreigners are
bringing capital to these
shores. In 2010, for ex-
ample, U.S. investment
abroad was $351 bil- -
lion~—$115 billion higher
than foreign investment
here. Economic recover-
ies are periods when in-
vestment capital usually
surges into a country,
but since this weakling
rebound began in the
middle of 2009 the U.S.
has lost more than $200
billion in investment
capital. That is the
equivalent of about two
million jobs that don’t
@xist on these shores
and are now located in
places like Ching, Ger-
many and India.

This is a recent and
dramatic reversal of for-
tune. Huge net inflows
of productive capital
into the U.S. in the
1980s and ’20s helped
finance the 25-year
boom in jobs and bread-
based prosperity from
1082-2007, Over that pe-

just over $6 trillion
more in the U.S. (in total
capital) than Americans
invested abroad, accord-
ing to the Bureau of
Economic Analysis, with
most of it going into businesses.
That tidal wave of funds provided
the capital to finance new American
companies, while increasing the
value of other assets, such as real
estate. It also underwrote new facto-
ries owned by foreign companies
like Honda. All of this investment
contributed mightily to the 35 mil-
lion new jobs in the 1980s and *90s.

By 2008, the average job created
with foreign investment paid

$71,000 a year, about 30% above the
U.S. average, according 1o a report
issued in June by the White House
Council of Economic Advisers, “U.S.
Inbound Foreign Direct Investment.”

Sc why did the investors put
their money in the U.S. in those

years? We'd say it.was a combina-

ent

tion of low tax rates, a
strong dollar, low infla-
tion and other free-maz-
+ ket reforms. Capital
flows to where it is most
highly rewarded, and
low marginal tax rates
on the returns to capital
and business income
create a gravitational
pull on global funds. A
strong and stable cur-
rency allows businesses
to invest in innovation,
employees and produc-
tivity rather than infla-
tion hedges. It also en-
courages investors to
wait longer to cash in
their profits without
worrying about the
losses of a depreciating
dollar. Tn the high-tax,
high-inflation 1970s, the
U.5. was a net exporter
of risk-taking capital. As
We are now.

That’s only part of
the story behind the dis-
appointing recovery we
now face. To be sure,
foreigners still park a
huge amount of money
in this country, but in
the last several years
they've shifted their in-
vestment toward U.S.
Treasury securities and
government-guaranteed
bonds, and away from
the private-sector staples—corpo-
rate bonds, intellectual property,
ownership of businesses—that cre-
ate sustainable jobs. Since 2009, for-
eigners have invested just over $1
trillion in U.S. Treasury bonds, ac-
cording to the Bureaun of Economic
Analysis.

Some economists argue that in-
vesting in low-interest-rate govern-

ment bonds works fine for America
because it allows the government to
boost spending on programs—-the
latest doozies are windmills, high-
speed rail and 99 weeks of unem-
ployment benefits. The low interest
rates, this argument goes, prove
there 1s 1o negative “crowding out”
from America’s near $1.5 trillion
deficit.

That misses the point. To pro-
duce rapid growth, most capital
must be allocated by markets. The
effect of $4.5 trillion of borrowing
since 2008 is that foreigners and
Americans are buying Treasury bills
instead of investing in the next
Google, Oracle, Wal-Mart or biomed-
ical company. Today, foreigners are
financing food stamps and the next
bridge to nowhere while Americans
are building state-of-the-art produc-
tHon systems abroad. This is the real
pernicious “crowding out effect” of
the federal government’s borrowing.

The free flow of capital across
borders is unquestionably a positive
sum game for everyone—in the
same way free trade is—but the U.S.
can only retain its status as a high-
wage dynamic economy if we are en-
ticing capital for new operations to
these shores. The U.S. is still by far
the world leader in the cumulative
stock of forelgn investment, which
now stands at some $3.3 trillion. But
the composition of that investment
is tilting toward government securi-
tes.

Meanwhile, the best related mea-
sure of our competitiveness as a na-
tion—the balance of foreign direct
investment into the U.S. versus the
investment capital going abroad—is
a red flag.
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