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Abstract

Foreign direct investment and the activities of multinational enterprises play an essential role in
shaping employment outcomes, particularly in developing and emerging economies. With glo-
balization and the expansion of global value chains, understanding how FDI influences labour
markets has become increasingly relevant. This paper quantifies the global employment sup-
ported by foreign affiliates, examining both direct and indirect effects across regions and sec-
tors. Our estimates suggest that foreign MNEs supported around 125 million jobs worldwide by
2021, a significant increase from earlier baselines. Employment is geographically concentrated
in the European Union, China, North America, and East Asia, with services accounting for over
40 per cent of total MNE-supported jobs, though manufacturing remains key in China. Poorer
countries are further marginalized.

The contribution of this paper lies in two main areas. First, it provides a consistent global estimate
of employment associated with MNEs by combining firm-level datasets with ILO labour statistics.
Second, it provides evidence about the heterogeneity of employment effects across regions and
sectors: while the European Union, China, North America, and East Asia account for the largest
employment shares, a shift towards services in productive activities and employment has been
observed, but manufacturing still remains central in countries such as China.

About the authors
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Foreword

This paper revisits the ILO's long-standing commitment to understanding the importance of for-
eign directinvestment (FDI) in creating more and better jobs, particularly in developing countries.
FDI and the activities of multinational enterprises play a vital role in determining employment
outcomes, developing skills and capabilities, and thus facilitating structural transformation. In
an era of globalization and expanding global value chains, it is crucial to understand how FDI in-
fluences national labour markets. This paper attempts to quantify the number of jobs created
by and through multinational enterprises (MNEs), examining the direct and indirect effects on
employment across regions and sectors. The paper found that MNEs had generated approxi-
mately 125 million jobs worldwide by 2021, representing a substantial increase from previous
baselines. Employment is concentrated geographically in the European Union, China, North
America, and East Asia. Services now account for over 40 per cent of total MNE-supported jobs,
playing a prominent new role. In China, however, manufacturing remains the dominant sector.
Additionally, poorer countries are further marginalized.

The major contribution of this paper is twofold: First, it provides a consistent global estimate of
employment associated with MNEs by combining firm-level datasets with ILO labour statistics.
Second, it provides evidence about the heterogeneity of employment effects across regions and
sectors: while the European Union, China, North America, and East Asia account for the largest
employment shares, a shift towards services in productive activities and employment has been
observed, but manufacturing dominates in some countries like China.

This paper supports and is very much in line with the mandate of ILO’s Employment and Investment
Branch which looks into ways to stimulate the creation of more and better jobs through invest-

ment, from the private to the public sector, from international to national to local sources, and
a combination of them.

Mito Tsukamoto
Chief

Employment and Investment Branch ILO
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» 1 Introduction

Foreign direct investment (FDI) and the activities of multinational enterprises (MNEs) play signif-
icantroles in shaping economic and employment dynamics in host countries, particularly within
developing and emerging markets. The globalization of production networks and increased par-
ticipation in global value chains (GVCs) have further emphasized the relevance of understanding
these impacts (Hummels et al. 2001). Recent studies suggest complex relationships between FDI
inflows, employment creation, productivity spillovers, and environmental implications, warrant-
ing deeper analysis for effective policymaking (Saurav et al. 2020).

Given these diverse dimensions, this paper aims to critically analyse how FDI and MNE activities
influence employment outcomes in developed and developing economies. Our paper contributes
to the literature by quantifying the global employment supported by foreign affiliate (FAs) firms.
To address the gap, the paper integrates data on FAs production with the employment-genera-
tion statistics, estimating both direct affiliate employment and the employment activated along
supply chains. In a nutshell, our approach aims to reconcile output and employment data from
domestic firms and FAs to ensure consistency with labour statistics recorded by ILOSTAT.

Key findings show that FAs play a significant role in job creation globally, supporting around 125
million jobs by 2021, representing an increase of 12 per cent compared with the 2012 level. This
employmentis geographically concentrated in the same areas with the higher FAs activities, with
the European Union, China, North America and East Asia accounting for the largest shares. At
sectoral level, over 40 per cent of FA-supported jobs are in services, though manufacturing, par-
ticularly machinery, equipment, and vehicles, remains key in countries like China. Importantly,
more than half of these jobs are indirect, generated through domestic supply chains and mul-
tiplier effects.

This paper is closely related to a recent and growing literature that tries to link GVC, employ-
ment, and MNE (Ramondo and Rodriguez-Clare, 2013). FDI can stimulate demand for locally
produced intermediate inputs. When multinational enterprises expand their operations, domes-
tic suppliers may increase output and employment to meet this rising demand (Javorcik 2004).
Mercer-Blackman et al. (2021) indicate that FDI significantly enhances labour productivity, par-
ticularly in sectors integrated within GVCs. Nevertheless, it is important to consider Blomstréom
and Kokko's (1998) assessment, in which they conclude that the evidence on spillover effects is
mixed and sector- and country-specific. Saurav et al. (2020) find that while FDI typically results
in job creation within foreign-owned firms, the impact varies substantially by investment type
and sector characteristics.

Notably, greenfield investments often stimulate new job creation and wage improvements.
Greenfield FDI projects in 2018 created an estimated 2.3 million new jobs worldwide (Saurav et
al. 2020). Nonetheless, brownfield investments, such as mergers and acquisitions, may lead to job
displacement These findings echo earlier findings by Ernst (2005), who noted limited employment
gains from FDI in Latin American economies due to privatization-driven investments and labour
shedding from industrial restructuring. A recent OECD contribution' offers evidence on these is-
sues, presenting a dashboard of indicators to assess FDI's impact on various economic variables.

' For more details: https://www.oecd.org/en/data/dashboards/fdi-qualities-indicators-visualisation-platform.html


https://www.oecd.org/en/data/dashboards/fdi-qualities-indicators-visualisation-platform.html

06

» ILO Working Paper 160

Our estimates are higher compared with previous estimates found in the literature. UNCTAD
(2020) estimated globally that foreign affiliates directly employ about 82 million workers as of
2019, up 3 per cent from the previous year. Using the recently published MREID dataset (Ahmad
et al. 2025), our own estimations suggest that around 35 million jobs are commanded by FAs
worldwide, based on this data. Considering certain countries, there are significant differences
between national statistical reports and the MREID database. For example, in the case of the
United States, according to the Bureau of Economic Analysis (BEA), the number of jobs related
to FAs was 7.9 million? in 2019, while the number of jobs estimated by MREID is approximately
0.67 million, while this paper’s estimates are approximately 7.7 million. According to EUROSTAT,
FA employment was 22.7 million in 20213, while MREID recorded 15.7 million and we estimated
around 23.7 million jobs.

The remainder of the paper is organized as follows: Section 2 describes the data sources used
in our analysis, which include employment statistics, bilateral MNE flows, and the Multi-Regional
Input-Output (MRIO) matrix. Section 3 provides an overview of global trends in FDI trade and out-
put commanded by FAs. Section 4 estimates the employment generated by FAs. The last section
concludes by summarizing key insights and suggesting ideas for future research.

2 For more details: https://www.bea.gov/sites/default/files/2021-08/imne0821.pdf
3 https://ec.europa.eu/eurostat/databrowser/view/fats_activ/default/table?lang=en


https://www.bea.gov/sites/default/files/2021-08/imne0821.pdf
https://ec.europa.eu/eurostat/databrowser/view/fats_activ/default/table?lang=en
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» 2 Data

The following section describes the data used to assess the employment impact of FDI and MNE
production, which includes an MRIO data matrix, FDI flows, and employment data. Each of the
sources is described in more detail below. Prior to proceeding, it is imperative to clarify the ter-
minology that will be employed throughout this document. Foreign direct investment refers to
the financial relationship created when an investor acquires at least 10 per cent of the voting
power in a foreign firm, establishing a lasting interest across borders. Once this link exists, the
firms involved form a multinational enterprise, which is a corporate group operating in more
than one country. Within this group, the parent company is the home-country firm that holds
the controlling ownership stake and makes the strategic decisions, while the foreign affiliates
are the host-country enterprises that the parent owns or influences through this investment. In
essence, FDI can be defined as the capital link itself. The parent company and its affiliates form
the organizational structure, while the MNE represents the entire cross-border firm network
created by that link.

2.1 Employment

The ILO collects underlying household survey datasets compiled by national statistical offices
in 161 countries. The raw data is then systematically processed to produce harmonized indica-
tors based on international statistical standards. The ILOSTAT database compiles a wide range
of detailed and internationally comparable labour statistics, which form the basis of published
reports. For this analysis, all employment-related parameters were sourced from a satellite ac-
count containing employment data from ILOSTAT. The parameters used include the working-age
population actively employed, defined as individuals engaged in any activity for at least one hour
to produce goods or services in exchange for pay or profit, even if they are temporarily absent
from work (ILO 2013).

Nonetheless, ILO labour statistics do not distinguish between employment commanded by do-
mestic and foreign firms. Currently, ILO is working with national governments to fill this gap. The
recent MNE Declaration states that: “Governments should carefully study the impact of multina-
tional enterprises on employment in different industrial sectors. Governments, as well as multi-
national enterprises themselves, in all countries should take suitable measures to deal with the
employment and labour market impacts of the operations of multinational enterprises.”

2.2 FDI and MNE flows

Two sources of information were utilized to delineate the flows of multinational enterprises and
foreign direct investment patterns at the country and productive sectoral levels. On the one hand,
the Activity of Multinational Enterprises (AMNE) database compiles detailed information about
foreign affiliates in the home countries at sectoral level from 2000 to 2020 for 77 countries. The
flows incorporate the country of origin as inward investments and the location of this flow as
outward investments. The AMNE database incorporates information reported by the OECD and
EUROSTAT through annual surveys on the activities of multinational enterprises with affiliates

4 For more information: https://www.ilo.org/resource/other/what-ilo-mne-declaration


https://www.ilo.org/resource/other/what-ilo-mne-declaration
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abroad®. The databases contain information about gross value added, gross output, exports and
import values at sectoral level. It also provides data for employment but only for OECD coun-
tries. In contrast, foreign direct investment flows and stocks by country are obtained from the
United Nations Conference on Trade and Development (UNCTAD). These databases cover the
period between 1990 and 2023 and express the variables in dollars at current prices for more
than 200 countries®.

2.3. Multi Regional Input Output Matrix

For the calculation of employment related to MNE, this document uses the AMNE- ICIO” (Inter-
Country Input-Output) matrix of the OECD with base year 2019, which synthesizes information
on 41 economic activities for 76 countries, and an additional region representing the rest of the
world (RoW).

The input-output table is a representation of the economy’s monetary transactions between pro-
ductive and institutional sectors. It captures the sectoral composition of the GDP components,
such as household consumption, government expenditure, investment, exports and imports, as
well as the sectoral composition of taxes and value-added components such as wages and profits.

In the MRIO version, the intermediate transactions matrix Z, contains the purchases and sales of
inputs between sectors within the same country, but also includes external sales and purchases
to and from third destinations. Final demand, on the other hand, is a matrix whose rows con-
tain the final purchases made by countries at the sectoral level and which includes imports from
other destinations. In turn, this matrix includes columns detailing the components of domestic
demand: private consumption, public consumption, and investment. Finally, since a country's
imports are the exports of other countries, external sales at the sectoral level, and by compo-
nent, are represented in the final demand matrix, in the columns outside the main diagonal.

» Figure 1: Structure of the multi-regional input-output matrix OECD

Intermediate use Final Demand
Output
Country 1 Country 2 Country 77 Country 1 [-] Country 77
Ind1.1nd4s(ind1_Indas| .. [Indi.indas| |84 Z 2 5 ’é é BE2e 'é é at basic
E%gag% E%gag% prices
Industry 1
Country 1
Ty Industry 45
Industry 1
Country 2
E— @ () -] (7o) I
Industry 1
Country 77 Industry 45
Taxes less subsidies on intermediate
and final products (I [1s] | El | [7s]
Value added at basic prices (VA)
Output at basic prices | (X) |

Source: OECD

5 For more information: https://www.oecd.org/en/data/datasets/activity-of-multinational-enterprises.html
¢ For more information: https://unctadstat.unctad.org/datacentre/reportInfo/US.FdiFlowsStock
7 https://www.oecd.org/en/data/datasets/multinational-enterprises-and-global-value-chains.html


https://www.oecd.org/en/data/datasets/activity-of-multinational-enterprises.html
https://unctadstat.unctad.org/datacentre/reportInfo/US.FdiFlowsStock
https://www.oecd.org/en/data/datasets/multinational-enterprises-and-global-value-chains.html
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Throughout the document, the macro data available in the ICIO was expanded to include other
relevant variables, such as GDP and population, which were taken from the latest version of the
Penn World Table (Feenstra et al. 2015), released in 2023. Penn World Table is a database with
information on relative levels of income, output, input and productivity, covering 183 countries,
including all 76 countries in the OECD MRIO, between 1950 and 2021.
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» 3 The international flows of FDI and MNE

This section presents the results of the analysis of international FDI and FAs dynamics. In the
case of MNE operations, the research covers the years between 2000 and 2020, with recent years
missing due to data limitations. It also examines the fundamental characteristics of FAs activities,
considering both its regional and sectoral composition. The results show that high-income coun-
tries export capital and produce intensively in China and other upper-middle-income countries.
At the same time, these regions export to high-income countries. In terms of foreign trade, FAs
exhibit a higher level of trade intensity than the global average, reflecting their deeper integra-
tion within global value chains.

Asshown in figure 2, there has been a significant increase in foreign direct investment flows since
the early 2000s. Comparing the averages of FDI flows between 1990-99 and 2009-19, the second
period shows an increase of 71 per cent. The peak of flows was in 2007, while the lowest levels
in the first decade of the 2000s occurred in 2001-2002, coinciding with the dotcom bust and the
subsequent global economic slowdown. In addition to the dotcom bust, the early-2000s decline in
FDI flows reflects the collapse of cross-border merger and acquisition activity, heightened global
uncertainty, and corporate balance-sheet adjustment following the late-1990s investment boom.

Following the global financial crisis, FDI flows declined sharply in 2009, although not to the lev-
els observed in the early 2000s. In the subsequent decade, the sharpest declines occurred in
2018 and 2020 due to the pandemic caused by the SARS-CoV-2 virus. In terms of GDP, the se-
ries peaked in the early 2000s. After the dotcom crisis it recovered and then fell again with the
financial crisis in 2008-09. After that episode, it started a long-term downward trend, with no-
table decline observed after 2010. Currently, the flows as a percentage of GDP are at the same
levels as in the late 1990s.

» Figure 2: FDI flows in US$ billions and as per cent of GDP (%) 1990-2023
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(b) as per cent of GDP (%)

3.5
1

Per cent
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Source: Author’s estimate, based on UNCTAD FDI database.

To contextualize changes in firm ownership structure within international trade, figure 3 shows
arise in foreign firms' participation in exports and imports over time. While domestic firms con-
tinue to dominate trade, their relative share has experienced a marginal decline, with foreign
enterprises gaining a slightly higher proportion. By 2020, the foreign share in exports had sur-
passed 25 per cent, while for imports it reached 24.6 per cent, thereby signifying a growing role
of foreign-owned firms in international trade.

» Figure 3: Exports and Imports by Firm Origin, 2004-20 (per cent)

(a) Exports

Per cent (%)
60 80 100

40

2004 2012 2020

I Domestic I Foreign




12

» ILO Working Paper 160

(b) Imports
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Source: Author’s estimate, based on AMNE - OECD database.

Figure 4 summarises the patterns of origin and localization of foreign affiliates' production ac-
tivities. On the one hand, the European Union is the region with the highest outflows and in-
flows of production linked to foreign affiliates, with a significant presence of North American and
European and Central Asian (ECA) enterprises. It is followed by North America, both as a source
and a destination of this production. On the other hand, foreign enterprises have a strong pres-
ence in China, while Chinese enterprises still do not play a major role in the rest of the world's
production. In the case of East Asia and the Pacific (EAP), its enterprises produce mainly in North
America and China, while receiving investment from Europe and North America. On the other
hand, the discrepancy between the origin and production of these enterprises is significantly re-
lated to the income level of the different countries. High-income countries are the most impor-
tant in terms of both origin and production, accounting for 90.3 per cent and 69.7 per cent of
the total respectively. Upper-middle-income countries and China are important as destinations
to produce foreign affiliates. Lower-middle-income countries and the rest of the world, on the
other hand, have a comparatively negligible share.
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» Figure 4: Output of Foreign Affiliates, 2019 (US$ billions)
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Figure 5 provides valuable information to understanding how multinational enterprises shape the
structure and concentration of global trade through their foreign affiliates. The European Union is
the region that shows both exports and imports of foreign MNEs. The European Union's exports
amounted to around US$2,270 billion, followed by the East Asia-Pacific and North America re-
gions, which accounted for US$601 billion and US$ 629 billion respectively. China's imports from
FAs accounted for about US$462 billion. In terms of income groups, exports from high-income
countries accounted for more than 78 per cent of the total (US$3,974 billion), with these coun-
tries receiving 66.9 per cent of the value of FAs' exports (US$3,519 billion). Upper-middle-income
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countries are also important players, accounting for 7.7 per cent of exports (US$592 billion), al-
though China's trade balance is much more robust, receiving more than it exports, mainly from
high-income countries. This also shows a further marginalisation of poorer countries in FDI flows,
with negative impacts of their insertion into global value chains, limiting also positive technolo-
gy and employment effects.

» Figure 5: Trade flows of Foreign Affiliates, 2019 (US$ billions)
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Figure 6 presents the patterns of industrial specialisation associated with multinational activi-
ty across regions and income groups. While services, machinery, transport equipment, energy
and mining are the most significant activities in terms of FAs' exports, the relative importance
of these sectors varies according to the region and income group analysed. Services are a very
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relevant exporting activity for South Asia, Europe and Central Asia, the European Union, and
East Asia and the Pacific. In contrast, the Middle East and Africa are characterised by a strong
presence of MNEs in the energy and mining sectors. In the case of China and Latin America and
the Caribbean, machinery, equipment and vehicles from East Asia and the Pacific are relevant in
explaining regional exports. Chemicals and plastic products are a key export for the European
Union, North America and the Middle East.

When considering income groups, services emerge as the most significant sector for high-in-
come countries, while machinery, equipment and vehicles take the lead in lower-middle and up-
per-middle income countries. This sector is of particular importance for China, where it accounts
for 66.8 per cent of MNEs' exports.

» Figure 6: Exports of foreign MNE, sectoral distribution, 2019 (per cent)
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(b) income level
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Figure 7 illustrates the trade balance of FAs operating in each region. This is essential for under-
standing the asymmetries in multinational trade, as well as the uneven distribution of gains across
regions and income groups. The European Union has the largest trade surplus over the period
2000-20, followed by East Asia and the Pacific and North America. The European Union’s surplus
is four times higher than that of East Asia and the Pacific reaching US$2,550 billion. Latin America
and the Caribbean recorded the largest deficit with US$2,096 billion, more than Africa (US$552
billion), South Asia (US$491 billion) and China (US$549 billion). The significant trade surplus of
the European Union and North America is reflected in the highest trade surplus of high-income
countries in figure 9. In contrast, upper-middle-income countries had a substantial trade deficit,
reflecting the inflows they received and their limited capacity to generate outflows. China had a
minor deficit in the 1990s and 2020s. In summary, the persistent trade surpluses of foreign affil-
iates in high-income regions contrast sharply with the deficits observed elsewhere, emphasizing
the asymmetric distribution of value capture within multinational-led trade.
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» Figure 7: Accumulated trade balance 2000-20, US$ billions
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Regarding the evolution of gross production related to foreign affiliates, figure 8 shows that
China was the major growing country in the period 2000-20. On one hand, the regions with the
highest gross production value associated with FAs are the European Union, North America,
and East Asia with US$5,921 billion, US$3,756 billion and US$2,636 billion respectively by 2020.
On the other hand, South Asia, Africa and the Middle East are the worst-performing regions in
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terms of FAs with less than US$320, billion. Latin America and the Caribbean meanwhile main-
tained a growth path until the early 2010s, after which production stagnated and started to de-
cline, reaching US$885 billion in 2020.

Figure 8 also shows a growing divergence in foreign affiliate-related production across regions
and income groups over time. High-income economies, particularly the European Union and
North America, not only concentrate the largest shares of gross production but also reinforce
their dominance throughout the period, as reflected in the widening gap observed in the in-
come-level panel. China exhibits the most rapid expansion during the 2000s, especially prior to
the mid-2010s, after which growth moderates, suggesting a transition from rapid accumulation
to a more mature production structure. In contrast, several developing regions, most notably
Latin America and the Caribbean, Africa, South Asia, and the Middle East, display flat or declin-
ing trajectories in the latter part of the period, pointing to a more fragile and uneven integration
into multinational production networks.

» Figure 8: Gross output Foreign Affiliates, US$ billions 2000-20
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(b) income level
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Figure 9 depicts the sectoral composition of gross output generated by foreign affiliates and
provides key insights on multinational production patterns across regions and income groups.
The production of services has a significant presence in Europe and Central Asia, the European
Union, and East Asia and the Pacific, accounting for more than 40 per cent of the gross produc-
tion in these regions. In the case of China and South Asia, the primary sectors are dominated by
the production of machinery, equipment and vehicles, accounting for 49.3 per cent and 35 per
cent, respectively. In contrast, the energy and mining sector has a comparatively higher share
in the Middle East and Africa, at 27.3 per cent and 17.4 per cent respectively. The analysis by in-
come group suggests that the significance of services production in low-middle-income countries
exceeds that of upper-middle-income countries. In upper middle-income countries, the produc-
tion of services (29.6 per cent) holds similar relevance to the machinery, equipment and vehicles
sector (26.8 per cent). In high-income countries, MNEs are focused on services.

The sectoral composition of foreign affiliates’ gross output reveals clear and persistent differ-
ences across regions and income groups. High-income economies are characterised by a strong
concentration of multinational activity in services, reflecting their advanced productive structures
and positioning in higher value-added segments. In contrast, middle-income regions, particular-
ly China and South Asia, remain more specialised in manufacturing activities such as machinery,
equipment, and vehicles, while energy and mining play a larger role in the Middle East and Africa.
These patterns suggest that foreign affiliate production continues to mirror existing structural
characteristics of host economies, reinforcing differentiated development paths and highlight-
ing the limits of convergence in multinational-led production structures.
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» Figure 9: Output of Foreign Affiliates, sectoral distribution, 2019 (per cent)
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In consideration of the essential role services play in the global economic landscape, particular-
ly regarding production and export dynamics, the sector has been disaggregated to facilitate a
comprehensive analysis of its composition, as illustrated in figure 10. Within most of the regions,
services related to trade, insurance and the financial sector predominate, followed by real estate
and professional services. In the case of China, trade-related services are the most significant,
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while for North America, Europe and Central Asia (ECA) and the European Union, trade-related
services together with the financial and insurance sector account for a significant share in the
composition of services. In the case of South Asia, services related to information technology
emerge as the most salient. On the other hand, the insurance and financial services sector ac-
counts for approximately 25 per cent of the total service share in high-income and lower-mid-
dle-income countries. In contrast, the share of professional and scientific services is compara-
tively lower, and these services are more significant in high-income and upper-middle-income
countries, with shares of 10.5 per cent and 6.9 per cent, respectively.

» Figure 10: Output of Foreign Affiliates in the service sector, sectoral distribution, 2019 (per cent)
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(b) income level
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In summary, section 3 highlights how foreign direct investment and multinational enterprise
activity are becoming more unevenly distributed and increasingly concentrated worldwide. FDI
flows have expanded markedly since the early 2000s, albeit with pronounced cyclical volatility
associated with major global shocks, while foreign affiliates have steadily increased their partici-
pation in international trade and production. The analysis highlights strong asymmetries across
regions and income groups: high-income economies remain the primary sources and beneficiar-
ies of multinational production and trade surpluses, whereas upper- and lower-middle-income
countries, despite hosting significant production, tend to exhibit weaker outward integration
and persistent trade deficits. Sectoral patterns further indicate that multinational activity largely
mirrors and reinforces existing structural specializations, with services dominating in advanced
economies and manufacturing, energy, and extractive activities playing a larger role elsewhere.
These structural patterns in investment, trade, and production set the stage for understanding
how multinational enterprises translate economic activity into labour outcomes, a question tak-
en up in section 4 through a detailed analysis of the direct and indirect employment effects of
foreign affiliates.
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» 4 MNE and Employment

This section analyses the labour dimension of MNEs and focuses on the quantity and quality of
jobs that are directly and indirectly created through the production of foreign firms operating in
each region. The selected technique for estimating the impact of MNE production on employ-
ment is the input-output model. Multisectoral models have a long tradition, originating with the
seminal work of Leontief (1951). However, those models present a simplified framework of the
circular flow in a manner analogous to Tableau Economique (Quesnay, 1759). Within that frame-
work, firms require labour, intermediate inputs and capital to produce goods and services. The
outputs are subsequently sold to households, other firms, governments or on the global mar-
ket. Households, in turn, use their incomes to purchase goods and services and to pay taxes (T),
while saving the remainder (S). The government collects revenue through taxation, requests and
pays for goods and services (G), and influences changes in investment and savings.

This paper employs a single-region input-output approach (Leontief, 1951), albeit making use of
all the information provided by the MRIO dataset. To facilitate meaningful cross-country com-
parisons of employment, it is essential to consider the relationship between final demand and
the structure of the economy. This section provides an overview of the methodology used to es-
timate this employment-trade link and is followed by the main findings.

4.1 Methodology

The single country input-output model can be shown using the following subset of matrices and
vectors, starting from the expenditure side:

1.

x=Ze+F

Where x is the vector of gross output values, Z is the matrix of intermediate uses, e is a row vec-
tor of ones and F is the matrix of final demand.

After the algebraic steps of dividing and multiplying the elements of the matrix Z by the gross
output, it is possible to reformulate the equation (1), such that:

2.

x=Ax+F

Where A is the input-output coefficient matrix describing the units of intermediate inputs need-
ed to produce one unit of gross output.

Finally, by passing elements from one side of the equation to the other, the following expres-
sion is derived:

3.

x=1-A)"1F
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The matrix g=(1-4)"! is the so-called Leontief matrix, or total requirements matrix. Each ele-
ment of B represents the direct and indirect requirements of input i by activity k, in country n
from partner m.

To calculate how much employment is generated directly and indirectly by foreign firms, it is neces-
sary to recover the diagonal matrix ¢, whose elements contain the labour to output coefficients.

Finally, multiplying the matrix ¢ by B and the final demand matrix, F, yields the matrix L. The
subscript n refers to the country, while k indicates the activity. The matrix L provides all of the
necessary information for estimating employment linked to MNE gross output. The diagonal el-
ements of the L matrix represent the domestic labour content embedded in the final demand
of MNE foreign and domestic firms.

4.

Ly 01 0 [ 1-ay = —a1, |[ F2

L, 0~ 0, —ay = 1—ay |\ Fn
The main difference with the usual input-output matrix is that the vector F and the matrix B, as
well as L and o, are partitioned, with some transactions corresponding to expenditure directed

at domestic firms (D) and some directed at foreign firms (R).

5.

\,.,
[
| o
SN———

and

(DD DR

RD RR
The ILOSTAT series provides a comprehensive set of internationally comparable labour statistics.
However, it should be noted that it does not differentiate between foreign and domestic owner-
ship. In this paper, we use OECD/AMNE data on the employment and output of foreign affiliates

and compare their labour-to-output ratio with the overall average, which does not distinguish
by firm ownership. Our empirical strategy proceeds in five steps.

1. Benchmarking labour-output ratios.

We begin by comparing the labour intensity of FAs with that of the overall economy. Sector-
specific labour/output ratios for FAs are taken from the OECD AMNE database, while total-econ-
omy ratios are obtained from ILOSTAT. This comparison establishes the extent to which MNEs
differ from the average firm in terms of labour use per unit of output.

2. Estimation of sector-level labour-intensity gaps.

For each sector s, we compute a labour-intensity gap defined as the difference between the MNE
labour/output ratio and the corresponding total-economy ratio:
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This measure captures the sector-specific deviation of MNE labour intensity relative to the econ-
omy-wide benchmark.

3. Sectoral coverage.

We successfully estimate gap values for 29 out of the 41 sectors for which comparable informa-
tion is available. Sectors lacking consistent cross-database mappings or complete observations
are completed taking aggregate sectoral averages.

4. Application of estimated gaps across countries.

The estimated sector-level gaps are then applied uniformly to all countries in the sample. This
step assumes that sectoral differences between FAs and the total economy, rather than coun-
try-specific features, drive systematic deviations in labour intensity.

5. Construction of a harmonised dataset.

Finally, we adjust FAs employment estimates to ensure full consistency with ILOSTAT totals. This
produces a harmonised, globally comparable dataset where sector-level MNE employment aligns
with observed labour/output relationships and aggregate labour statistics.

4.2 Results

In this section, aggregate figures on employment sustained by FAs are presented using the cal-
culations described in the previous section. The aggregate results indicate that approximately
125 million jobs were directly sustained by multinationals globally in 2021, representing an in-
crease of 12 per cent with respect to the 2012 level. In relative terms, these values represent a
4.1 per cent of total employment in 2021.

As shown in figure 11, based on regional dynamics, the European Union, China and East Asia
and the Pacific have the highest magnitudes of direct employment created by FAs for the period
2012-21. For the period under review, the shares of each region in terms of direct employment
remained relatively stable, showing a positive evolution in the amount of employment generat-
ed by these companies, except in 2020 due to the impact of the pandemic on the global econo-
my (Bortz et al. 2021). In terms of income level, high-income countries account for 44.9 million
of jobs, followed by lower-middle-income (24.2 million), upper middle-income (21 million) and
China (22.6 million).
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» Figure 11: Direct employment demanded by Foreign Affiliates, 2012-21 (millions)
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The following chart combines the estimated employment data for FAs and the output data con-
tained in the AMNE dataset and the MRIO matrix. As illustrated in figure 12, the share of for-
eign enterprises in gross output at the international level remained relatively stable. Between
2012 and 2020, this figure experienced a slight decline, dropping from 12.3 per cent to 11.3 per
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cent. In terms of employment, the share of foreign enterprises remained at around 4 per cent,
although it exhibits marked regional differences.

» Figure 12: Gross output and employment, by firm’s origin in per cent (2004-20)
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Source: Author’s estimate, based on AMNE - OECD database.

In terms of sectoral composition, services account for more than 50 per cent of total employment,
as illustrated in figure 13. In turn, taking the average across regions, machinery, equipment and
vehicles represent 17.9 per cent followed by the ‘Other’ sector with 13.3 per cent. Chemicals and
plastics, food and beverages, and energy and mining are the next sectors with 5.3 per cent, 4.5
per cent and 1.2 per cent, respectively.

Regarding China specifically, the machinery, equipment and vehicles sector is a relevant sec-
tor for direct employment, reaching 32.3 per cent by 2019, whilst the food and beverages sec-
tor is less relevant when compared to the rest of the regions. Conversely, in the context of Latin
America and the Caribbean, East Asia and the Pacific, Africa and South Asia, the food and bev-
erage sector exhibits a higher share than in other regions. In this regard, upper-middle-income



28 » ILO Working Paper 160

and lower-middle-income countries have the largest shares in this sector. In countries associ-
ated with high-income levels, however, the services sector has the highest share among all in-
come categories.

» Figure 13: Direct Employment demanded by Foreign Affiliates, sectoral distribution, 2019 (per cent)
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To isolate the employment multipliers associated exclusively with multinational enterprises, the
analysis adopts a counterfactual approach in which the demand for domestic products is set to
zero. Under this specification, the final demand vector includes only demand directed toward
goods and services produced by multinational enterprises, thereby excluding employment ef-
fects that would arise indirectly from an initial shock to domestic demand. The resulting estimates
thus capture the employment multipliers generated solely by foreign firms' production activities,
providing a clearer assessment of their linkages with the rest of the economy.

()

(2

Figure 14 shows the composition of employment generated by final demand for goods and
services produced by foreign enterprises. It is interesting to note that most of the jobs activat-
ed are indirect, i.e. they are created because of the n-round effects of output on input demand.
Moreover, about 55.7 per cent of these jobs are demanded from domestic firms, showing that
foreign firms have strong links with the rest of the economy and that their activity is not isolat-
ed in a reduced network of MNEs.

» Figure 14: Total Employment demanded by Foreign Affiliates, by firm ownership and labour effect, 2019
(per cent)
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To further unpack the mechanisms through which multinational enterprises generate employ-
ment, figure 15 examines the composition of labour demand across firm ownership and employ-
ment channels. Panel (a) shows the share of employment demanded by domestic and foreign
firms as a result of existing final demand for goods and services produced by foreign MNEs. On
average, demand originating from foreign firms activates a larger share of employment within
foreign enterprises in sectors such as food, chemicals, and machinery, whereas it generates rel-
atively more employment in domestic firms in agriculture, services, and trade. Panel (b) presents
a complementary decomposition between direct and indirect employment effects. Indirect em-
ployment accounts for a substantial share in agriculture, trade, and services, while direct employ-
ment is more prominent in machinery and equipment, highlighting sector-specific differencesin
the channels through which multinational activity translates into labour demand.
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» Figure 15: Total Employment Demanded by Foreign Affiliates, Sectoral Distribution of Direct and Indirect
Labour Demand, 2019 (per cent)
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This section demonstrated how multinational companies generate employment opportunities,
both directly and via their supply chains. By combining input-output techniques with harmonised
employment data, the analysis elucidates the channels through which foreign affiliates interact
with domestic economies. This approach reveals significant differences between sectors and
firm ownership structures. Decomposing the employment effects highlights the importance of
indirect and domestically generated labour demand, demonstrating that the employment foot-
print of multinational enterprises extends well beyond their own establishments.
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» Concluding remarks

This paper examines the complex relationship between FDI, MNEs and employment dynamics
worldwide, with a particular focus on sectoral, regional and indirect employment effects. Key
findings show that MNEs play a significant role in job creation globally, supporting around 125
million direct jobs by 2021, a significantincrease from the 2012 baseline. The distribution of these
jobs is highly concentrated, with the European Union, China, North America and the East Asia
and Pacific region accounting for the highest employment generated by MNEs, leaving poorer
developing countries aside.

Examining different sectors, over 40 per cent of total employment created by FAs is found in ser-
vices. However, in regions such as China, sectors related to machinery, equipment and vehicles
are also important, highlighting the different sectoral contributions of MNEs depending on re-
gional economic structures. The paper also highlights the importance of indirect employment
effects. MNEs also employ around two indirect workers per direct job commanded, resulting
from domestic supply chain linkages and multiplier effects, highlighting the integrated nature
of MNEs' operations within local economies.

Looking ahead, several extensions could further strengthen the empirical foundations of our ap-
proach. First, future work could relax the assumption of uniform sector-level gaps across coun-
tries by incorporating country-specific characteristics, such as productivity levels, to better cap-
ture heterogeneity in MNE operations. Specifically, we could draw on the OECD FDIQ Indicators
to estimate country-specific productivity or capital-intensity differentials between foreign and
domestic firms, which would allow us to adjust the MNE labour-intensity gaps in a way that bet-
ter reflects cross-country heterogeneity, particularly between OECD and emerging economies.

Future studies should longitudinally track employment trends associated with MNE activities
to better understand the sustainability and long-term structural impacts of FDL. In this regard,
it would be insightful to look into the importance of “green” or “digital” FDIs for a future, more
sustainable development path. Investigations into the role of MNEs in promoting skills develop-
ment and enhancing the capabilities of the workforce could provide important insights into the
human capital effects of foreign investment. In addition, broader assessments of the environ-
mental and social impacts of MNEs' activities are essential for a comprehensive understanding of
their holistic effects, which in turn could guide sustainable investment policies. Finally, assessing
the effectiveness of policy frameworks designed to harness the benefits of FDI while mitigating
adverse effects is crucial; such analyses would inform targeted interventions aimed at optimis-
ing employment and economic outcomes. Taken together, these lines of research promise to
enrich the understanding of how MNEs shape employment dynamics and sustainable econom-
ic development globally.
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