
United Nations Conference on Trade and Development
Division on Transnational Corporations and Investment

World Investment Report  1995
Transnational Corporations
and Competitiveness

United Nations
New York and Geneva, 1995



Note

UNCTAD serves as the focal point within the United Nations Secretariat for all matters
related to foreign direct investment and transnational corporations. In the past, the Programme
on Transnational Corporations was carried out by the United Nations Centre on Transnational
Corporations (1975-1992) and the Transnational Corporations and Management Division of the
United Nations Department of Economic and Social Development (1992-1993). In 1993, the
Programme was transferred to the United Nations Conference on Trade and Development.
UNCTAD seeks to further the understanding of the nature of transnational corporations and
their contribution to development and to create an enabling environment for international
investment and enterprise development.  UNCTAD's work is carried out through
intergovernmental deliberations, technical assistance activities, seminars, workshops and
conferences.

The term “country” as used in this study also refers, as appropriate, to territories or areas;
the designations employed and the presentation of the material do not imply the expression of
any opinion whatsoever on the part of the Secretariat of the United Nations concerning the legal
status of any country, territory, city or area or of its authorities, or concerning the delimitation of
its frontiers or boundaries. In addition, the designations of country groups are intended solely
for statistical or analytical convenience and do not necessarily express a judgement about the
stage of development reached by a particular country or area in the development process.

The following symbols have been used in the tables:

Two dots (..) indicate that data are not available or are not separately reported. Rows in
tables have been omitted in those cases where no data are available for any of the elements in the
row;

A dash (-) indicates that the item is equal to zero or its value is negligible;

A blank in a table indicates that the item is not applicable, unless otherwise indicated.

A slash (/) between dates representing years, e.g., 1994/95, indicates a financial year;

Use of a hyphen (-) between dates representing years, e.g., 1994-1995, signifies the full
period involved, including the beginning and end years.

Reference to “dollars” ($) means United States dollars, unless otherwise indicated.

Annual rates of growth or change, unless otherwise stated, refer to annual compound
rates.

Details and percentages in tables do not necessarily add to totals because of rounding.

The material contained in this study may be freely quoted with appropriate
acknowledgement.

UNITED NATIONS PUBLICATION

Sales No. E.95.II.A.9

ISBN 92-1-104450-2

Copyright © United Nations, 1995
All rights reserved

Manufactured in Switzerland

ii



This report is dedicated to
the memory of Kenneth K.S. Dadzie



The World Investment Report 1995 was prepared by a team led by Karl P. Sauvant and
comprising Victoria Aranda, Richard Bolwijn, Persephone Economou, Masataka Fujita, John Gara,
Michael Gestrin, H. Peter Gray, Khalil Hamdani, Padma Mallampally, Fiorina Mugione, Lilach
Nachum, Jörg Weber and Zbigniew Zimny.  Specific inputs were also received from Martin Mandl,
Michael Mortimore, Prasada Reddy and James X. Zhan.  The work was carried out under the overall
direction of Roger Lawrence.

Principal research assistance was provided by Mohamed Chiraz Baly, as well as Carlo
Altomonte,  Tomas Jelf and Alberto Klaas.  A number of interns assisted at various stages of the Report:
Jesse Anton, Annalisa Caresana, Francesca Colombo, Eric Gill, Caroline Kroll, Maiko Miyake, Marco
Moretti and Luca Onorante.  Production of the Report was carried out by Jenifer Tacardon, Medy
Almario, Elizabeth Mahiga and Mary McGee.  It was desktop-published by Teresita Sabico.  The
Report was edited by Vincent Cable and copy-edited by Frederick Glover.

Experts from within and outside the United Nations system provided inputs for WIR 95.  Major
inputs were received from Stephen Guisinger, John M. Kline and Terutomo Ozawa.  Inputs were also
received from Thomas Andersson, Magnus Blomström, Gonzalo Cid, Michel Delapierre, Gunnar Fors,
Edward M. Graham, Anna Joubin-Bret, Friedrich von Kirchbach, Ari Kokko, Donald J. Lecraw,
Robert Lipsey, Michael McDermott, Christian Milelli, Trevor Nuttall,  Yumiko Okamoto, Robert D.
Pearce, Peter Peterson, Eric D. Ramstetter, Robert Ready, Frank Sader, Marjan Svetlicic , Alejandro
Vera Vassallo and Gerald T. West.  A number of experts were consulted and commented on various
chapters.  Comments, including during expert group meetings, were received from Manuel R. Agosin,
Jamuna P. Agarwal, David B. Audretsch, Zoltan Bodnar, Peter J. Buckley, Elisabeth Bukstan, Alvaro
Calderon, John Cantwell, Calvo de Celis, Edward Dommen, Peter Enderwick, Arghyrios A. Fatouros,
A. V. Ganesan, Tom Ganiatsos, David Gold, Murray Gibbs, William Geoffrey Hamilton, Sirj Haron,
Fabrice Hatem, Hal Hill,     Kurt Hoffman, David Holland, Ann Houtmann, Jan Huner, DeAnne Julius,
Shamsuzzakir Kazemi, Eui-Soo Kim, Gabriele Koehler, Peter Koudal, Jesse Kreier, Nagesh Kumar,
Sanjaya Lall, Marc Legault, Roland Lempen, Linda Low, Carl McMillan, Hafiz Mirza, Lynn K.
Mytelka, James Clark Nuñez, Jr., Alan Nymark, Herbert Oberhänsli, Maurice Odle, Adrian Otten, John
Henry Postmus, Pedro Roffe, Matija Rojec, Yehia Soubra, William Stibravy, Erich Supper, Graham
Vickery, Louis T. Wells, Mira Wilkins, John Williams and Stephen Young.  The Report benefited from
overall comments and advice from John H. Dunning, Senior Economic Adviser.

Numerous officials in Central Banks, statistical offices, investment promotion agencies and other
government offices concerned with foreign direct investment also  contributed  to  WIR 95, especially
through the provision of data and comments, including, in particular, Franklin Chow, Ana de la Cueva,
Erich Dandorfer, Johannes Dumbacher, Asbjorn Enge, Betty Gruber, Diwa C. Guinigundo, Airi
Heikkilä, Dato J. Jegathesan, Thomas Jensen, H. K. Lee, G. Melis, Andrew Norman, C. U. Omamogho,
David Priest, R. P. Sparling, Beatrice Stejskal-Passler, Benech Sylvie, Soitsu Watanabe, René Weber,
Inger Wikström and Jocelyn Young.  The advice of Ray Mataloni and Obie Whichard was particularly
important.

Finally, executives of a number of companies extended their cooperation by providing information
and insights.

A financial contribution by the Government of Sweden is gratefully acknowledged.

iv





























































































PART ONE

RECENT TRENDS



World Investment Report 1995 Transnational Corporations and Competitiveness

2



CHAPTER ICHAPTER ICHAPTER ICHAPTER ICHAPTER I

GLOBAL TRENDSGLOBAL TRENDSGLOBAL TRENDSGLOBAL TRENDSGLOBAL TRENDS

This chapter examines the role of foreign direct investment (FDI) in the world economy
and reviews recent global trends in stocks and flows, as well as the activities of the principal
actors, transnational corporations (TNCs). The key development was that the recession in
FDI flows came to an end in 1993, thanks to renewed economic growth in some major source
countries and the solid growth performances of many developing economies.  Investments
from developing countries, though small, also played a role in the upturn of FDI flows.  As
a result, traditional patterns of FDI -- a focus on the developed countries where, in any event,
most of the investment stock is located -- are reasserting themselves, although the developing
countries appear to be in the process of shifting that pattern in their favour.  The underlying
trend is for the largest 100 TNCs to become increasingly internationalized, with investments
abroad aimed at gaining markets for outputs and access to markets of factors of production.
These twin objectives underlie the organization of international production, using various
modalities that fall increasingly under the governance of TNCs.

A.  Recent trends in foreign direct investmentA.  Recent trends in foreign direct investmentA.  Recent trends in foreign direct investmentA.  Recent trends in foreign direct investmentA.  Recent trends in foreign direct investment

1.  The growing importance of foreign direct investment1.  The growing importance of foreign direct investment1.  The growing importance of foreign direct investment1.  The growing importance of foreign direct investment1.  The growing importance of foreign direct investment

International production by TNCs dominates international commercial transactions.
It is more important than trade.  Global sales generated by the foreign affiliates of TNCs were
worth $5.2 trillion in 1992 (table I.1), exceeding worldwide exports of goods and (non-factor)
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services worth $4.9 trillion in that year ($4.8 trillion in 1993) (an estimated one-third of which
takes place on an intra-firm basis).  During 1991-1993, the world FDI stock grew about twice
as fast as worldwide exports of goods and  services which, in turn, grew about one and-a-
half times faster than world gross domestic product.

One measure of the importance of inward FDI to an economy is its size relative to gross
fixed capital formation.  For developing countries, that ratio increased from 2 per cent to 7
per cent between 1985 and 1993, while the upward trend in that ratio during 1985-1989 for
the developed countries was reversed during the FDI recession (figure I.1).  As a result, FDI
now plays a bigger role in investment in the developing than in the developed countries.

The flow of financial capital in the form of FDI is one aspect of the multitude of
activities and cross-border transactions associated with international production.  In
developing countries, inward FDI is an increasingly important form of long-term net
resource flows, and sustained FDI growth during the 1990s has taken place alongside a
general surge in private capital flows,

Table I.1.  Selected world FDI, economic and financial indicators, 1981-1993Table I.1.  Selected world FDI, economic and financial indicators, 1981-1993Table I.1.  Selected world FDI, economic and financial indicators, 1981-1993Table I.1.  Selected world FDI, economic and financial indicators, 1981-1993Table I.1.  Selected world FDI, economic and financial indicators, 1981-1993

  Value at current          Average annual growth rates

    prices, 1993 (Percentage)

Indicator (Billions of dollars) 1981-1985 1986-1990 1991-1993

FDI outflows    222   0.8 28.3  5.6

FDI outward stock  2 135 5.4 19.8   7.2

Sales of foreign affiliates of TNCs a  5 235 b   1.3 c 17.4  -2.6 d

Current gross domestic product at

    factor cost 23 276 2.1 10.6   3.3

Gross fixed capital formation  5 351 0.7 9.9   3.2

Exports of goods and non-factor services  4 762 -0.1 14.3   3.5

Royalties and fees receipts     38 -0.7 21.8  13.0

Source:  UNCTAD, Division on Transnational Corporations and Investment, based on
International Monetary Fund, balance-of-payments tape, retrieved in June 1995; and unpublished
data provided by the Organisation for Economic Co-operation and Development Secretariat and the
World Bank, International Economics Department.

a Estimated by extrapolating the worldwide sales of foreign affiliates of TNCs from France,
Germany, Italy, Japan and the United States on the basis of the relative importance of these countries
in worldwide outward FDI stock.  However, the data on sales of foreign affiliates for France are
included only after 1988 because of unavailability of the data prior to that year.  For Italy the sales
data are included only in 1986, 1988, 1990 and 1992.

b 1992.
c 1982-1985.
d 1991-1992.
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especially portfolio equity investment (figure I.2).  Between 1990 and 1994, total private
capital flows to developing countries almost quadrupled, with FDI constituting the largest
and fastest-growing single component (figure I.2).  Although FDI and portfolio equity
investment have grown together, the causal links between these two movements are weak.
To be sure, the opening of domestic stock markets to foreign participation expands the
options available to TNCs  for raising capital.  It also provides alternative channels for
investment (e.g., the acquisition of firms listed in stock exchanges), and sends positive
signals to potential foreign direct investors regarding a country’s overall investment climate.
But it is unlikely that these factors alone would lead to a strong relationship between the
different forms of investment.

Portfolio equity and FDI flows are quite different both in terms of investors’ commitment
to the host country and the volatility of flows.  A decision of whether or not to undertake FDI
is usually based on strategic considerations by TNCs.  By definition, FDI involves a lasting
involvement in the management of enterprises in the recipient economy, although some
financial transactions associated with these investments may be volatile.1  In contrast,
portfolio equity investment flows are typically more speculative in nature and respond
quickly to changing perceptions of risk and reward.  As a result, portfolio equity investment
is more unstable than FDI (figure I.3) and reacts faster to transient shocks, for instance, as
the one experienced by Mexico in 1994/1995.

2.  Stocks2.  Stocks2.  Stocks2.  Stocks2.  Stocks

The overall investment activities of TNCs outside their home countries are best
captured by the stock of FDI.  The structure of this stock reflects the structure of international
production as undertaken by TNCs.  Furthermore, the transactions associated with these
stocks, and the manner in which they are organized, are key indicators of the depth and
nature of economic integration of countries.  Beyond that, the structure of FDI reflects, to a
certain extent, the structure of economic activity:  most FDI originates from and is concentrated
in developed countries.  As far as developing countries as a group are concerned, they
account for between
a fifth and a quarter
of the global inward
FDI stock and for a
similar share of
world GDP and
world exports
(figure I.4).  The
importance of
d e v e l o p i n g
countries in world
economic activity is
therefore also
reflected in their

Figure I.1.  The ratio of FDI flows to gross fixed capital formation,Figure I.1.  The ratio of FDI flows to gross fixed capital formation,Figure I.1.  The ratio of FDI flows to gross fixed capital formation,Figure I.1.  The ratio of FDI flows to gross fixed capital formation,Figure I.1.  The ratio of FDI flows to gross fixed capital formation,
by regions, annual average, 1982-1987 and 1988-1993by regions, annual average, 1982-1987 and 1988-1993by regions, annual average, 1982-1987 and 1988-1993by regions, annual average, 1982-1987 and 1988-1993by regions, annual average, 1982-1987 and 1988-1993

(Percentage)

Source:  UNCTAD, Division on Transnational Corporations and Investment,
FDI database.
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Figure I.2.  ODA, total private flows, FDI, portfolio equity investment and private debtFigure I.2.  ODA, total private flows, FDI, portfolio equity investment and private debtFigure I.2.  ODA, total private flows, FDI, portfolio equity investment and private debtFigure I.2.  ODA, total private flows, FDI, portfolio equity investment and private debtFigure I.2.  ODA, total private flows, FDI, portfolio equity investment and private debt
flows to developing countries, 1989-1994flows to developing countries, 1989-1994flows to developing countries, 1989-1994flows to developing countries, 1989-1994flows to developing countries, 1989-1994aaaaa

(Billions of dollars)

Source:  World Bank, 1995, table I.1; UNCTAD, Division on Transnational Corporations and Investment,
FDI database.

a ODA data do not include technical cooperation grants.  Data for 1994 are estimated.

Note:  The World Bank's classification of developing countries and hence the data on FDI and other
financial flows presented in (a) and (b) are different from those used elsewhere in this volume, as well as those
in (c).
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share of global
inward FDI stocks.
But the
concentration of FDI
in the 10 largest
recipient developing
economies, together
accounting for some
two-thirds of the
inward FDI stock of
d e v e l o p i n g
countries, appears to
be a unique feature
of these countries:
the same pattern is
not reflected in the
share of these
countries in the developing country share of exports or GDP (figure I.4).

The global outward FDI stock -- attributable to more than 250,000 foreign affiliates
controlled by at least 38,000 parent firms (table I.2) --  stood at an estimated $2.4 trillion at
the end of 1994 (figure I.5).  Developed countries, taken as a whole, account for three-
quarters of the global inward FDI stock (figure I.5), reflecting, in particular, the size and
dynamism of their economies.  Foreign-direct-investment stocks continue to be concentrated
in theTriad (Japan, the European Union and the United States) (figure I.6), with European
Union countries accounting for the largest share of both inward and outward FDI -- about
39 per cent and 45 per cent respectively -- in 1994.  The dominant position of developed
countries is particularly significant with respect to outward FDI stock, of which they account
for 94 per cent.  These shares have been quite stable, although there are indications that this
may well change in favour of developing countries if they continue to attract a growing share
of investment.

The FDI
inward stock in
d e v e l o p i n g
countries was
estimated at some
$500 billion in 1993
and $584 billion in
1994 nearly a quarter
of the global total.
Most of it  is
concentrated in the
ten largest host
economies, but less
strongly in terms of

Figure I.3.  Annual variations in FDI and portfolio equity investment,
1990-1994

(Billions of dollars)

Source:  World Bank, 1995.
a Projected by the World Bank.

Note:  The World Bank's classification of developing countries and hence the
data on FDI presented here are different from those used elsewhere in this volume.

Figure I.4.  The concentration of FDI, GDP and exports in developingFigure I.4.  The concentration of FDI, GDP and exports in developingFigure I.4.  The concentration of FDI, GDP and exports in developingFigure I.4.  The concentration of FDI, GDP and exports in developingFigure I.4.  The concentration of FDI, GDP and exports in developing
countries and in the 10 largest recipients of inward FDI stockscountries and in the 10 largest recipients of inward FDI stockscountries and in the 10 largest recipients of inward FDI stockscountries and in the 10 largest recipients of inward FDI stockscountries and in the 10 largest recipients of inward FDI stocks

among developing countries, 1985-1993among developing countries, 1985-1993among developing countries, 1985-1993among developing countries, 1985-1993among developing countries, 1985-1993
(Percentage)

Source:  UNCTAD, Division on Transnational Corporations and Investment,
FDI database.
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 Table I.2.  Number of parent corporations and foreign affiliates, Table I.2.  Number of parent corporations and foreign affiliates, Table I.2.  Number of parent corporations and foreign affiliates, Table I.2.  Number of parent corporations and foreign affiliates, Table I.2.  Number of parent corporations and foreign affiliates,
by area and country, latest available yearby area and country, latest available yearby area and country, latest available yearby area and country, latest available yearby area and country, latest available year

(Number)

Parent corporations  Foreign affiliates
Area/economy Year   based in country located in country a

Developed countriesDeveloped countriesDeveloped countriesDeveloped countriesDeveloped countries 34 35334 35334 35334 35334 353 bbbbb 93 3193 3193 3193 3193 3111111
Australia 1994 732 2 450
Austria 1993 838 2 210
Belgium and Luxembourg 1978 96 1 121
Canada 1993 1 447 4 475
Denmark 1992 800 1 289 c

Finland 1994 1 200 1 050
France 1993 2 216 7 097 d

Germany 1993 7 003 e 11 396 f

Greece 1991 .. 798
Iceland 1991 14 g 28
Ireland 1994 39 1 040
Italy 1993 445 h 1 474 h

Japan 1993 3 650 i 3 433 j

Netherlands 1993 1 608 k 2 259 k

New Zealand 1993 247 1 717
Norway 1993 1 000 3 000
Portugal 1993 1 165 7 602
South Africa 1978 .. 1 884
Spain 1992 744 6 232
Sweden 1993 3 700 6 150
Switzerland 1985 3 000 4 000
Turkey 1994 .. 2 739 l

United Kingdom m 1992 1 443 n 3 376 o

United States 1992 2 966 p 16 491 q

Developing economiesDeveloping economiesDeveloping economiesDeveloping economiesDeveloping economies 3 7883 7883 7883 7883 788 bbbbb 101 139101 139101 139101 139101 139
Bolivia 1990 .. 298
Brazil 1994 797 9 698
China 1993 379 g 45 000
Colombia 1995 302 2 220
El Salvador 1990 .. 225
Guatemala 1985 .. 287
Hong Kong 1991 500 2 828
India 1991 187 926 r

Indonesia 1995 313 s 3 472 t

Mexico 1993 .. 8 420
Oman 1995 92 t  351 t

Pakistan 1993 57 758
Paraguay 1988 .. 208
Peru 1990 .. 905
Philippines 1987 .. 1 952
Republic of Korea 1991 1 049 3 671
Saudi Arabia 1989 .. 1 461
Singapore 1986 .. 10 709
Taiwan Province of China 1990 .. 5 733
Uruguay 1988 .. 117
Former Yugoslavia 1991 112 3 900

/...
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(Table I.2, cont'd)(Table I.2, cont'd)(Table I.2, cont'd)(Table I.2, cont'd)(Table I.2, cont'd)
Parent corporations  Foreign affiliates

Area/economy Year   based in country located in country a

Central and Eastern Europe Central and Eastern Europe Central and Eastern Europe Central and Eastern Europe Central and Eastern Europe uuuuu 400400400400400 bbbbb 55 00055 00055 00055 00055 000
Albania 1994 .. 118
Belarus 1994 .. 393
Bulgaria 1994 26 918
CSFR 1994 26 ..
Estonia 1994 .. 1856
Hungary 1994 66 15 205
Poland 1994 58 4 126
Romania 1994 20 ..
Russian Federation 1994 .. 7 793
Ukraine 1994 .. 2 514

WWWWWorldorldorldorldorld 38 54138 54138 54138 54138 541 251 450251 450251 450251 450251 450

Source:  UNCTAD, Division on Transnational Corporations and Investment, based on national official
and secondary sources.

a Represents the number of foreign affiliates in the country shown.
b Totals exclude countries for which data are not available.
c For 1991.
d For 1992.
e Does not include holding companies abroad that are dependent on German-owned capital and

which, in turn, hold participating interests of more than 20 per cent abroad (indirect German participating
interests).

f Does not include the number of foreign-owned holding companies in Germany which, in turn,
hold participating interests in Germany (indirect foreign participating interests).

g For 1989.
h Not including the services sector.
i The number of parent companies not including finance, insurance and real estate in March 1993

(3,378) plus the number of parent companies in finance, insurance and real estate industries in December 1992
(272).

j The number of foreign affiliates not including finance, insurance and real estate in March 1993
(3,192) plus the number of foreign affiliates in finance, insurance and real estate industries in November 1992
(241).

k As of October 1993.
l As of November 1994.
m Data on the number of parent companies based in the United Kingdom, and the number of foreign

affiliates in the United Kingdom are based on the register of companies held for inquiries on the United
Kingdom's FDI abroad and FDI into the United Kingdom conducted by the Central Statistical Office.  On that
basis, the numbers are probably understated because of lags in identifying investment in greenfield sites and
because some companies with small presences in the United Kingdom and abroad have not yet been identified.

n Represents a total of 24 bank parent companies and 1,443 non-bank parent companies in 1991.
o Represents 518 foreign affiliates in banking in 1992 and 3,376 non-bank foreign affiliates in

1991.
p Represents a total of 2,154 non-bank parent companies in 1992 and 89 bank parent companies

in 1989 with at least one foreign affiliate whose assets, sales or net income exceeded $3 million, and 723 non-
bank and bank parent companies in 1989 whose affiliate(s) had assets, sales and net income under $3 million.

q Represents a total of 11,688 bank and non-bank affiliates in 1992 whose assets, sales or net
income exceeded $1 million, and 4,336 bank and non-bank affiliates in 1987 with assets, sales and net income
under $1 million.  Each affiliate represents a fully consolidated United States business enterprise, which may
consist of a number of individual companies.

r For 1988.
s For 1993.
t As of May 1995.
u Data for affiliates are estimated.

Note:   Cross-country comparisons based on data reported in this table should be made with caution
given differences in years and coverage across countries and that many countries report as parent companies
or foreign affiliates only those companies with significant investments.
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stocks than in terms of flows (table I.3).  With the exception of Brazil and Saudi Arabia, whose
large stocks were accumulated in earlier years and which do not appear in the list of the
largest recipients in terms of flows for 1993, the countries included in the ranking of the ten
largest recipients are the same in terms of both stocks and flows.

The sectoral structure of international production has changed profoundly over the
past decades.  In 1970, some 23 per cent of the world FDI stock was in natural resources, as
compared to 31 per cent in services.  By 1990, natural resources represented only 11 per cent
of that stock, compared to 50 per cent for services (UNCTAD-DTCI, 1993a).  In other words,
there has been a strong shift towards services in international production, a pattern reflected
in the outward FDI stock composition of major home countries (figure I.7).
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Figure I.5.  FDI world stock, by country and region,Figure I.5.  FDI world stock, by country and region,Figure I.5.  FDI world stock, by country and region,Figure I.5.  FDI world stock, by country and region,Figure I.5.  FDI world stock, by country and region,a a a a a 1988-19941988-19941988-19941988-19941988-1994
(Billions of dollars)

Source:  UNCTAD, Division on Transnational Corporations and Investment FDI database.

a For most countries (except, for example, Germany, the United Kingdom and the United States),
stocks are estimated as accumulated flows or as flows added to the stock reported in a particular year.  Data for
1994 are estimates.  For details see the annex tables 3 and 4.

b Not including reinvested earnings.
c Excluding FDI stock in the finance (except banking), insurance and real estate industries of the

Netherlands Antilles.  Based on book values (historical costs).
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North America and Europe.
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World inward FDI stock: $2,080
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3.  Flows

While data on FDI stock indicate the structure of international production, data on FDI
flows indicate how this structure is changing -- or not.  In 1993, for example,  75 per cent of
FDI inward stock was in the developed countries, and 24 per cent in the developing
countries, while their respective shares in terms of FDI inflows were 62 per cent and 35 per
cent.  If this geographic structure of flows is maintained, the structure of stocks, by necessity,
will also change.  Flow figures are, therefore, an important indicator of the direction of
evolution of international production, reflecting, as they do, the current strength of the
location specific advantages of countries as far as inward FDI is concerned and the current
strength of ownership-specific advantages (e.g., proprietary knowledge, trademarks and
brand names, human capital, etc.) as far as outward FDI is concerned.

Table I.3.  The ten largest host developing economies to FDI flows and stock,a 1993
(Millions of dollars)

Host economy Flows Host economy  Stock

All developing economies 73 351 All developing economies 500 896

Total, ten largest developing Total, ten largest developing
host economies 58 009 host  economies 336 997

Percentage share of  the ten largest Percentage share of  the ten largest
developing host economies in total developing host economies in total
flows into developing economies 79 inward stock of developing economies 67

China 27 515 China 57 172
Singapore 6 829 Singapore 50 802
Argentina 6 305 Indonesia 44 146
Malaysia 5 206 Mexico 41 912
Mexico 4 901 Brazil 40 371
Indonesia 2 004 Malaysia 26 936
Thailand 1 715 Saudi Arabia 22 463
Hong Kong 1 667 Argentina 21 701
Colombia 950 Hong Kong 17 669
Taiwan Province of China 917 Thailand 13 824

Memorandum:
Percentage share of the nine largest Percentage share of the nine largest
host economies, excluding China 42 host economies, excluding China 56

Source:  UNCTAD, Division on Transnational Corporations and Investment, based on
International Monetary Fund, balance-of-payments tape, retrieved in June 1995;  data from the
Organisation for Economic Co-operation and Development Secretariat; and national official sources.

a Excluding tax havens.
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Services Manufacturing Primary

Canada German France     Italy   Japan b  United
Kingdom

 United
 States

The relationship between stocks and flows has several elements.  New flows, by
definition, add to the FDI stock.  In addition, stocks themselves generate flows in the form
of profits which may be reinvested, thus also adding to the stock.  The size of these profits
depends, in turn, on the size of the investment stock, the profitability of the investment and
the vintage of the stock.  Stock of an older vintage is likely to generate more profits than that
of more recent vintage because start-up problems have been resolved.

The size of investment flows in any given year is small compared with the size of stocks.
Even during their peak in 1990, outflows were only 15 per cent of the global outward stock;
in 1993, that share was 10 per cent.  Developing countries, as a whole, have only recently
begun to receive sizeable investment flows.  Their inflows in 1993 were 15 per cent of their
inward stock compared with a corresponding share of 8 per cent for developed countries.
Although the absolute size of investment flows into developing countries is, on average, less
than half the size of investment flows into developed countries, these flows are producing
a more rapid increase in inward stocks than are flows to developed countries.  One
implication of this is that the  sectoral structure of FDI stocks in developing countries can
change more rapidly.

The year 1993 marked the end of the FDI recession that had prevailed in 1991 and 1992.
In 1993, the two-year fall in FDI flows was reversed, with global outflows increasing by 17
per cent, to reach $222 billion (table I.4).  The volume of FDI outflows was maintained almost
at the same level in 1994, and is expected to reach an estimated $230 billion in 1995 ($235
billion in the case of inflows).  The United States was the largest outward investor worldwide
in both 1993 and 1994 (table I.5).  Outflows from the five largest home countries increased by
19 per cent in 1993, to $146 billion (for a share of worldwide outflows of 66 per cent); data for
1994 show a decline of 10 per cent, to a level of $132 billion (table I.5).  With nearly $28 billion,
China emerged as the second largest recipient of FDI inflows worldwide in 1993 (accounting
for 13 per cent of these flows), a position just behind the United States; it continued to hold
this position in 1994 (an estimated $34 billion in inflows for China versus $49 billion in
inflows for the United States).2

I n v e s t m e n t
outflows from the
developed countries
rose by 13 per cent in
1993 and declined by -
2 per cent in 1994, not
quite recovering from
the decline during
1990-1992 (table I.4).
The reversal of the
downward trend for
the

Figure I.7.  Sectoral distribution of outward FDI stock of major home
countries, 1985 and 1993a

(Billions of dollars and percentage)

Source:  UNCTAD, Division on Transnational Corporations and
Investment FDI database.

a The left bar is for 1985 and right bar for 1993.  Data for
Canada, France and the United Kingdom are for 1992.  The figures in
parentheses show the value of total outward FDI stock.

b Based on FDI approved by, or notified to, the Ministry of
Finance.  The sectoral breakdown of actual FDI data is not available.
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developed countries is mostly a consequence of their recovery from the recent downswing
in economic activity.  Led by the United States and the United Kingdom in 1993, and
reflecting their early recovery from recession, outflows from other developed countries
(mostly in the European Union and Japan) recovered vigorously in 1994.  The highlights for
the developed countries are as follows (for a more detailed discussion, see chapter II):

Table I.4.  FDI inflows and outflows, 1982-1994
(Billions of dollars and percentage)

Central and Eastern
Developed countries Developing countries           Europe     All countries

Year  Inflows Outflows  Inflows Outflows Inflows Outflows Inflows  Outflows

Value (Billions of dollars)
1982-1986 43 53 19 4 0.02 0.01 61 57
1987-1991 142 183 31 12 0.6 0.02 174 195
1989 172 202 29 15 0.3 0.02 200 218
1990 176 226 35 17 0.3 0.04 211 243
1991 115 188 41 11 2.5 0.04 158 199
1992 111 171 55 19 4.4 0.02 170 191
1993 129 193 73 29 6.0 0.08 208 222
1994 a 135 189 84 33 6.3 0.07 226 222

Share in total b (Percentage)
1982-1986 70 94 30 6 0.03 0.01 100 100
1987-1991 82 94 18 6 0.4 0.01 100 100
1992 65 90 32 10 3 0.01 100 100
1993 62 87 35 13 3 0.03 100 100
1994 a 60 85 37 15 3 0.03 100 100

Growth rate b (Percentage)
1982-1986 24 25 -11 7 3 53 11 24
1987-1991 0.5 9 16 15 278 47 4 9
1992 -3 -9 34 76 81 -54 8 -4
1993 16 13 34 51 35 353 22 17
1994 a 5 -2 15 13 5 -13 8 0.04

Source:  UNCTAD, Division on Transnational Corporations and Investment, based on
International Monetary Fund, balance-of-payments tape, retrieved in June 1995; and data from the
Organisation for Economic Co-operation and Development Secretariat.

a Based on preliminary estimates.
b Calculated on the basis of FDI flows expressed in millions of dollars.

Note:  Here and in other tables, the levels of worldwide inward and outward FDI flows and
stocks should balance; however, in practice, they do not.  The causes for the discrepancy include
differences between countries in the definition and valuation of FDI; the treatment of unremitted
branch profits in inward and outward FDI; the treatment of unrealized capital gains and losses; the
recording of transactions of “offshore” enterprises; the recording of reinvested earnings in inward
and outward FDI; the treatment of real estate and construction investment; and differences in the
equity threshold between inward and outward FDI.  The size of the world FDI discrepancy has
declined over the past years.
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• North America.  After experiencing a large decline in 1992, FDI flows into the United
States and Canada recovered to reach some $46 billion in 1993 and $55 billion in 1994.
Outflows increased by 75 per cent in 1993, reaching a new historic high of $75 billion,
but declined in 1994 to the level of $50 billion.  The 1994 level is, however, the second
highest yet reached.

• Countries in Western Europe.  Investment inflows decreased to $76 billion in 1993, and
to $74 billion in 1994.  Outflows of FDI continued to decline in 1992 and 1993, but
regained their 1991 level by 1994.

Table I.5.  FDI outflows from the five major home countries, 1982-1994
(Billions of dollars and percentage)

United United     Total
Year France a Germany Japan a Kingdom States b (5 countries)  All countries

Value (Billions of dollars)
1982-1986 3 6 7 10 11 37 57
1987-1991 20 18 35 28 25 127 195
1989 20 18 44 35 26 143 218
1990 35 29 48 19 27 157 243
1991 24 23 31 16 33 127 199
1992 31 16 17 19 39 123 191
1993 21 17 14 26 69 146 222
1994 c 23 21 18 25 46 132 222

Share in total d (Percentage)

1982-1986 5 10 13 18 19 65 100
1987-1991 11 10 18 14 13 65 100
1992 17 9 9 10 21 64 100
1993 10 9 7 13 34 66 100
1994 c 11 10 9 12 23 59 100

Growth rate d (Percentage)

1982-1986 17 35 34 24 7 22 24
1987-1991 27 26 12 -15 6 7 9
1992 31 -30 -44 20 17 -3 -4
1993 -34 8 -20 34 77 19 17
1994 c 11 18 31 -2 -34 -10 0.04

Source:  UNCTAD, Division on Transnational Corporations and Investment, based on
International Monetary Fund, balance-of-payments tape, retrieved in June 1995; and national official
sources.

a Not including reinvested earnings.  In the case of France, reinvested earnings are not reported
after 1982.

b Excluding outflows to the finance (except banking), insurance and real estate industries of the
Netherlands Antilles.  Also excludes currency-translation adjustments.

c Based on preliminary estimates.
d Calculated on the basis of FDI flows expressed in millions of dollars.
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• Japan and other developed countries.  After attracting nearly $3 billion in 1992, investment
flows into Japan fell to $86 million in 1993 (about the same as flows into Gabon in that
year), to recover to $888 million in 1994.  Outflows declined by another 20 per cent (for
the third consecutive year), to $14 billion, falling to a trough in 1993, but increased
again in 1994, with signs of recovery thereafter.  Investment flows into other developed
countries increased by 4 per cent, reaching nearly $7 billion in 1993, but declined to $6
billion in 1994.

Though the advance of FDI flows to developed countries was substantial, the rate of
growth of flows to developing countries was even larger (34 per cent) in 1993, producing a
new record level of FDI inflows of $73 billion;3 a further increase (of 15 per cent) was
registered in 1994, to an estimated $84 billion (table I.4).  The lion’s share of this increase was
accounted for by China.  Excluding China, FDI flows into developing countries increased
only by 5 per cent in 1993 and 10 per cent in 1994.  In other words, China received the bulk
of the additional FDI flows during these two years.  Overall, however, flows into developing
countries increased more than fourfold between 1986 (the beginning of the most important
FDI upswing to date) and 1993.  Inflows to developing countries in 1995 are projected to reach
$90 billion.  This underlines the fact that developing countries as a group are becoming more
attractive to TNCs because of improved growth performance, liberalized FDI policies
(UNCTAD-DTCI, 1994a, chap. 7) and privatization programmes open to foreign participation.
In fact, developing countries today receive twice as much as the value of world FDI flows was
in 1986.  (The share of  developing countries in global flows increased from 18 per cent in 1989
to 44 per cent in 1993 if intra-European Union investments are excluded.)  Investment
outflows from developing countries -- particularly to other developing countries -- have also
increased noticeably since the mid-1980s, to reach $13 billion in 1994.

The highlights, by geographical region, are as follows (for a more detailed discussion
of regional trends, see chapter II; for a discussion of the volatility of FDI flows to developing
countries, see UNCTAD-DTCI and World Bank, forthcoming):

• Asia.   Investment inflows to South, East and South-East Asia and the Pacific increased
by 54 per cent in 1993, reaching some $48 billion in that year (with $28 billion
accounted for by China), with a further increase to $59 billion in 1994 ($34 billion to
China).  This subregion accounted for 70 per cent of total flows into developing
countries in 1994 (table II.2).  Inflows to West Asia have been small, amounting to only
a yearly average of $1.4 billion during 1991-1994, despite the region's investment
potential.

• Latin America and the Caribbean.  Investment inflows increased by 13 per cent in 1993
and by 2 per cent in 1994, reaching $20 billion in 1994.  The region accounted for 24 per
cent of total flows into developing countries in 1994.

• Africa.  At about $3 billion in 1993 and $3.1 billion in 1994, FDI flows into Africa
remained stagnant, despite the liberalization of investment regimes by a number of
countries.  As a result, Africa’s share of all flows into developing countries declined
to 4 per cent in 1993, compared with 11 per cent during 1986-1990.
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The ten largest host developing economies have consistently absorbed a substantial
portion of total flows to developing countries over the past ten years (79 per cent in 1993)
(table I.3).   On the other hand, FDI flows to the 48 least developed countries have remained
consistently small:  only some $800 million in 1993 (about the size of flows into Brazil); their
share of total flows into developing countries was minuscule, at 1 per cent that year.  The
concentration of FDI in developing countries is considerably higher than that of ODA and the
average GDP per capita of the ten largest host developing economies, as expected, is
significantly above that of the ten largest recipients of ODA, underlining the attractiveness
of prosperous markets to TNCs (figure I.8).

Investment flows into the countries of Central and Eastern Europe4 increased by 35 per
cent in 1993 and by another 5 per cent in 1994, reaching some $6 billion in the latter year, for
a stock of $20 billion at the end of 1994, attributable to some 55,000 foreign affiliates (table I.2).
Central and Eastern Europe accounted for 3 per cent of worldwide inflows in 1994.

One special factor that played a role in the growth of FDI across regions was privati-
zation.  The value of FDI from privatization accounted for nearly 8 per cent of total
investment flows into developing countries in 1993 (table I.6).  The story varies from region
to region.  In Latin America and the Caribbean, FDI from privatization more than halved in
1993 while total FDI
flows continued to grow
strongly.  On the other
hand, privatization-re-
lated FDI increased more
than tenfold in sub-Sa-
haran Africa between
1992 and 1993, though
over 90 per cent of that
investment consisted of
one privatization (in Ni-
geria).  East Asia and the
Pacific saw a doubling
of FDI from privatization
in 1993 from a low initial
level, but the share of
these investments in to-
tal inflows remained
constant.  Privatization
need

Source:  UNCTAD, Division on Transnational Corporations
and Investment, FDI database and World Bank, 1995.

Figure I.8.  FDI and ODA in developing economies, 1990-
1994
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not represent a one-off factor influencing FDI flows.  In many cases, additional post-
privatization investments have followed the initial investment; at the same time, privatization
has also led to disinvestments (Dunning and Rojec, 1993).

Looking at the picture as a whole, the recovery of FDI flows in 1993 and 1994 appears
robust.  However, only a few developed and developing countries registered sizeable
increases in investment inflows, with these increases being concentrated in China and the
United States.  As FDI flows to developed countries resume their upward trend and as the
rapid growth of flows into China subsides, the distribution of investment flows will shift
again in favour of developed countries.  In other words, the growing share of developing
countries in global FDI

Table I.6.  FDI from privatization in developing countries, 1989-1993 a

(Millions of dollars and percentage)

Region 1989 1990 1991 1992 1993 1989-1993

North Africa and Middle East
FDI from privatization 1.0 - 3.2 19.2 302.0 325.4
Share of region’s FDI inflows  0.06 - 0.4 1.4   22.3    5.5

Sub-Saharan Africa
FDI privatization 13.8 38.2 11.1 49.8 544.7 657.6
Share of region’s FDI inflows 0.6 4.3 1.2 4.6 52.1   10.8

East Asia and the Pacific
FDI from privatization - 0.7 77.1 522.7 1 076.4 1 676.9
Share of region’s FDI inflows - 0.01 0.6 2.6   2.9    1.9

South Asia
FDI privatization 0.1 10.6 4.2 41.8 16.2  72.9
Share of region’s FDI inflows 0.02 2.0 0.9 6.9 2.0    2.5

Latin America and the Caribbean
FDI from privatization 183.3 2 461.5 3 264.3 2 414.5 1 107.4 9 430.5
Share of region’s FDI inflows   2.3   32.5 27.8 18.4 7.2    16.9

All developing regions
FDI from privatization 198.2 2 511 3 359.9 3 048 3 047 12 164.1
Share of region’s FDI inflows 0.9 12.3 12.2 8.4 5.5     7.6

Memorandum:
Central and Eastern Europe

FDI from privatization  461.5 b 475.5 b 1 868.2 2 697.9 2 979.8 7 545.9 c

Share of region’s FDI inflows   .. .. 76.3 58.5 53.3    59.7 c

Source:  Based on Sader, 1994.
a The World Bank’s developing-country classification used in this table differs from that used

elsewhere in this report.
b FDI from privatization is larger than the recorded FDI inflows reported by the IMF in the

balance-of-payments data.
c 1991-1993.

Note:  For the purposes of this table, each region comprises only those countries that have
received FDI in connection with privatizations.
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flows until 1993 has reflected mostly temporary factors -- the FDI recession in the developed
countries and the rapid emergence of China as a host country -- and not a structural shift in
the distribution of these flows towards developing countries.

4.  The largest -- and smallest -- transnational corporations

The largest 100 TNCs (excluding those in banking and finance) ranked according to
foreign assets had an estimated $3.7 trillion worth of global assets in 1993, of which $1.3
trillion was outside their respective home countries (table I.7).  These top 100 TNCs -- all
based in developed countries -- accounted for about a third of the combined outward FDI
stock of their countries of origin in 1993.  In the same year, foreign assets of these firms
remained stagnant, reflecting sluggish economic conditions, while their total assets grew by
10 per cent.5  Highlights are the following:

• Oil, electronics and automobile companies dominate the largest 10 of the top 100
TNCs by foreign assets.  Transnational corporations  in electronics industries (ranging
from consumer and industrial electronics to telecommunications systems) have
moved up in the ranking.  Indeed, the foreign assets of the electronics TNCs among
the top 100 exceed those of any other industry (figure I.9).

• Total sales by the foreign affiliates of 23 electronics TNCs accounted for 80 per cent of
the estimated total world sales in electronics.6  The total value of foreign sales is, in
fact, highest in the electronics industry (figure I.10).  A ranking by foreign sales gives
a different ordering of companies (table I.8) than that based on foreign assets.

• The top 100 TNCs appear to be concentrating on core activities, reducing the number
of product areas through divestment and consolidation.  For example, Electrolux has
divested almost all operations in commercial services (Annual Report, 1993).  Nestlé
withdrew from a service industry by selling its hotel business, reducing in the process
its total number of overseas employees by 9,000.

Figure I.9.  The top 100 TNCs:  assets by industry, 1993
(Billions of dollars and number of companies)

Source:  UNCTAD, Division on Transnational Corporations and Investment.
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• The top 100
TNCs are
i m p o r t a n t
employers at
home and
a b r o a d
(tables I.7 and
I . 9 ) .
However, the
process of
rationalization
by a number
of TNCs
among the
top 100 has
also involved
t h e
downsizing
of corporate operations.  Major car producers, such as Daimler Benz and Ford, have
reduced the workforce in their domestic operations (by 6 and 4 per cent, respectively),
while expanding employment abroad (by 9 and 8 per cent, respectively).  In other
cases, such as Volkswagen and Chrysler, the reduction affected both domestic and
overseas employees.  Similarly, large reductions of total and overseas employees have
been implemented by Xerox, IBM and Philips and have been announced by Royal
Dutch Shell.

The figures for foreign assets, foreign employment and foreign sales, taken in isolation,
do not capture fully the extent  of involvement of TNCs in the world economy.  For example,
foreign assets, in and of themselves, may understate the importance of transnational labour-
intensive operations by some TNCs.  On the other hand,TNCs in industries such as
petroleum refining and mining may have  minimal involvement of local labour or other local
resources in
their overseas operations.  To capture more adequately the importance of international
activities for the top 100 TNCs, an index of transnationality has been calculated as a
composite measure of shares of foreign assets, foreign sales and foreign employment (figure
I.11). 7

Ranking the top 100 TNCs according to the composite transnationality index gives a
quite different picture from the one arising by ranking these TNCs according to the absolute
amount of their foreign assets.  Royal Dutch Shell, the top TNC on the basis of the size of its
foreign assets, falls to twenty-second place on the transnationality index, and Nestlé rises to
first place.  Indeed, the transnationality of the top 100 TNCs as captured by this index is not
correlated at all with their size measured in terms of foreign assets. Industry differences play
a more important role.  By industry, chemical TNCs score highest on the transnationality
index (61 per cent), followed by food TNCs (53 per cent).  Firms in electronics -- the largest
industry in terms of foreign assets -- fall in relative importance (43 per cent), and trading
firms have the lowest ranking (30 per cent).
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Figure I.10.  The top 100 TNCs:  sales by industry, 1993
(Billions of dollars and number of companies)

Source:  UNCTAD, Division on Transnational Corporations and
Investment.
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Table I.8.  The top 5 TNCs by foreign sales, 1993
(Billions of dollars)

Company Industry   Home country Foreign sales

The top 5 TNCs by foreign sales
Exxon Petroleum United States 87.7
Mitsubishi Trading Japan 65.3
Mitsui Trading Japan 49.8
Sumitomo Trading Japan 47.2
Royal Dutch Shell Petroleum United Kingdom/

Netherlands 45.5
The top 5 electronics TNCs by foreign sales
IBM United States 37.0
Matsushita Electronics Japan 31.7
Philips Electronics Netherlands 26.6
Sony Japan 26.3
Asea Brown Boveri Switzerland 24.7
The top 5 motor vehicles and parts TNCs by foreign sales
Toyota Japan 41.1
Ford United States 36.0
Daimler-Benz Germany 34.5
General Motors United States 28.6
Honda Japan 25.0

Source:  Based on table I.7.

The transnationality index also shows that TNCs from small economies (in terms of
GDP), such as Belgium, the Netherlands, Sweden and Switzerland, have a strikingly larger
proportion of their activities abroad than TNCs based in large economies, such as France,
Germany, Japan and the United States.  Obviously, the size of their domestic markets is a
limitation and provides an additional incentive to expand abroad.  Examples are Solvay and
ABB, each with 90 per cent of their activities abroad. Generally, TNCs from Japan rank low
on the transnationality index, although this may be partly due to the higher weight of yen-
denominated assets at a time when that currency is strong.

Table I.9.  The top 5 TNCs by foreign employment, 1993
(Number of employees)

   Foreign
     Company            Industry Home country employment

General Motors Motor vehicles and
parts United States 270 000

United Technologies Aerospace United States 252 000
Nestlé Food Switzerland 203 000
Philips Electronics Electronics Netherlands 200 000
Asea Brown Boveri Electrical equipment Switzerland 193 000

Source:  Based on table I.7.
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Attention normally focuses on large TNCs as these, individually, tend to have a greater
impact on host economies and international economic transactions.  But, as the universe of
TNCs indicates (table I.2), there are many small and medium-sized enterprises that are also
TNCs, each contributing to the integration of the world economy.  Many of them are quite
transnationalized:  a sample of 50 small and medium-sized TNCs based in developed
countries (table I.10) indicates a composite transnationality index of 33 per cent, which
compares with 41 per cent for the composite index of the top 100 TNCs.  None the less, a
number of small and medium-sized firms have most of their production located abroad and
only their headquar-
ters at home, focus-
ing on management
and R&D activities.
Examples include
Dalcon A/S (Den-
mark), a frozen food
manufacturer (75
per cent), and Data
Measurement Cor-
poration, a United
States manufacturer
of industrial control
systems (57 per
cent).  Among the
three indicators of
t ransnat iona l i ty ,
small and medium-
sized TNCs are more transnationalized in terms of employment (44 per cent) than in terms
of assets (28 per cent) and sales (26 per cent), reflecting the generally more labour-intensive
nature of smaller firms.  Although a number of firms in the sample (about one-half) are
operating in high-technology industries, many have relatively high labour-intensive opera-
tions abroad.

In sum, the universe of TNCs is diverse, comprising not only large, but also small firms.
Indeed small and medium-sized enterprises are quite international, though not as much as
the largest TNCs.  While the TNCs discussed so far are based in developed countries, the
universe of TNCs (table I.2) also includes firms from developing economies, to which the
discussion now turns.

B.  Foreign direct investment and transnational
corporations from developing countries

The need to remain competitive internationally -- including the necessity of servicing
prosperous markets through a local presence and the need to have access to resources
elsewhere -- has pushed growing numbers of firms from developing countries to invest
abroad (box I.1).  Governments are also beginning to recognize the importance of outward
FDI for the

Figure I.11.  The top 100 TNCs:  distribution according to the
internationalization index, 1992 and 1993

(Percentage)

Source:  UNCTAD, Division on Transnational Corporations and

Number
of

corporations

Index of internationalization

1993

1992
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Global trends  Chapter I

competitiveness of their indigenous firms and are beginning to remove regulatory obstacles
to such investments (chapter VII).   In response, FDI outflows from developing countries
grew rapidly, amounting to $33 billion in 1994, and their share in global outflows increased
from 5 per cent to 10 per cent between the periods 1980-1984 and 1990-1994 (table I.11).8  Still,
the share of outflows from developing countries in worldwide outflows is significantly lower
than the share of exports from developing countries in global exports and the share of
developing countries in world GDP:  6 per cent compared with 23 per cent for exports and
21 per cent for GDP in 1993.  But TNCs based in developing countries certainly have the
potential to become a formidable new source of FDI over time, including for other developing
countries.

Box I.1.  The 50 largest TNCs based in developing countries

Of the 100 largest companies based in developing countries in terms of total sales,
65 are TNCs.  The 50 largest of these ranked by foreign assets are contained in box table
1 -- the first attempt to compile a list of the largest TNCs based in developing countries.
In terms of the size of total assets and total sales, as well as foreign assets and foreign sales,
TNCs from developing countries are significantly smaller than the largest TNCs worldwide
(box figure 1).  The largest company in terms of total assets, Samsung (Republic of Korea),
had total assets equivalent to those of Sony (Japan).  Samsung is also the largest
developing country TNC by total sales, equivalent to British Petroleum (United Kingdom)
in the list of the top 100 TNCs.

Figure 1. Comparison of the largest TNCs based in developing countries and the top 100 TNCs
worldwide

(Billions of dollars)

               Source:  UNCTAD, Division on Transnational Corporations and Investment.

The largest developing-country TNC judging by the size of its foreign assets is Cemex S.A.
(Mexico), whose principal activities are in construction.  Its foreign assets are 90 per cent of the
foreign assets of RJR Nabisco (United States), the last in the list of the top 100 TNCs worldwide.
In 1993, Cemex S.A. expanded its activities abroad by acquiring two Spanish cement companies
and by acquiring a major cement company in Venezuela.a  In total, Cemex S.A. owns cement
production facilities in six countries, including the United States.b  As a result of these recent
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    (Box I.1, cont’d)

acquisitions, Cemex S.A. has become an influential player in several countries in Asia and Latin
America.  The growth of its operations abroad has also helped Cemex S.A. to ride out Mexico’s
exchange rate crisis, with its revenues from abroad offsetting the losses at home from the peso’s
devaluation.

The distribution of foreign assets by industry shows that  TNCs based in developing countries
invest primarily  in services (box figure 2).  This reflects, to a certain extent, that services’ output as
a percentage of GDP for the major developing economies has grown substantially.  Even TNCs based
in natural resources
have successfully di-
versified into the
services sector:  for
example, Sime
Darby, Malaysia’s
largest plantation
firm, has diversified
into heavy-equip-
ment trading and en-
gineering, and tar-
gets infrastructure
development in the
growing economies
of East and South-
East Asia.  In con-
trast, the largest in-
dustry by foreign sales is electronics. Transnational corporations from the Republic of Korea rank high
in terms of foreign sales.  The top three electronics companies -- Samsung, LG Electronics and Daewoo
-- produced abroad about 10 per cent of their total output in 1993, and this share is expected to grow
at least to 30 per cent by the year 2000.c

Figure 3.  The location of the 50 largest TNCs based in
developing economies, 1993

                                                                                         Republic of Korea   9
                                                                                      Taiwan Province of China   7
           Mexico   5

Hong Kong   7
                      India   1

               Malaysia  4    Philippines
2

                   Singapore   3

     Brazil   10

Source:  UNCTAD, Division on Transnational Corporations and
Investment.

0 20 40 60 80 100 120

Others

Electronics

Petroleum

Food

Cement

Construction
Domestic assets.

Foreign assets.

$ billion

Figure 2.  The 50 largest TNCs based in developing countries:
assets by industry, 1993

(Billions of dollars)

Source:  UNCTAD, Division on Transnational Corporations and Investment.
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    (Box I.1, cont’d)

The top 50
TNCs based in
d e v e l o p i n g
countries are
considerably less
internationalized
than the world’s top
100 TNCs:  the
average index of
foreign activity of
the top 50 TNCs is
13 per cent in
comparison with 41
per cent for the
world’s top 100 TNCs (box figure 4).

Given the low level of internationalization of TNCs from developing countries,
there is clearly considerable scope for further growth and expansion of their international
activities.  The forces of liberalization and globalization are likely to push them precisely
in that direction -- at the same time as they develop the ownership specific advantages
that are typically required to invest abroad successfully.

a Geri Smith, “Cemex:  solid as Mexico sinks”, Business Week, 27 February 1995.
b Ibid.
c Sohn Jie-Ae, “Korea’s big rush abroad”, Business Korea, 12, 6 (December 1994), pp. 30-32.

Presently, however, the outward FDI stock of developing countries, some $117 billion
at the end of 1993, is still small and constitutes only 5 per cent of the global outward stock.
China, Hong Kong,9 the Republic of Korea, Singapore and Taiwan Province of China alone
accounted for 71 per cent of outward stock and for 90 per cent of outflows from developing
countries in 1993.  In 1990, the share of developing countries in the inward FDI stock of 58 host
countries was, on average, about 6 per cent but, for example, significantly higher in Thailand
(40 per cent), Malaysia (41 per cent), Sri Lanka (49 per cent) and China (65 per cent) (UN-
TCMD, 1993b, pp. 24-25, table II.1).

Most FDI originating in developing countries (to the extent that a sample of countries
is indicative) is directed to other developing countries, although developed countries are
receiving a growing share of that investment.  Data on inward FDI support this:  a sample of
important host developing countries reported that developing countries accounted for 19 per
cent in 1990 while a sample of important host developed countries reported that developing
countries accounted for 4 per cent in the same year (UNCTAD-DTCI, 1993a).  This overall
performance of the developing countries is largely due to high intraregional FDI flows in Asia,
where the developing countries of the region account for some 37 per cent of FDI inflows in
a sample of important countries (table II.3).  For example, nearly three-quarters of FDI

9
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Figure 4.  Comparison of the internationalization index between the top 100
TNCs worldwide and the 50 largest TNCs based in developing countries

Source:  UNCTAD, Division on Transnational Corporations and
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implemented in China during the period 1990-1993 originated in Hong Kong, Singapore and
Taiwan Province of China (UNCTAD-DTCI, FDI data base).  In Indonesia, Malaysia,
Philippines and Thailand, one-quarter of FDI inflows during the period 1985-1992 ($20
billion) was also from these economies (JETRO, 1994, pp. 10-15).  Taiwan Province of China
and Hong Kong are, respectively, the largest and second largest home countries for FDI in
Viet Nam;  together, all the Asian newly industrializing economies accounted for 52 per cent
of the total approved FDI inflows in that country during the period 1988-October 1994. 10

Singapore became the largest investor in Myanmar with about one-quarter of the total
approved FDI ($1 billion) during the period 1988-March 1994, and some $100 million worth
of FDI from Singapore has been approved by Cambodia. 11

Intraregional FDI exists also in Latin America, but it is still small compared to Asia,
although it has been boosted by the liberalization of investment and trade policies and the
emergence of TNCs from such countries as Chile, Mexico and Venezuela; Chile, e.g., has
largely liberalized its outward FDI regime (chapter VII).  The North American Free Trade
Agreement and its envisaged expansion to Chile (and, potentially, other countries in that

Table I.11.  Average annual FDI outflows from developing economies and
 the world, 1970-1994
(Millions of dollars)

Home region/economy 1970-1979 1980-1984 1985-1989 1990-1994

Developing region/economy, total  304    2 467 8 425 21 857
Africa  36        924 998 832

Nigeria .. 819 839 552
Latin America and the Caribbean,  of which:  100      416 713 2 095

Brazil  90      236 212 734
Mexico 2 30 142 185

East, South and South-East Asia, a  of which:  149      895 5 816  18 507
China  -        90 b 671  2 429
Hong Kong .. 355 1 968 10 245

Republic of Korea  10        73 157  1 271
Malaysia 75 245 231 904

Singapore  ..      106 325 837
Taiwan Province of China  4        45 2 384  2 640
Thailand  5          2 49  171

West Asia  18      229 890  420
Kuwait 32 c 141 438 598

World 27 705 49 523 136 381 215 502
Developing economies as percentage of world 0.3 5.0 6.2 10.1

Source: UNCTAD, Division on Transnational Corporations and Investment, based on
International Monetary Fund, balance-of-payments tape, retrieved in June 1995; data from the
Organisation for Economic Co-operation and Development Secretariat; national official sources; and
own estimates.

a Includes the Pacific.  The total FDI for the subregion for some years is less than the sum of
economies listed below due to negative outflows.

b Annual average for 1982-1984.
c Annual average for 1975-1979.
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region) and MERCOSUR (chapter II) are also expected to play a role in stimulating FDI
through the regional restructuring of TNC operations  based in -- or operating in -- the
member countries.  For instance, the number of strategic alliances between  Argentinean and
Brazilian firms is increasing.12  There are also signs that FDI between Colombia, Ecuador and
Venezuela (members of the Andean Common Market) has been growing in response to the
negotiation of a free trade agreement, as well as the liberalization of investment regimes
(JETRO, 1994).  Venezuela has become a sizeable outward investor (indeed, a net outward
investor in 1993), with investments especially in Colombia and Ecuador; similarly, investment
outflows from Colombia to Venezuela doubled between 1990 and 1993 to $50 million (JETRO,
1994).  Finally, some 60 per cent of Chile’s cumulative outward investments is in Latin
America.13

As far as interregional flows are concerned, the principal direction is towards developed
countries, although developing countries in other regions also figure among the recipients.
China has become the third largest source country in Peru, with large investments in the
mining and petroleum industries. 14  Developing Asian TNCs, in particular, are beginning to
set their eyes on developed countries, although TNCs from Latin America (e.g., Mexico) have
also invested significantly there, especially in the United States and Western Europe.  Asia’s
share in the total inward stock of the United States increased from 0.8 per cent in 1988 to 1.2
per cent in 1993, while the share of imports into the United States from Asia remained
relatively stable between these two years (21 per cent and 23 per cent, respectively) (table
I.12).  The share of outward investment (stock) from the Republic of Korea going to developed
countries rose from one-third in 1980 to more than one-half in the early 1990s, an increase that
also took place (from 43 per cent to over 50 per cent) in the case of Taiwan Province of China
(UNCTAD-DTCI, FDI database).  Similarly, the proportion of Singapore’s outward FDI stock
in developed countries more than doubled during 1985-1990, from 16 per cent to 35 per cent
(UNCTA-DTCI, FDI database).  To illustrate, Samsung (Republic of Korea) plans to invest
over $700 million in an automobile manufacturing plant and another £450 million in an
electronics complex in the United Kingdom.  The same company has acquired AST Research,
a personal computer manufacturer in the United States, for $378 million.15  Other examples
include Sime Darby (Malaysia), which acquired Lec Refrigation (United Kingdom) for some
$35 million in 1994; Hyundai (Republic of Korea), which is planning to invest $1.3 billion in
a semiconductor plant in the United States; and Cemex (Mexico) which has investments in the
United States and Spain.16  Furthermore, TNCs from the Asian newly industrializing
economies have also increasingly been engaging in strategic alliances with firms from
developed countries (Schultz, forthcoming).17

The prospects of more FDI from developing countries are bright, for at least two
reasons.  First, as countries develop and their firms acquire more ownership specific
advantages, they are in a better position to invest abroad.  Secondly, and independently of
the level of economic development of a given country, the opportunities and pressures of a
liberalizing and globalizing world economy make it more and more necessary for firms to
complement their existing portfolio of proprietary assets and managerial capabilities with an
appropriate portfolio of international locational assets in order to be competitive with their
international rivals.  (For an elaboration, see the Introduction to Part Two.)  Even low-income
countries have
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pockets of capabilities, and firms in these pockets posses the strengths to spawn foreign
affiliates.  At the same time, the country-specific knowledge required to produce abroad -- be
it of a regulatory nature or a product-specific nature -- has decreased as economies have
become more open and tastes and demand have become more similar, at least in certain areas,
thus reducing the barriers to inward FDI.  At the same time, these pressures for outward FDI
at the level of firms need to be weighed against the constraints that may exist due to
macroeconomic considerations -- a subject taken up in chapter VII.

C.  Different forms of international transactions

The growth of FDI, including the emergence of developing countries as outward
investors, is part of the broader process of internationalization driven by heightened
international competition.  Firms supply goods and services to foreign markets through
trade.  They invest abroad for the same reason, as well as to obtain access to factors of
production.  More broadly, they undertake and organize international production employing
a wide variety of modalities of international transactions, including FDI; cross-border intra-
firm trade; cooperative inter-firm agreements (such as strategic alliances);  non-equity forms
of TNC involvement (e.g., licensing, turnkey agreements, franchising, management contracts);
and subcontracting.  Apart from transactions such as these, which are conducted under the
common governance of TNCs, firms also undertake arm’s length transactions, especially
trade -- until recently the most important form of delivering goods and services to foreign
markets.  The important thing is that, in their totality, these various modalities are not only
used to access international market for outputs, but also to access international markets for
inputs for the production process, i.e.,

 Table I.12.  The importance of developing economies in inward FDI stock and
imports of

selected developed countries, 1988 and 1993
(Percentage)

           Share of FDI stock from: Share of imports from:
  All developing     Developing   All developing     Developing
    economies          Asia      economies           Asia

Host country 1988 1993 1988 1993 1988  1993 1988 1993

United States    6.4 6.7 0.8 1.2 36.8 40.5 20.6 23.3
United Kingdom    3.8 2.7 a 1.1 1.7 a 12.1 13.9 a 7.1 8.8 a

Japan b 4.2 7.6 2.9 4.1 48.7 52.0 31.4 34.7
Germany 2.3   2.1 a 0.6 0.6 a 14.4 13.8 a 6.7 7.6 a

France  2.1 c 2.0 d 0.2 c 0.3 d 13.8 c 15.7 d 4.7 c 6.2 d

Source:  UNCTAD, Division on Transnational Corporations and Investment, based on the
Division’s FDI database; OECD, 1994a and International Monetary Fund, 1994b.

a 1992.
b Based on cumulative FDI approvals/notifications for fiscal years.
c 1989.
d 1991.
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tangible and intangible factors of production, such as technology and technological know-
how, skills, natural resources and other natural and created assets that are important for
international production (and for which there may not always be international markets).  For
firms, these various modalities are partly interchangeable (e.g., subcontracting can be a
substitute for FDI) and partly complementary (e.g., FDI and trade), being used in accordance
with the needs of individual firms.  They are interconnected in an overall concern to convert
global inputs into outputs for global markets as efficiently and profitably as possible
(Buckley, 1989).

Monitoring the magnitude and hence the changing importance of these different
modalities is difficult, given the lack of satisfactory data.  One indicator of the importance of
international production is the worldwide sales of foreign affiliates (“establishment trade”),
whose importance exceeds that of exports of goods and non-factor services (table I.13).  But
this importance varies greatly among countries.  In the case of the United States, worldwide
sales of foreign affiliates in 1992 were over two and-a-half times the value of exports of goods
and non-factor services (table I.14);  in the case of Italy, they accounted for only one-third
(table I.15).

Table I.13.  Forms of international transactions in the world, 1984-1993
(Billions of dollars)

Sales associated Intra-firm exports Exports of Exports of goods and
Sales of   with licensing     of goods and goods and   non-factor services
 foreign with unaffiliated       non-factor  non-factor   excluding estimates

Year affiliates a        firms b        services c   services  of intra-firm exports

1984 2 581  30 816 2 449 1 632
1985 2 400  40 734 2 202 1 468
1986 2 675  50 819 2 458 1 638
1987 3 492  60 971 2 912 1 941
1988 4 090  80 1 109 3 327 2 218
1989 4 640   80 1 202 3 606 2 404
1990 5 089 110 1 399 4 196 2 797
1991 5 373 120 1 482 4 446 2 964
1992 5 235 120 1 646 4 939 3 293
1993 .. .. 1 587 4 762 3 175

Source:  UNCTAD, Division on Transnational Corporations and Investment.

a Estimated by extrapolating the worldwide sales of foreign affiliates of TNCs from France,
Germany, Italy, Japan and the United States on the basis of the relative importance of these countries
in worldwide outward FDI stock.  However, the data on sales of foreign affiliates for France are
included only after 1988 because of unavailability of the data prior to that year.  For Italy the sales data
are included only in 1986, 1988, 1990 and 1992.

b The share for unaffiliated firms’ receipts of royalties and fees worldwide is based on the share
of unaffiliated firms in the total receipts of royalties and fees for the United States.  Sales are estimated
using the assumption that royalties and fees, as a proxy for licensing, are 7.5 per cent of total sales
associated with them.

c Estimated on the basis of the assumption, based on United States data, that intra-firm trade
accounts for about one-third of total trade.  Some intra-firm exports may be included in the sales of
foreign affiliates.
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Licensing agreements are another relevant indicator.  These agreements typically entail
an important element of continuous control as they involve the use of the parent firms’
technology by the firms purchasing a licence.  Assuming that royalties and fees represent an
estimated 7.5 per cent of sales associated with licensing (5-10 per cent according to Ehrbar,
1993; Buckley and Smith, 1994), then goods and services delivered to foreign markets by way
of licensing agreements have doubled between 1987 and 1992 (table I.13).

Data on the importance of other (partial) indicators of international production are not
available.   It is, however, indicative that the number of cross-border strategic alliances
increased substantially over the past two decades, suggesting that transactions associated
with them have increased as well (Hagedoorn and Schakenraad, 1991; Hagedoorn and
Duysters, 1994).  Strategic alliances in high technology industries (new materials, biotechnology
and information technology) increased from an estimated 145 in 1980 to 449 in 1993
(Hagedoorn and Duysters, 1994).

Worldwide sales by foreign affiliates plus sales associated with worldwide licensing
with unaffiliated firms as a percentage of world exports  (goods and non-factor services) were
an estimated 108 per cent in 1992 (table I.13).  Again, this share differed considerably between

Table I.14.  United States:  forms  of  international transactions, 1986-1993
(Billions of dollars)

Sales  associated     Sales     Merchandise
Sales of   with licensing associated    Intra-firm        exports
 foreign with unaffiliated     with   merchandise Merchandise       excluding

  Year affiliates a        firms b franchising c      exports d    exports e  intra-firm exports

1986 929 32 f ..  83 227 144
1987 1 053 38 1.5  89 254 165
1988 1 195 45 1.8 112 322 211
1989 1 285 53 2.7 130 364 234
1990 1 493 44 3.2 135 394 258
1991 1 542 57 4.4 148 422 274
1992 1 579 52 4.5 163 448 285
1993 1 574 70 5.4 169 465 296

Source:  UNCTAD, Division on Transnational Corporations and Investment, based on United
States, Department of Commerce, U.S. Direct Investment Abroad: Operations of U.S. Parent Companies and
their Foreign Affiliates and Foreign Direct Investment in the United States:  Operations of U.S. Affiliates of
Foreign Companies, various issues; and unpublished data.

a May include sales arising from intra-firm trade.  All industries of all foreign affiliates.
b Estimated for unaffiliated firms on the basis of the assumption that receipts of royalties and

fees, as a proxy for licensing, are 7.5 per cent of total sales associated with them.
c Estimated on the basis that franchising fees are 7.5 per cent of total sales associated with them.
d Exports of non-bank parent firms shipped to their foreign affiliates and exports shipped by

United States affiliates of foreign firms to their parents and their foreign affiliates.
e Exports of goods and non-factor services are about 40 per cent higher than merchandise

exports.
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countries: in the case of the United States, it was about 250 per cent in 1993, while in the case
of Germany, it was 78 per cent in 1991 (tables I.14 and I.15).  These figures do not, however,
take into account that (extrapolating from United States data) some one-third of world trade
takes place within transnational corporate networks and, therefore, is not of an arm’s length
nature.  Consequently, in order to compare the importance of transactions associated with
international production with those that are of an arm’s length nature, it is necessary to
subtract intra-firm exports from world exports and add them to transactions associated with
international production.  As a result, the ratios of sales associated with international
production to the value of arm’s length exports increase to 210 per cent and 213 per cent,
respectively, in 1984 and 1992 for the world as a whole (table I.13).  In other words, only about
one-third of international transactions are not associated with international production.  In
the case of the United States, whose firms are among the leaders in the internationalization
process (and for which better data are available), arm’s length transactions are as little as one-
fifth of all international transactions (table I.14).  In other words, four out of five dollars
received for goods and services sold abroad by United States firms are actually earned from
goods and services produced by their foreign affiliates or sold to them.

One consequence of these developments is that a large and growing share of international
transactions no longer takes place between independent agents governed entirely by market
forces, but rather in conjunction with international production organized by associated
agents under more or less common corporate governance.  Another consequence is that a firm
that engages in international transactions using more than one modality is likely to expose
itself to a wider range of potential business-related risks.  But such diversification can also
reduce its vulnerability to risks associated with any single form of international transaction
-- i.e., it can increase its resilience to specific shocks -- and it endows it with a portfolio of
locational assets that becomes a source of its competitiveness (see Part Two).

Not only does the probability of external shocks increase as markets and the organization
of production increasingly become global in nature, but also created assets become more
important in the production process.  What matters to firms is increasingly not only access
to markets for outputs but also access to markets for factors of production.  One outcome of
this is that, as TNCs expand the range and depth of their international transactions, they help
countries to participate more fully and more sophisticatedly in a deeper international
division of labour.  This is particularly important for the majority of developing countries that
currently participates in the world economy primarily through trade and inward FDI.  One
implication of this for policy makers is that, if they wish to encourage this process, they need
to allow -- if not encourage -- their firms  to engage in a wide range of international
transactions, including outward FDI -- a matter taken up in chapter VII.

Another outcome is that even a market-access concept that includes the various forms
of access to (output) markets captures only a part of the process through which firms convert
global inputs into outputs for global markets -- namely, the final part of this process, servicing
markets.  It does not capture that part of the process during which inputs are transformed
globally into outputs, i.e., the international production process itself and, in particular, access
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Global trends  Chapter I

to international markets for factors of production that this involves.  “Access to markets for
outputs and factors of production” rather than “market access for outputs” alone more
adequately captures the essential characteristics of the internationalization process.  Therefore,
the policy implication, this time for international negotiators, is that they need to redefine the
parameters of international policy discussions in a manner that captures the entire scope of
international production, covering both access to markets for goods and services and access
to markets of factors of production.

*  *  *

Notes

1 For example, direct purchases (net) by foreigners in Mexico’s equity market, a component
of portfolio equity investment, are estimated at about $11 billion in 1993 (World Bank,
1995). Probably most of these purchases were undertaken by institutional investors (e.g.,
mutual funds), and these would not constitute FDI even if the share of foreign ownership
exceeded the threshold that qualifies an investment as a FDI.

2 For a discussion of the data relating to China see chapter II.
3 This figure differs from the estimate for 1993 reported in UNCTAD-DTCI, 1994a, due to

data revisions.
4 The country classification for Central and Eastern Europe in this chapter, which follows

the definition by the UNCTAD Secretariat as presented in annex tables, is different from
that in the section on Central and Eastern Europe in chapter II where countries are
regrouped for analytical purposes.

5 For the 1992 data, see UNCTAD-DTCI, 1994a, table I.2, pp. 6-7.
6 Data on world sales in electronics were provided by Zentralverband Elektrotechnik und

Elektronik-industrie.
7 The share of foreign to total assets, sales and employment has been calculated for each

company.  The composite index is the average of the three shares, the weights being set
to one.  In other words, the index of transnationality = (foreign assets/total assets +
foreign sales/total sales + foreign employment/total employment) divided by 3.

8 Such well-known outward investor economies as Hong Kong, India, Indonesia, Malay-
sia, Saudi Arabia and the United Arab Emirates do not report FDI outflows and,
therefore, are estimated in the investment data reported here.  In the cases of Hong Kong
and Singapore, a large part of these investments is not by indigenous firms.

9 Although outward FDI data are not reported by Hong Kong, estimates based on host-
country information indicate that Hong Kong is probably the largest foreign investor
among developing countries, accounting for more than 20 per cent of the outward stock
from developing countries (excluding tax-haven countries) in 1990 (UN-TCMD, 1993b,
pp. 24-25 and 27-29, table II.1 and II.3).

10 Viet Nam State Committee for Co-operation and Investment, unpublished data.
11 Asiaweek, 25 May 1994, p. 44; “Singapore invests in Cambodia”, Financial Times, 3 March

1995.



World Investment Report 1995 Transnational Corporations and Competitiveness

42

12 There were 53 strategic alliances by mid-1993.  Examples include a joint venture of
Malteria Pampa between Londrina (Argentina) and Brahama (Brazil) and a complemen-
tary exchange arrangement of parts and components of agricultural machinery between
Deuts Argentina and Angrale (Brazil) (JETRO, 1994, p. 161).

13 Central Bank of Chile, unpublished data.
14 Examples include the acquisition of a privatized iron ore company, Hierro Peru (re-

named Shougang Hierro Peru after the acquisition), for $120 million in 1992 by Shougang
and an oil exploration contract with Petro Peru in 1993 by China State Development Peru
Inc., the first exploration investment in that region by China, with investments of $43
million over the first five years.  The sales price of Hierro Peru will eventually reach $312
million as China has a debt of $54 million and has the obligation to invest $150 million in
the three years following the acquisition.  This acquisition is regarded as a successful
privatization case as Hierro Peru’s production more than doubled in 1993.  See JETRO,
1994.

15 “Samsung to invest $723 million in new UK manufacturing plant", Financial Times, 18
October 1994; “Samsung may assemble excavators”, Financial Times, 22 December 1994.

16 “The children with the magic powder”, The Economist, 21 May 1994; “Hyundai builds
global role with $1.3 billion US chip plant”, Financial Times, 24 May 1995; “Sime Darby
looks outside Asia to spread its wings”,  Financial Times, 2 May 1995.

17 For example, Rover (an affiliate of BMW, Germany) and Kia (Republic of Korea) have
agreed to develop together a new range of automobile engines.  See, Kevin Done, “Korean
group in engines deal with Rover”, Financial Times, 17 October 1994.  Also, Samsung
(Republic of Korea) is reported to have concluded an agreement to share technology for
liquid crystal displays with Fujitsu (Japan).  See, Michiyo Nakamoto, “Fujitsu links up
with Samsung”, Financial Times, 7 April 1995.  See also Schultz, forthcoming.
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A.  Developed countriesA.  Developed countriesA.  Developed countriesA.  Developed countriesA.  Developed countries

1.  Trends in FDI stocks and flows1.  Trends in FDI stocks and flows1.  Trends in FDI stocks and flows1.  Trends in FDI stocks and flows1.  Trends in FDI stocks and flows

At the end of 1994, some three-quarters of the world’s inward foreign-direct-investment
(FDI) stock was accounted for by developed countries, a share that has not changed
significantly over the past decade.  Nearly all of the world’s outward FDI stock is accounted
for by developed countries, but the share of developing countries has increased over the past
decade -- from around 2 per cent in 1983 to nearly 6 per cent in 1994.  A new wave of FDI flows
into and from developed countries began in 1993 following the end of the FDI recession:  FDI
outflows from these countries increased by 13 per cent in 1993, but declined marginally by 2
per cent in 1994, to reach $189 billion in the latter year.  Inflows were also on the rise, advancing
by 16 per cent in 1993, another 5 per cent in 1994, for a total of $135 billion, in that year.
Estimates for 1995 indicate a two per cent increase to $138 billion.

• This wave in inflows primarily reflects the sharp rise in foreign investments in the United
States, the largest FDI recipient worldwide in 1993 and 1994.  Indeed, transnational
corporations (TNCs) are investing more than ever in new or existing businesses in the
United States, to establish a presence in its domestic market or to acquire strategic
assets, such as technology and know-how.  Consequently, after a sharp fall in 1992, the
United States experienced a new surge in FDI inflows in 1993 and 1994, reaching nearly
$50 billion in 1994, and producing a stock (on a historical-cost basis) of $504 billion.
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The largest flow into the United States in 1994 was registered by the United Kingdom
-- $12.4 billion.  In contrast to inflows, outflows from the United States have been more
sensitive to the cyclical downturn of the domestic economy in the early 1990s, and have
risen unabated throughout the 1990s -- by 77 per cent in 1993 -- to a record level of $69
billion in 1993 and continued at a high level of $46 billion in 1994 -- the second highest
record.  The size of the United States outward FDI stock (at historical cost) reached
$610 billion in 1994, more than a quarter of the worldwide FDI stock.  As a result of
these trends, the transnationalization of the United States economy -- reflected in the
size of its inward and outward stocks in relation to its GDP (7 per cent and 9 per cent
in 1993, respectively) -- has continued to increase.  This is the outcome, on the one hand,
of a new wave of acquisitions of domestic firms by foreign-based TNCs and,1 on the
other hand, of the implementation of the ongoing strategy of United States TNCs to seek
a local presence in large or growing foreign markets.  In this context, a special factor is
the restructuring of United States TNC operations within NAFTA, which has led to a
doubling of the outward stock to Mexico (from $8 billion in 1989 to $16 billion in
1994).2

• Despite the end of the decline in its FDI outflows in 1993, Japan’s ranking in world FDI
outflows fell to fifth place in 1994.  With around $18 billion worth of outflows, Japan
is re-emerging as a sizeable outward investor, especially in South, East and South-East
Asia.  As in earlier years, the new wave of FDI flows from Japan is caused partly by the
appreciation of the yen vis-à-vis the dollar.  Many Japanese firms see a shifting of
production overseas, especially to Asia, as a strategy to thwart the loss of competitiveness
triggered by the yen appreciation and to fend off trade frictions with other developed
countries (Tejima, 1995).  One survey indicated that investment in foreign plant and
equipment and foreign production is expected to grow by more than 20 per cent in 1995,
while the level of domestic production is expected to be stagnant and domestic
investment expected to decline.3  Another survey indicates that the ratio of investment
in foreign plant and equipment to investment in domestic plant and equipment was
estimated to be 23 per cent in all manufacturing industries in 1995 compared with 20 per
cent in 1994.4  As far as inflows are concerned, their small value -- at $888 million in
1994, a half of the annual average over the period 1990-1993 -- continues to be a
persistent feature of the pattern of transnationalization of Japan, reflecting inter alia the
high cost of assets in Japan owing to the yen appreciation, the recession of the Japanese
economy and divestments by European Union firms in 1993 amounting to $1.1 billion.5

• A number of Western European countries have trailed behind the United States in
emerging from the FDI recession.  Sizeable increases in FDI outflows were registered
only by a few countries in 1993, notably the United Kingdom, but more countries (e.g.,
Denmark, Finland, Spain and Sweden) recovered from the FDI recession in 1994.
However, the record levels of FDI inflows and outflows by European Union members
registered in the late 1980s are not expected to be repeated soon, because the
restructuring of TNC activities on a European Union-wide basis through FDI appears
to have reached a plateau.
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The unfavourable economic conditions in the early 1990s had a dampening effect on
cross-border mergers and acquisitions -- a TNC strategy for investing abroad that had become
especially important in the late 1980s. With these having abated, the value of minority foreign-
owned cross-border mergers and acquisitions rose considerably in 1993, pointing to an
increasing use by TNCs of alliance-type low-equity associations as a way of penetrating foreign
markets (figure II.1).6

The developed-country share of inward and outward global FDI flows and stocks reflects
the importance of these countries in economic activity.  Developed countries have accounted
for between three quarters and four-fifths of world inward FDI stock and for similar shares of
world GDP and world exports, underscoring the attractiveness of large markets to foreign
investors.  The developed-country share of world outward FDI stock, however, is considerably
above its share of world GDP or world exports -- the mirror image of the picture for developing
countries (figure I.4).

2.  Triad foreign direct investment in South, East and South-East Asia2.  Triad foreign direct investment in South, East and South-East Asia2.  Triad foreign direct investment in South, East and South-East Asia2.  Triad foreign direct investment in South, East and South-East Asia2.  Triad foreign direct investment in South, East and South-East Asia

Asia and the Pacific, and particularly the East and South-East Asia subregion, had
emerged as the most dynamic region worldwide in terms of economic performance, with large
and growing markets and profitable investment opportunities in manufacturing and services.
This had led to an increase in the region’s FDI share:  (inward) FDI stock in the South, East and
South-East Asia and the Pacific region rose from some 7 per cent to 12 per cent of worldwide
stock during 1980-1993 (annex table 3), and from 30 per cent to 49 per cent of developing
country FDI during the same period.  The Triad -- Japan, United States and European Union
-- has played the most
important role in this
buildup of FDI, but
the importance of the
Triad as a whole is
declining, reflecting
the considerable role
that intraregional
developing-country
TNCs are assuming
(see section II.B).
Moreover, FDI in the
region has not been
accorded equal
importance by TNCs
based in the different
Triad members:

• Japan’s FDI stock in the region increased more rapidly than that of the other Triad
members during 1980-1993 (figure II.2).7  This occurred even though, by the mid-

Figure II.1.  Cross-border mergers and acquisitions, 1990-1993Figure II.1.  Cross-border mergers and acquisitions, 1990-1993Figure II.1.  Cross-border mergers and acquisitions, 1990-1993Figure II.1.  Cross-border mergers and acquisitions, 1990-1993Figure II.1.  Cross-border mergers and acquisitions, 1990-1993
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Figure II.2.  Outward FDI and exports from the TriadFigure II.2.  Outward FDI and exports from the TriadFigure II.2.  Outward FDI and exports from the TriadFigure II.2.  Outward FDI and exports from the TriadFigure II.2.  Outward FDI and exports from the Triada a a a a to South, East and South-East Asia and the Pacific,to South, East and South-East Asia and the Pacific,to South, East and South-East Asia and the Pacific,to South, East and South-East Asia and the Pacific,to South, East and South-East Asia and the Pacific,b b b b b 1980-19931980-19931980-19931980-19931980-1993

Source:  UNCTAD, Division on Transnational Corporations and Investment.
a Japan, United States and the European Union.
b FDI flows for Japan for 1987 and 1990-1993 do not include data for the Pacific islands.
c Estimated, for South, East and South-East Asia and the Pacific, by multiplying the values of the cumulative flows to the region according to FDI approvals for fiscal

years ending in March in the case of stocks, and values of annual flows to the region according to FDI approvals in the case of flows for 1985-1986, by the relevant ratios
of disbursed to approved/notified FDI in the region.  Total outward stocks were estimated in a similar manner using ratios of disbursed to approve/notified FDI for the world
as a whole.  Data on actual flows to South, East and South-East Asia are available from 1987.  Data do not include reinvested earnings.

d Adjusted to exclude FDI in the finance (except banking), insurance, and real estates industries of the Netherlands Antilles.
e FDI stock data relate to Austria, France, Germany, Italy, the Netherlands and the United Kingdom, these countries accounted for 90 per cent of FDI flows to South,

East and South-East Asia and the Pacific from 15 European Union member countries in 1990-1993.  In the 1980 figure, data (not shown separately) relate to 1982 and for
the United Kingdom, to 1981.  Data for Austria and the Netherlands (not shown separately) relate to 1984.  In the 1985 figure, data (not shown separately) for France and
the Netherlands relate to 1987 and for the United Kingdom, to 1984.  In the 1993 figure, data for Austria (not shown separately) relate to 1991, and data (not shown separately)
for France, Italy and the Netherlands, to 1992.  Data for France do not include reinvested earnings.

f FDI flow data relate to the same group of countries plus Denmark, Finland, Portugal and Sweden.  In the 1985-1987 average figure, data for Portugal (not shown
separately) relate to 1985-1986.  In the 1990-1993 average figure, data for Austria (not shown separately) relate to 1992-1993, data for Denmark, Portugal and Sweden (not
shown separately), to 1990-1992 and data for Italy (not shown separately), to 1992 only.  Data for Denmark, France and Finland do not include reinvested earnings.

g Including, also, intra-European Union FDI.
h Including, also, intra-European Union exports.
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1980s,  there was a marked shift of FDI by Japanese TNCs towards the developed
countries,8 particularly the United States and Western Europe; this is reflected in the
decline in the share of South, East and South-East Asia and the Pacific in Japan’s
outward FDI  stock.  Nevertheless, the region’s share in Japan’s outward FDI stocks
remained well above that share in the outward FDI stocks of the United States and the
European Union.

• As far as United States TNCs are concerned, they paid increasing attention to South,
East and South-East Asia and the Pacific throughout the 1980s (as reflected in the
region’s rising share in the United States outward FDI stock figures), and continued to
do so during the 1990s (as indicated by flow figures, see figure II.1).  There was a
growing recognition by United States TNCs of the enormous potential that the fast-
growing Asian region represents, a recognition that translated itself into a higher share
of total United States FDI outflows being directed to South, East and South-East Asia
and the Pacific.

• By contrast, FDI in South, East and South-East Asia and the Pacific accounted for a low
(and during 1980-1985, declining) share of the European Union’s outward FDI stock,
judging from data for seven major TNC home countries (figure II.1).  Data for some
principal member countries of the European Union provide a further illustration.  For
example, Germany’s 1993 FDI stock in the region ($4.3 billion) was only about a half
of its FDI stock in Spain, with averaged flows to that region during 1990-1993 ($0.3
billion) being slightly less than one-third of those to that country.  France’s 1992 FDI
stock in South, East and South-East Asia and the Pacific ($2.3 billion) was similar to the
size of its stock in Canada, while its 1990-1993 averaged flows ($0.3 billion) could be
compared to those to Portugal.  For the United Kingdom's FDI in the region ($16.8
billion in the 1993 stock and $1.3 billion in averaged flows during 1990-1993), the
comparable countries were Australia for FDI stock and Sweden for FDI flows (UNCTAD-
DTCI, FDI database).  In other words, TNCs from the European Union paid relatively
limited attention to Asia and the Pacific during the 1980s and the early 1990s.  In fact,
the European Union’s relative share in FDI in South, East and South-East Asia is
reported to have declined steeply.  Between 1986 and 1992, only 10 per cent of the
region’s FDI came from the European Union (Commission of the European Communities,
1994, p. 15).

The limited attention paid to South, East and South-East Asia by European Union TNCs
reflects the fact that, to some extent, since the mid-1970s developing countries in general have
lost importance as a FDI destination for European Union-based TNCs.  During the 1980s,
European Union TNCs focused mainly on the opportunities offered by the European integration
process and, in some cases, the United States market.9  More recently attention has focused on
Central and Eastern Europe.  Furthermore, TNCs from several major European home countries
focused, at least until the late 1980s, more on other developing regions than on South, East and
South-East Asia and the Pacific.10  Despite growth of FDI from the European Union to the
Asia-Pacific region between the mid-1980s and the early 1990s, the relatively smaller volume
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of its outward FDI stock in the region, as compared with that of Japan and the United States,
indicates that investors from the European Union are not fully exploiting the growing regional
market potential of Asia.

Nor has the low relative importance of FDI in Asia for European Union investors been
offset by the relative importance of their exports to Asia (figure II.1), as an alternative vehicle
to deliver goods and services to those markets.  While the shares of European Union members
in the region’s total imports remained more or less unchanged during the 1980s and early 1990s,
South, East and South-East Asia and the Pacific remained of only limited importance as an
export market for European Union firms, accounting for 5 per cent of the value of their exports
in 1990-1993. Again, this contrasts with the South, East and South-East Asian and Pacific
region’s greater and growing importance as a destination for exports from the other Triad
members, especially Japan.

There are, however, signs that TNCs from the European Union are changing course: e.g.,
outward FDI flows from the European Union to South, East and South-East Asia and the
Pacific rose both in absolute value and as a share of the European Union’s total outward stock
and flows in the early 1990s (figure II.1).   Data on inward FDI for selected Asian economies
such as Philippines and the Republic of Korea confirm this trend (table II.1).  Approved inward
FDI by European Union TNCs, as reported by Indonesia, Malaysia, Philippines and Thailand
combined, increased by 87 per cent in 1992, compared with 47 per cent for United States and
12 per cent for Japanese firms (JETRO, 1994, p. 166).

To sum up,  when compared with firms from other Triad members, European Union firms
paid less attention, particularly during the 1980s, to South, East and South-East Asia and the
Pacific, despite the region’s rapidly growing economic importance.  The share of the region in
FDI and exports from European Union firms remained largely stagnant and, in the case of FDI,
at a level below that attained by Japanese and United States TNCs.  There are indications,
however, of increased interest in investment and trade in South, East and South-East Asia on
the part of European Union TNCs.  Opportunities are being increasingly seized by TNCs from
the region itself, led by those from the newly industrializing economies.  In fact, regional TNCs
have become serious competitors of firms from all Triad members in the world’s most dynamic
market.

B.  Developing countriesB.  Developing countriesB.  Developing countriesB.  Developing countriesB.  Developing countries

Foreign direct investment has become the single most important component of private
external resource flows to developing countries (chapter I).  Investment flows into developing
countries have been increasing dramatically in the 1990s, with their share in world FDI inflows
reaching 37 per cent in 1994 (table II.2).  Experiences with FDI are diverse, of course, varying
among regions and countries.
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Table II.1.  The distribution of inward FDI stock and average annual FDI inflows of  selected Asian economies byTable II.1.  The distribution of inward FDI stock and average annual FDI inflows of  selected Asian economies byTable II.1.  The distribution of inward FDI stock and average annual FDI inflows of  selected Asian economies byTable II.1.  The distribution of inward FDI stock and average annual FDI inflows of  selected Asian economies byTable II.1.  The distribution of inward FDI stock and average annual FDI inflows of  selected Asian economies by
Triad member, 1980-1993Triad member, 1980-1993Triad member, 1980-1993Triad member, 1980-1993Triad member, 1980-1993

(Millions of dollars and percentage)

            Stock a                    Inflows (annual average)

            1980             1985             1993          1985-1987         1990-1993

Share of Share of Share of Share of  Share of
Economy   Value total FDI  Value total FDI  Value total FDI   Value total FDI   Value  total FDI

 Newly industrializing economies

Hong Kong b     ..  ..  1 466 c 100 c 5 244 100   190 100   160 d 100 d

European Union     ..  ..    182 c  12 c 647  12    33 17    14 d   9 d

Japan     ..  ..    308 c  21 c 1 788  34   84 44    97 d  61 d

United States     ..  ..    788 c  54 c 1 474  28    80 42    4 d  2 d

Republic of Korea  1 866 e 100 e  3 634 f 100 f 11 209 100  419 100 1 034 100
European Union    123 e   7 e    241 f   7 f 2 220  20   31 7 360  35
Japan  1 026 e  55 e  1 902 f  52 f 4 466  40  224 54   226  22
United States    491 e  26 e  1 073 f  30 f 3 259  29  120 29   333  32

 Singapore 6 211 100 12 115 100 38 584 g 100 g 11 908 100 .. h .. h

European Union 2 024 33 2 914 24 9 265 g 24 g 3 556 30 .. h .. h

Japan 679 11 1 549 13 2 568 g 7 g 1 763 15 .. h .. h

United States 1 219 20 2 931 24 6 813 g 18 g 3 213 27 .. h .. h

 Taiwan Province of China    2 718 100  5 160 100 17 705 100   964 100 1 689 100
European Union    173  6    376  7 1 648  9   129 13   158  9
Japan    505  19  1 182  23 5 056  29   278 29   518  31
United States    952  35  1 932  37 4 716 27   311 32   412  24

 ASEAN i

Indonesia   10 274 100 15 353 100 67 625 100 1 047 100  8 999 100
European Union     851   8  2 672  17 9 967  15   269 26  1 205  13
Japan   3 462  34  5 009  33 13 937  21   329 31  1 379  15
United States     437    4  974   6 3 701   5   123 12    450   5

Malaysia 6 462 e 100 e 8 510 100 34 091 100 818 j 100 j 5 508 100
European Union 1 720 e 27 e 2 264 27 5 842 17 84 j 10 j 837 15
Japan 1 135 e 18 e 1 602 19 7 435 22 284 j 35 j 1 142 21
United States 413 e 6 e 604 7 3 586 11 65 j 8 j 709 13

/...
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(Table II.1, cont'd)(Table II.1, cont'd)(Table II.1, cont'd)(Table II.1, cont'd)(Table II.1, cont'd)

 Stock a        Inflows (annual average)

            1980             1985             1993          1985-1987         1990-1993

Share of Share of Share of Share of  Share of
Economy  Value total FDI  Value total FDI  Value total FDI   Value total FDI   Value  total FDI

Thailand    981 100  2 221 100 13 918 100 259 100 2 050 100
European Union    156 16    350 16 1 484  11    24 9   210  10
Japan    285  29    622  28 4 579  33   100 39   602  29
United States    322  33    721  32 2 412  17    69 27   311  15

Philippines 1 225 100 2 589 100 4 389 100 121 100 329 100
European Union 114 9 349 14 748 17 15 12 71 22
Japan 206 17 362 14 890 20 12 10 111 34
United States 669 55 1 961 57 1 937 44 79 65 55 17

 China 5 721 c 100 c 15 616 k 100 k 57 172 100 2 048 100 11 631 100
European Union 779 c 14 c 1 299 k 8 k 1 105 2 113 6 1 895 16
Japan 333 c 6 c 1 117 k 7 k 5 203 9 245 12 782 7
United States 966 c 17 c 2 463 k 16 k 5 237 9 312 15 830 7

Total above l  35 458 100 65 654 100 249 936 100 17 230 100 31 320 100
European Union 5 940 17 10 648 16 32 928 13 4 198 24 4 744 15
Japan 7 630 22 13 654 20 45 923 18 3 130 18 4 808 15
United States 5 469 15 12 947 19 31 136 13 4 328 25 3 101 10

Source:  UNCTAD, Division on Transnational Corporations and Investment, FDI database.

a Data for China, Hong Kong, Indonesia, Republic of Korea, Malaysia and Thailand are estimated on the basis of cumulated inflows.  Data
for China, Indonesia, Malaysia, Republic of Korea, Taiwan Province of China and Thailand are on an approval basis.

b Inward stock (book value) and inflows in manufacturing only.
c 1984. d 1990-91. e 1981. f 1986. g 1991.
h Geographical breakdown of FDI inflows is available only up to 1989.
i Including Indonesia, Malaysia, Philippines and Thailand.  Singapore is included in the newly industrializing economies.
j 1987 only. k 1987. l Not including countries for which data are not available.
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1.  Asia and the Pacific1.  Asia and the Pacific1.  Asia and the Pacific1.  Asia and the Pacific1.  Asia and the Pacific

(a)  Trends  for  South, East and South-East Asia and the Pacific(a)  Trends  for  South, East and South-East Asia and the Pacific(a)  Trends  for  South, East and South-East Asia and the Pacific(a)  Trends  for  South, East and South-East Asia and the Pacific(a)  Trends  for  South, East and South-East Asia and the Pacific

South, East and South-East Asia and the Pacific is the most important developing country
region for FDI, accounting for nearly a half of the total developing country FDI stock (table
II.3).  In fact, the FDI stock in that region more than doubled between 1988 and 1993, an
increase unrivalled by any other developing country region.  Investment-flow figures show that
the region is further building its lead:  FDI flows to developing economies in South, East and
South-East Asia and the Pacific reached an estimated $59 billion in 1994, a considerable
increase from $32 billion in 1992 (annex table 1).  Among other factors, this increase reflects
the fact that South, East and South-East Asia continued to perform best among developing
country regions in terms of GDP and export growth rates, as well as external indebtedness.  The
subregion’s sustained economic growth and development, in fact, led to a doubling of its share
in world FDI flows between the first half of the 1980s and the early 1990s, from 9 per cent to
19 per cent (table II.2).  The agreement reached by the Asia-Pacific Economic Co-operation
forum’s Ministerial Meeting (11-12 November 1994) “to complete the achievement of our goal
of free and open trade and investment in Asia Pacific no later than the year 2020” is another step
towards improving the investment climate in South, East and South-East Asia.11

Another trend in the region is the growth of intraregional FDI within South, East and
South-East Asia, especially from the newly industrializing economies of the region.  Indeed, the
share of nine Asian economies (China, Hong Kong, Indonesia, Malaysia, Philippines, Republic
of Korea, Singapore, Taiwan Province of China and Thailand) in the total inward FDI stock in
those same nine economies increased from 25 per cent in 1980 to 37 per cent in 1993 (table
II.3).  The growing importance of FDI originating within Asia is particularly evident in the
inward investment of China, Hong Kong, Indonesia, Philippines and Thailand (as well as lower-
income economies such as Lao People’s Democratic Republic, Myanmar and Viet Nam)
(UNCTAD-DTCI, FDI database), but not in the newly industrializing economies, except Hong
Kong.  Intraregional FDI, moreover, appears to be increasing in importance for the region’s
home economies as well.  For example, firms from the Republic of Korea had invested 11 per
cent of its total outward FDI stock approved by 1987 in South, East and South-East Asia and
the Pacific;12 that share had increased to 48 per cent by 1993 (Bank of Korea, 1991 and
Republic of Korea, Economic Cooperation Bureau, 1994).  One-half of that country’s
approved outward FDI flows in 1993 ($1.8 billion in total) and 41 per cent of that in the first
half of 1994 ($1.6 billion in total) went to South, East and South-East Asia, especially China,
Indonesia and Viet Nam.13  In the case of Taiwan Province of China, the ASEAN countries
accounted for 35 per cent of total Taiwanese FDI in 1992 ($2 billion out of $5.6 billion), a
significant rise from 7 per cent in 1980 ($2.9 million out of $42 million) (Taiwan Province of
China, 1995a).

Within these overall trends, countries performed unevenly with respect to FDI inflows in
the early 1990s.  The economies that did best in 1993 were China, especially, but also Indonesia
and the Philippines, while Hong Kong and the Republic of Korea showed minor declines in FDI.
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Some countries (Afghanistan, Bangladesh, Nepal and most of the Pacific economies) continued
to attract little FDI, and others (Malaysia, Singapore) a remarkably large volume (annex table
1).  Viet Nam, which was opened to FDI in the late 1980s, has become an attractive host country
(box II.1).  The Pacific continued to receive relatively little FDI, together accounting for only

Table II.2.  FDI inflows and stock in developing countries, by region, 1981-1994Table II.2.  FDI inflows and stock in developing countries, by region, 1981-1994Table II.2.  FDI inflows and stock in developing countries, by region, 1981-1994Table II.2.  FDI inflows and stock in developing countries, by region, 1981-1994Table II.2.  FDI inflows and stock in developing countries, by region, 1981-1994

(Billions of dollars and percentage)

          Annual average inflows          Inflows         Stock

Region 1981-1985 1986-1990 1991-1993   1993  1994 a    1993 1994a

Developing countriesDeveloping countriesDeveloping countriesDeveloping countriesDeveloping countries b

Value 19.6 26.2 56.3 73.4 84.4 500.9 583.6
Share of the world total 34.1 16.5 31.5 35.2 37.4 24.1 25.2

Africa
Value 1.7 2.8 3.1 3.0 3.1 50.2 53.1
Share of the world total 3.0 1.8 1.7 1.4 1.4 2.4 2.3
Share of developing-country total 8.7 10.8 5.5 4.1 3.6 10.0 9.1

Latin America and the Caribbean
Value 6.8 8.5 17.6 19.9 20.3 167.6 186.2
Share of the world total 11.9 5.3 9.8 9.5 9.0 8.1 8.0
Share of developing-country total 34.9 32.3 31.3 27.1 24.0 33.5 31.9

West Asia
Value 6.0 0.9 1.4 1.3 1.4 33.1 34.5
Share of the world total 10.5 0.6 0.8 0.6 0.6 1.6 1.5
Share of developing-country total 30.7 3.5 2.5 1.8 1.7 6.6 5.9

East, South and South-East Asia
Value 4.9 13.8 33.6 48.5 59.1 246.0 305.1
Share of the world total 8.5 8.7 18.8 23.3 26.2 11.8 13.2
Share of developing-country total 24.9 52.5 59.7 66.1 70.0 49.1 52.3

The Pacific
Value 0.1 0.2 0.3 0.3 0.3 2.4 2.7
Share of the world total 0.2 0.1 0.2 0.1 0.1 0.1 0.1
Share of developing-country total 0.7 0.7 0.6 0.4 0.4 0.5 0.5

Memorandum:
Least developed countriesLeast developed countriesLeast developed countriesLeast developed countriesLeast developed countries

Value 0.3 0.6 0.9 0.8 0.9 9.7 10.6
Share of the world total 0.5 0.4 0.5 0.4 0.4 0.5 0.5
Share of developing-country total 1.3 2.2 1.5 1.1 1.0 1.9 1.8

Developing countries excluding ChinaDeveloping countries excluding ChinaDeveloping countries excluding ChinaDeveloping countries excluding ChinaDeveloping countries excluding China

Value 18.8 23.4 42.0 45.8 50.6 443.7 492.6
Share of the world total 32.7 14.7 23.4 22.0 22.4 21.3 21.2
Share of developing-country total 95.9 89.1 74.5 62.5 60.0 88.6 84.4

Source:  UNCTAD-DTCI, based on International Monetary Fund, balance-of-payments tape, retrieved
in June 1995; data from UNCTAD-DTCI, FDI database; and the Organisation for Economic Co-operation and
Development secretariat.

a Estimates.
b Includes developing countries in Europe (Gibraltar, Malta and former Yugoslavia).
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Table II.3.  Intraregional FDI stock among selected economies in South,Table II.3.  Intraregional FDI stock among selected economies in South,Table II.3.  Intraregional FDI stock among selected economies in South,Table II.3.  Intraregional FDI stock among selected economies in South,Table II.3.  Intraregional FDI stock among selected economies in South,
East and South-East Asia, 1980 and 1993 East and South-East Asia, 1980 and 1993 East and South-East Asia, 1980 and 1993 East and South-East Asia, 1980 and 1993 East and South-East Asia, 1980 and 1993 aaaaa

(Millions of dollars and percentage)

                 Home region/economy
      Newly
industrializing
   economies     ASEAN b     China        Total

Host region/economy 1980 1993 1980 1993 1980 1993 1980 1993

Newly industrializing economies

Hong Kong c Value 43 134 46 94 .. 565  89 793
Share 2.9 2.6 3.1 1.8 .. 10.8 6.1 15.1

Korea, Republic of d Value 67 437 ..  .. .. .. 67 437
Share 3.6 3.9 .. .. .. .. 3.6 3.9

Singapore e Value 845 2 743 650 2 554 .. .. 1 495 5 297
Share 13.6 7.1 10.5 6.6 .. .. 24.1 13.7

Taiwan Province Value 584 2 757 235 805 .. .. 820 3 562
  of China Share 21.5 15.6 8.7 4.5 .. .. 30.2 20.1
Subtotal Value 1 539 6 072 931 3 453 .. 565 2 471 10 090

Share 12.6 8.3 7.6 4.7 .. 0.8 20.2 13.9

ASEAN b

Indonesia Value 1 196 17 234 72 280 .. 70 1 268 17 584
Share 11.6 25.5 0.7 0.4 .. 0.1 12.3 26.0

Malaysia d Value 2 353 11 506 18 1 392 .. 205 2 371 13 102
Share 36.4 33.7 0.3 4.1 .. 0.6 36.7 38.4

Philippines Value 67 442 - 14 f .. .. 67 456
Share 5.5 10.1 - 0.3f .. .. 5.5 10.4

Thailand Value 181 4 370  16 72 - 24  198 4 466
Share 18.5 31.4 1.7 0.5 - 0.2 20.2 32.1

Subtotal Value 3 797 33 551 106 1 765 .. 299 3 904 35 607
Share 20.0 28.0 0.6 1.5 .. 0.3 20.6 29.7

China g Value 2 989 45 161 26 391 .. .. 3 015 45 552
Share 52.3 79.0 0.5 0.7 .. .. 52.7 79.7

Total above Value 8 326 84 784 1 064 5 602 .. 864 9 390 91 249
Share 22.6 33.9 2.9 2.2 .. 0.3 25.4 36.5

Source:  UNCTAD-DTCI, based on UNCTC, 1992b; and official national sources.

a Data relate to FDI stocks or cumulative FDI flows.  Percentages in the table indicate the share
of the subregion/country in total inward FDI in each of the economies.  Data for China, Indonesia, Malaysia,
Republic of Korea, Taiwan Province of China and Thailand are on an approval basis.

b Including Indonesia, Malaysia, Philippines and Thailand.   Singapore is included in the newly
industrializing economies.

c Only manufacturing.  Data are as at end-1984 and end-1993.
d Data under 1980 are for 1981.
e Data under 1993 are for 1991.
f Only Malaysia.
g Data under 1980 are for 1984.
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5 per cent of the region’s FDI flows during 1991-1993.  This picture reflects not only differing
stages of economic development of the countries in the region -- ranging in annual per capita
income from $19,700 (Singapore) to $145 (Nepal) in 1993 14 and with differing rates of
economic growth -- but also some underlying factors peculiar to this period, especially the slow
growth of major industrial countries (especially Japan in 1992 and 1993), and increasing
competition for FDI among countries of the region, including countries newly opened to FDI.

(b)  China and competition for foreign direct investment(b)  China and competition for foreign direct investment(b)  China and competition for foreign direct investment(b)  China and competition for foreign direct investment(b)  China and competition for foreign direct investment

China has been particularly successful in attracting FDI, accounting for over three-
quarters of the increase in flows into the region during 1991-1994.  With an inflow of $34 billion
in 1994 -- more than three times as much as that during 1992 -- China has become the second
largest recipient of FDI in the world since 1993.  In addition, China ranked as one of the largest
outward investors among developing countries in the 1990s (box II.2).  However, for both
inward and especially outward FDI, several factors call for careful interpretation of the FDI

Box II.1.  Viet Nam:  reforms result in a surge of FDIBox II.1.  Viet Nam:  reforms result in a surge of FDIBox II.1.  Viet Nam:  reforms result in a surge of FDIBox II.1.  Viet Nam:  reforms result in a surge of FDIBox II.1.  Viet Nam:  reforms result in a surge of FDI

Viet Nam has emerged as one of the most promising host countries for FDI in South-East
Asia.  By July 1995, foreign investors had pledged to invest $16.2 billion.a  The surge in FDI was
initiated by the economic reform process, the “doi moi”.  In its wake, a favourable legal and
regulatory framework for foreign investors has emerged through liberalization.  The Government
has adopted legislation on FDI protection together with legislation allowing foreign investors to
acquire real estate in their own right.b  To further promote high priority investment, incentives, such
as tax holidays, have been adopted.

The major attraction of Viet Nam for foreign investors is its fast growing domestic market,
expected to grow at an annual rate of 7 per cent until 2005 (EIU, 1995).  For 1995, growth is
predicted at 19 per cent (EIU, 1994, p. 9).  Given the country’s population of 70 million and current
trends in economic growth rates, Viet Nam holds the potential to become one of the region’s major
markets.  Viet Nam’s endowment in natural resources, including oil and minerals, further added to
the interest of foreign investors.  Viet Nam also has a favourable human resource base.  The work
force is relatively skilled, and the cost of labour is among the lowest in the world.

Asian firms have been the most prominent investors, with firms from Taiwan Province of
China and Hong Kong leading the way (see accompanying table).  Japanese firms are rapidly
moving in and are expected to increase drastically their presence over the coming years.  In fact,
in the first half of 1995, Japan was the largest home country with approved investment worth $754
million.c  Manufacturers such as Sharp and Sony Corporation are either planning or have already
started up assembly plants.  According to a recent survey, Japanese investors rate Viet Nam the most
attractive place to invest on a long-term perspective after China, and before countries such as
Malaysia, Singapore and the United States (Tejima, 1995, p. 93).

The 1994 lifting of the United States embargo and the recent normalization of diplomatic
relations between the two countries has not yet fully exerted a positive effect on investors from that

/...
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    (Box II.1, cont’d)    (Box II.1, cont’d)    (Box II.1, cont’d)    (Box II.1, cont’d)    (Box II.1, cont’d)

country.  By July 1995, 42 United States projects had been licensed, representing a total contract
commitment of $700 million (see accompanying table).  The reluctance of United States investors
to enter the market can be explained partly by the lack of most-favoured-nation status for Viet Nam
and partly by worries about the strength of the legal infrastructure.  Instead, the lifting of the
embargo appears to have had an encouraging effect on Japanese investment activity.

Major European investors have also begun to move in.  The biggest single foreign investment
in 1994, a $233 million cement plant, was made by the Swiss firm Holderbank Financiére.  In
addition, car makers such as Renault and BMW have received licences to start production.

To enable the country to absorb the surging FDI flows, the Government has embarked on
programmes to upgrade the country’s infrastructure.  In this regard, it also encourages foreign
investors to invest in infrastructure related projects.  As a result, over a third of all FDI so far has
taken place in infrastructure related projects.  Hotels, office buildings and industry parks are being
built with foreign capital.  With a booming tourist market and high commercial rents, real estate
projects have become attractive investment projects.

Origin of foreign investors:  ten largest home economies, 1988-1995Origin of foreign investors:  ten largest home economies, 1988-1995Origin of foreign investors:  ten largest home economies, 1988-1995Origin of foreign investors:  ten largest home economies, 1988-1995Origin of foreign investors:  ten largest home economies, 1988-1995aaaaa

Number of projects Total invested capital
Economy         licensed     (Million dollars)

Taiwan Province of China 215 3 131
Hong Kong 177 2 212
Japan 110 1 599
Singapore 105 1 445
Korea, Republic of 125 1 391
Australia 49 775
United States 42 701
Malaysia 41 666
France 66 619
Switzerland 14 494
Others 296 3 208
All countries 1 240 16 241

Source:  State Committee for Cooperation and Investment.
a As of July 1995.

Foreign investors have also been the key players behind Viet Nam’s rapid growth in
telecommunications.  A few years ago there were no direct telephone links with the outside world
-- today all major cities can communicate with all countries worldwide.  OTC Australia is the major
force behind this improvement, but Alcatel of France and the American firm AT&T as well as small
firms from the Republic of Korea, Hong Kong, Malaysia and Singapore have also been involved
(EIU, 1994, p. 25).

Source:  Information provided by Centre Franco-Vietnamien de formation à la gestion.
a Data provided by Viet Nam’s State Committee for Cooperation and Investment.
b Paul Gauntlett, “Doing Business is a costly affair”, Financial Times, 8 December 1994.
c Edward A. Gargan, “U.S. firms plunge into Vietnam”, International Herald Tribune, 15-16

July 1995, p. 13.
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Box II.2.  China’s leap outwardBox II.2.  China’s leap outwardBox II.2.  China’s leap outwardBox II.2.  China’s leap outwardBox II.2.  China’s leap outward

China was one of the largest outward investors among developing countries in the 1990s.  By
the end of 1994, over 900 Chinese TNCs had established over 4,600 foreign affiliates in 130
countries, with estimated accumulated FDI outflows ranging between $5.2 billiona and $16 billionb

(see box).  China’s FDI outflows averaged $2.4 billion annually during the period 1990-1994 (box
figure 1).

The two major motivations for China’s TNCs to invest abroad are access to foreign markets
and a stable supply of resources.  A few large conglomerates in technology-intensive industries such
as aviation, astronautics and electronics have established foreign affiliates, but such advanced
technology-seeking projects have been few in number.  Trading has accounted for over 50 per cent
of total FDI outflows.  Although large in total value, the average size of Chinese foreign affiliates
in trade and other services is small.  Conversely, resource-seeking foreign affiliates (minerals and
forestry in the Western Hemisphere and Australia and ocean fisheries in Africa and Latin America)
are fewer in number but larger in scale, and accounted for approximately 30 per cent of total FDI
outflows up to 1994.  The
manufacturing sector accounts
for a relatively small share of
total outward FDI
(approximately 15 per cent),
and this investment is directed
mainly to Africa and Asia and
the Pacific.  Most Chinese FDI
in manufacturing is motivated
by the need to circumvent trade
barriers.  There is little incentive
for efficiency-seeking outward
investment since China itself
has an ample supply of low-
cost, productive labour and
inexpensive land.  North
America accounted for the
largest regional share of
China’s outward FDI (32 per
cent) in the non-trade sector
(box figure 2).

Hong Kong has absorbed
a significant portion of China’s
total outflows.  It has been used
by some Chinese TNCs as a
springboard for furthering their
transnationalization objectives.
For example, Fujian Enterprise
(Holdings) Ltd. and Guangdong
Enterprise (Holdings) Ltd.,

/...

China’s FDI dataChina’s FDI dataChina’s FDI dataChina’s FDI dataChina’s FDI data

The two main sources of data on China’s outward FDI are the IMF and
Ministry of Foreign Trade and Economic Cooperation (MOFTEC), which is
responsible for the administration of outward FDI. The data collection and
estimation methods of these two institutions give rise to large discrepancies in
the outward FDI values reported (see the accompanying table).

Comparison of MOFTEC and IMF/SAFEC estimates on ChineseComparison of MOFTEC and IMF/SAFEC estimates on ChineseComparison of MOFTEC and IMF/SAFEC estimates on ChineseComparison of MOFTEC and IMF/SAFEC estimates on ChineseComparison of MOFTEC and IMF/SAFEC estimates on Chinese
outward FDI, 1992-1994outward FDI, 1992-1994outward FDI, 1992-1994outward FDI, 1992-1994outward FDI, 1992-1994

(Millions of dollars)

Collecting agency 1992 1993 1994
MOFTEC   220   120     81
IMF/SAFEC 4 000 4 400 2 000 a

The IMF FDI estimates for China are based upon sample data collected
by the State Administration of Foreign Exchange Control (SAFEC) from its
bureaus located in various provinces. The main advantage of the IMF/SAFEC
data is that they represent actual capital movements, and cover equity capital,
reinvested earnings, and other direct investment, such as intercompany loans.
The main weaknesses of these estimates are that they are based on a fairly
limited sample and that they do not provide a breakdown either sectorally or
geographically.

MOFTEC data are based upon approval figures for initial investments
rather than actual outflows.  In addition, MOFTEC does not screen all outward
FDI.  Specifically, reinvested earnings,FDI by foreign affiliates in third countries,
intercompany loans, FDI by privately-owned Chinese TNCs, foreign affiliates
located in China, and FDI in financial services (which is screened by the
People’s Bank of China) are not included in MOFTEC’s screening process.  In
addition, numerous small investment projects have simply escaped the screening
process. As such, the MOFTEC data significantly underestimate outward FDI
in so far as they exclude several important sources of outward investment.

Source:  Zhan, 1995.
a   IMF/SAFEC unpublished data.
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(Box II.2, cont’d)(Box II.2, cont’d)(Box II.2, cont’d)(Box II.2, cont’d)(Box II.2, cont’d)

have established foreign affiliates in other countries from their Hong Kong foreign affiliates.  The
attractiveness for Chinese TNCs of using regional headquarters in Hong Kong for outward FDI
relates to its geographical and cultural proximity to China and the much lower levels of
administrative control exercised by the Government of China with respect to Chinese companies
operating in Hong Kong.

Hong Kong-based Chinese TNCs that belong to ministries of the Government of China or
provincial and municipal authorities also constitute an important Chinese investment presence in
Hong Kong.  For example, China Merchants Ltd. (involved in transportation, ship-building and
repairing, hotels, manufacturing and infrastructure investments, retailing, banking and insurance)
is owned by the Ministry of
Communication,  China
Resources, one of China’s
largest services companies, is
owned by the Ministry of
Foreign Trade and Economic
Cooperation (MOFTEC) and
the Bank of China Hong Kong
(owned by the Bank of China)
is the second largest bank in
Hong Kong.

Since the beginning of
the 1990s, Chinese TNCs have
sought to raise foreign capital
by listing their shares on the
Hong Kong stock exchange

/...

Box figure 2.  Geographical distribution of China's outward FDI,Box figure 2.  Geographical distribution of China's outward FDI,Box figure 2.  Geographical distribution of China's outward FDI,Box figure 2.  Geographical distribution of China's outward FDI,Box figure 2.  Geographical distribution of China's outward FDI,
1979-19931979-19931979-19931979-19931979-1993

Source:  Xing, 1994.

Box figure 1.  Annual average FDI outflows from selected developing countries and regions,Box figure 1.  Annual average FDI outflows from selected developing countries and regions,Box figure 1.  Annual average FDI outflows from selected developing countries and regions,Box figure 1.  Annual average FDI outflows from selected developing countries and regions,Box figure 1.  Annual average FDI outflows from selected developing countries and regions,
1980-19941980-19941980-19941980-19941980-1994

Source:  UNCTAD, Division on Transnational Corporations and Investment, FDI database.
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data (box II.3). Excluding flows into China, the region enjoyed only a marginal increase of $300
million in FDI inflows, to obtain $21 billion in 1993, an amount, however, still somewhat larger
than that attracted by Latin America and the Caribbean that year.  During the first eight months
of 1995, China further improved its performance, receiving $22 billion in FDI, an increase of
10 per cent over the same period in 1994; during the first five months, however, approval
figures declined by 26 per cent,15 perhaps foreshadowing a decline of FDI flows further on in
1995.16  Given the size of its economy and its rapid growth and natural and human resource
endowments, the country will most likely continue to maintain its position as one of the largest
FDI host countries in the world.

China’s "open-door" policy and attractiveness to foreign investors has, of course,
intensified competition for FDI in Asia, with possible implications for FDI flows to other host
countries in the region.  In the aggregate, FDI flows into developing economies of South, East
and South-East Asia excluding China grew fairly substantially during the early 1990s as
compared with the late 1980s (figure II.2).  However, the levels of FDI flows to China and their
growth rate during 1992-1993 were substantially higher than those to any other country in the
region, while a number of countries of the region experienced a decline of inflows.  Liberalization
measures implemented or introduced in 1993 and 1994 in countries such as Indonesia and
Thailand may have been partly a response to the apprehension that some of the new investments
might have been made in other parts of Asia.17  However, the scope for investors to substitute
actual or potential FDI in one host country by FDI in another country depends largely on the
type of FDI as well as the sector or industry concerned (assuming, of course, that all countries
permit such investment).  The following factors need to be considered in this connection:

• Market-seeking FDI.  A significant portion of FDI in South, East and South-East Asia
is of the market-seeking type that is unlikely to shift as long as there are profitable
opportunities for production in a host country’s market.  The sheer size and income

(Box II.2, cont'd)(Box II.2, cont'd)(Box II.2, cont'd)(Box II.2, cont'd)(Box II.2, cont'd)

and through the use of various debt instruments.  Since many Chinese state-owned enterprises
cannot meet the listing requirements of the Hong Kong exchange, especially international accounting
and reporting standards, some of them have either acquired companies that are already listed in the
exchange, acquired non-listed companies that satisfy the listing requirements and subsequently
listed these, or have established holding companies in Hong Kong that meet the requirements.  Some
of these funds have been used to support FDI projects in China, highlighting a direct link between
outward and inward FDI.  Outward FDI, in these cases, has been a means for Chinese TNCs to
overcome domestic capital scarcity.

Source:  Zhan, 1995.

a MOFTEC, Almanac of China’s Foreign Trade and Economic Cooperation, various years
(Beijing: MOFTEC).

b IMF, balance-of-payments tape, retrieved in June 1995.
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Box II.3.  Round-tripping and over-valuation in Chinese FDIBox II.3.  Round-tripping and over-valuation in Chinese FDIBox II.3.  Round-tripping and over-valuation in Chinese FDIBox II.3.  Round-tripping and over-valuation in Chinese FDIBox II.3.  Round-tripping and over-valuation in Chinese FDI

Chinese policy-makers have recently implemented measures that will serve to reduce two
problems related to inward and outward FDI data in the 1990s: over-valuation and round-tripping.

 * * *
In general, about 70 per cent of FDI inflows into China are "in kind", that is, equipment and

technology; translating the amount of these investments into cash tends to overvalue the amount of
FDI.  Over-valuation relates to discrepancies in the face value and the real value of assets that TNCs
actually bring in to their Chinese affiliates.  The motives behind over-valuation include a larger
share of dividends vis-à-vis local partners; lower taxes arising from larger capital expenditures and
depreciation credits; and more management control, reflecting the higher equity share of foreign
investors vis-à-vis their local partners.

In 1994, the State Administration for Import and Export Inspection (SAIEI) investigated
5,570 FDI projects.  These investigations revealed that the actual value of equipment in foreign
affiliates was $1.8 billion, about 19 per cent lower than the $2.23 billion that had been contractually
committed to.

Over-valuation reduces the potential contribution of FDI to the development of the Chinese
economy.  It lowers tax revenues for the Government as well as the share of revenues accruing to
the local partners in joint ventures with TNCs.  SAIEI began to investigate suspected cases of over-
valuation in 1991.  When the problem continued to persist, the Government stepped up its efforts
to discourage over-valuation.  SAIEI and the Ministry of Finance jointly promulgated the
“Administrative Procedures for Appraising Foreign Invested Property” in early 1994 and began to
monitor more closely the fulfillment of contractual commitments with respect to the actual value and
quality of equipment in FDI projects.  Although less than 10 per cent of in kind FDI projects were
inspected in 1994, the greater attention paid to this issue by the Government is likely to reduce the
incidence of over-valuation.

* * *
Round-tripping involves the circular flow of capital out of China (in most cases to foreign

affiliates of Chinese TNCs) and the subsequent “re-investment” of this “foreign” capital in China
for the purpose of benefiting from fiscal entitlements accorded to foreign investors.  Round-tripping
is therefore a form of “system escape”(see box VII.15), whereby Chinese investors avoid the
regulatory regime governing domestic investment by channelling capital through foreign affiliates
and thereby bringing this capital under the more favourable regime governing foreign investment.
One estimate suggested that round-tripping inward FDI accounted for 25 per cent of China’s FDI
inflows in 1992 (Harrold and Lall, 1993, p. 24).

Round-tripping gives rise to an inefficient use of scarce resources by Chinese TNCs.  It
retards the commitment of domestically generated capital to productive uses, requires expenditures
on the international networks through which round-tripping capital flows, and diverts the attention
of Chinese managers away from “real” competitiveness enhancing initiatives.  Policy reform aimed
at equalizing the treatment of domestic and foreign capital has substantially reduced the incentive
for round-tripping, in particular the ongoing reduction of tax incentives for FDI and, more
generally, the gradual movement towards a national treatment-based regulatory regime governing
investment. Furthermore, provinces and cities are no longer allowed to provide their own incentives

/...
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growth of many countries in South, East and South-East Asia have started to generate
a consumption boom for goods and services.  This points to a large market-oriented FDI
potential that is not restricted to the newly industrializing economies alone.  In India, for
example, the potential for market-oriented FDI is enormous, especially as the effects of
FDI liberalization are taking hold:  FDI approvals rose dramatically from $165 million
in 1990/1991 to $4 billion in 1993/1994, although actual inflows are still under $1 billion
a year (box II.4).18  Also, large-scale infrastructure-related FDI has been picking up in
response to liberalization in such industries as power and telecommunications.  Malaysia
and Thailand have reached income levels at which it has become profitable to establish
automobile manufacturing facilities for domestic (and foreign) markets.19 Indeed,
recent data on FDI approvals suggest that considerable increases in FDI flows to
ASEAN countries may be in the offing:  in the case of Indonesia and Thailand, FDI
approvals grew by 186 per cent and 190 per cent, respectively, in 1994; in the
Philippines, FDI approved by the Board of Investment increased by 329 per cent in 1994;
and in Malaysia, FDI approvals were expected to double in 1994.20  There may, of
course, eventually be significant discrepancies between approved and actually realized
FDI, but these data suggest that TNCs are in a buoyant mood regarding the ASEAN
subregion.

Furthermore, the services sector is attracting more and more FDI flows, especially in the
newly industrializing economies.21  Given the non-tradability of most services, markets
can only be reached by FDI which, therefore, is difficult to divert.  For example, in the
Republic of Korea, the share of the services sector in total inward approved FDI stock
was 37 per cent in 1994, compared with about one-quarter in 1981; in Taiwan Province

(Box II.3, cont’d)(Box II.3, cont’d)(Box II.3, cont’d)(Box II.3, cont’d)(Box II.3, cont’d)

or preferential treatment to foreign investors. That round-tripping has become less common is
suggested by the fact that FDI inflows increased from $28 billion in 1993 to $34 billion in 1994,
while FDI outflows decreased from $4.4 billion in 1993 to $2 billion in 1994.a

* * *
Over-valuation and round-tripping are examples of how weak or distorting regulatory

regimes governing FDI can give rise to efficiency losses and a sub-optimal contribution of FDI to
the development process.  They also highlight factors that have served to distort data on FDI flows
in and out of  China, as well as FDI data for countries used as round-tripping “bases”.  The policy
response by the Government will likely lead to a reduction of both overvaluation and round-tripping;
as a result, future Chinese FDI flows, as well as aggregated developing country flows for the Asia
and Pacific region, need to be interpreted with caution because changes resulting from more realistic
estimates will make comparisons with earlier periods and the identification of the “real” trend
during the 1990s more difficult.

Source:  Zhan, 1995.

a UNCTAD-DTCI, FDI database.
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Box II.4.  The experience of India: infrastructure paves the way for FDIBox II.4.  The experience of India: infrastructure paves the way for FDIBox II.4.  The experience of India: infrastructure paves the way for FDIBox II.4.  The experience of India: infrastructure paves the way for FDIBox II.4.  The experience of India: infrastructure paves the way for FDI

The Government of India initiated a dramatic liberalization of the regulatory regime
governing inward FDI in 1991 with the implementation of the new economic policy.  The initial
reforms included the abolition of the mandatory industrial licensing system, the opening of areas
in which foreign participation was previously excluded, and the establishment of the Foreign
Investment Promotion Board (FIPB), whose mandate is to streamline the approval process for
inward FDI.  Since 1991, a series of more specific liberalization measures have pushed the
liberalization process even further as presented in the accompanying table.

Evolution of India’s regulatory environment for inward FDI, 1991-1995Evolution of India’s regulatory environment for inward FDI, 1991-1995Evolution of India’s regulatory environment for inward FDI, 1991-1995Evolution of India’s regulatory environment for inward FDI, 1991-1995Evolution of India’s regulatory environment for inward FDI, 1991-1995

Year Description of measures adopted/industries liberalized

1991 o Abolishment of the mandatory licensing system.
o Opening of areas previously closed to foreign investors, including power generation.
o Establishment of the Foreign Investment Promotion Board.

1992 o Movement to partial convertibility of the rupee (current account).
o Adoption of Export Import Policy, involving a phased-in reduction of both tariffs and quotas.

1993 o Full ownership allowed in certain industries previously closed to or restricted for foreign
investors.

o Adoption of the national treatment principle.
o Financial industry partially opened to FDI.
o Rupee becomes fully convertible (current account).

1994 o Telecommunications industry opened to FDI.
o Mining industry opened to FDI.

1995 o Cable television networks opened to FDI.

          Source:   UNCTAD, Division on Transnational Corporations and Investment, based on various Indian
Government publications.

These reforms have generated increased investor confidence.  Realized annual FDI flows
increased from $155 million in 1991 to $947 million in 1994.  Actual FDI in the first four months
of 1995 amounted to $708 million.  The reforms have also had the effect of shaping the sectoral
distribution of inward FDI.  Between 1991 and January 1995, 33 per cent of approvals were for
infrastructural FDI projects (including oil, power, transport, and hotels/tourism), 27 per cent were
in manufacturing (including food, electronics, chemicals and machinery), and 13 per cent were in
metals (India, Ministry of Industry, 1995).  The bulk of FDI is, therefore, in activities considered
as priorities by the Government.

Detracting from these developments, the liberalization of India’s regulatory regime for
inward FDI has not been without problems.  One of these is related to the decentralized nature of
the regulatory environment for FDI.  This issue became manifest when the incumbent administration
in Maharashtra was defeated in state elections in March 1995 by a coalition which fulfilled its
promise to cancel at least part of the $920 million (phase 1) Dabhol power project undertaken by
Enron Development Corporation of the United States in August 1995 (in September 1995 the State
Government announced its willingness to renegotiate the project).  The contractual terms for some
other “fast track” power projects have also been renegotiated.  CMS Energy (United States) had to
re-open negotiations on two other power projects, worth a combined $500 million.a  These projects

/...
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 (Box II.4, cont’d)(Box II.4, cont’d)(Box II.4, cont’d)(Box II.4, cont’d)(Box II.4, cont’d)

have come to be regarded by some observers as test cases of the Government’s ability to maintain
the momentum of the liberalization process.

While these incidents could have a negative impact upon investor confidence, they appear to
represent project-specific problems rather than a reversal of the Government’s commitment to
liberalization.  Indeed, state governments have supported the economic reform policy and have
undertaken investment promotion missions abroad.  Furthermore, the Government has continued to
liberalize policies related to inward FDI, with special focus on incentive packages for the
infrastructure sector.   For example, both basic and value-added services in the telecommunications
industry have been thrown open to FDI and several major international telecommunications
companies have entered the Indian market (including Nynex, AT&T, Telstra and Sinawatra).  The
importance of  FDI in this industry is underscored by the fact that investment requirements up to
the year 2000 are expected to be in excess of $40 billion.

While FDI in infrastructure is of great importance for India's development effort, eventually
FDI in consumer products can be expected to play a more important role.  Expenditures on consumer
goods have increased dramatically (13 per cent annual growth between 1981 and 1991), and their
composition has been changing.  A growing proportion of expenditures has been on durables such
as consumer electronics (30 per cent annual growth), automotive and other transport equipment (15
per cent annual growth), and household appliances (15 to 30 per cent annual growth).  By the turn
of the century, it is estimated that India’s middle class will include over 9.4 million households
earning $9,000 per annum.b  Recently announced FDI projects aimed at meeting growing consumer
demand include the signing of a joint venture between Ford and Mahindra & Mahindra (one of the
world’s largest tractor manufacturers) in 1994.c  Indian automotive production is forecast to double
to 624,000 units by the year 2000, with Daewoo, Mercedes, Volkswagen, General Motors, Fiat,
Peugeot, Ford, and Honda all planning investments.d

Several other recent policy reforms could accelerate FDI flows in consumer product
industries.  First, the reforms of India’s intellectual property legislation and the country’s accession
to the WTO intellectual property agreement will boost investor confidence, especially in industries
where brand name recognition and the ability to protect intellectual property rights play an
important role in determining corporate performance.  The partial liberalization of the financial
services sector, which will allow foreign investment in consumer oriented credit facilities, will also
make India a more attractive host country for TNCs that produce consumer products.  For example,
following the 1993 reforms of the financial sector, GE Capital, a subsidiary of General Electric
Company, entered into a joint venture arrangement with the Housing Development Finance
Corporation to establish a consumer finance unit.  The availability of consumer credit represents
an important factor in allowing the consumer market to expand into more expensive consumer
durables such as large household appliances and automobiles.

India’s potential as a host country for FDI has long been recognized.  The 1991 reforms have
begun to turn this potential into realized FDI.   Recent problems encountered by foreign investors
appear to be more reflective of isolated backlashes against rapid liberalization than of a return to

/...
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of China, the share of services in FDI stock increased from 21 per cent in 1980 to 32 per
cent in 1993 (Republic of Korea, Ministry of Finance and Economy, 1995; Taiwan
Province of China, Investment Commission, 1995b).

• Natural resource-seeking FDI.  Natural-resource-seeking FDI, another important
portion of FDI in several countries of the region, is also largely location-specific.  In
addition to such FDI in established resource-abundant host countries such as Indonesia,
Malaysia, Papua New Guinea and the Philippines, new entrants such as Viet Nam and
Myanmar have begun to attract FDI in the primary sector, and this can be expected to
grow.

• Export-oriented manufacturing FDI.  The situation differs, however, with respect to
FDI in export-oriented manufacturing based on cost considerations.  To the extent that
locational advantages -- especially regarding labour costs -- differ or change, this can
have an impact on such FDI, and can work to the advantage of China (and, for that
matter, other low-cost countries in the region).  Indeed, it appears that TNC activities
are gradually being restructured in Asia, with export-oriented labour-intensive
manufacturing activity gradually shifting from the more advanced of the developing
countries in the region to the less advanced ones (see also chapter V).  For example, in
the Republic of Korea, average annual FDI inflows into the textile and clothing
industries declined from $16 million during 1989-1992 to $5 million during 1993-1994
on an approval basis.  Counterbalancing that, a number of Asian countries are increasingly
attracting FDI in capital-intensive industries.  For example, average annual flows to the
chemical industry in the Republic of Korea increased from $24 million during the period
1982-1986 to $189 million during 1987-1991, maintaining further almost the same level
during 1992-1994 (Republic of Korea, Ministry of Finance and Economy, 1995).
Investment policies of countries in the region also reflect a recognition of this shift in
locational advantages; countries such as Malaysia and Singapore are becoming more
selective with respect to the kind of FDI they seek to attract, now putting an increased
focus on its technological content.

(Box II.4, cont'd)(Box II.4, cont'd)(Box II.4, cont'd)(Box II.4, cont'd)(Box II.4, cont'd)

protectionist policies.  To the extent that the Government has announced plans to further liberalize
the regulatory environment with a view to attracting more FDI, India, with the second largest
population in the world, ranked as the sixth largest economy in 1992 using purchasing power
parities, and projected to become the fourth largest economy by the year 2020,f stands to become
one of the world’s leading host economies for FDI.

Source:  UNCTAD, Division on Transnational Corporations and Investment.
a Frank Gray, “More troubles for U.S. investors in Indian power plant projects”, Financial

Times, 23 June 1995.
b John Griffiths, “Car production set to double by year 2000”, International Herald Tribune, 3

July 1995.
c “Financial Times Survey:  Maharashtra”, Financial Times, 19 June 1995, p. 8.
d Griffiths, ibid.; and Mark Nicholson, “Hinduja plans Indian car joint venture”, Financial

Times, 2 May 1995, p. 7.
e “Survey:  the global economy”, The Economist. 1-7 October 1994, p. 4.
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Mention needs to be made of a special factor in relation to China:  about three-quarters of FDI
inflows come from economies with predominantly ethnic Chinese populations, such as Hong
Kong, Macao, Singapore and Taiwan Province of China, and there are substantial flows also
from Chinese-family enterprises in Indonesia, Malaysia and Thailand.  Firms from those
economies may have certain advantages in investing in China, e.g., better knowledge of market
conditions and, as a result, may have a special edge in attracting FDI from these economies
compared to others lacking such links (Yu, 1994); such investment may not be forthcoming for
other countries in the first place.  But the advantage of ethnicity should not be overstated since
individual FDI projects would not be undertaken unless they promised to be profitable per se;
indeed, several major ethnic Chinese enterprises have decided not to invest in China for such
commercial reasons.

To sum up, several types of FDI do not lend themselves easily to shifting between
locations, and this is one important reason for expecting continued growth of FDI in Asian and
Pacific countries other than China.  To the extent that FDI has shifted, this is likely to have been
relatively limited and, in most cases, accompanied by industrial upgrading.  In any event, the
amount of FDI available to a region is not a fixed quantity.  The pattern of flows to the region
suggests, moreover, that a process of adaptation is under way in response to the changing
locational advantages and capabilities of countries for hosting FDI in different industries and
activities.

(c)  Foreign direct investment in West Asia (c)  Foreign direct investment in West Asia (c)  Foreign direct investment in West Asia (c)  Foreign direct investment in West Asia (c)  Foreign direct investment in West Asia 2222222222

West Asia has attracted only small amounts of inward FDI (figure II.3), in spite of being
a large region of about 205 million inhabitants with a combined GDP of $630 billion in 1993.23

These amounts are very unevenly distributed: in 1993, Egypt, Israel and Turkey accounted for
about 72 per cent of total FDI inflows, and had a similar share in total outward FDI from the
region. When amounts of FDI are adjusted to the size of the economy, the variance among
countries is even larger: Oman, Israel and Turkey received, in 1993, $8.6, $8.5 and $5.4 FDI,
respectively, for each $1,000 GDP, while in Islamic Republic of Iran, Iraq, Saudi Arabia and
Syrian Arab Republic the corresponding figures were very small;  $1.5, $0.03, $0.7 and $0.01,
respectively.24

i.  Investment opportunities

Recent years have witnessed significant political changes in West Asia, in particular, the
end of the war in Lebanon and the prospects for peaceful relations between Israel and all its
neighbours.  This is expected to facilitate economic growth, intraregional trade and FDI
activity; particularly that geared to the region as a whole.

• Egypt is rich in several resources, such as fertile soil (and hence has a developed food-
processing sector); cotton; and tourist attractions.  In addition, it has a large supply of
skilled professional and technical labour at competitive wages.  Moreover, the Government
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of Egypt has a long standing open-door policy to TNCs.  Major opportunities for export-
oriented investment (aided by various incentives (Brindle, 1995)) exist in the food,
textile, furniture and oil-related industries.  The climate for FDI in these industries is
much improved  since the Government encourages such investment, and demand is
rising in neighbouring countries (EIU and UNIDO, 1994).  In addition, Egypt has the
potential to become a major pharmaceutical producer in West Asia, a market that is
expected to be worth nearly $5.6 billion in 1997 (EIU and UNIDO, 1994).  Major
opportunities for market-oriented FDI lie in the construction industry.  A large number
of infrastructure projects is currently planned, such as the expansion of water systems
and sanitary drainage facilities, tourism facilities, ports and the Suez Canal.  Egypt also
has an ambitious programme for the development of Sinai, the North-Western Coast,
Lake Nasser and the Red Sea; the limited technological capabilities of domestic firms
require foreign participation in these projects (EIU and UNIDO, 1994).

• Several factors make Israel an attractive investment location, especially for export-
oriented investment: it has an abundance of  highly educated and skilled labour, available
at relatively low cost; it has a surplus of scientists and engineers; it is the only country
in the world that has free trade agreements with the European Union, the European Free
Trade Association and the United States (and it is currently negotiating additional free
trade agreements with Canada, Turkey and several countries in Central and Eastern
Europe).  In addition, the Israeli economy is booming. Economic growth has averaged
about six per cent per annum over the past five years, making Israel one of the world’s
fastest growing economies (Album, 1995a). Domestic investment opportunities include
the Government’s overall infrastructure programme of more than $6 billion, with many
projects likely to be open to foreign investors (Lubetzky, 1994). Indeed, foreign
investors are already attracted to Israel.  For example, Intel conducts one-third of its
global R&D activities in Israel, and a host of other large TNCs have, or are about to, set
up business in Israel (including IBM, Siemens, Volkswagen, Accor and Cable &
Wireless (Album, 1995a)).

• Jordan offers
foreign investors
political stability,
well developed
infrastructure, an
efficient stock
market (Amman
has the most
developed stock
exchange in the
region, with a
market capitali-
zation of $3.8
billion in 1993

Source:  UNCTAD, Division on Transnational Corporations and Investment,
based on International Monetary Fund, balance-of-payments tape, retrieved in
June 1995.

a Estimates.
b Oil-exporting countries include:  Bahrain, Islamic Republic of Iran,

Iraq, Kuwait, Oman, Qatar, Saudi Arabia, United Arab Emirates; and non-oil-
exporting countries include:  Cyprus, Jordan, Syrian Arab Republic and Yemen.
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(Wilson, 1994)) and an efficient banking sector (Album, 1995b).  Indeed, the World
Bank considers Jordan to be an emerging market, and several of the world’s largest
investment houses appear to agree (Album, 1995b).  Its large pool of talented workers
-- that, due to high unemployment, is available at costs that are very competitive even
by West Asian standards -- suggests an additional attraction.

• Although Lebanon’s economic leadership -- especially as a financial centre for the whole
region -- was largely destroyed during the war, its locational advantages are likely to re-
emerge.  As an investment location, Lebanon is also abundant in highly educated people,
who earn low wages by, e.g., European standards.   It is currently negotiating a bilateral
agreement that will give it favourable access to the European Union market, Lebanon,
unlike Israel, is already an integral part of West Asia, thus offering easier access to the
other Arab countries in the region. In addition to its traditional strength in financial and
transit-trade services,25 Lebanon also has certain advantages in other services, such as
insurance, tourism and other trade-related services.  Indeed, a few Japanese and United
States’ banks have recently established affiliates in Beirut, for the first time since the war
disrupted Beirut’s financial markets in the early 1980s, and Citibank has announced that
it will reopen its Beirut office in 1995 (Martin, 1995a).  Investors are being attracted
because of prospects for high returns offered under Lebanon’s long-term development
plan, “Horizon 2000”, which calls for a combined investment of $60 billion to be made
by both the public and private sectors between 1995 and 2007 (Martin, 1995b).   While
at present FDI inflows to Lebanon are quite small (a mere $26 million in 1993 (annex
table 1)), its future is promising.

But investment opportunities also exist in other countries (box II.5), and most countries
in the region have in fact adapted special policies designed to encourage FDI inflows,
particularly by liberalizing their FDI policy frameworks.26  At the centre of these efforts are
privatization programmes, pursued at different speeds in most countries in the region.27

Another key ingredient in these policies is the establishment of export processing zones.  Given
the large potential of many countries in the region as export platforms, this approach may hold
some promise.

ii.  Prospects for enhancing investment cooperation in the region

The prospects for peace can be expected to encourage FDI in the region.  Moreover, for
a number of projects, cooperative approaches may be possible to attract both market-seeking
investment and investors who desire to use these countries as export platforms.  The following
are examples:

• Regional economic integration, providing for freer trade and investment flows, could
create a large market attractive to foreign investors.  In the area of FDI, more modest
arrangements would reduce barriers to inward and outward FDI among countries of the
region, to encourage firms to take advantage of complementarities.  For example, Israel
and its neighbours could reduce inward and outward FDI barriers vis-à-vis each other,
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creating, so to speak, a free investment area.  Israel’s access to the markets of most
developed countries, relatively low labour costs and special customs arrangements such
as a free investment area could encourage intraregional FDI flows as well as inflows
from outside the region.

• Specific projects could be identified that, by their very nature, involve several countries,
are capital intensive and are beneficial for all participants.  One such project is the “Red
Sea Riviera”, linking Egypt, Israel and Jordan in a tourism triangle (Album, 1995a).
Another area where several countries could collectively mobilize resources is in joint
transport projects.

Box II.5.  Investment opportunities in West AsiaBox II.5.  Investment opportunities in West AsiaBox II.5.  Investment opportunities in West AsiaBox II.5.  Investment opportunities in West AsiaBox II.5.  Investment opportunities in West Asia

The countries in West Asia vary significantly in respect of the investment opportunities they
offer.  This variance reflects differences in market size, availability of natural resources, economic
structure, etc..  On the basis of the main factors determining countries’ investment potential -- the
size of the market and resource endowments (obviously, particularly important for the region) -- it
is possible to divide the countries in the region into four broad groups, corresponding to the
investment opportunities they offer:

• Small oil economies: Bahrain, Kuwait, Oman, Qatar and the United Arab Emirates.  This group
consists of countries with small populations and high income, very rich in natural resources
(primarily oil).  The factors that make them attractive for investment -- in spite of their small
size -- include the following:

• Availability of natural resources, primarily oil.  In 1994, more than a half of OPEC’s crude
oil production was concentrated in these countries,a and there are plenty of potential fields.b

Some of the countries in this group are also abundant in other natural resources, many of
them ready for commercial exploitation by private investors.c  Oman, for instance, is very
rich in a wide variety of industrial minerals and rocks.d

• They are relatively stable, both economically and politically, and they have a well developed
infrastructure.

• Their governments pursue liberal foreign trade and investment policies, allow foreign
ownership and freedom to repatriate profits and fees and provide a range of investment
incentives (Karshenas, 1994).

The creation of diversified non-oil economic sectors is the central goal of the economic policies of
the Governments of these countries (Farzin, 1993).  Transnational corporations can play a role,
particularly through technological and managerial know-how.

• Large oil economies: Islamic Republic of Iran, Iraq and Saudi Arabia.  Similar to the first
group, more than 90 per cent of the exports of these countries consists of petroleum-based
exports (World Bank, 1994), but unlike the first group, these countries have a more differentiated

/...
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• Special attention needs to be given to furthering the prospects for closer cooperation
between the Palestinian Territory, Israel and other countries in the region, e.g., by
combining Palestinian labour and know-how with technology and capital from the
region. (UNCTAD, 1994c).  In this connection, particular attention could be given to
the creation of industrial zones in the Palestinian Territory that utilize the advantages
offered by the Israel and Palestinian common customs zone.  (The Palestinian Territory
has preferential access to the European Union and the United States, with the latter being
in the process of examining whether complete duty free access should be offered.)

• Lebanon deserves special attention for two related reasons.  First, it can provide a bridge
between foreign investors and Arab countries in the region.  (For instance, an international

(Box II.5, cont’d)(Box II.5, cont’d)(Box II.5, cont’d)(Box II.5, cont’d)(Box II.5, cont’d)

production structure.  This is due to the larger size of their economies, more abundant
agricultural land and labour resources, and a longer industrialization experience (Karshenas,
1994).These countries have received only small amounts of FDI, partly because of limited
interest in such investment, and the resulting policies which restrict foreign ownership.  For
example, while the laws of most of the oil-exporting countries permit 100 per cent ownership
of production facilities by foreign companies, in Islamic Republic of Iran majority local
ownership is being required in new ventures.  If policies change, the supply of cheap labour and
natural resources and the large size of domestic markets should create a considerable potential
for FDI.

• Large non-oil economies: Egypt, Syrian Arab Republic and Turkey.  Petroleum accounts for
a small share in the domestic production of this group and is used mainly for domestic
consumption.  These countries are characterized by a higher degree of diversification, both as
regards the structure of production and foreign trade.  Both Turkey and Egypt have attracted
significant amounts of FDI:  accumulated FDI stock had reached $4.4 billion and $12.7 billion,
respectively, in 1994 (annex table 3).  Until recently, most foreign investors were attracted to
Turkey because of the size of its market and the protection offered to investors.  Turkey is
proceeding towards a customs union agreement with the European Union which, when
concluded, would reduce trade barriers between Turkey and the European Union.  As a result,
Turkey provides foreign investors favourable access to the European Union market.

• Small non-oil economies: Cyprus, Israel, Jordan, Lebanon, Palestinian Territory and Yemen.
These economies are characterized by small size and relative scarcity of natural resources.
With the exception of Israel, FDI inflows to these countries have been very modest.  While, in
relative terms, Cyprus stands out as the largest host country in the Middle East ($16.3 FDI per
$1,000 GNP in 1993), the absolute amount is very small.
a M. Kielmas, “Does OPEC have a future?”, Middle East Economic Digest, 20 January 1995, pp.

12-14.
b “Iraq:  rich pickings beckon from Baghdad”, Middle East Economic Digest, 20 January 1995,

pp. 14-15.
c E. Blair, “Aluminium rides the price rise wave”, Middle East Economic Digest, 3 March 1995,

pp. 2-4.
d “Oman makes the most of minerals”, Middle East Economic Digest, 20 January 1995, pp. 36-

37.
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hotel chain has recently established itself in the country, with a view to creating further
affiliates in the region.)  Second, its locational advantages as a financial and business
centre could turn Lebanon into a focal point for foreign investors seeking to serve the
whole region.  The reopening of the Beirut stock exchange is a major step in this
direction (Martin, 1995a).  A reconstruction programme, internationally supported,
could turn Lebanon into a growth pole for the entire region.

• There may be considerable scope for expatriate investment in the region (Wilson, 1994).
According to some estimates, for example, Syrian Arab Republic alone has about $60
billion in expatriate holdings (Shahin, 1995).  Other countries have a similar or even
higher potential that could be tapped if the conditions for investment are improved.

As indicated, there is FDI potential in West Asia.  Perhaps international and regional
organizations, representatives of interested governments in the region and representatives of
the international business community could establish a forum to discuss concrete opportunities
for FDI, especially of a regional nature, and to examine the conditions under which they could
be pursued successfully.

2.  Latin America and the Caribbean2.  Latin America and the Caribbean2.  Latin America and the Caribbean2.  Latin America and the Caribbean2.  Latin America and the Caribbean

(a)  Trends(a)  Trends(a)  Trends(a)  Trends(a)  Trends

By 1994, the FDI stock in Latin America and the Caribbean had reached $186 billion,
which makes this region the second most important one for TNCs in the developing world.
Inflows exceeded $19 billion in 1993, and $20 billion in 1994 (table II.3).28  The standstill with
respect to regional inflows masks the divergent experiences of individual countries in the
region, particularly, with respect to privatization-related inflows.  Significant decreases in
some countries, such as Argentina, have been offset by large increases in others, such as Peru.
As such, FDI proved much more stable than other forms of private capital flows, which declined
significantly in 1994 from their 1993 levels (ECLAC/UNCTAD, 1995a, p. 4).  However, the
distribution of FDI flows into Latin America remains highly concentrated in a handful of
countries:  Argentina, Brazil, Chile, Colombia, Mexico and Venezuela accounted for 71 per
cent of the region’s FDI inflows between 1988 and 1994 .  Argentina ($6.3 billion) and Mexico
($4.9 billion) were the principal recipients of FDI inflows in 1993 (table II.4).  Flows to Chile
more than doubled, (with FDI in mining and chemicals being the driving force).  Flows to the
Caribbean remained low, accounting for 4 per cent of flows to the region as a whole in 1993
and 3 per cent in 1994.29

The financial crisis in Mexico at the turn of 1994 raised the question whether the
precipitous decline in portfolio equity investment is likely to be paralleled by a similar drop in
FDI flows to Mexico -- and perhaps to the region as a whole.  Indeed, to the extent that the
financial crisis has had an impact on the country’s economic growth and stability, FDI flows
directed to the weakened domestic market are likely to decline (box II.6).  At the same time,
the high degree of integration between the United States and Mexican economies at the level
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of  production has a stabilizing effect.  Furthermore, the devaluation of the Mexican peso
creates new opportunities for export-oriented investment and lowers the price foreign investors
have to pay to acquire domestic assets (including assets that may be privatized).  Transnational
corporations based in North America may take this opportunity to deepen their regional
production networks, while non-NAFTA-based TNCs may seek to gain  better access to the
NAFTA market.  In some cases, FDI by non-NAFTA-based TNCs may also be motivated by
the need to meet the tough NAFTA rules of origin in industries such as automobiles, consumer
electronics, textiles and apparel and machinery.  Indeed, during the first two months of 1995,
authorized FDI inflows to Mexico were $3.7 billion, a fourfold increase over authorized flows
during the first two months of 1994 (Mexico, SECOFI, 1995, table 4).  This reflects the longer
term strategic considerations that underly the investment decisions of TNCs, as opposed to the
short-term, and often speculative, factors that affect international portfolio capital movement.
Provided that macroeconomic stability can be maintained, Mexico remains one of the most
attractive FDI locations in the region.

Privatization programmes have played an important role in increasing FDI in the region.
For the seven largest recipients of FDI, privatization-related flows accounted for 17 per cent
of total FDI inflows during 1989-1993 (table I.6), despite some of these countries having had
only very limited privatization programmes:

• Mexico and Chile have moved beyond the stage during which privatizations contribute
significantly to FDI flows.  In Chile, privatizations accounted for one-tenth of FDI
inflows in 1989, but they fell to zero thereafter (table II.4).  In Mexico, privatizations
peaked in 1991, accounting for 17 per cent of total FDI inflows.  During 1992-1993,
privatizations accounted for less than 1 per cent of Mexican inward FDI.

• In Argentina and Peru, privatization programmes have accounted for the lion’s share of
recent FDI inflows (table II.4).  In fact, they contributed significantly to Argentina
becoming the region’s single largest host country in 1993 in terms of inflows.  Estimated
privatization-related inflows to Peru in 1994 were almost six times the country’s total
inflows in 1993 (ECLAC/UNCTAD, 1995b, p. 9).

• Brazil has not yet implemented a consistent privatization programme;  expectations are,
however, that this will begin in 1995, with telecommunications having been opened by
the middle of the year.  If this should occur on a large scale, and is open to foreign
investors, FDI inflows are likely to increase substantially.  In 1994, Brazil owned 28 of
the 50 largest Latin American public companies, ranked by sales (América Economía,
1995a, p. 54).  By comparison, Mexico had privatized over $20 billion of assets by the
end of 1994 and Argentina $16 billion, whereas Brazil had only privatized $6 billion
(ECLAC/UNCTAD, 1995c, table III.1), despite its much greater potential in this area.

Mainly as a result of privatization programmes, the number of foreign affiliates among the
500 largest companies in Latin America, ranked by sales, increased from 138 to 151 between
1990 and 1993 (with the number of state enterprises falling from 105 to 72).  The share of
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Table II.4.  FDI flows into selected countries in Latin America andTable II.4.  FDI flows into selected countries in Latin America andTable II.4.  FDI flows into selected countries in Latin America andTable II.4.  FDI flows into selected countries in Latin America andTable II.4.  FDI flows into selected countries in Latin America and
the Caribbean, 1988-1994the Caribbean, 1988-1994the Caribbean, 1988-1994the Caribbean, 1988-1994the Caribbean, 1988-1994aaaaa

(Millions of dollars)

Annual
Country  1988  1989    1990      1991 1992 1993 1994b averagec

Mexico 2 879 3 174 2 632 4 762 4 933 4 901 4 432 d 3 959
Regular FDI 1 956 2 785 2 432 3 956 4 842 4 901 .. 3 479
Debt conversions 868 389 85 19 - - .. 227
Privatization 55 - 115 787 91 - .. 175

Argentina 1 147 1 028 1 836 2 439 4 179 6 305 1 200 2 591
Regular FDI 807 869 305 465 518 694 .. 610
Debt conversions 340 159 886 20 1 512 2 984 .. 984
Privatization - - 645 1 954 2 149 2 627 .. 1 229

Brazil 2 969 1 267 901 972 1 580 802 2 241 1 533
Regular FDI 882 321 618 850 1 485 752 .. 818
Debt conversions 2 087 946 283 68 95 50 .. 588
Privatization - - - 54 - - .. 9

Chile 1 027 1 289 590 623 711 891 2 533 d 1 095
Regular FDI .. 67 235 663 743 941 .. 530
Debt conversions .. 1 107 355 -40 -32 -50 .. 268
Privatization .. 115 - - - - .. 23

Colombia 203 576 500 574 790 950 1 504 728
Regular FDI 203 576 500 522 790 950 .. 590
Debt conversions - - - - - - .. -
Privatization - - - 52 - - .. 9

Venezuela 89 213 451 1 916 692 372 993 675
Regular FDI 39 30 148 159 608 347 .. 222
Debt conversions 50 183 303 258 70 25 .. 148
Privatization - - - 1 499 14 - .. 252

Peru 26 59 41 -7 127 349 2 695 470
Regular FDI 26 59 41 -7 -13 60 695 123
Debt conversions - - - - - - .. -
Privatization - - - - 140 289 2 000 e 347

Costa Rica 122 101 163 187 262 285 245 195
Regular FDI 116  .. .. 184 .. .. .. 150
Debt conversions .. .. .. .. .. .. .. ..
Privatization 6 .. .. 3 .. .. .. 5

Dominican Republic 106 110 133 145 180 183 169 147
Regular FDI .. .. .. .. .. .. .. ..
Debt conversions .. .. .. .. .. .. .. ..
Privatization .. .. .. .. .. .. .. ..

Trinidad and Tobago 63 149 109 169 178 379 242 184
Regular FDI .. .. .. .. .. .. .. ..
Debt conversions .. .. .. .. .. .. .. ..
Privatization .. .. .. .. .. .. .. ..

Jamaica -12 57 138 133 142 78 118 93
Regular FDI .. .. .. .. .. .. .. ..
Debt conversions .. .. .. .. .. .. .. ..
Privatization .. .. .. .. .. .. .. ..

/...
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foreign affiliates in the total sales of the 500 largest companies increased from 24 per cent to
29 per cent over the same period (table II.5).  The principal economic significance of the
growing number of foreign affiliates among the largest 500 lies in the access to markets and
resources that they generate for the economies in which they are located.  For example, of the
$4 billion increase of exports achieved by the 200 largest exporters in Latin America between

(Table II.4 cont'd)(Table II.4 cont'd)(Table II.4 cont'd)(Table II.4 cont'd)(Table II.4 cont'd)

              Annual
Country  1988 1989 1990 1991 1992 1993 1994b     averagec

Guatemala 330 76 48 91 94 149 111 128
Regular FDI .. .. .. .. .. .. .. ..
Debt conversions .. .. .. .. .. .. .. ..
Privatization .. .. .. .. .. .. .. ..

Paraguay 8 13 76 84 137 111 111 77
Regular FDI .. .. .. .. .. .. .. ..
Debt conversions .. .. .. .. .. .. .. ..
Privatization .. .. .. .. .. .. .. ..

Ecuador 80 80 82 85 95 115 98 91
Regular FDI 79 71 .. .. .. .. .. 75
Debt conversions 1 9 .. .. .. .. .. 5
Privatization .. .. .. .. .. .. .. ..

Honduras 48 51 44 52 48 35 45 46
Regular FDI 34 24 13 35 32 .. .. 28
Debt conversions 8 .. 24 16 .. .. .. 16
Privatization 6 27 7 1 16 .. .. 11

Bolivia -10 -24 27 52 93 122 89 50
Regular FDI -56 .. .. .. -130 .. .. -93
Debt conversions 46 .. .. .. .. .. .. 46
Privatization .. .. .. .. 223 .. .. 223

Total FDI for above
countries 9 075 8 219 7 773 12 277 14 241 16 027 16 826 12 062
Average FDI per
country 567 514 486 767 890 1 002 1 052 754

Source:  UNCTAD, Division on Transnational Corporations and Investment, based on ECLAC/
UNCTAD, 1995b; and UNCTAD-DTCI, FDI database.

a Data on debt conversions and privatizations are sourced from national governments.  However,
due to differences in the calculation of these data, they are not strictly comparable across countries.  In addition,
major tax havens are not included in this table due to the particular characteristics of a large share of capital
flows to these countries.  For example, Bermuda, if included, would rank as the third largest FDI recipient in
terms of annual average over the period 1988-1994, with $1.8 billion.

b Estimates.  Projections by the national governments for Argentina, Brazil, Chile, Colombia,
Mexico and Peru.

c The annual averages for regular FDI, debt conversions and privatizations are calculated
according to the number of years for which data are available, and therefore do not always add up to the annual
averages for total FDI.

d During the publication process of this report, the data for 1994 was significantly revised to $7,978
million for Mexico and $1,795 million for Chile by International Monetary Fund.

e This figure represents FDI flows related to the privatization of the Peruvian telecommunications
sector and, as such, underestimates privatization-related inflows (box II.8).
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Box II.6.  The response of TNCs to the Mexican peso crisisBox II.6.  The response of TNCs to the Mexican peso crisisBox II.6.  The response of TNCs to the Mexican peso crisisBox II.6.  The response of TNCs to the Mexican peso crisisBox II.6.  The response of TNCs to the Mexican peso crisis

The peso crisis began on 18 November 1994, when shaky investor confidence resulted in a
$1.7 billion one-day run on the peso.a  On 20 December, the Government devalued the peso by 13
per cent and implemented a series of measures to stabilize the Mexican economy, including the
negotiation of a $38 billion rescue package with the United States and the International Monetary
Fund.

The opening of the Mexican economy in the 1980s, and subsequent commitments to further
liberalization in the North American Free Trade Agreement, led to its rapid international integration
at the level of production geared to the local markets.  While the increased amounts of short term
capital inflows that accompanied Mexico’s liberalization constituted one of the underlying reasons
for the crisis (with volatile mutual funds supplanting commercial banks and international institutions
as principal sources of finance), the deeper integration of the economy at the level of production
mitigated the adverse impact of the crisis.  The automobile industry, which has been particularly
active in developing regional production networks, is an example to show that deeper integration
can stand such a devaluation crisis.

• The crisis dramatically reduced domestic demand, which in turn has caused TNCs to reduce
production.  For example, several automotive producers have either stopped or reduced
production: Volkswagen initiated plant shutdowns for two weeks each month beginning April;
Nissan shut down its operations for two weeks in April and all of May and June; and Ford shut
down its production in June.  The “Big Five”b produced almost 70 per cent fewer vehicles for
the domestic market in the first six months of 1995 than they did in 1994 (accompanying table).

• Conversely, production destined for international markets has benefitted from the crisis.  The
share of output of the Big Five destined for export markets increased from 55 per cent in the
first six months of 1994 to 82 per cent in the same period in 1995 (accompanying table).  More
significantly, the absolute volume of output destined for export markets increased from
244,000 to 298,000 units over the same periods, an increase of 22 per cent.

In contrast with the crisis of 1981 (when international integration at the level of production
was minimal and Mexico’s external economic ties were largely limited to financial commitments),
the crisis of 1994/95 will probably not have as adverse an impact upon the economy, partly because
deeper levels of international integration at the level of production have allowed TNCs in Mexico
first, to become internationally competitive, and second, to compensate for declining domestic sales
through exports.  For example, whereas automotive production declined by over 30 per cent between
1982 (at the outset of the debt crisis) and 1983, estimates for 1995 are for a decrease in production
of only 10 per cent over 1994 levels.c  Thus, while the impact of the financial crisis on the economy,
including the reduction in output and employment, should not be underestimated, FDI and TNC
exports have probably helped minimize the cost of the crisis to the economy.

Furthermore, the combination of falling asset prices, increased competitiveness of Mexican
exports resulting from the devaluation, and the return of relative stability to the Mexican economy
could combine to increase FDI by export-oriented TNCs, including their suppliers.  To the extent
that TNCs continue to view Mexico as an attractive location for their foreign affiliates, the stability
as a host country that integration at the level of production contributed during the crisis will be
further enhanced.

/...
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      (Box II.6, cont'd) (Box II.6, cont'd) (Box II.6, cont'd) (Box II.6, cont'd) (Box II.6, cont'd)

Mexican automotive production by the “Big Five”, January to June, 1994 and 1995Mexican automotive production by the “Big Five”, January to June, 1994 and 1995Mexican automotive production by the “Big Five”, January to June, 1994 and 1995Mexican automotive production by the “Big Five”, January to June, 1994 and 1995Mexican automotive production by the “Big Five”, January to June, 1994 and 1995aaaaa

(Units of output and percentage)

  Percentage change in
   Name of       Destination of    January-June 1994   January-June 1995    production, January-
manufacturer          production                 Units Share of total Units  Share of total       June 1994-1995
Chrysler Cars produced for the 27 150 35 6 070 17 -78

domestic market
Cars produced 51 085 65 29 046 83 -43

for export
Total production 78 235 100 35 116 100 -55

Ford Cars produced for the 19 390 21 5 226 5 -73
domestic market

Cars produced 70 849 79 110 493 95 56
for export

Total production 90 239 100 115 719 100 28
General Cars produced for the 25 224 34 10 671 15 -58
Motors domestic market

Cars produced 50 018 66 59 536 85 19
for export

Total production 75 242 100 70 207 100 -7
Nissan Cars produced for the 48 773 65 24 780 52 -49

domestic market
Cars produced 25 921 35 23 213 48 -10

for export
Total production 74 694 100 47 993 100 -36

Volkswagen Cars produced for the 79 727 63 16 693 18 -79
domestic market

Cars produced 46 241 37 76 168 82 65
for export

Total production 125 968 100 92 861 100 -26
“Big Five” Cars produced for the 200 264 45 63 440 18 -68
total domestic market

Cars produced 244 114 55 298 456 82 22
for export

Total production 444 378 100 361 896 100 -19

Source: Automotive News, 24 July 1995, p.9.

a   The “Big Five” includes Chrysler, Ford, General Motors, Nissan, and Volkswagen.

_____________________

a David Wessel, Paul B. Carrol and Thomas P. Vogel Jr., “Picking up pieces”, Wall Street
Journal, 6 July 1995, p.1.

b Chrysler, Ford, General Motors, Nissan and Volkswagen.
c Charles Ramirez, “Mexico sales tumble 81.6 percent in June”, Automotive News, 24 July 1995,

p.9.
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1991 and 1993, foreign affiliates contributed $3 billion; foreign affiliates in Mexico alone
produced more than a half of all exports by foreign affiliates among the top 200 exporters from
the region in 1993 (table II.6).

Although privatizations are distinct events with an immediate and noticeable impact on
FDI flows when foreign investors participate, the flows involved are not necessarily one-off
occurrences (box II.7).  In many cases, the contractual arrangements specify further capital
commitments to be undertaken subsequent to the original purchase, sometimes stretching over
years.  Furthermore, to the extent that privatized firms are profitable, they will generate
reinvested earnings, which over time can become substantial and account for a considerable
proportion of inflows.  At the same time privatizations can also be followed by disincentives.
In other words, the impact of privatization can extend far beyond the initial transaction.

Table II.5.  The importance of foreign affiliates in the 500 largest companiesTable II.5.  The importance of foreign affiliates in the 500 largest companiesTable II.5.  The importance of foreign affiliates in the 500 largest companiesTable II.5.  The importance of foreign affiliates in the 500 largest companiesTable II.5.  The importance of foreign affiliates in the 500 largest companies
in Latin America, by sales, 1990 and 1993in Latin America, by sales, 1990 and 1993in Latin America, by sales, 1990 and 1993in Latin America, by sales, 1990 and 1993in Latin America, by sales, 1990 and 1993

(Billions of dollars and percentage)

  1990  1990  1990  1990  1990    1993   1993   1993   1993   1993

  Foreign   Foreign
 affiliates’  affiliates’

Foreign  Total in share in the Foreign  Total in share in the
Country affiliates list of 500 largest 500 affiliates list of 500 largest 500

Argentina
    Number of companies 16  49 3.2 28  76 5.6
    Value of sales  8  27 2.5 21  44 5.1
Brazil
    Number of companies 85 291 17.0 70 242 14.0
    Value of sales 49 151 15.1 59 172 14.3
Chile
    Number of companies  5  21 1.0 10  31 2.0
    Value of sales  1  13  0.3  3  17 0.7
Colombia
    Number of companies  7  23 1.4  7  26 1.4
    Value of sales  2   7 0.6  2  12 0.5
Mexico
    Number of companies 21  75 4.2 32  96 6.4
    Value of sales 17  87 5.2 31 128 7.5
Venezuela
    Number of companies  3  24 0.6  3  18 0.6
    Value of sales  1  34  0.3  1  32  0.2
Other countries
    Number of companies 1  17 0.2 1 11 0.2
    Value of sales 1   8 0.3 2 8 0.3
Latin America
    Number of companies 138 500 27.6 151 500 30.2
    Value of sales  78 325 24.0 120 413 29.1

Source:   ECLAC/UNCTAD Joint Unit on Transnational Corporations, based on América Economía,
1995a and 1995b.
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(b)  Extending NAFTA:  foreign direct investment integration in the Americas?(b)  Extending NAFTA:  foreign direct investment integration in the Americas?(b)  Extending NAFTA:  foreign direct investment integration in the Americas?(b)  Extending NAFTA:  foreign direct investment integration in the Americas?(b)  Extending NAFTA:  foreign direct investment integration in the Americas?

Well before the creation of NAFTA, foreign affiliates in Mexico had begun a fundamental
restructuring process, which was accompanied by substantially increased FDI flows from the
United States and Canada to Mexico.  Between 1989 and 1994, United States FDI stocks in
Mexico increased by 125 per cent, from $8.3 billion to $16.4 billion, while Canadian FDI flows
increased fivefold over the same period.30  This increase involved not only existing affiliates
but also new entrants;  in fact, a half of the foreign firms that operated in Mexico by 1994 had
arrived since 1989 (ECLAC/UNCTAD, 1995b, p. 28).  At the same time, Mexican FDI stocks
in the United States reached $1.2 billion by 1993, and almost doubled to $2.2 billion in 1994.

Table II.6.  The importance of foreign affiliates in the 200 largest companiesTable II.6.  The importance of foreign affiliates in the 200 largest companiesTable II.6.  The importance of foreign affiliates in the 200 largest companiesTable II.6.  The importance of foreign affiliates in the 200 largest companiesTable II.6.  The importance of foreign affiliates in the 200 largest companies
in Latin America, by exports,  1991 and 1993in Latin America, by exports,  1991 and 1993in Latin America, by exports,  1991 and 1993in Latin America, by exports,  1991 and 1993in Latin America, by exports,  1991 and 1993

(Billions of dollars and percentage)

   1991   1991   1991   1991   1991  1993 1993 1993 1993 1993

  Foreign   Foreign
 affiliates’  affiliates’

Foreign  Total in share in the Foreign  Total in share in the
Country affiliates list of 200 largest 200 affiliates list of 200 largest 200

Argentina
    Number of companies 7  30 3.5 5  28 2.5
    Value of exports  1  5 1.5 1  5 1.4
Brazil
    Number of companies 37 95 18.5 30 92 15.0
    Value of exports 5 15 7.6 5 18 7.0
Chile
    Number of companies  4  10 2.0 7  13 3.5
    Value of exports  1  5  1.5  1  5 1.4
Colombia
    Number of companies  5  10 2.5  4  11 2.0
    Value of exports  1   3 1.5  1  3 1.4
Mexico
    Number of companies 12  43 6.0 12  37 6.0
    Value of exports 7  21 10.6 10 23 14.3
Venezuela
    Number of companies  -  3 -  -  3 -
    Value of exports  -  13  -  -  13  -
Other countries
    Number of companies -  9 - 2 16 1.0
    Value of exports -   4 - 1 3 1.4
Latin America
    Number of companies 65 200 32.5 60 200 30.0
    Value of exports  16 66 24.2 19 70 27.1

Source:   ECLAC/UNCTAD Joint Unit on Transnational Corporations, based on América Economía,
1995a and 1995b.
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Box II.7.  Post-privatization FDI in Latin AmericaBox II.7.  Post-privatization FDI in Latin AmericaBox II.7.  Post-privatization FDI in Latin AmericaBox II.7.  Post-privatization FDI in Latin AmericaBox II.7.  Post-privatization FDI in Latin America

Investment subsequent to the original purchase of a state enterprise by a foreign investor is
often sizeable.  Although systematic data on post-privatization investment are not available,
information on firm-level experiences with post-privatization investment highlights the significance
of these flows.  As the accompanying table and the three cases on privatizations in the
telecommunications industry indicate, post-privatization commitments are not always formalized
but sometimes implicit in specific performance targets.

Examples of post-privatization investment commitments in Latin AmericaExamples of post-privatization investment commitments in Latin AmericaExamples of post-privatization investment commitments in Latin AmericaExamples of post-privatization investment commitments in Latin AmericaExamples of post-privatization investment commitments in Latin America
(Millions of dollars and percentage)

     Initial Total additional     Index
commitment  commitmentsa    (B)/(A)

 Country Year Company privatized Foreign investor        (A)          (B) (Percentage)

Mexico 1992 Siderugica del Balsas,       .. 25 195  b 780
S.A. de C.V.

Mexico 1990 Telefonos de Mexico Southwestern Bell 500 500   100
(United States)
France Telecom (France)

Peru 1994 CPT and Entel Peru Telefonica de España (Spain) 2 000           1 000-1 200 50-60
Peru 1993 Cerro Verde Cyprus Climax Corp.

(United States) 37 485 1 312
Peru 1992 Hierro Peru Shougang Corporation (China) 120 150    125
Peru 1992 Quellaveco Mantos Blancos  (the Chilean 12 560 4 667

subsidiary of Anglo-American
Corp. of South Africa)

Venezuela 1992 Compania de Telefonos GTE, AT&T (United States) 1 900  c 1 200 c    63  c

de Venezuela Telefonica de España (Spain)

Source:  UNCTAD-DTCI, based on Sader (1994), Edward E. Whitacre, Jr., “Keys to sucess:  privatization in
the telecommunications industry”, Latin Finance: Privatization in Latin America, 1994, Supplement, March 1994,
pp. 20-23; Aurelio Garcia-Miro and Steven Murphey, “Telefonica’s Peruvian connection,” Business Latin America,
14 March 1994, pp. 1-2; “From monopoly to competition in Venezuelan telecommunications”, Latin Finance
Supplement 1993, pp. 21-23.

a  Represents equity investment.
b  Represents a commitment to take responsibility for previously incurred debt obligations.
c  Including domestic investors.

In 1990, the Government of Mexico sold a controlling interest in Telefonos de Mexico
(Telmex), Mexico’s national telecommunications company, to a consortium involving Southwestern
Bell (based in Texas), France Telecom and Grupo Carso (a domestically-based consortium).
Southwestern Bell’s original investment was approximately $500 million.  In 1991, less than one
year after the original investment, Southwestern Bell doubled its original investment to almost $1
billion for a 10 per cent equity stake in Telmex.  More generally, the post-privatization investment
programme for Telmex amounted to one of the most ambitious in telecommunications history.
Following privatization, the number of access lines was increased by 42 per cent and has been
projected to increase by 10 per cent per annum.  Furthermore, investment plans as of 1994 were for
the complete replacement of analog lines with a digital network by the end of the decade.  In the case
of Telmex, the Government has actively sought to encourage post-privatization investment by
foreign participants by providing a favourable regulatory regime and specific tax incentives.a

/...
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                (Box II.7, cont’d) (Box II.7, cont’d) (Box II.7, cont’d) (Box II.7, cont’d) (Box II.7, cont’d)

Peru has had one of the most active privatization programmes of any Latin American country
during the Presidency of Alberto Fujimori since 1990.  Estimates for 1994 indicate that at least 70
per cent of FDI flows were accounted for by privatizations (table II.4).  The largest privatization
scheme in Peru (and one of the largest for Latin  America) involved the sale of 35 per cent governing
stakes in Compania Peruana de Telefonos (CPT) and Entel Peru, the country’s domestic and long
distance carriers, respectively.  The winning bid of $2 billion came from a consortium headed by
Telefonica de España.  Even though the initial investment in this particular case is very large
(representing around 5 per cent of  GDP), Telefonica de España made commitments in its bid of $1
to $1.2 billion additional investment to be made subsequent to the original purchase.  In addition
to this monetary commitment, Telefonica accepted certain performance requirements, which could
lead to follow-up investments exceeding the post-privatization capital commitment.  For example,
Telefonica agreed to expand the system from 2.4 lines per inhabitant to 6 or 7 lines per inhabitant,
to add 1 million new lines and to upgrade 200,000 existing lines.  Rates must also be trimmed by
2 per cent per annum until these approximate international standards are reached.  In return,
Telefonica receives a five year monopoly in the Peruvian market.b

A third example consists of the $1.9 billion privatization of the Compania de Telefonos de
Venezuela (CANTV).  Follow-up investments in 1992-1993 totalled $1.2 billion (data on the
specific share of this increase accounted for by foreign investors are not available).  Annual average
capital investment was only $50 million during the three years prior to the privatization.  While, in
this case, it is not known whether these follow-up investments were part of the original purchase
agreement, this privatization is also characterized by a combination of capital commitments and
performance goals.  Future plans for the privatized facility include 450,000 new digital lines,
280,000 new customers, 5,000 new public telephones and the replacement of 12,000 existing ones.
By the end of the decade, projected additional investments in the privatized company are expected
to total $6 billion.c

These examples highlight three features of privatizations involving FDI:

• Foreign direct investment in privatizations is not necessarily a one-off event, but can be the first
stage of a process involving substantial post-privatization investments.  In the three examples
and the table, the available information indicates that post-privatization investment in the years
following the initial purchase will be several times as large as the original investment.

• The source of post-privatization FDI flows can be either contractual in nature (e.g., Telefonica
de España’s commitment to invest a further $1 to $1.2 billion), or they can be motivated by
government policies that encourage additional investment flows (e.g., Mexican tax incentives).

• While it is often not known whether formal performance requirements are included in
privatization schemes involving foreign investors, the public commitment of foreign investors
to specific performance targets suggests that such requirements also characterize privatization
agreements and, by extension, could also imply additional post-privatization investment flows.

a  Edward E. Whitacre, “Keys to success:  privatization in the telecommunications industry”,
Latin Finance: Privatization in Latin America, 1994, Supplement, March 1994, pp. 20-23.

b Aurelio Garcia-Miro and Steven Murphey, “Telefonica’s Peruvian connection”, Business
Latin America, 14 March 1994, p. 1-2.

c “From monopoly to competition in Venezuelan telecommunications”, Latin Finance Supplement
1993, pp. 21-23.
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(In contrast, the stock of FDI from the rest of Latin America (excluding tax havens) in the
United States decreased from $4.9 billion to $4.6 billion between 1993 and 1994.31)  The result
has been a more intense integration of Mexico with the United States at the level of production,
which has been led by the automobile, electrical machinery and electronic equipment industries
(UNCTC, 1992a).  It has been characterized by the reorganization of corporate networks
through which foreign affiliates in Mexico have become fully integrated into a regional
production structure.  As a result, over a quarter of the trade between Mexico and the United
States is undertaken on an intra-firm basis, a share that has increased over time (figure II.4).32

The deepened integration of the Mexican and North American economies has had a distinctly
manufacturing flavour, with foreign manufacturing affiliates shifting from a stand-alone,
domestic market orientation towards a regionally integrated production system.  This investment-
led integration provided a major impetus for the NAFTA negotiations which, in turn, reinforced
the  regional production integration already taking place by assuring investors that the
liberalization of Mexican trade and investment regulations would continue.

Chile’s prospective integration into NAFTA is similar to that of Mexico in one respect:
FDI inflows increased substantially beginning in the mid-1980s.  In 1993, average annual
inflows of FDI from the United States and Canada accounted for 62 per cent of total FDI flows
into Chile (as compared with 73 per cent for Mexico) (ECLAC/UNCTAD, 1995b, p. 28).  Total
inflows in Chile for 1994 were over $2.5 billion.  During 1990-1993, FDI as a share of gross
domestic capital formation was an average of 8.6 per cent in Chile, compared with 6.6 per cent
in Mexico, and 7.2 per cent for Latin America as a whole (UNCTAD-DTCI, FDI database).
Unlike the situation in Mexico, however, FDI by Chilean firms in NAFTA countries has been
negligible,33 and FDI by United States and Canadian TNCs has not been led by manufacturing
but rather by natural resource firms (especially in minerals, cellulose, wood pulp and fruits):  in
1994, 65 per cent of United States FDI stock in Mexico was in manufacturing while the
equivalent figure for Chile was only 8 per cent. 34  Consequently, United States and Canadian
FDI in Chile has not given rise to the same depth of integrated production as between the United
Sates and Mexico.  This is reflected in the fact that the share of Chile’s intra-firm trade for
ma jor i ty -owned
foreign affiliates with
the United States was
6 per cent in 1993,
whereas the average
for Latin America as
a whole was 20 per
cent.  Mexico has the
highest intra-firm
trade share (27 per
cent) of the major FDI
recipients in the
region in 1993 (figure
II.4).

Figure II.4.  Share of intra-firm trade of United States majority-ownedFigure II.4.  Share of intra-firm trade of United States majority-ownedFigure II.4.  Share of intra-firm trade of United States majority-ownedFigure II.4.  Share of intra-firm trade of United States majority-ownedFigure II.4.  Share of intra-firm trade of United States majority-owned
foreign affiliates in total trade between the United States and Latinforeign affiliates in total trade between the United States and Latinforeign affiliates in total trade between the United States and Latinforeign affiliates in total trade between the United States and Latinforeign affiliates in total trade between the United States and Latin

America and the Caribbean, 1989, 1992, 1993America and the Caribbean, 1989, 1992, 1993America and the Caribbean, 1989, 1992, 1993America and the Caribbean, 1989, 1992, 1993America and the Caribbean, 1989, 1992, 1993

Source:  UNCTAD, Division on Transnational Corporations and Investment,
based on United States, Department of Commerce, Bureau of Economic Analysis,
unpublished data; and IMF, 1994b.

a Preliminary.
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Thus, while Chile’s investment integration through TNCs with the North American
economy is substantial, it is largely one-way in nature (United States and Canadian FDI in Chile)
and not as strong as in the case of Mexico.  (However, Chilean FDI in the rest of Latin America
has been substantial; box II.8.)  Consequently, the less advanced integration of production
systems exercises less pressure to move institutional arrangements further.  This, in turn, is
reflected in the less active and less broad-based support that North American TNCs have given
to Chile’s accession as compared with the  expansion of the Canada-United States Free Trade
Agreement to include Mexico.  But even at the present time, integration at the production level
augurs well for Chile’s becoming a member of NAFTA, although Chile’s accession will be more
of a policy-led nature than in the case of Mexico.  The plans for a Free Trade Area of the
Americas outlined during the Summit of the Americas in Miami in December 1994 were a step
in that direction.35

Although FDI integration with North America has been much slower in the rest of Latin
America and the Caribbean, there are some indications that this process is beginning to gather
momentum.  Investment flows from Latin America to the NAFTA members have increased,
although from a very low level:  in 1991, FDI flows from Latin America accounted for 0.3 per
cent of total flows into the United States and 2.4 per cent for Mexico; in 1994, Latin America’s
share in the United States increased to 1.3 per cent  and to 4.2 per cent in Mexico.36

Furthermore, Canadian and United States firms have accounted for approximately a half of the
region’s FDI stock (table II.7), and the increase in the Latin American share (excluding Mexico)
of outward United States FDI flows from 16 per cent to 19 per cent between 1990 and 199437

suggests that the region is becoming more attractive to United States TNCs in the 1990s, as it
emerges from its “lost decade”.

The current trend towards regional trade and investment liberalization (through agreements
such as MERCOSUR -- box II.10), combined with competitive pressures for TNCs to integrate
production on a regional or global basis, could lead TNCs based in North America, as well as
regionally-based TNCs, to reorganize their Latin American operations to achieve the levels of
efficiency that they have already achieved in Mexico.  Some Latin American companies have
already begun to pay closer attention to other countries in the region, with MERCOSUR
becoming a testing ground for their ability to compete outside the boundaries of their home
countries (while still remaining shielded from international competition within the borders of
MERCOSUR).  Most of these investments are market-driven.  For example, Brahma, a large
brewing company from Brazil, is expanding its production facilities within the region through
investments in Argentina; in Brahma’s decision to invest abroad, MERCOSUR played a
facilitating role by helping to reduce administrative procedures and costs.38  Investment from
Brazil in Latin America is currently concentrated in other MERCOSUR members:  Argentina
(automobile parts and components, foodstuffs), Paraguay (alloyed steel) and Uruguay (financial
services).  In turn, FDI from Uruguay in Brazil nearly tripled between 1991 ($5 million) and
1992 ($14 million).  The number of strategic alliances between Argentina and Brazilian firms
is also increasing.39
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Box II.8. Chilean outward FDIBox II.8. Chilean outward FDIBox II.8. Chilean outward FDIBox II.8. Chilean outward FDIBox II.8. Chilean outward FDI

Chile is one of the most active outward investors in Latin America.  Between 1990 and 1994,
Chilean outward FDI flows increased dramatically from $8 million to $876 million.  As of 30 April
1995, the stock of Chilean outward FDI was estimated at $2 billion.a  Of this, 61 per cent  was
located in South America, 25 per cent in Central America and the Caribbean, 11 per cent in Europe,
and 1 per cent in North America (including Mexico).  Among individual host countries, Argentina
is the largest recipient, accounting for 43 per cent of total stocks in Latin America and the
Caribbean, or 38 per cent of total Chilean outward FDI stocks.  Much of this investment has been
associated with Argentina’s privatization programme in 1992, when $6.1 billion of assets were
privatized in Argentina.  Likewise, as Peru’s privatization accelerated in recent years (over $2
billion in privatized assets in 1994) Chilean investors have become more active in Peru; Bolivia is
also likely to become an important host country in 1995 as its privatization programme accelerates.

At the sectoral level, 56 per cent of Chilean outward FDI stock as of 30 April 1995 was in
financial  services, insurance, real estate and other services, 17 per cent in transport and
communications, and 10 per cent each for manufacturing and energy.  Flow data for the first four
months of 1995 show that financial services continue to dominate Chilean outflows (56 per cent),
but also highlight the growing importance of FDI in mining (13 per cent of flows in the first four
months of 1995, versus only 3 per cent of total outward FDI stock in mining).  Flow data also
indicate a slight increase in the importance of manufacturing in Chilean outward FDI over the
historical trend, with 12 per cent of flows in the first four months of 1995 going to this sector.b

The lead taken by Chile among Latin American economies in terms of outward FDI reflects
the opening of the economy to international competition and imports since the 1970s (the policy of
apertura).c  While apertura placed great pressure on Chilean firms, those that survived are now
competitive against international benchmarks and are actively seeking to expand their markets
through FDI (see accompanying table).  The strength of the peso against the dollar is an additional
motivation for the Government to actively encourage outward investment.  (By mid-1995, the peso
appreciated by 20 per cent in real terms over the previous 12 months, and foreign exchange reserves
exceeded $15 billion.)d  Yet, the competitiveness of Chilean firms remains the primary factor behind
their outward orientation.

In many instances, Chilean companies have entered into partnerships with TNCs from
developed countries either to acquire or establish foreign affiliates in Latin America.  Chilean
companies have joined forces with Banque National de Paris (France), ING Bank (Netherlands),
Nissan (Japan), Hydro Ontario (Canada), Telefonica de España (Spain), Procter and Gamble
(United States), and Coca Cola (United States), among others.  These alliances with Chilean TNCs
are suggestive of the strategic interests that TNCs from developed countries have identified in
forming alliances with companies that are familiar with the region’s markets.  Chilean TNCs have
used their knowledge of regional markets and new market opportunities associated with regional
trade liberalization to attract strategic partners.

a Economic and Financial Report, Banco Central de Chile, preliminary figures.
b Ibid.
c Matt Moffett, “Chilean firms blaze cross-border trails”, Wall Street Journal, 7 November 1994,

p. A11.
d Banco Central de Chile, ibid..

/...
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(Box II.8, cont’d)(Box II.8, cont’d)(Box II.8, cont’d)(Box II.8, cont’d)(Box II.8, cont’d)

Recent FDI projects by Chilean TNCsRecent FDI projects by Chilean TNCsRecent FDI projects by Chilean TNCsRecent FDI projects by Chilean TNCsRecent FDI projects by Chilean TNCs
(Millions of dollars)

Chilean TNC Acquisition details Year     Value

Banco O’Higgins SA 43.5 per cent stake in Buenos Aires-based Banco Popular SA. 1995 ..
Medeco SA Controlling interest in Guillermo Decker SA 1995 ..

Establishment of joint venture in Peru. ..
Maderas & Sinteticos SA Establishment of particleboard plant in Corcordia, Argentina 1994  45
Embotelladora Andina SA Acquisition of Rio de Janeiro Refrescos 1994 120
AFP Provida SA Joint venture in pension fund management in Colombia 1994 ..
Chilgener/Chilquinta/Pacifico Electrical utilities acquire 60 per cent of Central Puerto

electricity generation company from Government of Argentina 1992  92
Endesa/Dnersis/Chilectra Electrical utilities acquire 60 per cent stake in Central

Costanera electricity generation company in Buenos Aires from
Government of Argentina 1992 90

      Source:  Matt Moffett, “Chilean firms blaze cross-border trails”, Wall Street Journal, 7 November 1994, p. A.11.

Table II.7.  Share of Canadian and United States FDI in Latin and CentralTable II.7.  Share of Canadian and United States FDI in Latin and CentralTable II.7.  Share of Canadian and United States FDI in Latin and CentralTable II.7.  Share of Canadian and United States FDI in Latin and CentralTable II.7.  Share of Canadian and United States FDI in Latin and Central
American FDI stocks, by country, 1975-1993American FDI stocks, by country, 1975-1993American FDI stocks, by country, 1975-1993American FDI stocks, by country, 1975-1993American FDI stocks, by country, 1975-1993

(Percentage)

Country 1975 1980 1985 1990 1992 1993

Argentina 44 a 42 46 45 b .. ..
Bolivia 56 71 75 72 .. ..
Brazil 38 32 36 34 36 37 c

Chile 50 60 53 47 47 49
Colombia 58 58 67 72 69 ..
Ecuador 65 54 54 54 52 d ..
El Salvador 43 49 50 49 45 ..
Guatemala 56 46 29 .. .. ..
Mexico 76 71 69 64 63 64
Panama 85 88 84 81 76 e ..
Paraguay .. .. 17 f 14 g .. ..
Peru 62 59 54 50 44 ..
Venezuela 63 h 65 59 55 52 e ..
Group average i 58 58 53 53 54 50

Source:  UNCTAD-DTCI, based on data provided by ECLAC/UNCTAD Joint Unit on Transnational
Corporations.

a 1976.
b 1989.
c The share for Brazil is based on data up to 30 June 1993.
d Estimated.
e 1991.
f 1984.
g 1988.
h 1977.
i Beyond 1990 the comparability of the series is significantly reduced because of the unavailability

of host-country data.
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Box II.9.  MERCOSUR and the development of intraregional production networksBox II.9.  MERCOSUR and the development of intraregional production networksBox II.9.  MERCOSUR and the development of intraregional production networksBox II.9.  MERCOSUR and the development of intraregional production networksBox II.9.  MERCOSUR and the development of intraregional production networks

The liberalization of trade between the MERCOSUR signatories would result in a market of
200 million people and output of $700 billion.a  Intra-MERCOSUR trade grew by 250 per cent
between 1990 and 1993, while trade between MERCOSUR and the rest of the world grew by 29 per
cent over the same period.  Furthermore, intraregional exports as a share of total exports increased
from 8.8 to 19.9 per cent (Di Filippo, 1994).  Transnational corporations have led this intraregional
trade boom, accounting for 65 per cent ($4.2 billion) of intraregional manufacturing exports in 1993
(Di Filippo, 1994).  The largest component of this trade has been from Brazil to Argentina.

With respect to FDI, intraregional trade liberalization is giving rise to MERCOSUR-based
production networks, as TNCs rationalize their operations (Argentina, Ministerio de Economía y
Obras y Servicios Pùblicos, 1992 and ECLAC/UNCTAD, 1995b.).  Investment integration has
been particularly prominent in the chemicals, manufacturing, automotive, energy and food
industries.  For example, Toyota Motor Company is investing $100 million in a plant that will
produce 20,000 pick-up trucks per year in Argentina, of which approximately half are destined to
be exported to Brazil, and for which most of the parts will be imported from Brazil.b  In addition,
local parts suppliers to the automotive original equipment manufacturers are beginning to
regionalize in order to serve better the needs of their customers’ production networks.  For example,
Iochpe-Maxion, a Brazilian automotive parts manufacturer, has established a production facility
in Argentina to supply better General Motors in Argentina.

Since many manufacturing industries in the MERCOSUR economies have been nurtured
behind highly protectionist, import-substitution regimes, they are inefficient by international
standards, and economic resources have been diverted from areas of comparative advantage.  Under
the MERCOSUR agreement the production networks of many industries remain predominantly
intraregional due to continued restrictions on interregional trade.  Furthermore, the MERCOSUR
timetable involves a transition period during which international competitive pressures are
gradually increased in order to avoid sudden social dislocation.  Thus, intraregional barriers to trade
continue to act as an impediment to the realization of economies of scale in some industries.  For
example, the current MERCOSUR automotive agreement restricts intraregional imports and also
stipulates balanced trade between Brazil and Argentina in vehicles and automotive parts.  Automotive
manufacturers will enjoy unrestricted trade or a common tariff only from the year 2000.

That the MERCOSUR seems likely to serve as a vehicle for wider liberalization in the long
run is highlighted by the fact that Chile entered negotiations to become an associate member of the
agreement in 1995.  Chilean FDI stocks  in Argentina up to the end of April 1995 totalled $767
million -- more than one-third of the country's total outward FDI stock.c  Should Chile, one of the
region’s most open and dynamic economies, eventually become a member of both the NAFTA and
MERCOSUR, the stage could be set for much wider hemispheric trade and investment links.

a   MERCOSUR includes Argentina, Brazil, Paraguay and Uruguay.
b   Patrick McCurry, “Four nations = one market”, Financial Times, 25 January 1995, p. 14.
c   Banco Central de Chile, unpublished data, 1995.
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In 1993, each of the 40 largest TNCs (ranked by sales) in Latin America had, on average,
operations in three Latin American countries.  The 17 United States TNCs in the top 40
accounted for 50 per cent of the group’s total sales in 1993 (ECLAC/UNCTAD, 1995c, table
III.1).  Therefore, the already existing substantial FDI stock in Latin America and the Caribbean
controlled by North American TNCs could become a dynamic force for overall economic
integration in the Western Hemisphere.  A positive first step in this direction are regional
liberalization initiatives, such as MERCOSUR, that will allow TNCs to rationalize operations
in the hemisphere and will reduce impediments to deeper and wider international production
networks.

* * *

The integration of the Western Hemisphere -- as envisaged by the Enterprise-for-the
Americas initiative -- requires not only integration at the policy and institutional levels, but also
(and perhaps even more so) integration at the levels of markets and production.  Integration at
the level of production is fostered by a combination of FDI liberalization (which allows TNCs
to locate production facilities according to efficiency criteria) and trade liberalization (which
allows TNCs to move intermediate and finished products freely throughout their production
networks).  Increased production integration, in turn, is complemented and further encouraged
by institutional and policy arrangements.  Extending NAFTA beyond its current membership
could be facilitated if subregional integration arrangements, such as MERCOSUR, not only
serve to eliminate internal barriers to economic transactions but also reduce external barriers,
since the latter represent the principal impediment for TNCs to integrate and expand their
NAFTA-based production networks throughout the hemisphere.

3.  Africa 3.  Africa 3.  Africa 3.  Africa 3.  Africa 40

(a)  Trends(a)  Trends(a)  Trends(a)  Trends(a)  Trends

With $53 billion of accumulated FDI stock in 1994, Africa is the developing country
region that has received least attention from TNCs (figure II.5).  Investment inflows have
remained within the $2 - $4 billion range since the late 1980s.  Since flows into the developing
countries as a whole have increased considerably, Africa’s share in the developing country total
has declined from 11 per cent in 1986-1990 to 6 per cent in 1991-1993 and to 4 per cent in 1994
(figure II.5).  Reflecting this, the share of Africa in the total stock of developing countries
declined from 14 per cent in 1985 to 9 per cent in 1994, although the FDI stock grew in absolute
terms, owing to positive FDI inflows.  The oil-exporting countries of the region continue to
dominate inward FDI, accounting for about two-thirds of its stocks and flows (figure II.5).

Low FDI inflows and an almost total absence of portfolio equity investment flows
distinguish Africa from other developing regions where FDI has risen to become the largest
component  of net external resources inflows. Africa, and especially sub-Saharan Africa,
continues to rely on grants and official loans, which constitute the bulk of its external resources
inflows, while FDI accounted in 1993 only for about 12 per cent of the total (UNCTAD-DTCI,
1994b).
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In spite of the small investment flows to Africa, it is not correct to perceive Africa as a
location with poor investment opportunities.  Grouping together 54 countries unavoidably
conceals a  complex diversity of economic performance and factors determining FDI flows,
which in many cases are similar to those in other developing countries that do receive sizeable
FDI inflows.  Disparities exist among African countries in terms of market size and growth,
natural resource endowments, entrepreneurial and institutional capabilities, social and economic
infrastructure, political stability and economic policies.  This heterogeneity inevitably leads to
differences in FDI performance and potential.

If standardized FDI inflows (FDI inflows per $1,000 of GDP or per capita) are taken as
a measure of FDI performance (figure II.6), then Africa includes, apart from countries
attracting large absolute amounts of FDI inflows, a number of other countries that have done
very well in terms of attracting FDI inflows relative to the size of their economies.  In other
words, not only does a potential exist but it has also translated into investment in several
countries.  The annual average FDI inflows that these latter countries received during the period
1991-1993 per $1,000 of GDP were considerably above the average for African countries
($9.2), and above the average for developing countries (excluding Turkey) ($14.0).  Other
countries on this list are also high performers in terms of the absolute size of inflows.  The
performance of such countries as Angola, Namibia, Nigeria and the Seychelles is linked to
specific locational advantages based on natural resources (oil and tourism).  As the analysis of
the key FDI determinants in the next section suggests, some of the countries that already are
good FDI performers, either in absolute or relative terms, may still have unexploited FDI
potential, in some cases perhaps even a large one.  Such a potential exists, and also has not yet
been tapped in several other African countries.

Figure II.5.  FDI inflows and stock in Africa, 1980-1994Figure II.5.  FDI inflows and stock in Africa, 1980-1994Figure II.5.  FDI inflows and stock in Africa, 1980-1994Figure II.5.  FDI inflows and stock in Africa, 1980-1994Figure II.5.  FDI inflows and stock in Africa, 1980-1994

Source:  UNCTAD, Division on Transnational Corporations and Investment, based on International
Monetary Fund, balance-of-payments tape, retrieved in June 1995; and Organisation for Economic Co-
operation and Development estimates.

a Preliminary estimates.
b Oil exporting countries in Africa include Algeria, Angola, Cameroon, Egypt, Gabon, Lybian

Arab Jamahiriya, Nigeria and Tunisia.

Africa's  oil-exporting  countries.b
Share  of  Africa 's  oil-exporting countries in total Africa.

1981-85    1986-90   1991-93  1990       1991       1992        1993       1994a                                       1980                 1985                  1990                  1993                  1994a
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i.  Potential at the country level

Factors such as level of development (as measured by GDP per capita), market size (in
terms of total GDP or size of population) and market growth (GDP growth rates in constant
prices) are important determinants of the locational decisions of TNCs (UNCTC, 1992c).
Naturally, there are a number of other factors that determine FDI flows such as the availability
of natural resources, the quality of the infrastructure, the cost and productivity of labour and,
not least, policies that are favourable to FDI.  Any analysis of FDI potential has to start from
the first three of these determinants because they reflect economic fundamentals.  The analysis
in this section is, therefore, based on the assumption that potential for more FDI exists if an
African country is comparable or does better on these determinants in relation to other African
or other developing countries and yet, at the same time, receives less FDI than those  countries.
This potential can, of course, vary by sector, inter alia, because of the presence of privatization
programmes that may facilitate entry possibilities into specific markets.

Table II.8, comparing the key economic FDI determinants with standardized FDI inflows
in African countries and other developing countries, permits a basic assessment of the FDI
potential in African countries.  For each of the four FDI determinants shown in the table,
countries are divided into two groups.  The first group includes developing countries (including
African countries) with a highhighhighhighhigh value of the FDI determinant indicator and a highhighhighhighhigh value of FDI
inflows per $1,000 of GDP, i.e., a value above the $14.0 average for all developing countries
(excluding Turkey).
The second group
consists of African
countries with a highhighhighhighhigh
value of the indicator
and with a lowlowlowlowlow value
of FDI inflows.
While the first group
denotes countries
already exploiting
their FDI potential,
the second group
comprises African
countries with
unexploited FDI
potential (i.e., low
performers in terms
of attracting FDI
inflows).  The
difference between
the size of average
FDI inflows in these
two groups of
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Figure II.6.  The ten largest host countries to FDI inflows in Africa,Figure II.6.  The ten largest host countries to FDI inflows in Africa,Figure II.6.  The ten largest host countries to FDI inflows in Africa,Figure II.6.  The ten largest host countries to FDI inflows in Africa,Figure II.6.  The ten largest host countries to FDI inflows in Africa,
by absolute and relative size of inflows, 1991-1993 averageby absolute and relative size of inflows, 1991-1993 averageby absolute and relative size of inflows, 1991-1993 averageby absolute and relative size of inflows, 1991-1993 averageby absolute and relative size of inflows, 1991-1993 average

Source:  UNCTAD, Division on Transnational Corporations and Investment,
based on International Monetary Fund, balance-of-payments tape, retrieved in
June 1995; Organisation for Economic Co-operation and Development estimates;
and data from the UNCTAD Secretariat.
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Table II.8.  The FDI potential in African countries, 1991-1993Table II.8.  The FDI potential in African countries, 1991-1993Table II.8.  The FDI potential in African countries, 1991-1993Table II.8.  The FDI potential in African countries, 1991-1993Table II.8.  The FDI potential in African countries, 1991-1993

Developing countries (including African countries) African countries with unexploited FDI potential a
                utilizing their FDI potential a

Determinant:  GDP per capita b

  FDI/GDP    FDI/GDP
GDP per capita  (Dollars per GDP per capita  (Dollars per

Economy     (Dollars) $1,000 GDP) Economy      (Dollars) $1,000 GDP)

Vanuatu 1 135 142.1 Lesotho 716 11.7
Singapore 19 723 126.4 Botswana 2 866 10.5
Malaysia 3 348 84.8 Gabon 4 377 10.2
Grenada 2 413 83.1 Mauritius 2 850 5.5
Swaziland 1 111 64.9 Djibouti 815 3.7
Dominica 2 761 59.7 Libyan Arab
Seychelles 6 153 53.3    Jamahiriya 8 922   3.0
Trinidad and Congo 976 1.7
   Tobago   3 551  48.3 Senegal   722   1.4
Angola 847 45.3 Cape Verde 878 0.5

 Costa Rica 2 317  36.8 Algeria 1 752   0.2
Jamaica 1 592  33.2 Cameroon   802   -3.6
Namibia 1 717  31.0
Belize 2 569  30.8
Dominican
   Republic 1 108 21.8
Malta 7 598 21.4
Fiji 2 222 20.0
Indonesia 745 19.4
Argentina 7 566 19.2
Chile 3 160 18.7
Tunisia 1 705 18.3
Thailand 2 148 17.6
Paraguay 1 452 17.0
Venezuela 2 830 16.9
Cyprus 9 229 16.3
Morocco 1 057 15.9
Hong Kong 16 515 15.5
Mexico 3 815 15.2

AverageAverageAverageAverageAverage 2 5422 5422 5422 5422 542  25.8 25.8 25.8 25.8 25.8 AverageAverageAverageAverageAverage 2 0262 0262 0262 0262 026   2.0  2.0  2.0  2.0  2.0

Determinant:  total GDP (at current prices)c

  FDI/GDP   FDI/GDP
       GDP (Dollars per      GDP (Dollars per

Economy (Billion dollars) $1,000 GDP) Economy             (Billion dollars) $1,000 GDP)

Singapore    49 126.4 Egypt  36  12.1
Malaysia    57  84.8 Libyan Arab
China   453  31.7    Jamahiriya  45   3.0
Indonesia    90 19.4 Algeria  45   0.2
Argentina 225 19.2
Chile 40 18.7
Thailand 111 17.6
Venezuela 58 16.9
Hong Kong 91 15.5
Mexico 320 15.2
AverageAverageAverageAverageAverage   149  149  149  149  149 27.727.727.727.727.7 AverageAverageAverageAverageAverage  42 42 42 42 42   4.6  4.6  4.6  4.6  4.6



WWWWWorororororld Inld Inld Inld Inld Invvvvvestment Reestment Reestment Reestment Reestment Reporporporporport 1995t 1995t 1995t 1995t 1995 TTTTTrrrrransnaansnaansnaansnaansnational Cortional Cortional Cortional Cortional Corporporporporporaaaaations and Competititions and Competititions and Competititions and Competititions and Competitivvvvvenessenessenessenesseness

8 88 88 88 88 8

(Table II.8, cont'd)(Table II.8, cont'd)(Table II.8, cont'd)(Table II.8, cont'd)(Table II.8, cont'd)

Developing countries (including African countries) African countries with unexploited FDI potential a
                utilizing their FDI potential a

Determinant:  GDP growth rate d

  FDI/GDP   FDI/GDP
Growth rate  (Dollars per    Growth rate  (Dollars per

Economy (Percentage) $1,000 GDP) Economy    (Percentage) $1,000 GDP)

Costa Rica 5.6  36.8 Botswana   4.6  10.5
Namibia 3.8  31.0 Benin   4.1   4.8
Nigeria 4.1  23.5 Mauritius 5.4 5.5
Dominican Ghana   4.5   3.1
   Republic 4.2 21.8 Uganda   4.2   0.7
Malta 4.9 21.4 Sudan   4.9   -
Mozambique 6.6  20.5
Indonesia 6.6 19.4
Tunisia 5.1 18.3
Venezuela 5.3 16.9
Cyprus 4.1 16.3
Hong Kong 5.0 15.5
Honduras 4.3 13.9
Range/averageRange/averageRange/averageRange/averageRange/average 3.8-6.63.8-6.63.8-6.63.8-6.63.8-6.6  18.7 18.7 18.7 18.7 18.7 Range/averageRange/averageRange/averageRange/averageRange/average 4.1-5.44.1-5.44.1-5.44.1-5.44.1-5.4   3.5  3.5  3.5  3.5  3.5

Determinant:  commodity exports e

     Commodity    FDI/GDP    Commodity    FDI/GDP
        exports  (Dollars per       exports (Dollars per

Economy      (Percentage) $1,000 GDP) Economy    (Percentage)  $1,000 GDP)

Seychelles 56  53.3 Egypt  54  12.1
Trinidad and Gabon  95  10.2
   Tobago 64 48.3 Liberia 65 7.8
Angola 99 45.3 Mauritania 52 f 3.6
Zambia 85 29.9 Libyan Arab
Nigeria 96 23.5    Jamahiriya 96 g 3.0
Chile 56 18.7 Congo 86 1.7
Venezuela 86 16.9 Togo 67 h 1.3

Zaire 73 0.5
Algeria 97 f 0.2
Sudan 56 fh -
Mali 66 -1.0
Cameroon 65 -3.6

AverageAverageAverageAverageAverage 8282828282 21.921.921.921.921.9 AverageAverageAverageAverageAverage 8888888888   3.7  3.7  3.7  3.7  3.7

Source:  UNCTAD, Division on Transnational Corporations and Investment, FDI database; and
UNCTAD, 1993.

a The borderline between countries with FDI potential and those utilizing their FDI potential is
$14.0 FDI inflows per $1,000 GDP, the average for all developing countries (excluding Turkey).  Data on FDI/
GDP are in dollars per $1,000 GDP.  FDI inflows and GDP data are annual average in 1991-1993.

b Countries with GDP per capita above $700.  Data on GDP per capita are for 1993.
c Countries with average GDP for 1991-1993 above $36 billion.
d Countries with an annual growth rate in 1991-1993 above the developing country average of 3.7

per cent, but below the highest rate of an African country, 6.6 per cent.
e Countries with the share of exports of agricultural raw materials, fuels, ores and metals in total

exports above 50 per cent in the early 1990s.
f Data do not include agricultural raw materials.
g Data do not include ores and metals.
h Data do not include fuels.
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countries delineates, broadly speaking, the existing potential.  The third and largest group of
African countries is not included in the table.  It consists of countries where the low value of
the indicators corresponds with a low or very low value of FDI inflows.  When looking at
individual FDI determinants in these countries, their low level of development (measured by
GDP per capita) typically goes hand in hand with the small size of their markets (measured by
total GDP).  Only those countries from within this group that have high growth rates are likely
to improve on the first two determinants, if their growth rates are higher than the growth rates
of their populations.

Importantly, the number of countries with FDI potential is quite sizeable.  They are
grouped on the right side of table II.8, combining (as explained earlier) high values of the FDI
determinant indicators with an average of FDI inflows below that for the developing countries
as a group (and in a number of cases even below the average for Africa).  The size of this group
varies depending on the variable:

• Looking at the level of development, 11 African countries at the middle level of
development (that is, with a GDP per capita higher than $700), including Libyan Arab
Jamahiriya and Gabon, both with a higher than middle-level income, underperform in
terms of FDI flows per $1,000 of GDP, even if some of them already receive  sizeable
absolute amounts of FDI inflows.  These countries received, during the period 1991-
1993, an annual average of only $2.0 inflows per $1,000 GDP, compared to $26.0
inflows per $1,000 GDP received by their 21 counterparts from non-African developing
countries and compared to $21.5 inflows per $1,000 GDP of six high-performing
countries in Africa at a similar level of development.

• The market-size variable shows three African countries with FDI potential, if the size
of GDP equal to or above $36 billion is taken as an indicator of a relatively large market.
These countries, although having an average market size ($42 billion)  larger than  the
average for all developing countries, receive average inflows amounting to less than
one-third of the average inflows received by developing countries.  They are lagging
much more behind 10 developing countries that score higher on the market-size
determinant.

• The market-growth variable produces six African countries underperforming in terms
of FDI to GDP inflows and 12 countries within a similar range of growth rates
performing above average in terms of FDI (four of them are African countries).

• If specific locational advantages in natural resources are taken as a key FDI determinant,
measured by a share of commodities in exports that is above 50 per cent, Angola,
Nigeria, the Seychelles, Zambia and three other developing countries score high on both
this determinant and the size of FDI flows they receive, while 12 African countries show
unexploited FDI potential.

In a number of countries, this unexploited potential is especially strong, as they score high
on more than one determinant and below the average of all developing countries as regards
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average FDI inflows:  Libyan Arab Jamahiriya and Algeria (scoring on three determinants) and
Botswana, Cameroon, Congo, Egypt, Gabon, Mauritius and Sudan  (two determinants).  In
addition, there are 12 African countries with some potential, scoring high on one FDI
determinant.

Among countries already exploiting their FDI potential, the relatively low FDI-to-GDP
ratios prevailing in Tunisia and Morocco ($18 and $16 per $1,000 of GDP, respectively),
combined with the $1,705 per capita GDP and a relatively high rate of economic growth in the
former and $1,057 per capita GDP in the latter (table II.8), augur well for further increases in
FDI inflows relative to GDP in these countries.

This is, of course, only a rough assessment of the FDI potential of African countries, and
it is limited to basic economic FDI determinants only, in particular excluding political factors.
It is only meant to do two things:  to underline the need to differentiate when looking at the
African continent and, hence, to examine investment opportunities in each country separately,
and, at least when considering some basic FDI determinants, to point out that an unexploited
FDI potential seems to exist in a number of African countries.

ii.  Potential at the sector and industry levels

An analysis at the sector and industry levels can provide further hints about FDI potential
because the aggregate data do not necessarily capture some specific, sectoral locational
advantages:

• Primary sector.  As Africa is rich in natural resources, more than half of FDI in Africa,
not surprisingly, has traditionally been oriented towards resource-based activities, to a
much greater degree than FDI in other developing regions. It is in mining of high-value
minerals and petroleum where Africa is particularly prominent as a host to FDI
(Cantwell, 1991) and where great potential for future FDI exists. Reserves of oil and gas
are large, particularly in Nigeria and Angola, and exploration activities have high
success rates compared to other regions (Cockcroft and Riddell, 1991); it is widely
believed that important deposits are likely to be discovered in other parts of Africa.41

Africa also has important deposits of high-value minerals such as gold and diamonds.
Namibia has large reserves of uranium.  Guinea alone holds about three-quarters of the
world’s known bauxite reserves.  Of course, the mere availability of natural resources
is not a sufficient condition for FDI to occur.  Other conditions include demand in
relation to supply, prices and the costs of exploration and extraction.  Where the
potential for profitable investment exists, TNCs have a key role to play in helping host
countries to exploit it.

• Manufacturing.  Africa’s abundance of natural resources gives it also a certain
locational advantage for FDI in certain types of manufacturing, which -- to the extent
that it takes place -- appears to be much more resource-related than FDI in manufacturing
in Asia or Latin America (Cantwell, 1991). Most attractive in this regard are some metal
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processing activities, textiles, paper and wood products, some food and drink-processing,
products of natural rubber and building materials (Cantwell, 1991).  Additional sources
of potential advantages for export-oriented FDI include low-cost labour in a number of
countries and preferential access of most African countries to the markets of the
European Union (via the Lomé Convention and special assocation agreements), the
United States (via the Generalized System of Preferences) and South Africa (via the
Southern African Development Community (SADC)).  Possibilities of even closer
integration of the countries of northern Africa with the European Union would provide
additional impetus to FDI in this subregion.  Finally, to the extent that competition from
domestic producers is weak, market-seeking FDI in many African countries may be
particularly profitable -- although in such cases the host economies may not benefit as
much as they could if markets were competitive.

• Services.  The non-tradability of most services means that investment in this sector is
directed overwhelmingly towards domestic markets. Demand for many services is
growing fast in Africa while local supply is limited (Cantwell, 1995a).  Most African
countries have a shortage of the highly educated employees essential to these industries.
In capital-intensive services (e.g., telecommunications, modern hotels, transportation),
capital shortages create serious constraints.  In these cases there are considerable
opportunities for foreign investors, especially since many service industries were closed
to them until recently.  Only about 30 per cent of the FDI stock in Africa in the late 1980s
was in services; this was roughly equivalent to the proportion in Latin America,  but well
below the proportion in Asia (Cantwell,1995a).

• Tourism deserves special attention.  The African continent offers a rich variety of tourist
attractions, some of them (e.g., beaches, eco-tourism) similar to those offered by other
countries (and therefore competing with them), others specific to Africa, facing little or
no competition (e.g., safari tourism).  While some of this potential is already being
exploited, a large part of it still awaits investment in tourism infrastructure.  Zimbabwe
illustrates the dimensions of this potential.  Since 1989, tourism in that country has
grown at an annual rate of over 10 per cent, attracting in 1993 some 880,000 visitors.
Receipts  from this sector (including spillovers) during the same year were estimated to
have reached almost 5 per cent of Zimbabwe’s GDP.42  Only a part of the tourism-related
demand for goods and services (e.g., lodging, food and catering, transportation,
communication, car rentals) is met by domestic suppliers -- the remaining gap could be
filled by foreign investors.  While a few large TNCs, mainly in the hotel industry, are
already active in Africa (e.g., Hilton, Intercontinental and Sheraton), generally via non-
equity arrangements, most of the FDI potential in this area is still unexploited.

• Infrastructure is another area that holds promise, and FDI in this area is particularly
encouraged by governments.  The scale of the work required usually rules out local
suppliers; at the same time, many of these projects involve large amounts of unskilled
labour.  In addition, project finance or co-finance is, in many cases, available from
international financial institutions such as the World Bank or the European Investment
Bank (whose participation, moreover, reduces the investment risk).
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iii.  Potential at the firm level

A major indicator of investment potential at the firm level is the profitability of
foreign affiliates:  for in the final analysis what matters most for firms is that investment
opportunities are profitable.  Given the unfavourable image of Africa as an investment location,
including a perception that it is relatively risky to invest there, one would expect a rather poor
average profitability of FDI or, at best, wide fluctuations -- i.e., periods of high profits followed
by periods of high losses.  The data (tables II.9 and II.10) show, however, that such a perception
is wrong:  the FDI that has taken place is highly profitable, and consistently so; in fact, in many
respects, the profitability of FDI in Africa compares favourably with FDI in other regions:

• Income from United States FDI in Africa has been positive, showing a slow upward
trend between 1980 and 1993 (table II.9).  Judging from FDI income, Africa was a much
better place to invest for  United States investors than, for example, the United States
was for French and German TNCs which, in most of the years during the 1982-1992
period, suffered losses on their FDI in the United States.  While United States FDI in
Africa generated $8.6 billion of cumulated FDI income during that period, German TNC
income from the United States investment was only $0.4 billion, while French investment
brought a cumulated loss of over $2 billion.43

• In most years during the 1980-1993 period, the rate of return in Africa was higher than
the average for all developing countries (table II.10).  It was also far higher than that in
Latin America and the developed countries as a whole for all years except two.  The only
region that outperformed Africa during most of this period was Asia (South, East and
South-East Asia and the Pacific).  However, as the rate of return in Asia declined, while
that in Africa remained at a relatively high level during the 1990s, Africa has become the
region with the highest rates of return on FDI.

• As a consequence of the relatively higher profitability of FDI, Africa’s importance as a
source of FDI income for United States TNCs was proportionately higher during the
period 1982-1993 than its share in the outward stock of the United States FDI (except
for 1986) (UNCTAD-DTCI, 1995a, table 16, p. 75).

• Over time, the rate of return in Africa has been quite stable.  From its lowest point in 1986
it displayed a general trend towards growth.  The same cannot be said about the rate of
return in developed countries, which was not only much lower than that in Africa during
most years from 1980 to 1993, but also declined during the early 1990s.

• Finally, high rates of return translate into profitable foreign affiliates. For example, the
average United States foreign affiliate in Africa generated a higher amount of investment
income in 1992 than the average affiliate in Europe and almost twice as much as an
average affiliate in Canada (table II.9).  In addition, contrary to the trend for all
countries, income per affiliate in Africa has tended to increase during the early 1990s
compared with late 1980s.
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Table  II.9.  United States total FDI income in Africa and income per affiliate by region, 1982-1993Table  II.9.  United States total FDI income in Africa and income per affiliate by region, 1982-1993Table  II.9.  United States total FDI income in Africa and income per affiliate by region, 1982-1993Table  II.9.  United States total FDI income in Africa and income per affiliate by region, 1982-1993Table  II.9.  United States total FDI income in Africa and income per affiliate by region, 1982-1993

(Millions of dollars and percentage)

Region/country  1982  1983 1984   1985  1986  1987  1988   1989  1990 1991 1992  1993

A.  Total FDI income in Africa

Value 524.0 799.0 1 089.0 972.0 123.0 823.0 873.0 653.0 739.0 985.0 1 014.0 1 012.0
Share of Africa in total

FDI income 2.1 2.9 3.6 3.4 0.4 2.0 1.7 1.2 1.3 1.9 2.1 1.8
Share of Africa in total

FDI stock 2.0 1.9 2.1 1.9 1.5 1.4 1.3 0.8 0.7 0.8 0.7 0.8

B.  Income per affiliatea

Developing countriesDeveloping countriesDeveloping countriesDeveloping countriesDeveloping countries 1.36 0.55 0.82 1.02 1.02 1.57 1.65 2.49 3.14 3.02 3.57 ..
Africa 0.86 1.28 1.81 1.76 0.54 1.53 1.75 2.38 1.96 2.62 2.64 ..
West Asia 3.32 1.26 2.04 1.06 2.07 1.34 2.35 2.35 4.58 4.19 3.61 ..
Other  Asia b 2.39 2.32 2.59 2.37 1.80 2.69 2.78 2.57 3.71 3.19 3.73 ..
Latin America 0.88 -0.26 -0.08 0.38 0.70 1.16 1.11 2.46 2.88 2.88 3.59 ..

Developed countriesDeveloped countriesDeveloped countriesDeveloped countriesDeveloped countries 1.00 1.23 1.26 2.32 2.80 3.78 3.40 3.00 3.38 2.85 2.22 ..

Canada 1.23 2.44 2.51 2.08 2.60 3.62 3.79 3.41 2.43 1.66 1.42 ..
Europe 1.00 0.96 1.08 2.67 2.95 3.99 3.41 3.02 3.85 3.27 2.36 ..
Others 0.78 0.95 0.69 1.17 2.40 3.04 2.95 2.54 2.24 2.13 2.40 ..

All countriesAll countriesAll countriesAll countriesAll countries 1.16 1.04 1.13 1.86 2.14 2.99 2.78 2.84 3.25 2.89 2.57 ..

Source:  UNCTAD, Division on Transnational Corporations and Investment, based on United States, Department of Commerce, U.S. Direct
Investment Abroad:  Operations of US Parent Companies and Their Foreign Affiliates (various issues); U.S. Direct Investment Abroad:  Benchmark
Survey 1982 and 1989; and Survey of Current Business (various issues) (Washington, D.C.: Government Printing Office).

a Non-bank United States affiliates of non-bank parent firms except for 1982 and 1989 covering all United States affiliates of all United States
parent firms.

b South, East and South-East Asia and the Pacific.
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Table II.10.  Rates of return on United States FDI, by region, 1980-1993Table II.10.  Rates of return on United States FDI, by region, 1980-1993Table II.10.  Rates of return on United States FDI, by region, 1980-1993Table II.10.  Rates of return on United States FDI, by region, 1980-1993Table II.10.  Rates of return on United States FDI, by region, 1980-1993
(Percentage)

Region/country and sector 1980  1981    1982     1983   1984    1985    1986    1987     1988     1989    1990        1991       1992     1993

Developing countriesDeveloping countriesDeveloping countriesDeveloping countriesDeveloping countries 24.324.324.324.324.3 23.023.023.023.023.0 17.417.417.417.417.4 14.514.514.514.514.5 17.017.017.017.017.0 14.014.014.014.014.0 12.012.012.012.012.0 13.513.513.513.513.5 14.314.314.314.314.3 18.218.218.218.218.2 17.317.317.317.317.3 15.815.815.815.815.8 16.816.816.816.816.8 16.816.816.816.816.8
Africa - total 41.3 26.4 12.4 19.2 25.4 21.7  2.9 19.7 20.3 17.5 24.2 30.6 28.5 25.5

Primary a 50.8 31.7 17.4 21.9 30.7 25.5  0.3 17.4 11.6 14.2 22.8 35.4 29.3 28.8
Manufacturing 17.9 13.9 8.1  4.5  8.5  12.1  9.7 29.8 44.3 20.4 15.2 11.5 19.7 17.9
Services  b 17.4 13.0 18.6 21.5 14.0 3.6  9.3 20.0 40.5 19.8 26.9 12.9 22.9 21.3
Others .. 17.1 -73.5 -0.5  2.9 17.0 23.6 89.1 112.1 98.5 48.0 26.8 49.9 16.4

West Asia -16.5 74.9 47.8 15.9 19.4  9.4 11.9 11.5 20.7 18.4 30.8 22.6 19.7 15.3
Other Asia c - total 44.4 40.7 30.6 28.3 29.6 21.1 16.9 24.0 24.8 24.7 27.0 23.8 22.5 20.4

Primary  a 86.6 70.5 45.5 38.4 35.2 26.4 17.1 21.9 21.4 30.4 47.0 42.6 29.8 25.3
Manufacturing 19.2 19.5 16.3 21.8 21.8 19.6 20.5 27.1 29.0 23.6 20.7 14.2 18.6 19.1
Services  b 29.4 25.2 27.4 21.6 21.4 15.1 12.8 24.1 23.1 21.4 20.9 21.1 21.0 19.6
Others .. .. .. 19.0 -5.5 20.9 24.9 17.6 30.5 23.3 23.8 34.8 30.9 14.0

Latin America - total 18.8 15.8 11.2  6.9  7.9  9.3 10.8 9.1  9.7 16.0 13.0 12.1 14.1 15.1
Primary  a 21.5 19.6 10.8  7.8  0.2  12.4 16.0 5.1  7.5 7.8 15.0 19.7 16.4 13.9
Manufacturing 15.8 11.6 3.2 0.1  6.5 10.9 11.2 13.8 18.1 23.0 14.8 13.0 16.7 25.0
Services  b 21.0 19.5 31.0  83.5  9.7 4.0 9.6  7.6  5.0 13.0 11.7 10.7 12.5 10.7
Others 13.7  8.0 -1.3  5.0  4.5  2.0  1.8  2.5  3.1 11.5 12.2 13.5 14.1 10.8

Developed countriesDeveloped countriesDeveloped countriesDeveloped countriesDeveloped countries 16.616.616.616.616.6 11.711.711.711.711.7 9.29.29.29.29.2 12.312.312.312.312.3 13.613.613.613.613.6 12.712.712.712.712.7 13.413.413.413.413.4 14.614.614.614.614.6 16.116.116.116.116.1 14.214.214.214.214.2 13.713.713.713.713.7 10.210.210.210.210.2  8.0 8.0 8.0 8.0 8.0  8.7 8.7 8.7 8.7 8.7
Canada 13.7  9.4  6.3 11.9 13.1  11.1 10.0 10.3 12.0 10.3  7.2 4.6  3.8  5.8
Europe - total 17.9 11.9 10.5 12.8 14.3 14.0 14.6 16.4 17.6 15.9 16.1 12.4  8.6  9.4

Primary  a 31.3 24.9 14.0 21.0 22.2 18.1 15.7 13.6 17.0 11.8 24.1 20.1  8.8 11.1
Manufacturing 13.3  6.2  9.1  11.1  2.7 13.7 15.9 18.3 20.0 19.5 18.6 13.4  9.8  10.7
Services  b 15.4 11.5 10.4  9.4  7.8 12.2 12.8 15.7 15.1 14.1 13.0 10.4  8.0 2.5
Others 18.8  9.1  5.4 13.7  1.4 5.9 8.3 8.2 11.7 7.4  6.9  3.6  3.2  2.5

Other developed countries  d 17.0 15.9  8.7 10.8  4.2 10.3 14.3 14.3 16.5  12.2  10.1  7.8 10.0  8.8
All countriesAll countriesAll countriesAll countriesAll countries 18.518.518.518.518.5 14.714.714.714.714.7 11.411.411.411.411.4 12.912.912.912.912.9 14.314.314.314.314.3 12.812.812.812.812.8 12.612.612.612.612.6 14.114.114.114.114.1 15.515.515.515.515.5 15.015.015.015.015.0 14.314.314.314.314.3 11.611.611.611.611.6 10.210.210.210.210.2 10.810.810.810.810.8

Source:  UNCTAD, Division on Transnational Corporations and Investment, based on United States, Department of Commerce, Survey of Current
Business, various issues (Washington, D.C.: Government Printing Office).

a Only petroleum.
b Trade, banking, finance and other services.
c South, East and South-East Asia and the Pacific.
d Australia, Israel, Japan, New Zealand and South Africa.
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As would be expected, most of the profits from FDI in Africa are generated in the primary
sector.  Rates of return are highest in petroleum, although profitability in both the manufacturing
and services sectors is quite considerable, as also when compared to profitability of FDI in these
sectors in Latin America and Asia.  Judging from fluctuations in the rates of return, the most
risky investments in Africa are “other industries”; these include mining, agriculture and public
utilities, where years of large losses or no profits are interspersed with years of high profits.

iv.  Privatization

Privatization programmes can provide the link between the potential at country and
industry levels and concrete investment opportunities at the firm level.  As discussed in this
chapter, the experiences of Latin America, and also those of Central and Eastern Europe, show
that, to the extent that foreign participation in privatization programmes is permitted, TNCs use
privatization as a vehicle for fast entry into host country markets.  Another attraction of such
programmes for TNCs is that even though they may require the restructuring of acquired
companies and/or additional investments, they can provide profitable investment opportunities.
In addition, by buying a company, TNCs also buy its market share in international and local
markets.  As has become evident from the preceding analysis of key FDI determinants, some
of these attractions of privatization programmes exist in Africa in a limited number of countries.

To date, African privatization programmes -- with some exceptions -- are still rudimentary.
They are undertaken on a visible scale in no more than ten countries (Sader, 1994).  The primary
sector is prominent in most programmes, including not only mining and petroleum but also
agricultural projects and, specifically, large plantations of agricultural raw materials.  Foreign
participation is sought in infrastructural projects, including public utilities, especially
telecommunications, water supply and electricity and, in some countries, air transportation.  In
all these cases, experienced firms are being sought with access to investment resources,
technology and skills; on the other hand, TNCs typically have not yet been allowed to
participate in the privatization of large state monopolies in these industries.  In the manufacturing
sector, there is little to be privatized as the industrial base in most African countries is small.44

(c)  Policies to improve investment conditions(c)  Policies to improve investment conditions(c)  Policies to improve investment conditions(c)  Policies to improve investment conditions(c)  Policies to improve investment conditions

Governments in Africa have made many efforts during the past ten years to increase their
attractiveness to foreign investors.  These efforts have included far-reaching domestic economic
policy reforms (usually at high social cost) and the liberalization of the FDI regulatory
framework, including the simplification of administrative procedures applicable to  foreign
investors, the conclusion of bilateral investment protection and promotion treaties and
accession to various multilateral treaties facilitating FDI flows.45

All these efforts have led to a recognizable improvement of investment conditions in
Africa, although more can and needs to be done to realize the investment opportunities that
exist in Africa.  As the continent comprises a great variety of political and economic country
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situations, no single prescription for action to improve investment conditions would be
appropriate.  Answers are country-specific.  Some governments will have to make efforts to
restore or maintain economic and political stability, as a general precondition for increased FDI.
Others will have to continue with the liberalization of FDI policies and increase the efficiency
of administrative procedures, learning from best practices elsewhere.  Still others, with
favourable indicators of FDI potential but receiving FDI below their potential, will need to
review their regulatory frameworks, focus on promotion efforts and look at ways of attracting
TNCs to particular projects.  Finally, a small group of countries in Africa may be able to pay
increased attention to policies aimed at upgrading the quality of FDI they receive, e.g., by
focusing on the improvement of the skills of their labour force or on the upgrading of
infrastructure.

One quick way of improving investment conditions in many African countries is to utilize
privatization programmes.  To benefit from privatization-related FDI, existing programmes
need to be improved and perhaps new programmes launched.  In some cases, this may require
the establishment of a broader political consensus, to end the stop-and-go nature of some of
these programmes, to make them more transparent and expand them to include a wider variety
of firm sizes and industries, representing a balanced portfolio of profitable and less successful
companies (box II.10).  Including only loss-making firms, for example, while excluding
profitable firms will certainly not make a privatization programme attractive.  The attractiveness
of programmes could be further increased in some countries by linking them to debt-equity
swaps.

The outside world has supported the efforts of African countries to improve investment
conditions by helping in the implementation of structural adjustment programmes and increasing
official grants and loans (from $14 billion in 1986 to $19 billion in 1993) (World Bank, 1993a
and 1995).  Further assistance, however, is required -- especially in terms of debt-forgiveness
and upgrading infrastructure -- in order to improve investment conditions for both domestic
and foreign investors.  For example, although various debt-relief schemes have been in place
for African countries since the 1980s, Africa’s external debt as a percentage of GDP remained
at a high level, with 58.8 per cent in 1994, a level more than double that in Latin America and
Asia.46  More seriously, some African countries are effectively insolvent with debt service
obligations far in excess of their servicing capacity through exports.  The continuing debt
problem prolongs balance-of-payments difficulties which, in turn, make it difficult to ease
profit-remittance regulations -- an indispensable element of any good investment climate.  In
addition, excessive debt service obligations put unreasonable strains on the public sector
budget and complicate the task of governments in providing basic social services and
macroeconomic stability.

An important new factor that may influence prospects for FDI in Africa is the emergence
of South Africa as a politically stable and economically dynamic country.  First, South Africa
may serve as an example for conflict resolution in other countries plagued by internal political
conflict and may thus help them achieve the basic requirement of any good investment climate,
i.e., political stability.  Second, South Africa itself has a potential to attract sizeable inflows of
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Box II.10.  Privatization  in Sub-Saharan AfricaBox II.10.  Privatization  in Sub-Saharan AfricaBox II.10.  Privatization  in Sub-Saharan AfricaBox II.10.  Privatization  in Sub-Saharan AfricaBox II.10.  Privatization  in Sub-Saharan Africa

Most Sub-Saharan African countries are still  in the start-up phase of their reform
programmes, initiated to stimulate private sector development.  Of the total sales receipts of about
$113 billion from privatizations in developing countries during the period 1988-1994, only about
$1.4 billion stem from sales in Sub-Saharan Africa.  Moreover,  the bulk of these revenues are
accounted for by privatizations during  the last two years of this period.  This substantial increase
in sales revenue during 1993 and 1994 relative to that of previous years might be taken to indicate
that privatization programmes in the Sub-Saharan African region are starting to show results.  In
fact, it mainly reflects the sale of two particularly large assets:  a joint venture begun in 1993 with
France’s Elf Aquitaine for the development of an oil field in Nigeria worth $500 million, and
proceeds from the international public offer of Ghana’s Ashanti Goldfields for about $400 million
in 1994.

Overall, privatization remains limited in most countries in the region and is confined mainly
to small and medium-sized enterprises.   In relative terms,  while sell-offs in the developing  countries
as a group  resulted in average revenues per $1000 of GDP of  over $23during 1988-1994, sales
in Sub-Saharan Africa amounted to only slightly over $1.7 per $1000 of GDP.  Only three countries
in the region had average sales values above the developing world average.  In Ghana  this was only
due to the  sizeable sale in 1994 (accompanying figure).

The reasons for the slow progress of privatization in the region are complex.  Governments,
even in countries such as Ghana, Mozambique, or Nigeria,  with reasonably well-functioning and
sizeable privatization programmes, are hesitant to relinquish  larger, strategic enterprises.  The
cautious approach of governments  towards privatization reflects the fact that in many low-income
countries public enterprises typically play a dominant role in the domestic economy, accounting  for
a substantial share of the country’s employment, GNP and debt.  Thus, privatization raises
numerous concerns, the
reconciliation of which
is often difficult.
Governments typically
find it necessary to
evaluate carefully the
pros and cons of
privatization  and
monitor closely
individual sales at all
stages of the process,
since they can have
serious  implications.
The valuation of
companies also often
takes significantly
longer in Sub-Saharan
Africa than in other
regions.

/...

Source:  World Bank, Privatization database.
a Preliminary estimates for 1994.
Note:  The average value for sub-Saharan Africa excludes South Africa.

Calculated using GDP figures for  the period 1988-1993.
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FDI.  Third, if such inflows materialize and contribute to the acceleration of economic growth,
then South Africa could well become a regional growth pole, and itself become a home country
for FDI in the countries of southern Africa.  (Some South African companies are already
looking to invest elsewhere in the region, with the Government taking a more liberal attitude
towards allowing outward FDI in that region.)  In addition, it could become a dynamic market
for export-oriented FDI in neighbouring countries linked to South Africa by free trade
agreements.

The message from this analysis is clear:  it is time to stop thinking about Africa as a
continent without investment opportunities.  Contrary to the common perception, FDI in Africa
can be profitable, and at a level above the average of that of foreign affiliates in some other
developing country regions.  In particular, there is an exceptional endowment of natural
resources.  Firms wishing to benefit from the existing opportunities should, therefore, consider
African countries as investment locations.  At the same time, the governments in the region have
to make every effort to maintain or restore economic and political stability, as a general
precondition for increased FDI.

* * ** * ** * ** * ** * *

The experience of different developing country regions and of the countries within them
differs with respect to their success in attracting FDI.  The sharp increase in FDI flows to
developing countries during the 1990s has been confined to Asia and the Pacific (especially
China) and to Latin America and the Caribbean.  Flows to Africa have remained largely
unchanged in absolute terms and even decreased as a proportion of the developing country total
FDI. Furthermore, within the Asia-Pacific as well as the Latin American and Caribbean regions,
countries have performed unevenly with respect to FDI inflows.  This reflects mainly different

(Box II.10, cont'd)(Box II.10, cont'd)(Box II.10, cont'd)(Box II.10, cont'd)(Box II.10, cont'd)

Foreign investors --  major actors in private sector development --  in many cases do not have
equal access to privatization programmes.  Potentially interested buyers often face  non-transparent
processes,  bureaucratic  delays and unpredictable decision-making.  Instances have occurred where
sales decisions made after a lengthy and difficult process have been reversed for political
considerations.   Consequently, foreign investors may turn away, given that the region is already
seen as less attractive as an investment location (UNCTAD-DTCI, 1995a).

The result is that, in many cases, governments experience difficulties in finding a reasonable
number of bidders.  Privatization agencies are often in the situation of having only one or two
interested parties,  which almost invariably results in direct negotiations, rather than competitive
tenders.  With this comes the danger of sales prices being low,  and the potential for increasing
criticism of privatization policies.  Thus, many privatization programmes in the region  stagnate,
effectively blocking an important mode of entry for foreign direct investment in the region.

Source:  World Bank, Foreign Investment Advisory Service.
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underlying economic factors that are major determinants of FDI flows, including per capita
income and its growth, market size, and availability of natural and human resources.  Since the
general trend in the majority of developing countries has been towards more liberal policies
regarding FDI, the diversity of experience suggests that liberalization may be a necessary
condition, although not in itself sufficient for attracting FDI.

In line with the differences in experience, policy implications for countries also vary.
Some countries need to make efforts to restore or maintain economic and political stability, as
a general precondition for increased FDI.  Others may need to continue with the process of
liberalization of FDI regimes, harmonize FDI policies with policies for trade and technology,
and/or improve administrative frameworks related to FDI, while generally ensuring an open and
stable policy environment.  Still others, particularly those with indicators of an FDI potential
in excess of actual flows, could focus on promotional efforts, especially for attracting TNCs
to particular projects.  Finally, some countries may be able to shift towards policies for
upgrading the FDI that they receive, by improving their human resource and infrastructural
capabilities as well as by becoming more selective with respect to the kind of investments that
they encourage.

C.  Central and Eastern EuropeC.  Central and Eastern EuropeC.  Central and Eastern EuropeC.  Central and Eastern EuropeC.  Central and Eastern Europe

Progress in macroeconomic reform is leading to a recovery in economic growth and the
emergence of a burgeoning private sector in countries of Central and Eastern Europe (CEE).47

The participation of FDI in this process has been important, but mostly in a supportive manner,
with this role varying greatly from country to country.  There has been little so far to justify
either fears of developing countries of a diversion of flows into CEE, or CEE hopes for rapid
inclusion into the worldwide division of labour brought about by the activities of TNCs.  At the
same time, however, the impact of TNCs and their foreign affiliates may have been greater than
what the volume of investment flows would suggest, at least in the more industrially advanced
countries in the region (UNCTAD-DTCI, 1994a).  Furthermore, in these countries foreign
affiliates, in many ways, constitute bright spots of their economies -- owing largely to their well-
above-average performance, their export orientation and their concentration in modern sectors
of economic activity.

1.  Trends in inward FDI1.  Trends in inward FDI1.  Trends in inward FDI1.  Trends in inward FDI1.  Trends in inward FDI

Total FDI flows into Central and Eastern Europe reached $6.3 billion in 1993 (table II.11)
and an estimated $6.5 billion in 1994 (about the magnitude of 1993 flows into Argentina),
increasing the region’s FDI stock to an estimated $22 billion (or 5.2 per cent of the region’s
GDP) as of the beginning of 1995.  The growth of inflows (which had already been far below
expectations) has slowed down due to lingering economic recession in some countries of
Western Europe (the main source of investment inflows), combined with the slow transition
towards a market economy.  The FDI stock has been invested in an estimated 55,000 foreign
affiliates.  Compared with developing countries and regions, however, the FDI stock in CEE
remains marginal, being not larger than the stock in Argentina (figure II.7).
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The gap between
investors’ commit-
ments and the actual
implementation of in-
vestments in the region
continues to be high.  It
appears that, on aver-
age, only about a half of
all registered FDI
projects have, so far,
actually started opera-
tions.  In countries like
Belarus and Estonia,
the divergence be-
tween  the implemen-
tation of FDI projects and FDI commitments is even greater (34 and 20 per cent, respectively),
whereas Hungary, for example,  reported 75 per cent of the foreign affiliates registered in its
territory in operation in 1994 (ECE, 1994a).  While this difference can partially be explained
by the incremental nature of  some FDI projects, it is also a reflection of the fact that many
investors implement their projects only very cautiously due to the uncertain economic and
political environment in some countries.  In the case of some FDI commitments that have not
yet been implemented (e.g., the enormous planned Chevron investment in the Kazakh oil
industry and, indeed, many other big energy projects in the former USSR), there may be specific
reasons for the delay (e.g., determining pipeline routes).48

Inflows of FDI into CEE continued to be unevenly distributed.  Some of the countries of
the region have become relatively large recipients of FDI, while others have yet to emerge as
significant host countries.  In absolute terms, three clusters have emerged:

• The Visegràd countries: the Czech Republic, Hungary and Poland, which together
accounted for 69 per cent of the region’s stock in 1994.

• The “next-tier” countries: Bulgaria, Estonia, Kazakhstan, Romania, the Russian
Federation, Slovakia, Slovenia, Ukraine and the Federal Republic of Yugoslavia, which
together account for 29 per cent of the stock.

• Those with negligible FDI, such as Albania, Belarus, Latvia, Lithuania, the Republic of
Moldova, the Caucasian Republics and Uzbekistan (2 per cent in total) (table II.11).

Obviously, the uneven distribution of inflows reflects the wide variety of countries
comprising the group: relatively industrialized countries with well-established ties to Western
Europe like Hungary and predominantly primary-commodity producers in Central Asia like
Kazakhstan; large economies like the Russian Federation and small economies like Albania.  It
is also a reflection of the differing speed and success of these countries in approaching a stable,

Figure II.7.  FDI stock in CEE, Africa and Argentina, 1989-1994Figure II.7.  FDI stock in CEE, Africa and Argentina, 1989-1994Figure II.7.  FDI stock in CEE, Africa and Argentina, 1989-1994Figure II.7.  FDI stock in CEE, Africa and Argentina, 1989-1994Figure II.7.  FDI stock in CEE, Africa and Argentina, 1989-1994
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Source:  UNCTAD, Division on Transnational Corporations and Investment,
FDI database.
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Table II.11.  FDI inflows into Central and Eastern Europe and their importance in the economy, 1989-1994Table II.11.  FDI inflows into Central and Eastern Europe and their importance in the economy, 1989-1994Table II.11.  FDI inflows into Central and Eastern Europe and their importance in the economy, 1989-1994Table II.11.  FDI inflows into Central and Eastern Europe and their importance in the economy, 1989-1994Table II.11.  FDI inflows into Central and Eastern Europe and their importance in the economy, 1989-1994
(Millions of dollars and percentage)

            Stock             Average             Average        FDI stock
            Inflows                   Stock a          distribution,     FDI inflows        FDI inflows   as percent-

                                                         1994            per capita         as percentage      age of
Country              1989 1990 1991 1992       1993       1994        1993       1994    (Percentage)        (Dollars)            of GFCF       GDP, 1993

Albania .. .. -1 20 58 53 77 130 0.6 7.7 (1991-93) .. 0.2
Belarus .. .. .. 7 10 6 17 23 0.1 0.8 (1992-93) .. ..
Bulgaria .. 4 56 42 55 300 157 457 2.1 4.4 (1990-93) 2.1 (1990-93) 0.3
Former CSFR b 257 207 600 1 103 22.6 (1989-91) 0.6 (1993) ..
Czech Republic c .. .. .. .. 568 862 2 680 3 542 16.5 55.2 (1993) .. 10.2
Estonia .. .. .. 58 168 260 247 507 2.4 72.6 (1992-93) .. ..
Hungary .. .. 1462 1 479 2 350 1 510 5 294 6 804 31.6 171.9 (1991-93) 25.0 (1991-93) 14.5
Kazakhstan .. .. .. 100 150 125 250 375 1.7 7.4 (1992-93) .. 1.7
Latvia .. .. .. 14 20 30 34 64 0.3 6.5 (1992-93) .. ..
Lithuania .. .. .. 10 12 10 22 32 0.1 3.0 (1992-93) .. ..
Moldova, Republic of .. .. .. 17 14 16 31 47 0.2 3.6 (1992-93) .. ..
Poland 11 89 291 678 1 715 1 400 3 004 4 404 20.5 14.6 (1989-93) 1.6 (1989-93) 3.6
Romania .. .. 40 77 94 650 211 861 4.0 3.0 (1991-93) 1.9 (1991-93) 0.9
Russian Federation .. .. .. 700 700 900 1 400 2 300 10.7 4.7 (1992-93) .. ...
Slovakia d .. .. .. .. .. 70 404 474 2.2 .. .. 3.8
Slovenia .. .. .. 111 112 73 223 296 1.4 57.6 (1992-93) .. ..
Ukraine .. .. .. 200 200 200 400 600 2.8 3.9 (1992-93) .. ..
Uzbekistan .. .. .. 40 45 43 85 128 0.6 2.0 (1992-93) .. ..
Federal Republic of
  Yugoslavia e 9 67 119 64 25 .. 465 465 2.2 6.6 (1990-93) 0.3 (1990-93) ..
TOTAL 277 367 2 567 4 720 6 296 6 508 15 001 21 509 100.0 7.5 (1989-93) 3.9 (1989-93) 5.2
Memorandum item:
Argentina 1 028 1 836 2 439 4 179 6 305 1 200 21 701 22 901 95.2 (1989-93) 30.8 (1989-93) 9.5
United Kingdom 30 379 33 046 16 022 15 030 14 457 10 226 196 811 214 231 377.8 (1989-93) 13.0 (1989-93) 18.9

Source: UNCTAD, Division on Transnational Corporations and Investment, based on International Monetary Fund, balance-of-payments tape,
retrieved in June 1995; and UNCTAD, 1994b.

Note: Stock is based on cumulative inflows.
GFCF is gross fixed capital formation.

a   Stock is based on cumulative flows.  Cumulative flows prior to 1989 for Hungary, Poland and for the former Yugoslavia were, respectively, $3
million, $220 million and $117 million.

b  The IMF discontinued reporting data on the former Czech and Slovak Federal Republic in February 1995.
c  Data for 1993 and total stock are estimated based on information provided by CzechInvest. Three-quarters of 1989 inflows into the former CSFR

are included in the estimate for total stock.
d  Data for 1994 and total stock are estimated based on Deutsche Bank Research Review.  One-quarter of 1989 inflows into the former CSFR are

included in the estimate for the total stock.
e  Data until 1991 are for the former Yugoslavia, approximately 25 per cent of which were invested in Slovenia and 15 per cent in Croatia.
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market-oriented, investment-conducive environment through privatization and the establishment
of a market system.  Another factor is their geographical distance from the Triad, in particular
the European Union.  In addition, the status of negotiation of European Union accession
agreements and the harmonization of competition policy and environmental, state aid and other
firm-specific legislation in the Visegràd countries is reflected in the larger FDI flows to those
countries.49

Most importantly, privatization has played a crucial role in attracting FDI (UNCTAD-
DTCI, 1994a), accounting for nearly two-thirds of inflows during 1988-1993 (see chapter I).
While most CEE countries have established privatization programmes (and specialized agencies
to implement them), foreign involvement varies from country to country, owing largely to
differences in legislative environment, availability of attractive assets and modes of
privatization.50  Foreign participation is most prominent in countries that have enacted large-
scale privatizations of companies, such as Hungary, while in countries with mass privatization
schemes that favour resident ownership, foreign investors are much less important privatization
agents.  Whereas post-privatization effects of FDI -- notably in the form of sequential and
associated investments -- are already evident in the countries that attracted FDI in their first
privatization efforts (boxes II.11 and II.12), foreign involvement is only just emerging in
countries that lagged behind in this respect.

2.  Outward trends2.  Outward trends2.  Outward trends2.  Outward trends2.  Outward trends

While political and economic developments in the late 1980s have dramatically altered
conditions for inward FDI, the same cannot be said for outward FDI:  capital outflows
connected with the acquisition of productive assets abroad are still limited in most countries
of the region.  The region’s outward FDI stock in the OECD countries amounted only to an
estimated $2.5 billion in 1992 (table II.12).  This is partly due to restrictions on capital exports,
including outward FDI, and because of a lack of firm-specific advantages, know-how and
management skills and capital:

• Based on considerations related to the availability of foreign exchange, outward FDI
projects generally require special authorizations, approvals, licences or registrations in
most CEE countries, which sometimes are made conditional on export performance or
profitability tests (see also annex table 7) (OECD, 1993a, p. 62).  Only Estonia,
Kyrgyzstan, Latvia and Lithuania do not appear to restrict outward FDI.  While
countries like the Czech Republic and Hungary have  reportedly adopted a relatively
more liberal approach, apparently in most other countries obtaining permission involves
a lengthy and thus discouraging procedure (OECD, 1993a, p. 62).

• In addition to limitations that are based on foreign exchange difficulties, outward FDI
by CEE firms also seems to be hampered by a lack of management skills and the know-
how necessary to undertake investments abroad and to run a foreign business venture
successfully.  In a region where even the simplest commercial skills were largely absent,
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Box II.11. Post-privatization investments in the CEE automobile industryBox II.11. Post-privatization investments in the CEE automobile industryBox II.11. Post-privatization investments in the CEE automobile industryBox II.11. Post-privatization investments in the CEE automobile industryBox II.11. Post-privatization investments in the CEE automobile industry

Privatization involving foreign investors in the automobile industry has generated numerous
associated investments throughout the Central and Eastern European region.  Volkswagen’s
activities in the Czech Republic, e.g., have already led to 30 joint ventures, and another 70 are under
negotiation.a  General Motors’ $289 million investment in the Hungarian automobile industry has
attracted numerous related investments by firms that are suppliers of GM in its Western markets
(accompanying table).  Likewise, Ford’s and FIAT’s investment in Poland (see box II.12) and

General Motors: associated investments in HungaryGeneral Motors: associated investments in HungaryGeneral Motors: associated investments in HungaryGeneral Motors: associated investments in HungaryGeneral Motors: associated investments in Hungary

    Total
investment

      Home   (Million
           Affiliate             Parent company     country    dollars)              Production line

EsCade Kft. Halasztelek CasCade Engineering Inc. United States 3.0 Injection moulded plastic parts

ITT Automotive
Magyarorszagl Kft. ITT Automotive Europe GmbH Germany .. Wiper switches; indicator and light

switches;wiper motors; door hinges;
ABS-sensors

Leonl Hungaria GmbH Leonische Drahtwerke AG Austria .. Cable harnesses

United Technologies
Automotive Hungary United Technologies Corporation United States 8.75 Cable harnesses

Semperform Kft. Semperlt Technische
Produkte GmbH Austria 2.89 Injection moulded rubber parts;

metal-rubber parts

SAPU Bt. Reitter & Schefenacker
GmbH & Co. KG. Austria .. Window lifters; rear view mirrors;

rear lights; high mounted stop lamps;
turn signal lamps

Baumeister & Ostler Baumeister & Ostler Germany .. Safety mesh

Dekorsky DS Keyboard Ing. G. Dekorsky GmbH,
Kunststofftechnologie Germany .. Injection moulding die; injection

moulded plastic parts; electrical and
mechanical subcomponents
assembly

ADA Kft. August Mößner Aluminium
& Metallgießerei GmbH & Co. Germany .. High- and low-pressure aluminium

and aluminium-alloy castings

Payer-Quatro Kft. LHS Technic, Graz Austria .. Injection moulded plastic parts

Eybl Textil Kft. Eybl Krems Textilwerke AG Austria .. Carpets

Source:  UNCTAD, Division on Transnational Corporations and Investment.

Suzuki’s in Hungary have been followed by investments by some of their international suppliers.b

Also the Korean car producer Daewoo’s investments in Romania and Uzbekistan are beginning to
attract numerous associated investments, including those by GM’s subsidiary Delphi Automotive
Systems and several Korean component suppliers.c

/...
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it has mostly been the former (usually state-owned) foreign trade enterprises that
possessed the proficiency and competence required for world-market operations,
including the management of foreign affiliates (McMillan, 1987).

Privatization has changed the ownership structure of these outward-investing enterprises.
While many of the investments predating 1989 are still in place (UN-TCMD, 1992a),51

controlling interest in them has passed to new owners and their structures have changed.
Tungsram’s former foreign affiliates, e.g., have now become part of the worldwide network of
General Electric, in the process of which some of General Electric’s original affiliates in
Western Europe were dissolved.52  Furthermore, with the dissolution of the former Soviet
Union, the former Czech and Slovak Federal Republic and the former Yugoslavia, many
erstwhile domestic enterprises turned into foreign affiliates.  In other words, some investments
are relics of formerly unified countries and, in a sense, represent “inherited” transnationalization.
Because of this, the Russian Federation now has major investments in other states of the

(((((Box II.11, cont'd)Box II.11, cont'd)Box II.11, cont'd)Box II.11, cont'd)Box II.11, cont'd)

A major reason for suppliers to follow their main customers to the region has been the
difficulties the latter often encounter in sourcing locally.  This is of particular importance in the
 automobile industry where the location of component suppliers as close as possible to the assembly
plant is preferred, given the just-in-time production methods adopted by virtually all of the world’s
automobile producers.  In addition, performance requirements on domestically produced inputs into
automobile production have played a significant role.  Companies that do not reach the set local
content targets face increased taxation and miss opportunities to export to the European Union.d

Increasingly, the followers have started to produce for other customers as well, including
export markets.  EsCade, for example, a supplier of GM, now produces components for Opel,
Suzuki and ITT.  In addition, it has started to produce for other industries, including furniture,
packaging, consumer goods and photography.  More than 50 per cent of its products are for exports
to the European Union.  Likewise, United Technologies Automotive Hungary is on the verge of
diversifying its customer base.  Semperform Kft, a $2.9 million greenfield investment of GM-
supplier Semperit Technische Produkte, GmbH -- which has, since its inception in 1992, increased
its capital base by a further $1 million -- now supplies Semperit SAW in Austria and Mercedes,
Volkswagen and Audi in Germany with injection moulded rubber parts and metal-rubber parts.

Investments related to privatization thus play an important role in the domestic economy,
through the provision of capital, the diversification of the product base and through additions to
exports.  Furthermore, successful investments can lead to sequential investments by the same firms
and can attract other foreign firms to invest, as they open up attractive markets for suppliers and
build confidence in the economy.  Although this pattern is most apparent in the automobile industry,
similar effects can be expected in several other sectors as well.

a “Getting better”, Automotive survey, Business Central Europe, 2, 8 (February 1994), p. 42.
b Ibid.
c Kevin Done and Virginia Marsh, “Koreans take the Romanian road”, Financial Times, 5 May

1995, p. 4.
d “Getting better”, op. cit..
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Commonwealth of Independent States and the Baltic Republics (in Lithuania, for example, 23
per cent of FDI is accounted for by the Russian Federation); the Czech Republic has now
sizeable investments in Slovakia (accounting for 13 per cent of that country’s FDI stock) (ECE,
1994a); and Croatia has sizable FDI in Slovenia (accounting for about one-fifth of the total) and
vice versa (Rojec et al., 1995, p. 79 and Rojec, 1995) (figure II.8).

At the same time, it has become apparent that the collapse of the former trading, supply
and management systems following the demise of the Council for Mutual Economic Assistance
necessitated the emergence of new structures for CEE companies formerly dependent on
markets in (and inputs originating from) other CEE countries.  This fact, combined with newly
found possibilities for investing, led these companies to undertake new investments abroad as
soon as the political climate changed.  Gazprom, the Russian gas utility company, e.g., has been
engaging in alliances with western energy groups and suppliers, including a 10 per cent stake

Table II.12.  FDI inflows and inward stock in OECD economiesTable II.12.  FDI inflows and inward stock in OECD economiesTable II.12.  FDI inflows and inward stock in OECD economiesTable II.12.  FDI inflows and inward stock in OECD economiesTable II.12.  FDI inflows and inward stock in OECD economies
from Central and Eastern Europe, 1985-1992from Central and Eastern Europe, 1985-1992from Central and Eastern Europe, 1985-1992from Central and Eastern Europe, 1985-1992from Central and Eastern Europe, 1985-1992

(Millions of dollars)

       Flows   Stock
Host country 1985 1986 1987 1988 1989 1990 1991 1992   1992

Australia .. .. .. .. .. .. 3.9 .. 70 a

Austria .. .. 8.0 .. 7.6 8.8 8.6 18.2 118
Belgium and
Luxembourg -1.7 - -5.4 5.4 14.5 20.6 25.0 -14.8 ..
Denmark 0.01 .. 0.2 1.2 4.0 0.8 1.4 2.0 ..
Finland 3.7 -1.4 -8.2 .. .. .. .. -4.0 ..
France 0.4 2.5 2.2 11.2 4.1 306.3 5.1 168.5 813
Germany 17.7 18.4 31.2 7.4 93.6 91.0 22.9 80.0 932
Greece .. .. .. 1.0 1.0 .. 2.0 2.0 ..
Italy .. .. .. .. .. .. .. 0.6 ..
Japan .. .. .. .. .. .. .. 1.0 1
Mexico .. .. .. 5.3 6.5 10.3 2.3 0.3 ..
Netherlands .. .. -0.5 2.0 - 0.6 3.2 - 12 a

Spain 5.9 7.1 15.2 16.4 46.4 20.0 15.4 1.3 ..
Sweden 0.3 1.0 0.5 0.5 - - 1.8 5.0 ..
Switzerland .. .. .. .. .. .. .. .. 289
United Kingdom 27.2 -33.7 4.9 -46.3 50.8 -46.4 -24.8 -135.9 ..
United States -5.0 23.0 5.0 -6.0 -9.0 8.0 110.0 63.0 221
Total b 48.5 17.0 53.1 -1.9 219.6 420.0 176.8 187.2 2 457 c

Source:  UNCTAD, Division on Transnational Corporations and Investment, based on OECD, 1994a.

a 1991.
b Estimates.
c Figures in this table are much higher than those for the total of Central and Eastern Europe in

annex tables 2 and 4 as the latter data include only the countries for which outward FDI data are available.
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Box II.12. FIAT and associated investments in PolandBox II.12. FIAT and associated investments in PolandBox II.12. FIAT and associated investments in PolandBox II.12. FIAT and associated investments in PolandBox II.12. FIAT and associated investments in Poland

In October 1992, FIAT acquired a share of FSM, the largest Polish car producer (which was
already exploiting a FIAT licence producing automobiles for the Polish market) for $247 million.
At the time of the take-over (and notwithstanding a two months strike at FSM in 1991), FIAT
announced that its initial investment would be followed by additional investments worth $1.6 billion
over the next three to five years, plus $850 million for the technological upgrading of FSM’s plants.
The bulk of this investment will come from FIAT acquiring the core car assembly business of FSM.
At the same time, the car-component plants and smelting plants of FSM were acquired indirectly
through FIAT affiliates in Italy.

FIAT: associated investments in PolandFIAT: associated investments in PolandFIAT: associated investments in PolandFIAT: associated investments in PolandFIAT: associated investments in Poland

   Total
investment

   Home   (Million
     Affiliate       Parent company    country   dollars)              Production line

FIAT Poland FIAT Italy    246.6 Automobiles (responsible for seven
car assembly plants)

Magneti Marelli Magneti Marelli (50 per Italy        2.1 Car components (responsible for the
Poland cent directly owned by Poland former FSM car component business

FIAT SpA) Polish line)
Government (10 per cent)

Teksid Poland Teksid (100 per cent Italy      11.4 Smelting (responsible for two
owned by FIAT) smelting plants)

TRW Poland TRW (via TRW Sabelt
 Italy) United States       .. Safety belts

Auto-Dekor Piaggio Pro-Ind Dekora Italy
Poland       .. Textile parts

Gilardini Poland Gilardini Group (100
per cent owned by FIAT) Italy       .. Car seats

.. CEAC (62.4 per cent Italy     11.4 Battery accumulators
owned by SICIND, a 100 (plus 30.0
per cent financial holding committed)
 of FIAT)

Tycky plant Cavis Italy       .. Electronic components

.. Pianfei Italy       .. Internal panels

Icem Pol Delta Part Italy       .. Cables and wires

Istebana plant Lys Fusion (25 per cent) Italy       2.2 Plastic components
Comet (25 per cent) France
Kobajac (50 per cent) Poland

CF Poland CF Gomma Italy       0.75 Anti-vibration component

Mazzer Poland Mazzer (65 per cent) Italy       5.5 Plastic and metallic components
Local partner (20 per cent) Poland
Simest (15 per cent) Italy

Source: UNCTAD, Division on Transnational Corporations and Investment, based on information
provided by FIAT SpA.

/...
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   (Box II.12, cont'd)   (Box II.12, cont'd)   (Box II.12, cont'd)   (Box II.12, cont'd)   (Box II.12, cont'd)

In addition to these investments, several associated investments of other (mostly Italian)
small and medium-sized suppliers of car parts and components, both related and unrelated to FIAT
(accompanying table), have already taken place.  FIAT played a major role in realizing most of these
investments, through helping in the location of sites, assistance in administrative procedures and
providing guarantees on its volume purchases from the supplier.  The 18 supplier firms that followed
FIAT into Poland (4 of which are directly or indirectly controlled by FIAT) provided 27 per cent
of FIAT’s domestic procurement in 1994, with 46 per cent provided by unrelated Polish firms (a
total of 73 per cent domestic procurement -- up from 55 per cent in 1992), 24 per cent imported from
Italy and 3 per cent imported from elsewhere (mostly from Germany).

in the United Kingdom-based Continent Interconnector for the development of a £440 million
undersea pipeline and a 35 per cent stake in Wingas, a joint venture with Wintershall, the natural
gas subsidiary of the German BASF.53  Likewise, the Czech engineering company Skòda Plzen
has established joint ventures in Bulgaria, China, Germany, Islamic Republic of Iran, Jordan,
the United States and Viet Nam.54

Total outflows from CEE to the OECD region rose after 1989, reaching a peak of $420
million in 1990 and $187 million in 1992 (table II.12), with Poland, the former CSFR and
countries of the former Soviet Union accounting for the majority of this amount.55  Still, this
is small by international standards: outflows from Norway in 1992 alone, e.g., were twice that
magnitude. While the OECD area still figures prominently as the recipient of outward FDI,
more recent data show a changing geographical pattern, especially regarding FDI from the
Visegràd countries.  Taking advantage of lower wage levels in its eastern neighbours,
Hungarian and Polish enterprises particularly have, since 1991, increasingly invested in the
CEE region.56  Styl, a Hungarian textile company, e.g., has moved production to Ukraine
because of the wage
levels in that country
which amount to only
about 26 per cent of
the average wage
levels in Hungary.57

Apparently this
pattern holds true
especially for small
and medium-sized
enterprises, claiming a
growing share in
outward FDI.  This is
why, e.g., the largest
number of economic
associations with

Figure II.8.  Geographical distribution of outward FDI from Slovenia, 1993Figure II.8.  Geographical distribution of outward FDI from Slovenia, 1993Figure II.8.  Geographical distribution of outward FDI from Slovenia, 1993Figure II.8.  Geographical distribution of outward FDI from Slovenia, 1993Figure II.8.  Geographical distribution of outward FDI from Slovenia, 1993
(Millions of dollars and percentage)
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Source:  Based on information provided by National Bank of Slovenia.
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Hungarian participation were established in the Czech Republic, Romania, Slovakia and the
countries of the Commonwealth of Independent States, mainly in Ukraine.58

3.  Foreign direct investment in Central and Eastern Europe: a bright spot?3.  Foreign direct investment in Central and Eastern Europe: a bright spot?3.  Foreign direct investment in Central and Eastern Europe: a bright spot?3.  Foreign direct investment in Central and Eastern Europe: a bright spot?3.  Foreign direct investment in Central and Eastern Europe: a bright spot?

The role of FDI in the transition process and the recovery from the transformational
depression may have been greater than what would be expected from the limited capital
invested in the region -- primarily through its role in introducing competition, transfer of
technology, know-how and management skills via numerous forward and backward linkages
and its role in privatization.59  In fact, foreign affiliates and companies that have ties with them,
be it through non-equity linkages such as subcontracting, licensing or franchising, constitute
bright spots in the economies of the region when it comes to productivity, export performance
and restructuring.  In this way, they have helped to overcome the constraints faced by the
region’s firms in acquiring new technologies, skills and export markets.

(a)  Productivity and sales(a)  Productivity and sales(a)  Productivity and sales(a)  Productivity and sales(a)  Productivity and sales

Companies with foreign participation are among the best performers in CEE.  Their
productivity and sales have increased far more than those of domestic firms:60

• In Hungary, e.g., where 91 companies of the top 200 have foreign ownership (65 of the
companies are majority-owned by foreign firms (Gazdasagi Hetilap Figyelö, 1994,
supplement  p. 5)), sales of foreign affiliates increased by 47 per cent over the 1992-1993
period, whereas domestic firms experienced an increase of only 3.5 per cent.  In addition,
productivity in companies with foreign participation is almost twice that in purely
domestic firms in all industries (table II.13).

• Similarly, foreign affiliates among the 250 largest companies in the Czech Republic
increased their total turnover by over 20 per cent in 1993, as compared to 10.7 per cent
for domestic firms in the same year.61  Again, productivity on average is much higher
in firms with foreign participation than in domestic firms.62

• In Estonia, output of foreign affiliates grew by 105 per cent over the 1992-1993 period
(mostly in financial intermediation, utilities, agriculture and education), whereas domestic
companies achieved only a 28 per cent growth.  Gross profits of all companies reporting
to the central statistical office have, on average, increased by 290 per cent over the 1991-
1993 period (measured at current prices), while foreign affiliates have had an average
profit increase of 472 per cent over the same period (table II.14).

The relatively good performance of foreign affiliates in the transition economies is largely
due to their better access to technology, know-how (including marketing and management
skills), access to markets as well as access to capital.  It also reflects partly the propensity of
TNCs to capitalize on their competitive advantages in respect of these factors and the already
existing competitive advantages of the erstwhile state-owned enterprises.  As a result, most
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Table II.13.  Foreign affiliates in the Hungarian economy:  selected indicators of performance, 1992-1993Table II.13.  Foreign affiliates in the Hungarian economy:  selected indicators of performance, 1992-1993Table II.13.  Foreign affiliates in the Hungarian economy:  selected indicators of performance, 1992-1993Table II.13.  Foreign affiliates in the Hungarian economy:  selected indicators of performance, 1992-1993Table II.13.  Foreign affiliates in the Hungarian economy:  selected indicators of performance, 1992-1993

            Sales            Exports              Employees       Sales per employee      Exports per employee

             (Billion forints)             (Thousands)            (Million forints)
     All       All       All       All        All

Year/firms industries Manufacturing industries Manufacturing  industries Manufacturing industries Manufacturing   industries  Manufacturing

1992
Foreign affiliates 1 497 585 326 188 381 229 3.93 2.56 0.86 0.82
Domestic firms 4 601 1 342 487 273 2 026 652 2.27 2.06 0.24 0.42
 All firms 6 098 1 927 813 461 2 407 880 2.53 2.19 0.34 0.52

Share of foreign
affiliates in
all firms 24.5 30.3 40.1 40.8 15.8 26.0 .. .. .. ..

1993
 Foreign affiliates 2 203 886 430 265 436 234 5.06 3.78 0.99 1.13
Domestic firms 4 815 1 317 423 247 1 737 531 2.77 2.48 0.24 0.47
All firms 7 018 2 203 853 512 2 173 765 3.23 2.88 0.39 0.67

Share of foreign
affiliates in
all firms 31.4 40.2 50.4 51.7 20.0 30.6 .. .. .. ..

Change 1992-1993
 Foreign affiliates 706 301 104 77 55 6 1.1 1.2 0.1 0.3
   Per cent 47.2 51.5 32.0 41.0 14.3 2.5 28.7 47.7 15.5 37.1

 Domestic firms 214 -25 -64 -26 -289 -121 0.5 0.4 - -
    Per cent 4.7 -1.9 -13.1 -9.5 -14.3 -18.6 22.1 20.4 1.3 11.1
 All firms 920 276 41 50 -235 -115 0.7 0.7 0.1 0.1
    Per cent 15.1 14.3 5.0 11.1 -9.7 -13.1 27.5 31.5 16.3 27.6

Source:  UNCTAD, Division on Transnational Corporations and Investment, based on information provided by the Hungarian Ministry of Industry
and Trade, Department of International Organizations and Tariff Policy.
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foreign-owned companies are further ahead in getting through the transitional recession; in
fact, some have already turned the corner.  Volkswagen, e.g., has managed to turn the
Czechautomotive company Skòda around, increasing output by over 40 per cent in 1994.63

Similarly, some of the rapid increases in quality standards, labour productivity and changes in
work ethics found in the region are traceable to foreign investors’ involvement.64

There are, however, some foreign affiliates that have either not been able to survive the
recession (like a United States investment in the Czech truck producer TATRA),65 or have had
to scale down production more than anticipated by the parent TNC.66  In general, however, only
a few large foreign-owned companies have failed.  This is also attributable to the fact that most
TNCs showed a remarkable patience while encountering problems in CEE.  Examples are Fiat’s
problems with frequent workers’ protests in Poland and General Electric’s success with
Tungsram,67 which turned out to be much more difficult to turn around than General Electric
had expected.68  Likewise, Volkswagen stayed with Skòda in spite of frequent differences with
the Czech Govertment concerning the corporate strategy of the firm.69

Table II.14. Foreign affiliates in the Estonian economy andTable II.14. Foreign affiliates in the Estonian economy andTable II.14. Foreign affiliates in the Estonian economy andTable II.14. Foreign affiliates in the Estonian economy andTable II.14. Foreign affiliates in the Estonian economy and
selected performance indicators, 1991-1993selected performance indicators, 1991-1993selected performance indicators, 1991-1993selected performance indicators, 1991-1993selected performance indicators, 1991-1993

(Millions of Estonian Kroon and percentage)

        Profits (before taxes)

Year/firm Number   Assets   Output  Gross a On sales Ratio b

1991 Foreign affiliates .. 342 .. 43 12 28
Domestic firms .. 5 307 .. 605 546 90
All firms c .. 5 649 .. 648 558 86

Share of foreign
affiliates in all firms .. 6.0 .. 6.6 2.1

1992 Foreign affiliates 1 295 3 902 4 204 282 197 70
Domestic firms 15 447 22 046 34 194 5 275 4 123 78
All firms c 16 742 25 948 38 399 5 558 4 320 78

Share of foreign
affiliates in all firms 7.7 15.0 11.0 5.1 4.6

1993 Foreign affiliates 1 576 6 955 8 626 246 228 93
Domestic firms 15 977 32 852 45 048 2 278 1 643 72
All firms c 17 553 39 807 53 674 2 524 1 871 74

Share of foreign
affiliates in all firms 9.0 17.5 16.1 9.7 12.2

Per cent change 1991-1993 d
Foreign affiliates 22 1 936 105 472 1 819
Domestic firms 3 519 32 277 201
All firms c 5 605 40 290 235

Source:  UNCTAD, Division on Transnational Corporations and Investment, based on information
provided by the Bank of Estonia.

a Total gross profits include profits on sales, profits on other business operations (minus other
business outlays) and profits from other financial operations.

b Ratio of profits on sales to gross profits.
c Number of companies reporting to the Central Statistical Office of Estonia.
d Per cent change in number of firms and output refers to the 1992-1993 period.
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(b)  Key industries(b)  Key industries(b)  Key industries(b)  Key industries(b)  Key industries

The majority of foreign affiliates in CEE are in manufacturing where they have contributed
significantly to the manufacturing output of a number of countries.  The newly found
competitiveness of the region’s automobile production is but one example of an industry where
substantial FDI has upgraded or created an industrial capability and, in this manner, become an
important motor of economic recovery.70  In Hungary, 40 per cent of FDI has gone into
manufacturing, which in turn has greatly contributed to the boost in industrial output (by 7 per
cent in 1993 and by 8 to 10 per cent in 1993).  In fact, in 1993, 40 per cent of manufacturing
sales were accounted for by foreign affiliates (table II.13).  The highest output increases were
in industries like telecommunications equipment (55 per cent), electronics-based equipment
(31 per cent) and computer and office machines (21 per cent) (ECE, 1994b) -- all industries in
which foreign investors play a predominant role through affiliates such as Tungsram and the
telecommunications company Matav.71

Foreign affiliates also figure prominently in the services sector, notably in financial and
business services.72  Even though these services at large have not attracted amounts comparable
to manufacturing and foreign trade, the impact of FDI has been proportionately larger as
services were severely neglected under the command economy.  In Hungary, foreign companies
have succeeded in transforming the insurance sector in less than three years.  Foreign capital
now accounts for over 65 per cent of ownership in this sector,73 and companies with foreign
equity capital account for more than 97 per cent of total premiums in the Hungarian market.74

In the Czech Republic and Poland, foreign ownership shares are 63 and 33 per cent, respectively
(Falush, 1994, p. 3).  All CEE countries, with the exception of Belarus, Kazakhstan, the Russian
Federation and Ukraine, have abolished legal obstacles to FDI in the insurance industry.  This
reflects general recognition of the importance of know-how transfer for development of the
industry, as countries of the region have very limited competence in financial services.  The
scarcity of domestic capital has also added to the conviction that foreign capital is necessary
to re-create this industry.75  In the market for banking and other financial services, foreign
affiliates dominate and outperform domestic firms.76  In banking, this is mainly so for two
reasons.  First, domestic banks are often de facto or potentially insolvent, especially those that
originated from the breakup of the old monopolistic banks; affiliates of foreign banks, on the
other hand, are in a much sounder economic condition.  Second, the skills and technology that
are available from foreign parent banks are superior to those of domestic banks, giving affiliates
a distinctive competitive advantage (OECD, 1994b, p. 10).

As for infrastructure development, the upgrading of telecommunications in most CEE
countries has become largely dependent on foreign investors.  Most notably, Deutsche Telekom
is active in Belarus, Hungary, the Russia Federation and Ukraine.  Its operations in Hungary,
a joint venture with Ameritech and Matav, constitute the single largest investment in the
country.  But other Western European and United States telecommunication companies are
active in the region as well.  Cable & Wireless has invested in the networks of Bulgaria and
Belarus, a consortium of Scandinavian investors in Estonia, and Dutch Telecom has recently
won the bidding -- together with Swiss Telecom -- for a 27 per cent stake in the Czech national
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operator SPT Telecom.77  In the creation of cellular phone networks, foreign investors totally
dominate the market, providing governments with major concessions in return for licences to
operate networks (ECE, 1993, pp. 91-93).

In the primary sector, most of the actual and committed FDI is geared towards the
development and exploitation of the vast energy and mineral reserves of some countries of the
region.  Although most of these projects, in particular in the Russian Federation and the Asian
republics of the CIS, have not yet entered the realization stage, the potential for FDI in this area
is huge, given the technological backwardness of the industry in these countries and the capital
needed to develop resources to their full potential.78

(c)  Export performance(c)  Export performance(c)  Export performance(c)  Export performance(c)  Export performance

Foreign affiliates are beginning to play a role in decreasing the region’s trade deficits.
Initially they have often widened trade imbalances partly because many of them are primarily
marketing affiliates (i.e., meant to support exports by the parent firm), or partly because
companies investing in manufacturing usually have to import capital goods before they are fully
operational.  Because of the one-off character of a good part of FDI-related capital-goods
imports, the import bias of FDI activities may, however, be of a short-term nature.  More
generally, TNCs often have to be firmly established in the host economy to be able to source
from the domestic market.  McDonalds (Poland), e.g., which sourced only 25 per cent locally
in the first months after its establishment in 1992, has increased this share to over 70 per cent
due to its successful identification and training of domestic suppliers.79   Available data suggest
that, beginning with 1993, the FDI contribution to the trade balance of most CEE countries has
been positive (ECE, 1994b).

Firms have a number of incentives to locate export-oriented production in CEE, including
the proximity to the Western European market, high skills, the availability of natural resources
and the still relatively low wages.  A most recent example of investment resulting from the first
of these incentives is Daewoo’s decision to enter a joint venture in Romania and to establish
assembly production in Poland and the Czech Republic.  Daewoo plans to use its plant in
Romania, where it plans to invest $900 million over the next five years, as a springboard into
the European market.80

In Hungary, firms with foreign links increased their exports in all industries by 32 per cent
over the 1992-1993 period, while domestic firms’ exports dropped by 8 per cent (table II.13).
In 1992-1993,  22 per cent of foreign affiliates’ sales-income came from exports, compared
with 13 per cent for all Hungarian enterprises.  Exports per employee are more than four times
as high in foreign affiliates as in domestic firms and twice as high when it comes to
manufacturing.  In some industries, the shares of foreign firms in exports are much higher: 70
per cent in the exports of non-metallic products, 60 per cent in that of machinery and equipment
and 47 per cent in that of textiles and leather (ECE, 1994b, p. 8).  In 1993, 52 per cent of total
Hungarian manufacturing exports were accounted for by foreign affiliates (table II.13).  The
contribution of FDI to exports in Hungary owes much to an outward-oriented economic policy
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combined with the establishment of an FDI-friendly environment (Dunning and Rojec, 1993,
p. 63).  The Government followed that route when adopting policies both to encourage high
value-added exports and to attract FDI (ECE, 1994b, p. 43).  Everything considered, foreign
firms in Hungary are clearly more export-oriented than domestic firms.

A similar pattern seems to hold true throughout the other Visegràd countries.  In Poland,
the average share of exports in sales for foreign affiliates was 15 per cent in 1993 (ECE, 1994b).
The corresponding share for domestic firms was only 10 per cent.  The largest foreign firms
were even more export-oriented, with an export share of 22 per cent.  In industries like
automotive production and communication equipment, the export share of foreign firms was
much higher (by value, 89 and 84 per cent, respectively).  In some cases, former totally domestic
market-oriented firms became highly competitive exporters through FDI.  For example, prior
to its 1990 acquisition by Procter & Gamble, the Czech detergent producer Rakona did not
export any of its output; it now exports to 14 countries.81

(d)  Restructuring(d)  Restructuring(d)  Restructuring(d)  Restructuring(d)  Restructuring

Enterprises owned by TNCs have, in general, restructured more vigorously than
domestically-owned firms, for several reasons.  Often, the production of foreign affiliates had
to be coordinated with other activities of TNC networks, sometimes in the context of regional
core network strategies (UNCTC, 1991).  Examples include General Electric’s investment in
the Hungarian firm Tungsram,82 Ford’s electrical components manufacturing for cars in
Hungary, Audi AG’s operations in Hungary, and Asea Brown Boveri’s production of electrical
engines in Poland;83 all of these now form an integral part of the respective companies’
worldwide manufacturing operations.  In addition, because of their experience with market
economies, TNCs have the knowledge of how to restructure successfully.  Indeed, the
restructuring of foreign affiliates has begun to pay off.  In cases where companies were sold to
foreign investors, like the Czech Republic’s Skoda or Chkoladovny, the companies were
immediately controlled by effective owners, who rapidly began improving enterprise performance.
By contrast, in the large Czech aircraft manufacturer Aero, which was privatized through
vouchers, ownership remained ill-defined, with neither direct state control nor effective private
owners, thus delaying restructuring (Charap and Zemplinerova, 1993, p. 12).  In Hungary,
Tungsram, which went through heavy restructuring, including a cut of 8,500 jobs after it was
acquired by General Electric, has now started to show results.  The affiliate now produces
energy-saving lights for General Electric’s worldwide markets -- a product for which it had
formerly no technology -- and turned its serious losses into a small profit in 1993.  Consequently,
Tungsram recruited about 1,000 new employees in 1994.84  This preservation through FDI is
even more apparent in the already mentioned case of Daewoo’s joint venture with the Romanian
car producer Oltcit: Daewoo projects to increase the workforce from today’s 3,900 to 6,200
by 1998, turning around the plant’s negative employment trend over the past five years.85

However, restructuring has had several painful side-effects, the most apparent being vast
lay-offs.  The reduction in workforces is partly due to large-scale overstaffing during the years
before the transition.  As companies found themselves operating under market conditions, they
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had to cut excess staff.  To a large extent, therefore, the lay-offs are more of a transition effect
than a FDI effect.  However, restructuring of foreign-owned affiliates due to coordination with
their parent firms’ global strategies also plays a role.

As a result of the above, FDI in CEE countries does not generally generate jobs when it
comes to acquisitions.  Privatization through FDI has also been generally connected with a
sharp reduction in employment (Dunning and Rojec, 1993, p. 23).  This has made it hard for
image-conscious TNCs (UN-TCMD, 1992b) to satisfy public opinion as lay-offs are, of course,
painful for individuals as well as for society as a whole.  In the long run, however, it has become
evident that vigorous restructuring is necessary in order to restore firms to competitiveness.  In
fact, FDI can have a stabilizing effect on firms enabling them to survive the “shock” of
transition.  By contrast, domestic firms are sometimes paralysed by this shock, as it threatens
their very survival, thus hindering their adjustment to a market economy (Estrin, Gelb and
Singh, 1993, p. 11).

ConclusionsConclusionsConclusionsConclusionsConclusions

Many foreign affiliates in CEE are performing above average, in terms of productivity,
export performance and restructuring.  In some cases, notably in Hungary, FDI has become a
leading element in the transformation process, contributing significantly to capital formation
(25 per cent of gross investment in Hungary) (table II.11).  In fact, when measured in terms of
average FDI inflows (1991-1993) per $1,000 GDP, Hungary and Estonia register higher shares
than the United Kingdom or Argentina, with the Czech Republic only slightly below the latter
(figure II.9).  These are also the countries that registered positive GDP growth rates in 1994.
However, in a number of countries, particularly in Poland and Slovenia, positive GDP growth
rates have not yet been matched by increased FDI inflows.  In those countries, FDI appears to
be lagging behind the economic recovery.  As these countries maintain their recovery, and
others follow suit, they are likely to attract more FDI.

In those coun-
tries in which FDI has
already been sizeable,
it has helped to build
up international com-
petitive industries in
areas where they
would face difficul-
ties if they were to
rely solely on domes-
tic firms.  The en-
hanced competitive-
ness of the automo-
tive industry in the

Figure II.9.  Average FDI flows into CEE per $1,000 GDP, 1991-1993Figure II.9.  Average FDI flows into CEE per $1,000 GDP, 1991-1993Figure II.9.  Average FDI flows into CEE per $1,000 GDP, 1991-1993Figure II.9.  Average FDI flows into CEE per $1,000 GDP, 1991-1993Figure II.9.  Average FDI flows into CEE per $1,000 GDP, 1991-1993

Source:  UNCTAD, Division on Transnational Corporations and Investment,
based on International Monetary Fund balance-of-payments tape, retrieved in June
1994 and UNCTAD, 1994a.
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Visegràd countries is a good example, as is the telecommunications industry in a number of
countries in the region.86   In addition, FDI constitutes the most feasible form of obtaining
foreign capital as the stock markets in the region are generally underdeveloped and unstable,
discouraging portfolio investment.87  Successful investments can lead to sequential invest-
ments by the same firms and can encourage other foreign firms to invest as well, as they open
up attractive markets for suppliers and build confidence in the economy.  In other words, FDI
can start a virtuous circle that leads to larger amounts of FDI.  Host economies and domestic
firms benefit from this effect, especially in the industries and economies that have so far received
the bulk of FDI.  The impact of FDI will in all likelihood increase, as planned and committed
FDI projects are actually implemented.

At the same time, FDI in CEE remains small by international comparison, and the CEE
region cannot rely solely on foreign firms to improve its overall economic situation.  Moreover,
a combination of factors -- disappointment after excessive expectations, the harshness of the
privatization process, sovereignty sensibilities -- has led to an uneasiness towards foreign
economic involvement in a number of countries (box II.13), exacerbated by a number of
negative side-effects that can be associated with FDI.  Such side-effects include restructuring
(such as lay-offs and the closing of production lines that are perceived profitable by the public
at large), acquisition of monopoly power and the negotiation of market restrictions.  The
countries of the region, as well as TNCs, have to deal consciously with legitimate concerns if
they are to mutually benefit from foreign participation.

In order to improve the efficiency of their firms, it is important for countries of the region
to expose them to increased competition not only through appropriate domestic reform and
competition in the domestic market (including from FDI), but also, eventually, to permit their
domestic firms to insert themselves actively -- and competitively -- in world markets and the
emerging integrated international production system by undertaking their own FDI (see
chapter VII).  Companies of the region have, to a limited degree, already emerged as outward
investors in their own right, despite numerous legal and regulatory constraints.

Box II.13.  An FDI backlash?Box II.13.  An FDI backlash?Box II.13.  An FDI backlash?Box II.13.  An FDI backlash?Box II.13.  An FDI backlash?

Negative reactions to FDI (“selling off crown jewels”, “deindustrialization”, etc.)a are
apparent throughout the region, but are most evident in the Visegràd countries.  A recent example
in the Czech Republic is the protest over Volkswagen’s plans to reduce production at the Skòda
plant.  After protests, not only from the local unions but also from the Government, Volkswagen
agreed to moderate the cuts.b  Sometimes a negative attitude towards FDI has hindered privatization
deals.  When, for example, the Italian company Marucci tried to acquire the pharmaceutical
producer Sevac, the Government of the Czech Republic stopped the deal arguing that its strategic
importance made it unsuitable for privatization.c  This reaction derives to a large extent from the
experience of the national airline CSA with the participation of Air France.  Air France pulled out
of a strategic alliance in March 1994 after disagreements over the future of CSA.  This has made
CSA reluctant to seek another partner, even though the loss-making airline was in need of fresh

/...
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(((((Box II.13, cont'd)Box II.13, cont'd)Box II.13, cont'd)Box II.13, cont'd)Box II.13, cont'd)

capital.d  This incident may also have induced France Telecom to play only a secondary role in a
consortium bidding for the privatization of the Czech teleoperator SPT Telecom.  Fears about too
strong a German influence may also have led Deutsche Telekom to involve Ameritech, a United
States regional Bell company, in its effort to take a stake in the company.e

Even though signs of a backlash appear to be strongest in the Czech Republic, the same
phenomena can be observed in other Visegrad countries.  In Hungary, for example, the privatization
of the hotel group “HungarHotels” through foreign investors was eventually cancelled by the
Hungarian Government.  It overruled a sales agreement between the privatization agency and a
United States consortium, arguing that the price was too low.f  In Poland, the most apparent
backlash reaction has been protests from local unions against FIAT’s attempt to restructure the
automobile producer FSM which also involved a two-months strike.g

Foreign firms are often accused of “cherry-picking” in the privatization process (as in the
above-mentioned case of HungarHotels), of “trash” production (producing outdated goods,
impossible to sell in any market but the CEE’s) and of making the countries too dependent on foreign
firms.  The latter has resulted in government attempts to diversify foreign participation by
nationality (the Czech Republic, e.g., tries to attract investment from the United States as a
counterweight to investments from the European Union, particularly from Germany; Poland also
tries to attract investors from the United Kingdom, in order not to become too dependent on
Germany),h which already had an impact on foreign investors' behaviour.e  For all these reasons,
a number of countries have become more cautious towards FDI in general.

a For example, according to Jerzy Strzelecki, the then Polish Under-Secretary of State in the
Ministry of Privatization, arguments about “selling off the family silver” have been common in Poland;
cited in Ray Bashford and Anthony Robinson, “Survey of Poland”, Financial Times, 17 June 1993.

b Joe Cook and Andrew Fisher, “VW eases concern on Skoda cuts”, Financial Times, 24 October
1994, p. 21; and Kevin Done, “Harmony under the bonnet”, Financial Times, 21 November 1994,
p. 17.

c “Western investment: foreign affairs”, Health care industry survey, Business Central Europe,
2, 16 (November 1994), p. 40.

d Vincent Boland, “CSA adopts a new flight plan”, Financial Times, 24 November 1994, p. 9.
e Nicholas Denton, “‘Prejudice’ changes line-up in Czech telecom bit”, Financial Times, 9

January 1995, p. 13.
f Virgina Marsh and Anthony Robinson, “Hungary risks fury over hotel sell-off”, Financial

Times, 16 November 1994, p. 8.
g “Small is beautiful”, Automotive survey, Business Central Europe, 2, 8 (February 1994), pp.

34-35.
h Anthony Robinson, “Poland bids for improved UK trade and investment”, Financial Times, 10

November 1994, p. 5.

NotesNotesNotesNotesNotes

1 Large increases in investment inflows in the United States in 1993 and 1994 concurred with an
increase of 41 per cent and 93 per cent, respectively,  in the value of mergers and acquisitions of
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United States companies by foreign companies.  “Cross-Border M&A”, Mergers and Acquisitions,
29, 6 (May/June 1995), p. 61.

2 The United States invested $1.3 billion in Chile -- a prospective member of NAFTA -- in 1994,
compared with only $106 million in 1992 (United States, Department of Commerce, unpublished
data).

3 Based on 158 major Japanese companies surveyed by Nihon Keizai Shimbunsha in August 1994.
Foreign employment of these companies is expected to have increased by some 6 per cent in 1994
and by 11 per cent in 1995, while domestic employment is expected to have declined by 0.6 per cent
in 1994 and 0.8 per cent in 1995.  Nihon Keizai Shimbun, 29 August 1994.  Another survey
conducted by the Export-Import Bank of Japan that 54 per cent of 369 respondents (three-quarters
of respondents in the electronic assembly and electrical-parts industries) intended to increase
outward FDI as a result of the yen appreciation (Tejima, 1995, p. 93).

4 Survey of the Export-Import Bank of Japan in the “The outlook of Japanese foreign direct
investment based on the EXIM Japan FY 1994 survey”, Journal of Research Institute for
International Investment and Development, 21, 1 (January 1995), p. 17.  This survey is the basis
for Tejima, 1995.

5 Bank of Japan, Balance of Payments Monthly, 333 (April 1994), p. 85.
6 Data on cross-border mergers and acquisitions reported here include all investments that result in

the investor, located in one country, holding more than 50 per cent of the outstanding voting
securities of a business located in another country.  Only imperfect comparisons can be made
between cross-border acquisitions and FDI flows because the data are not strictly comparable.  For
further explanations, see UNCTAD-DTCI, 1994a, chap. I.

7 It may be noted that cumulative FDI flows from Japan to South, East and South-East Asia and the
Pacific, according to approvals data, amounted to $66.5 billion as  of fiscal year 1993 (data from
Japan, Ministry of Finance).

8 The share of the developed countries in Japan’s approved/notified outward FDI stock increased
from 45 per cent in fiscal year 1980 to 54 per cent in fiscal year 1986 and 69 per cent in fiscal year
1994; the share of the United States increased from 24 per cent to 34 per cent and to 42 per cent,
and that of Western Europe from 12 per cent to 14 per cent and to 19 per cent, respectively (data
from Japan, Ministry of Finance).

9 For example, the share of European Union in outward FDI stocks rose from 37 per cent in 1982
to 60 per cent in 1992 for France, 39 per cent in 1980 to 46 per cent in 1993 for Germany, 30 per
cent in 1984 to 44 per cent in 1993 for the Netherlands and 21 per cent in 1981 to 32 per cent in
1993 for the United Kingdom; and the proportion of the combined FDI flows from these four
countries that went to the European Union, rose from 34 per cent in 1985-1989 to 59 per cent in
1990-1993 (UN-TCMD, 1993a and UNCTAD-DTCI, FDI database).  As to the share of the United
States in outward FDI stocks, it increased from 28 per cent to 35 per cent between 1981 and 1993
in the case of the United Kingdom.

10 South, East and South-East Asia and the Pacific accounted for 25 per cent, 24 per cent, and 35 per
cent of the outward FDI stocks in developing countries of Germany, Netherlands and United
Kingdom, respectively, in 1992, and 24 per cent of the outward FDI stock of France in 1991.  The
comparable shares of Latin America in the FDI stock in developing countries of the four countries
were 55 per cent, 24 per cent, 53 per cent and 40 per cent, respectively.  In comparison, the shares
of South, East and South-East Asia and the Pacific in the FDI stock in developing countries of Japan
and the United States in 1992 were 51 per cent and 24 per cent, respectively, and the shares of Latin
America, 38 per cent and 68 per cent respectively (UNCTAD-DTCI, FDI database).



WWWWWorororororld Inld Inld Inld Inld Invvvvvestment Reestment Reestment Reestment Reestment Reporporporporport 1995t 1995t 1995t 1995t 1995 TTTTTrrrrransnaansnaansnaansnaansnational Cortional Cortional Cortional Cortional Corporporporporporaaaaations and Competititions and Competititions and Competititions and Competititions and Competitivvvvvenessenessenessenesseness

118118118118118

11 APEC Economic Leaders’ Declaration of Common Resolve (Bogor, 15 November 1994), mimeo.,
para. 6.  For a critique, see Graham, 1994.

12 Includes Japan, data for which are not separately available.
13 Nihon Keizai Shimbun, 16 July 1994 (Tokyo).
14 The data on GDP and population for 1993 are from UNCTAD Secretariat and United Nations

Population Division, respectively.
15 Data provided by the Ministry of Foreign Trade and Economic Co-operation of China.
16 A decline might occur if investors are influenced by new tax policies (which have reduced

preferential tax treatment for foreign affiliates) and also because of tighter credit policies in several
industries (such as real estate) to control overly rapid growth, which has led to increases of more
than 20 per cent in inflation in major cities of China.

17 As regards Indonesia, the new regulations allow 100 per cent foreign ownership of local enterprises
for 15 years and require only a 1 per cent divestment afterwards.  In joint ventures, local firms are
now required to hold only 5 per cent of ownership, a substantial drop from 20 per cent in the past.
Previously restricted industries such as transportation, telecommunications and power are now
open to foreign firms.  In the case of Thailand, previously restricted industries such as advertising,
garments, certain types of construction and engineering work are to be opened to FDI.  See “The
year of doing business”, Far Eastern Economic Review, 1 September 1994, “All’s fair” and “Just
how liberal?”, Far Eastern Economic Review, 17 November 1994.

18 Paul Taylor, “Writing is on the wall for controllers”, Financial Times, 8 November 1994, p. 6.
19 Victor Mallet, “World’s car makers prefer the Thai tiger”, Financial Times, 9 November 1994, p.

4.
20 Nihon Keizai Shimbun, 11 August 1994 and 24 March 1995.
21 Increases in FDI in the services sector not only reflect the growing importance of services-related

activities in national economies but are also due to liberalization in this sector (e.g., relaxation of
regulations in the retail industry in 1993 and infrastructure construction in 1994 in the Republic
of Korea and the financial services industry in Taiwan Province of China in recent years).

22 For the purpose of this section, West Asia is broadly defined to encompass the following economies:
Bahrain, Cyprus, Egypt, Islamic Republic of Iran, Iraq, Israel, Jordan, Kuwait, Lebanon, Oman,
Palestinian Territory (West Bank and Gaza Strip), Qatar, Saudi Arabia, Syrian Arab Republic,
Turkey, United Arab Emirates and Yemen.  According to the country classification of the
UNCTAD Secretariat, Egypt is included in Africa and Israel is placed in the developed country
group.  Therefore, the country grouping of West Asia in this section is different from that used
elsewhere in this Report.  Egypt, although an African country, is included in this discussion because
of the relevance of this country to the topic addressed.

23 Population data are from United Nations Population Division and GDP data from the UNCTAD
Secretariat.

24 Ibid..
25 D. Davis, “Lebanon will recover with peace”, Jerusalem Post, 18 November 1993, p. 14.
26 For discussion, see Middle-East Economic Survey, 1994; Israel Investment Authority, 1994; and

R.S. Greenberger, “Desert bloom?  Syria loosens grip on economy, enjoys a post-Soviet bloom”,
Wall Street Journal Europe, 6 January 1994, p. 1.

27 On Jordan, see P. Dougherty, “Jordan:  soft steps on the privatization road,” Middle East Economic
Digest, 20 January 1995, p. 23; on Islamic Republic of Iran, see “Special report:  Iran”, Middle
East Economic Digest, 10 February 1995, pp. 12-15; and on Turkey, see J. Bodgener, “Turkey:
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37 United States Department of Commerce, Bureau of Economic Analysis, unpublished data.
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47 For the purposes of this Section, the Central and Eastern European region is broadly defined to
include the following countries:  Albania, Armenia, Azerbaijan, Belarus, Bosnia and Herzegovina,
Bulgaria, Croatia, Czech Republic, Estonia, Georgia, Hungary, Kazakhstan, Kyrgyzstan, Latvia,
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January 1995, p. 15.
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data differ from those in table II.12 because the latter were compiled on the basis of inflow data
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56 Information obtained from the Hungarian Ministry of Industry and Trade and the Polish Foreign
Investment Agency.

57 “Intra-regional investment”, Foreign investment survey, Business Central Europe, 2, 10 (April
1994), p. 47.

58 “Facts and figures”, Business Central Europe, 3, 22 (June 1995), p. 64.
59 See the chapter on Central and Eastern Europe in UNCTAD-DTCI (1994a). See also EBRD

(1994).
60 Strictly speaking, performance should be compared within industries and, in fact, by pairing

similar firms. Data limitations, however, make this impossible.
61 Calculation based M.B. Christie and Associates, Resources 300, October 1994 (Prague: Resources).
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IntroductionIntroductionIntroductionIntroductionIntroduction

The economic performance of countries is determined, to a significant extent, by their
ability to generate internally key productive resources and/or obtain them from external
sources. Although the relative importance of the different factors that interact in the production
of goods and services and the generation of incomes may vary among countries, financial and
physical capital, technology, technological, organizational and managerial capacities and the
quantity and quality of the workforce are central factors determining output and its growth.
Building up assets and capabilities for production is particularly important for developing
countries, where stocks of created assets -- especially physical and human capital and
technological capacities -- are well below those of developed countries.

In the globalizing world economy of today, international production through foreign
direct investment (FDI) and other modalities, as organized by transnational corporations
(TNCs), expands the range of opportunities available for countries to access the created assets
necessary for expanding production capabilities.  Transnational corporate systems, comprising
parent firms and their domestic and foreign affiliates, are generators of financial capital for
investment;  technologies, innovatory capacities and skills; and organizational and managerial
practices and capabilities, all of which are important for the competitiveness of their own
production systems.  The creation of these resources by TNC systems is the outcome of the
interaction between the proprietary assets of TNCs and the location-specific assets provided
by the countries in which TNCs operate.
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Transnational corporate systems are also conduits for the transfer of productive assets
among the firms comprising TNC systems.  These member firms have privileged access to the
resources created within such systems, to the extent that they require such access for
performing their role within their particular TNC system.  Transnational corporations, because
of their organizational and managerial capacities, employ the resources generated internally
worldwide wherever they yield the highest return and maximize the competitiveness of the
system as a whole.  Firms outside TNC systems may also have advantageous access to resources
generated by TNCs, through linkages, externalities or spillover effects.

The resources associated with FDI and the attributes embedded in it can contribute to
enhancing the economic performance of the countries in which TNCs operate. Indeed, it is an
advantage of FDI that it provides a package of tangible and intangible wealth-creating assets.
These assets become available directly for use in productive activities in host economies and
are further amplified by externalities and spillovers that strengthen the resource base and
production capabilities in such economies (box III.1). Similar effects occur in home countries
to the extent that FDI leads to flows of resources, within TNC systems, to those countries.
However, as indicated below, the effects on host and home countries are not symmetric.

Box III.1.  Transnational corporations, access to resources and implicationsBox III.1.  Transnational corporations, access to resources and implicationsBox III.1.  Transnational corporations, access to resources and implicationsBox III.1.  Transnational corporations, access to resources and implicationsBox III.1.  Transnational corporations, access to resources and implications
for the performance of countries: the semiconductor industryfor the performance of countries: the semiconductor industryfor the performance of countries: the semiconductor industryfor the performance of countries: the semiconductor industryfor the performance of countries: the semiconductor industry

The semiconductor industry offers a good illustration of TNCs providing access to tangible
and intangible resources that are becoming increasingly important for the performance of countries,
particularly in new and globalized industries.  Semiconductors are used as inputs in a variety of
areas in the electronics industry, including consumer products, data processing, telecommunications
and industrial goods.  The world semiconductor market has a high growth potential and is estimated
to reach $270 billion in sales by the year 2000.a   The principal manufacturers in the semiconductors
industry are TNCs based in developed countries, such as Intel (United States) and Toshiba (Japan);
but there are also a few TNCs from developing countries, such as Samsung (Republic of Korea) and
Acer (Taiwan Province of China).

Transnational corporations have played a major role in providing, first, their own member
firms and then host countries access to various resources in the semiconductor industry:

• Transnational corporations help host economies develop innovatory capabilities throughTransnational corporations help host economies develop innovatory capabilities throughTransnational corporations help host economies develop innovatory capabilities throughTransnational corporations help host economies develop innovatory capabilities throughTransnational corporations help host economies develop innovatory capabilities through
the globalization of  research and development (R&D) facilities and training of employeesthe globalization of  research and development (R&D) facilities and training of employeesthe globalization of  research and development (R&D) facilities and training of employeesthe globalization of  research and development (R&D) facilities and training of employeesthe globalization of  research and development (R&D) facilities and training of employees.
Innovation is particularly important for TNC competitiveness in semiconductors, as evidenced
by the high R&D expenditures of these firms.b   While core innovation is generally undertaken
at corporate headquarters, R&D centres of semiconductor TNCs abroad engage in selective
or applied research, e.g., product customization.  For example, Philips Electronic N.V.
(Netherlands) opened a research facility in Briarcliff Manor, New York, that accounted for
about 15 per cent of all research expenditures by Philips in 1994 (United States Congress,
OTA, 1994); Intel transferred microprocessor-unit technology for the production of Pentium
chips to its affiliate in Ireland; NEC transferred memory-chip technology to its  affiliate in the
United Kingdom; and SGS-Thomson transferred the same to its affiliate in Singapore.

/...
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(Box III.1,  cont'd)(Box III.1,  cont'd)(Box III.1,  cont'd)(Box III.1,  cont'd)(Box III.1,  cont'd)

Technology transfer has also taken place among foreign affiliates: the Singapore affiliate of
Conner Peripherals (United States) transferred new processes to Conner’s affiliates in Italy,
Malaysia and the United Kingdom (Hobday, 1994); and Intel relied on senior engineers from
its affiliate in Malaysia to help in the establishment of a highly automated plant in Arizona
(Ernst, 1994a).

• Transnational corporations provide host-country firms access to advanced technology.Transnational corporations provide host-country firms access to advanced technology.Transnational corporations provide host-country firms access to advanced technology.Transnational corporations provide host-country firms access to advanced technology.Transnational corporations provide host-country firms access to advanced technology.
Technology diffusion to the local economy by semiconductor TNCs usually takes place via
foreign affiliates or non-equity arrangements.  In general, local suppliers benefit from
contracts with foreign affiliates of semiconductor TNCs requiring high-quality inputs that
meet advanced technical specifications either in vertically integrated structures (e.g., corporate
conglomerates based in the Republic of Korea) or in looser structures (e.g., production
networks based in Taiwan Province of China).  For example, an alliance between Texas
Instruments (United States) and Acer (Taiwan Province of China) in 1989 for the manufacture
of 4 megabit dynamic random access memory chips provided for a technological upgrading
of Acer’s domestic facilities that also trickled down to the entire Taiwanese electronics
industry via Acer’s numerous forward and backward linkages.c  Similarly, Japanese TNCs
such as NEC, Toshiba and Fujitsu have agreed to share new manufacturing processes and chip
design know-how with indigenous semiconductor producers in Taiwan Province of China and
Singapore (Ernst, 1994b).

Linkages to and spillovers from the semiconductor industry also help spread technology to
other segments of the electronics industry and even industry in general.  For example, in the
Republic of Korea, an important indirect transfer occurred when production managers left
foreign affiliates to join or create their own companies (Bloom, 1992).  Substantial spillover
effects have also occurred in the Republic of Korea through original-equipment-manufacturer
agreements between different segments of the electronics industry (Ernst, 1994c).  Spillover
effects are easily transmitted in the case of vertically integrated semiconductor TNCs; for
NEC, Toshiba, Samsung, Hyundai or Siemens, semiconductor activities represent a small
part of the whole production, but one that is instrumental to upgrading related segments in the
electronics industry. In Malaysia, spillovers have occurred through training: for example, the
Penang Skills Development Centre, established jointly by the electronics industry comprising
mainly foreign affiliates of semiconductor TNCs, and the Government, provides training
courses not only for its member firms but for the entire manufacturing sector (Salleh and
Meyanathan, 1993, p. 13).

• Transnational corporations also provide access to capital.Transnational corporations also provide access to capital.Transnational corporations also provide access to capital.Transnational corporations also provide access to capital.Transnational corporations also provide access to capital.   Large financial resources are
required by TNCs not only for investing in the production of semiconductors -- the costs of
production double with each generation of microchips (about every three years) -- but also for
design and R&D activities.  In the case of Intel, for example, R&D expenditures accounted
for about 40 per cent of the company’s investment expenditures in 1992 and 1993.d  For
Japanese semiconductor affiliates in East Asia, for example, the majority of funds required
for their establishment and expansion were obtained from their parent firms; only after 1990
have reinvested earnings been used as a source of funds for those affiliates in Malaysia and
Thailand (Ernst, 1994b).e

/...
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This chapter looks at the contribution of access to key resources for the competitiveness
of TNC systems, the ultimate objective being to examine implications for the performance of
host and home countries.  The focus is on capital (section A), technology and innovatory
capacity and skills (section B) and organizational and managerial practices (section C).1  The
discussion for each resource area begins with a consideration of the generation and transfer of
the assets involved within TNC systems and proceeds to discuss the linkage and other effects
on firms outside such systems; in both cases the discussion examines effects on the competitiveness
of TNC systems and other firms.  Finally, the discussion of each resource area explores the
implications of inward and outward FDI for the economic performance of countries.

A.  CapitalA.  CapitalA.  CapitalA.  CapitalA.  Capital

The financial capital generated, mobilized, transmitted and invested by transnational
corporate systems is one of FDI’s principal contributions to a country’s output or productivity
growth.  Transnational corporation systems generate financial capital internally because not all
of their profits are distributed to shareholders as dividends; some are retained and reinvested,
adding to the firm’s capital stock (shareholders’ equity).  Transnational corporations can also
raise capital from outside their systems, or provide it to other firms as needed.  They are

(Box III.1, cont'd)(Box III.1, cont'd)(Box III.1, cont'd)(Box III.1, cont'd)(Box III.1, cont'd)

The type of linkages semiconductor TNCs create with the host economies and, hence, the
access to resources provided by them vary, depending on the way these TNCs organize their
international networks and share activities with their affiliates.  Japanese semiconductor TNCs tend
to keep the higher value-added activities at home, and shift abroad mainly the labour-intensive parts
of the production processes.  By contrast, United States TNCs have long been developing globally
integrated production networks, and to a large extent have moved abroad higher value-added
activities (Ernst, 1994b).  These differences naturally impact the nature and extent of access to
resources provided by the respective TNCs through linkages to indigenous firms in the host
economies.

Access to resources provided by semiconductor TNCs has had direct and indirect impacts on
the competitiveness of firms and the economic performance of countries as witnessed by the growing
market share of firms, domestic companies as well as foreign affiliates, that are located in
developing countries.  Another indication of the increased competitiveness of national firms derived
from accessing resources provided by semiconductor TNCs is the fact that companies such as
Apple, Compaq, IBM and Hewlett-Packard were able to set up international procurement offices
in China, Hong Kong and Taiwan Province of China, from where they bought more than $1.4 billion
worth of electronics products in 1994.f

a Electronique International Hebdo, 29 June 1995, p. 6.
b “The global 1000”, Business Week, 1 July 1994, pp. 73-89.
c “Inferiority complex”, The Economist, 1 February 1995.
d Industries et Techniques, 743 (November, 1993), pp. 82-83.
e Business Times, Malaysia, 28 July 1994.
f Electronique International Hebdo, 9 February 1995, p. 16.
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conduits for the transmission of this capital among units of corporate systems located in various
countries.  As such, they play an important role in the international mobilization of savings and
the transfer of funds for investment.  To the extent that this capital is invested in foreign
affiliates, it constitutes FDI, an important source of investment capital in today’s world
economy (see chapter I).

Section l focuses on the ways in which TNC systems generate capital internally and
transfer funds within those systems, and the implications this has for the competitiveness of
TNCs.  Section 2 looks at the ways in which a TNC system interacts with the economies in
which it operates by borrowing from, or lending to, indigenous enterprises in those economies,
apart from helping to mobilize savings.  Section 3 examines the implications of FDI capital
flows for the performance of the economies that receive such flows or from which they
originate.

1.  Generation and transfer within transnational corporate systems1.  Generation and transfer within transnational corporate systems1.  Generation and transfer within transnational corporate systems1.  Generation and transfer within transnational corporate systems1.  Generation and transfer within transnational corporate systems

As profit-seeking entities, TNC systems generate financial capital internally in the form
of profits, either in the home country by parent firms and their domestic affiliates, or in host
countries by foreign affiliates.  In the case of United States TNCs, e.g., the net income (a proxy
for profits) of parent firms (non-bank) from their operations in the United States was $39 billion
in 1992 (United States, Department of Commerce, 1995, table II.K.1).2  Part of the profits
generated by parent firms and their domestic affiliates is reinvested at home or abroad, with all
firms comprising a TNC system having privileged access to this pool of financial capital.

For all countries that report such data, total profits of foreign affiliates (reinvested and
repatriated) amounted to $99 billion in 1993 (IMF, balance-of-payments tape), or 8 per cent
of the global FDI stock that generated these profits.  (For United States TNCs alone, total
profits -- prior to the deduction of withholding taxes -- arising from the operations of their
affiliates abroad were $57 billion in 1993 (Mataloni, 1995).  Over a half was reinvested by the
foreign affiliates in their own production; the remainder was repatriated, with part of it
distributed to shareholders in the United States in the form of dividends.)  If one assumes a
similar capacity to generate profits for the rest of the world’s FDI stock, then total profits of
foreign affiliates worldwide are an estimated $175 billion.  Again, all firms comprising a TNC
system have privileged access to these internally generated funds.

Besides generating financial capital for investment, a TNC system also serves as a conduit
for the circulation of that capital (and related payments) among its units.  Where profits are not
reinvested at source, its circulation takes place via equity flows, intra-company loans and
repatriated profits:

• Equity capital of TNCs (net) for the 40 countries that report such data was $80 billion
in 1993 (70 per cent of total FDI inflows in those countries).3  For the United States
alone, equity capital transferred via its TNC systems was $31 billion -- $24 billion from
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parent firms to their foreign affiliates and another $7 billion from foreign affiliates to
their parent firms (Mataloni, 1995).

• Intra-company loans (net) for the 41 countries that report such data were $51 billion in
1993 (37 per cent of total FDI inflows in those countries).4  For the United States, intra-
company loans excluding interest payments were $11 billion in 1993: $15 billion from
parent firms to their foreign affiliates and a negative $4 billion from the foreign affiliates
to their parent firms.  For the United Kingdom, intra-company loans (net) in 1993 were
$9 billion, or 17 per cent of total inflows; for the Netherlands, the corresponding figure
and share, respectively, was $3 billion and 6 per cent.

• For the 27 countries that report such data, repatriated profits worldwide were $56 billion
in 1993.  For the United States, repatriated profits transferred from foreign affiliates to
their parent firms were $27 billion in 1993;  for the United Kingdom and Germany the
corresponding figures were $11 billion and $4 billion in the same year.

The generation of capital by TNC systems through profits and its allocation among the
constituent firms of a system aim at increasing the competitiveness of the system as a whole and
at ensuring the highest possible returns.  Finance generated within TNC systems often
constitutes an important source of capital compared with externally raised equity or (long-
term) loans.  Internally generated capital also allows a certain degree of flexibility in the
financing of projects that are important to the firm, but which may face unfavourable terms and
conditions from external capital providers.

2.  Raising and providing capital outside transnational 2.  Raising and providing capital outside transnational 2.  Raising and providing capital outside transnational 2.  Raising and providing capital outside transnational 2.  Raising and providing capital outside transnational corporate systemscorporate systemscorporate systemscorporate systemscorporate systems

The liberalization of foreign-exchange regulations and the removal of many restrictions
on indigenous stock markets regarding foreign-investor participation (including allowing
cross-listings of TNCs); the increasing sophistication and deepening of emerging financial
markets; and advances in information and communication technologies have all broadened the
range of external financing options available to TNCs.  As a result, TNCs have a variety of
choices for raising capital externally including, most importantly, host or home-country equity
markets, local financial institutions and international capital markets.  As long as funds are
raised by the parent firm and then transferred to foreign affiliates, the values involved are
captured by FDI data.  Where foreign affiliates engage in direct borrowing (be it in their
domestic markets or elsewhere), the values involved are not reflected in FDI data.

A large proportion of FDI is financed externally.  In 1993, around 55 per cent of the
investment outlays (the dollar cost of the equity stakes acquired or established) by United States
foreign affiliates was financed from external sources, with the remainder being obtained from
parent firms or other sources.5  About a half of all funds obtained externally by majority-owned
foreign affiliates (non-bank) of United States TNCs (non-bank) were raised in host countries
in 1992 (United States, Department of Commerce, 1995, table III.C.1).  In the case of Japan,
funds raised externally financed 58 per cent of total overseas investments in 1992, with funds
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obtained from local (host-country) financial institutions accounting for 35 per cent of that total
(Japan, MITI, 1994b; see also Tejima, 1995).  Externally raised capital appears to finance a
larger share of investment funds in developed than in developing countries:  issuance of
corporate bonds and borrowing from local financial institutions in host developing countries
accounted for 42 per cent of investment funds obtained by Japanese foreign affiliates in these
countries in 1992;  the corresponding share in developed countries was 64 per cent (Japan,
MITI, 1994b, pp. 174-179).

Domestic firms in host and home countries can also borrow directly from foreign affiliates
or transnational finance corporations.  While such borrowing appears to be small overall,6 it can
be of some importance,e.g., in the case of venture capital.  It is often a major source of capital
for small start-ups, firms developing or using advanced technology, or ventures carrying high
risks.  For instance, 3M (United States) has invested $85 million in 37 venture-capital funds and
another $3-4 million directly in some 20-30 start-ups in the United States.7  Kubuota, a
Japanese affiliate manufacturing agricultural equipment in the United States, has invested $123
million in six United States computer-related start-ups.8 Inovelf, an affiliate of Elf Aquitaine
(France) in the United States was created specifically to spot promising start-ups in the United
States.9  The interest of TNCs or foreign affiliates in financing new ventures stems from their
desire to keep up with state-of-the-art technologies that are usually developed by these firms
and which may be too risky to develop in-house, or to exploit commercial opportunities that
are not in their line of business.

Foreign affiliates in financial industries can play a special role in the mobilization of
savings in countries in which they are located, lending these to both domestic and foreign firms.
In developing countries, foreign banks, for instance, often have a reputation that makes them
more attractive to local savers, and they often provide services that are unique (Lipsey and
Zimny, 1994, p. 326).  By receiving such services, advice or information from transnational
banks, indigenous firms can gain access to sources of finance that are usually beyond their reach
(e.g., international capital markets).  Moreover, competition between indigenous and
transnational banks and the introduction of new forms of financial intermediation and management
techniques (as well as accounting and computerization) by the latter can also induce the former
to raise the range and quality of services provided to domestic firms.

By being situated in a number of countries TNCs are in an advantageous position,
compared with purely domestic firms, to raise capital from outside their corporate systems
because of their ability to exploit interest-rate and cost differentials in different locations; to
access and assess information on financial markets of various economies; to spread and
diversify risks (including foreign exchange risks) by raising capital in more than one country;
and to borrow from national and international institutions and markets on the basis of (often
superior) credit rating.  Furthermore, foreign affiliates can benefit from an explicit guarantee
or implicit backing by their parent firms (e.g., through a “comfort letter” that the parent will
not sell the affiliate during the life of a loan) (Pugel, 1981).  In the case of Maruti Udyog, an
automobile manufacturer in India in which Suzuki (Japan) has a 50 per cent ownership, for
example, a public share issue is expected to be offered in India’s equity markets to raise capital
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for an expansion in production.10  The plan to raise capital in the local equity market had to
receive the stamp of approval of Suzuki, the foreign partner, before launching the issue because
that approval was viewed by Maruti Udyog as a guarantee for the issue’s success.11 Such
support by parent firms can be of crucial importance if, in spite of the good credit rating of a
foreign affiliate, its access to international capital markets is limited by the lower credit rating
of the host country.

In sum, the ability of a TNC system to access capital worldwide can not only give it better
access to capital, but also reduce the cost of such capital and  minimize foreign-exchange risks
through an international diversification of its debt portfolio (Stonehill and Moffett, 1993), thus
enhancing its competitiveness.

3.  Implications for country performance3.  Implications for country performance3.  Implications for country performance3.  Implications for country performance3.  Implications for country performance

While recognizing, but abstracting from, the fact that FDI is more than just financial
capital, this section focuses on how access to capital generated or circulated through TNC
systems can affect the performance of the economies involved.

(a)  Impact of inward FDI(a)  Impact of inward FDI(a)  Impact of inward FDI(a)  Impact of inward FDI(a)  Impact of inward FDI

For recipient economies, an injection of FDI that adds to the capital stock already in place
can increase a country’s output or productivity through a more efficient utilization of existing
resources or by absorbing unemployed resources.  It can also induce a series of multiplier
effects leading to an expansion of investment by indigenous (unrelated) firms, including
through backward and forward linkages and spillovers.  However, if FDI is financed  by raising
funds in host country capital markets, there may be crowding out of investment by indigenous
firms.

In most coun-
tries, the ratio of FDI
inflows to gross do-
mestic fixed capital
formation does not
exceed 10 per cent
(figure III.1), al-
though it can be sig-
nificantly higher for
individual countries
(e.g., Belgium and
Luxembourg and
Singapore) (figure
III.2) or industries
(e.g., electronics in
the  Republic of

Figure III.1.  The distribution of countries according to the ratio of FDIFigure III.1.  The distribution of countries according to the ratio of FDIFigure III.1.  The distribution of countries according to the ratio of FDIFigure III.1.  The distribution of countries according to the ratio of FDIFigure III.1.  The distribution of countries according to the ratio of FDI
inflows to gross domestic fixed capital formation,inflows to gross domestic fixed capital formation,inflows to gross domestic fixed capital formation,inflows to gross domestic fixed capital formation,inflows to gross domestic fixed capital formation,

annual average, 1990-1993annual average, 1990-1993annual average, 1990-1993annual average, 1990-1993annual average, 1990-1993
(Percentage and number of countries)
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Source:  UNCTAD, Division on Transnational Corporations and Investment,
estimates  based on International Monetary Fund, balance-of-payments tape,
retrieved in April 1995 and FDI data base.
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Korea; see UN-TCMD, 1992b).  The ratio of FDI inflows to private domestic capital formation
may be considerably higher: e.g., by nine percentage points for the United Kingdom and by 7
points for Colombia during 1988-1992 (UNTCAD-DTCI, FDI data base, and United Nations,
1995).  Despite its small contribution to the domestic capital stock, FDI capital is especially
important for developing countries, both on account of the diminished flows of other official
and private capital in recent years (see figure I.2) and a growing recognition of the need to
balance loan and equity capital in private foreign capital inflows.

There are several ways in which inward FDI can add to the capital stock of a recipient
country.  The most obvious is greenfield FDI, i.e., establishing a new business.  Ownership-
switching FDI (e.g., acquisitions or privatizations) may also benefit the capital stock of a host
country if the domestic firm that is taken over would have closed down otherwise and, more
generally, if its capabilities are improved.  In any case, the funds received by host countries from
the sale of domestic firms to foreign investors can be reinvested in the host country, thus adding
to the existing capital stock.

In developed countries, most FDI is ownership-switching as opposed to greenfield
investment.  Investment outlays for acquisitions in the United States by foreign firms accounted
for nearly 90 per cent of total investment outlays in 1993, although that share was lower in some
of the earlier years (table III.1).  For the United States (and presumably for other developed
countries with similar FDI patterns), the importance of acquisitions suggests that most FDI
capital may add only indirectly to the existing capital stock.  In developing countries,
ownership-switching FDI through acquisitions is less prominent.  In the case of United States
outward FDI for example, the ratio of the number (data on values are not available) of new
establishments to acquisitions during 1990-1992 was 0.96 in developed countries compared
with 1.8 in developing countries.12  This is so because there are fewer opportunities in
developing countries for acquisitions, or acquisitions may be restricted; and the fact that equity
markets, an important medium for acquiring firms, are not fully developed in many developing
countries.  Hence, the incidence of FDI augmenting the domestic capital stock is probably
higher in developing than developed countries.  Privatization-related FDI has recently become
a more important
form of ownership-
switching investment
for developing coun-
tries, although, such
FDI overall ac-
counted for less than
10 per cent of cumu-
lative FDI inflows to
developing countries
over the period 1988-
1993 (see chapter I).

Figure III.2.  The ratio of FDI inflows to gross domestic fixed capitalFigure III.2.  The ratio of FDI inflows to gross domestic fixed capitalFigure III.2.  The ratio of FDI inflows to gross domestic fixed capitalFigure III.2.  The ratio of FDI inflows to gross domestic fixed capitalFigure III.2.  The ratio of FDI inflows to gross domestic fixed capital
formation, selected economies, annual average, 1990-1993formation, selected economies, annual average, 1990-1993formation, selected economies, annual average, 1990-1993formation, selected economies, annual average, 1990-1993formation, selected economies, annual average, 1990-1993

(Percentage)

0 1 0 2 0 3 0 4 0 5 0 6 0

Equatorial Guinea
Singapore
Malaysia
Jamaica

Morocco
Ghana

Belgium/Luxembourg
Netherlands

Portugal
Spain

Source:  UNCTAD, Division on Transnational Corporations and Investment
estimates, based on International Monetary Fund, balance-of-payments tape,
retrieved in April 1995 and FDI data base.
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Both ownership-switching and greenfield FDI can also induce a further expansion of the
domestic capital stock through  sequential investments to which FDI often gives rise (see, e.g.,
box II.7).  Sequential investments are sometimes triggered by policy liberalization;  for
example, TNCs with existing foreign affiliates in India have responded to the increase in the
permitted foreign ownership threshold by increasing their equity stake.  Sequential investments
also take place in response to improving host-country conditions or to changing corporate
strategies.  Some TNCs stagger their investments in newly opened markets in order to test the
ground before committing the full amount of capital funds.

Any FDI (greenfield or ownership-switching) may also be accompanied by investments
of foreign firms that are associated with the parent firm and which probably would not have
taken place in the absence of the initial investment (boxes II.11 and II.12).  Such  associated
FDI is typically undertaken by firms that are suppliers of intermediate inputs to foreign
investors or distributors of investors’ final products (including, in particular, services that are
non-tradable).  Foreign investors often need associated investors because local firms do not
exist, or do not produce up to acceptable standards or because they prefer to purchase inputs
from suppliers with long-established ties of confidence and trust.  For instance, in the case of
Volkswagen’s investment in the Czech Republic’s automotive firm Skoda, more than 15
foreign-based firms set up greenfield operations tied to that investment, and more than 40
domestic automotive suppliers entered into joint ventures with, or were acquired by, foreign
firms.13   Similarly, Alfred Engelmann (Germany), an auto-component supplier to Volkswagen
in Germany, is considering a joint venture in China, encouraged by Volkswagen, to supply
mirrors to that company’s automobile plant in China.14

Such positive effects may be further amplified through multiplier effects.  Beyond that,
FDI can also act as a catalyst for domestic investment, either by contributing to the mobilization
of financial and other resources of indigenous firms or as a signal of confidence and future
investment opportunities.

Table III.1.  FDI outlays in the United States, 1984-1993Table III.1.  FDI outlays in the United States, 1984-1993Table III.1.  FDI outlays in the United States, 1984-1993Table III.1.  FDI outlays in the United States, 1984-1993Table III.1.  FDI outlays in the United States, 1984-1993

                            Investment outlays  Ratio of outlay
                    (Million dollars and number)      (value) in new
       Acquisitions                              New establishments establishments to that

   Year Value Number Value Number      in acquisitions

1984 11 836 315 3 361 449 0.28
1985 20 083 390 3 023 363 0.15
1986 31 450 555 7 728 485 0.25
1987 33 933 543 6 377 435 0.19
1988 64 855 869 7 837 555 0.12
1989 59 708 837 11 455 743 0.19
1990 55 315 839 10 617 778 0.19
1991 17 806 561 7 732 530 0.43
1992 10 616 463 4 718 478 0.44
1993 23 055 553 3 126 456 0.14

Source: United States, Department of Commerce, Survey of Current Business, various issues.
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(b)  Impact of outward FDI(b)  Impact of outward FDI(b)  Impact of outward FDI(b)  Impact of outward FDI(b)  Impact of outward FDI

Looking at FDI capital flows only, there is an obvious asymmetry between outward and
inward FDI as regards their impact on the size of the capital stock of countries.  Outward FDI
may detract from a home country’s capital stock (even if a part of the income received from that
investment is repatriated and reinvested).  However, looking at the impact of outward FDI
capital on the size of the domestic capital stock provides only an incomplete picture.  Indirect
effects such as investments financed through repatriated profits or brought about because of
increased foreign demand for the country’s exports have also to be taken into account.
Domestic factors of production may also be released for more productive uses when outward
FDI takes place, improving long-term performance through economic restructuring.

A central question with respect to the impact of outward FDI on a country’s economic
performance is whether that investment takes place at the expense of domestic investment.  The
answer depends partly on how that investment is financed.  In the case of United States TNCs,
about 20 per cent of the value of foreign-affiliate assets are financed through cross-border
capital outflows from the United States (Feldstein, 1994, p. 1).  Moreover, if parent firms raise
capital in domestic equity markets and, in that process, crowd out indigenous firms, then
domestic capital formation might be affected negatively; however, there appears to be little
evidence -- at least for selected major home countries -- that the kind of crowding out described
above has taken place when TNCs and domestic firms are competing for funds to finance their
respective investments (Rao, Legault and Ahmad, 1994, p. 93).  On the other hand, the indirect
effects of outward FDI on the size of the domestic investment, already mentioned, must be
taken into account.

For home countries, the evidence regarding the impact of outward FDI on the size of the
domestic capital stock is mixed.  In the case of the United States, there is evidence of a strong
positive correlation between fixed capital expenditures at home and abroad by United States
TNCs (Stevens and Lipsey, 1992), suggesting that foreign and domestic investments are
complementary.  What underlies that result, however, is a positive relationship between both
domestic and foreign fixed capital expenditures and a parent firm’s supply of internally
generated funds.  Although a positive correlation between these two types of expenditures does
not indicate a causal relationship between them, this evidence suggests that outward FDI does
not necessarily have a detrimental effect on the size of the home country’s capital stock.  A
similar finding for Canada also shows that outward FDI and domestic capital formation are
positively correlated.  However, that positive correlation breaks down once other factors (e.g.,
economic activity, profitability and technical changes) are taken into account (Rao, Legault and
Ahmad, 1994), reflecting the fact that profit maximizing TNCs may substitute outward FDI for
domestic investment.  On the other hand, for example, it has been shown that, in the 1980s, large
outflows of FDI (mostly to the European Union) from Sweden’s TNCs had a negative impact
on the size of Sweden’s capital stock (Svensson, 1993).  In the case of the United States, other
studies (Feldstein, 1994) also suggest that outward FDI and domestic investment are at least
partial substitutes.

 *  *  *
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To summarize, a TNC system raises capital where it is least expensive, including
internally, and uses that capital where it is most needed for enhancing competitiveness.  The
principal direct effects of FDI capital generated or transferred through a TNC system on the
economic performance of countries are the changes in the size of the indigenous capital stock
and the changes in the amount of savings that are mobilized for investments.  Indirectly, FDI
capital can generate income flows, a part of which is invested, or produce positive or negative
multiplier effects for the country in question.  For countries that are both importers and
exporters of FDI capital, the impact of the interplay of inward and outward FDI on country
performance may not only have an impact on the performance of countries in terms of the effects
described above, but it can also affect that performance through a dynamic restructuring of the
economy (chapter V).

B.  TB.  TB.  TB.  TB.  Technologyechnologyechnologyechnologyechnology, innovatory capabilities and skills, innovatory capabilities and skills, innovatory capabilities and skills, innovatory capabilities and skills, innovatory capabilities and skills

Technology, innovatory capabilities and skills are key sources of competitive strength for
firms and countries.15  As the global environment becomes more competitive and rapid
technological changes result in shorter product life cycles, a firm’s ability to generate new or
improved products and exploit them speedily in markets worldwide, and to find new processes
that reduce costs of production, becomes an increasingly important determinant of its
competitiveness.  Firms are compelled to find new ways of strengthening and exploiting their
technologies and innovative capabilities.  To this end, innovation (the process by which
technological capabilities are changed over time (Cantwell, 1992a)) through research and
development (R&D) in new products/processes or improvements to existing products/ processes
plays a crucial role in enhancing the competitiveness of firms.

This section focuses on the generation and transfer of technology, technological capabilities
and skills by TNCs, their role in strengthening the competitiveness of TNC systems and other
firms and the implications this has for countries.  Transnational corporations generate
technology through innovation and disseminate it within their corporate systems as need arises
(subsection 1).  In the process of enhancing their own competitiveness by strengthening their
technologies and innovatory capabilities and/or exploiting them through international production,
TNCs also disseminate technologies, technological capabilities and skills to their business
partners and to other firms in host and home countries, enhancing the competitiveness of those
firms as well (subsection 2).  Finally, the presence of technologically strong firms in a country,
regardless of ownership, has implications for its overall economic performance (subsection 3).
The following text does not discuss separately the generation and dissemination of skills, which
are considered an integral part of technological capabilities and their utilization.16  The focus
of the discussion is mainly on the generation and dissemination of technology within TNC
systems and the implications arising therefrom for the economic performance of countries.
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1.  Innovation and the transfer of technology and skills1.  Innovation and the transfer of technology and skills1.  Innovation and the transfer of technology and skills1.  Innovation and the transfer of technology and skills1.  Innovation and the transfer of technology and skills
within transnational corporate systemswithin transnational corporate systemswithin transnational corporate systemswithin transnational corporate systemswithin transnational corporate systems

(a)(a)(a)(a)(a) The generation and dispersion of technological capabilities and skillsThe generation and dispersion of technological capabilities and skillsThe generation and dispersion of technological capabilities and skillsThe generation and dispersion of technological capabilities and skillsThe generation and dispersion of technological capabilities and skills

A large proportion of the R&D expenditures that form the basis for technology
development in today’s world economy is concentrated within TNC systems -- an estimated 75
to 80 per cent of all global civilian R&D expenditures (Dunning, 1993).  On the basis of the
number of patents granted, the world’s 700 largest industrial firms (most of which are TNCs)
account for around a half of the world’s commercial inventions (Cantwell, 1994, p. 2).

Driven by global competitive pressures, TNCs are constantly increasing their R&D
expenditures.  In the case of United States TNCs, absolute R&D expenditures on manufacturing
technologies (in constant 1987 dollars) grew by 43 per cent over the period 1982-1991 (United
States Congress, OTA, 1994, p. 7).  Expressed as a percentage of total sales, R&D expenditures
of United States TNC parent firms were 2.1 per cent in 1992; the corresponding ratio for the
majority-owned foreign affiliates of United States TNCs was 0.8 per cent (table III.2 and
United States Congress, OTA, 1994, p. 7); both of these a substantial increase on a decade ago.

Transnational corporate systems are well suited for technological innovation because
they have easier access to financial resources (see section A), an ability to tap the global market
for scientific and technical personnel, and the ability to organize R&D and utilize technological
assets worldwide (Dunning, 1993).  Even though other agencies, such as universities, research
institutes and domestic enterprises, also generate new technologies, TNC systems are typically
better equipped to commercialize these technologies because of their access to global markets
and economies of scale and scope in production.

Traditionally, the part of the TNC system located in the home country (parent firms and
domestic affiliates) has been the locus of innovation.  In 1992, e.g., some 87 per cent of R&D
expenditures by United States TNC systems conducted on their own behalf was incurred within
the United States (table III.2).  Foreign affiliates, to varying degrees, have had privileged access
to these technologies.  This is reflected, e.g., in the fact that between 80 per cent and 90 per
cent of international payments for technology received by Germany, United Kingdom and the
United States in the early 1990s were made on an intra-firm basis (UNCTAD-DTCI, 1994a, p.
142).

Gradually, however, this is changing in the direction of a greater dispersion of R&D
activities within TNC systems.  The main driving forces for this dispersion are:

• Competitive pressures. Competition increases the need to tap knowledge, expertise and
skills wherever they are located in the world (and before others appropriate these
assets), in a quest to secure the basis for the innovatory activities that give rise to key
(created) proprietary assets.  This is not only facilitated by, but actually capitalizes on,
the transnational nature of TNCs.  A dispersion of R&D is further facilitated by the
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Table III.2. Research and development activities and technology exports undertakenTable III.2. Research and development activities and technology exports undertakenTable III.2. Research and development activities and technology exports undertakenTable III.2. Research and development activities and technology exports undertakenTable III.2. Research and development activities and technology exports undertaken
by TNCs: selected indicators for the United States, 1982 and 1992by TNCs: selected indicators for the United States, 1982 and 1992by TNCs: selected indicators for the United States, 1982 and 1992by TNCs: selected indicators for the United States, 1982 and 1992by TNCs: selected indicators for the United States, 1982 and 1992

(Millions of dollars and percentage)

     1982      1992

Parent    Foreign Parent   Foreign
 firms   affiliatesa Total  firms  affiliatesa Total

(a) R&D expenditures by
United States TNC systems
    Value 38 157b 3 647c 41 804 72 107b 11 084c 83 191

    Share in total sales 1.6 0.5 1.4 2.2 0.9 1.8

(b) Technology-intensive exports
of  United States TNC systemse 64 297 31 551f 95 848 139 539g 88 979f 228 518

Technology-intensive exports
of the United Statesh 90 200 202 600

(c) Royalties and fees receipts
and payments of  United
States TNC systemsi

    Receipts 5 151 435 5 586 12 800 1 461 14 261
      of which, intra-firmj 3 629 36 3 665 10 281 54 10 335
    Payments 457 3 954 4 411 978 12 472 13 450
      of which, intra-firmj  62 3 308 3 370 61 9 839 9 900

Memorandum itemMemorandum itemMemorandum itemMemorandum itemMemorandum item:::::

R&D expenditures of TNC
units based or located in the
United States (Parent
firms of United States TNCs
and affiliates of  foreign-
owned TNCs) 38 157b 3 744d 41 901 72 107b 13 693d 85 800

Sources: UNCTAD, Division on Transnational Corporations and Investment, based on United
States, Department of Commerce, 1985a, 1985b, 1992a, 1992b and 1995; and UNCTAD, 1995b.

a Majority-owned non-bank foreign affiliates of non-bank United States parents only, unless
otherwise indicated.

b Research and development performed for United States parents only.
c Research and development performed for United States foreign affiliates only.
d All non-bank foreign affiliates.
e Including machinery (except electrical), electric and electronics equipment and transportation

equipment.
f Excluding exports back to the United States.
g Includes exports by unaffiliated United States persons to foreign affiliates of United States TNCs.
h Including machinery and transport equipment (SITC 7).
i Data are for 1982 and 1989.
j Data for payments and receipts between parents and their affiliates only.
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availability of a large pool of scientifically and technically trained manpower throughout
the developed world and economies in transition and, increasingly, also developing
countries.  As far as economies in transition and developing countries are concerned,
substantially lower costs constitute a pull factor.17  In addition, a shortage of indigenous
R&D personnel in many developed countries acts as a push factor (OECD, 1988).

• Advances in technology.  At the same time, advances in communications and information
technologies allow the division of R&D into self-contained divisible activities that can
take place in geographically separate locations, to be subsequently integrated, and they
also allow, where needed, R&D activities that are undertaken on an integrated, on-line
manner across borders.

• Changes in the regulatory frameworks.  Liberalization, especially as regards foreign
participation, particularly through ownership and better access to local universities and
science and technology centres, coupled with the strengthening of intellectual property
rights, has encouraged the dispersion of R&D by TNCs.18  In addition, pro-active
policies adopted by some countries, e.g., the establishment of science parks (see chapter
VI), influence positively the decision of TNCs to locate R&D abroad.

In a highly competitive environment in which every advantage counts, it can increasingly be
expected that TNCs will utilize good (and cheaper) possibilities abroad to create key
proprietary assets.  Naturally, this is a slow process, because there are also countervailing
factors, including the “stickiness” resulting from an established pattern of locating R&D
facilities in home countries.  In addition, there are, after all, costs in organizing and coordinating
geographically dispersed R&D activities, and one cannot neglect the importance of the
presence of supporting industries and the advantages of agglomerative economies as well as a
certain need to be adjacent to downstream operations (Dunning, 1993).  Still, the direction of
the driving forces, and the self-interest logic of a TNC system that seeks to increase its
competitiveness as much as possible, suggests that R&D -- like manufacturing before it -- will
increasingly, and at least to a certain extent, be more geographically dispersed within TNC
systems.  (As will be discussed in chapter VI, this creates certain policy opportunities for host
countries.)

Indeed, a number of indications suggest that this is taking place and that a wider range
of firms is dispersing R&D activities geographically, at least to a certain extent,19 with the result
being that the life-cycle of a product may now begin anywhere in the world.  For the United
States, the share of R&D expenditures undertaken by foreign affiliates in total R&D expenditure
by TNCs in 1992 was 12 per cent compared with 9 per cent in 1982 (table III.2).  According
to United States patent data (table III.3), a considerable share of patents granted in the United
States to the world’s largest firms derives from R&D activities conducted outside the home
countries of those firms.  In some cases, this share is substantial, and consistently so; in other
cases it is increasing.  In the cases of Australia, Belgium, Canada, Germany, India, Republic of
Korea, Singapore and United Kingdom, the share of national R&D expenditures accounted for
by foreign affiliates located there exceeded 15 per cent in the 1980s (Dunning, 1992).  As these
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data suggest, the dispersion of R&D activities within TNC systems extends also to developing
countries able to offer the required resources, especially skills and knowledge (see also box
III.2).

Finally, some of the factors that push TNCs from developed countries to increase R&D
in foreign affiliates apply also to TNCs from developing countries.  Samsung (Republic of
Korea), for instance, has established eleven R&D centres worldwide,20 and Goldstar (Republic
of Korea) has established a research centre at the Alps Central Laboratory in Japan to develop,
jointly with Alps Electric Co. (Japan), thin film transistor-liquid crystal display technologies.21

Similarly, WIPRO, an Indian computer company, has established a global R&D centre in
Silicon Valley, California, United States.22

To sum up, TNCs are principal locations of technological capabilities and leading
generators of innovation.  In today’s world economy, it becomes increasingly advantageous -
- if not necessary -- for TNCs to spread their R&D activities geographically, in the interest of
maintaining or improving competitiveness, so as to tap science and technology capabilities
located elsewhere; to exploit cost differentials in R&D between countries; and achieve
economies of scale and scope in R&D.  This dispersion of R&D capabilities means that more
technology is generated by combining the innovatory capabilities of TNC systems with
capabilities available elsewhere in the world, giving them a competitive edge.

(b)  The transfer of technology and skills within transnational corporate systems(b)  The transfer of technology and skills within transnational corporate systems(b)  The transfer of technology and skills within transnational corporate systems(b)  The transfer of technology and skills within transnational corporate systems(b)  The transfer of technology and skills within transnational corporate systems

Transnational corporate systems are also primary conduits for the transfer of technology
and related skills.  Member firms within the system have privileged (but not necessarily free)
access to technologies and skills of the system as a whole.  The nature of technology flows
between parent firms and their foreign affiliates depends, first, on whether or not R&D activity

Table III.3. Patents granted in the United States to large firms fromTable III.3. Patents granted in the United States to large firms fromTable III.3. Patents granted in the United States to large firms fromTable III.3. Patents granted in the United States to large firms fromTable III.3. Patents granted in the United States to large firms from
selected countries based on their foreign R&Dselected countries based on their foreign R&Dselected countries based on their foreign R&Dselected countries based on their foreign R&Dselected countries based on their foreign R&D

(Percentage)a

Country 1969-1972 1973-1977 1978-1982 1983-1986 1987-1990

Europe 29 26 25 27 30
France 8 8 7 9 16
Germany 13 11 12 15 17
Netherlands 50 47 48 54 54
Sweden 18 20 25 29 28
Switzerland 45 44 44 42 43
United Kingdom 45 44 41 48 49

Japan 3 2 1 1 1
United States 5 6 7 8 8
Total 10 11 11 11 11

Source: Papanastassiou and Pearce, 1992.
a Patents granted in the United States  to firms of a given country for R&D conducted outside the

home country divided by total patents granted in the United States to firms of that country.
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Box III.2.  The dispersion of R&D activities within TNC systemsBox III.2.  The dispersion of R&D activities within TNC systemsBox III.2.  The dispersion of R&D activities within TNC systemsBox III.2.  The dispersion of R&D activities within TNC systemsBox III.2.  The dispersion of R&D activities within TNC systems

The activities of Texas Instruments Inc. (United States) in India provide a good example of
intra-TNC system dispersion of R&D activities.  In 1986, Texas Instruments established Texas
Instruments (India), a wholly owned affiliate performing R&D activities in Bangalore, India.  Texas
Instruments (India) represents an investment of about $15 million and employs about 300 engineers
recruited in India.  The primary driving force behind the location of R&D in India was access to
R&D personnel of required quality to cater to the needs of all manufacturing affiliates worldwide.
Texas Instruments (India) is one of four R&D centres of this nature, the others being located in
Dallas, United States; Tokyo, Japan; and Bedford, United Kingdom.

Texas Instruments has been able to perform geographically dispersed, but globally integrated,
R&D activities because of information and communication technologies that allow the exchange of
detailed integrated chip designs and scientific simulations across the world without a time delay.
Texas Instruments (India) has the latest HP and Sun workstations and a variety of computers that
are interconnected by a Local Area Network, which in turn is connected to Texas Instrument’s
worldwide data communications network.  That network is one of the largest fully integrated,
privately owned networks in the world.  Texas Instruments (India) is connected to it on a “real-time”
basis through a dedicated 128KB link, enabling the company to send and receive the latest support
information, design technology and applications information for its products and services.  All the
software, databases and designs developed by Texas Instruments (India) are exported to the parent
firm in the United States via this satellite link for distribution and use by the whole TNC system and
its customers.

Through this communication link, Texas Instruments (India) can draw upon the resources,
data and expertise available in the other R&D centres of the transnational network of Texas
Instruments.  Texas Instruments (India) also exchanges information with other manufacturing
affiliates of Texas Instruments in Asia, Europe and the United States so that the products designed
and developed at Texas Instruments (India) can be smoothly manufactured by these affiliates.

Motorola Inc.’s paging-device plant in Singapore employs 75 local engineers in its R&D
laboratory, the Motorola Innovation Centre.  The Scriptor pager was developed by local designers
at this Centre, using locally developed software.  Hewlett-Packard’s plant in Singapore has become
the global R&D and production centre for the company’s portable ink-jet printers,a and Intel Corp.
has chosen Penang, Malaysia as the location for its design centre for microprocessors for hand held
equipment.b

Similar R&D activities by TNCs take also place in economies in transition.  For example,
Fakel Experimental Design Bureau, Kaliningrad, Russia, and Space Systems Loral of Loral
Corporation, United States, have formed a new joint venture company to develop electrical thrusters
for spacecraft, based on Russian designed “Hall thrusters”.  And the Boreskov Institute of Catalysis
in Akademgorodok, Russia, has entered into contractual R&D agreements with more than 20 TNCs
and has been carrying out research for them on industrial catalytic processes (Beardsley, 1993).

Sources:  Reddy, 1995.

a “The new global workforce”, Business Week, 19 December 1994, pp. 42-47.
b “Technology and manufacturing”, Business Week, 19 December 1994, p. 32.
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is undertaken by affiliates: if foreign affiliates do not undertake any R&D, then what flows
within a TNC system would be technology for production and other activities (e.g., marketing).
If affiliates perform R&D, the nature of the technology flows is largely determined by the type
of R&D: if it involves operating support laboratories whose main function is to adapt products
or production processes to local conditions, the flows of technology are mainly from the parent
firm to an affiliate in the form of specifications -- the basic instructions for the introduction of
a new product into a particular market.  On the other hand, affiliates with R&D activities that
are integrated with the overall R&D programme of a TNC system have their strongest ties with
other R&D facilities within the system.  They are integral components of an international R&D
network and, as such, the flows of technology between them and the rest of the TNC R&D
system tend to be substantial and characterized by two-way flows of information (box III.2).

While the dispersion of R&D activities has been increasing, most affiliates of TNCs are
still of the traditional type, involved only in production operations.  For these, the transfer of
production technology from the parent firm or other TNC-system members and the related
training in skills that is provided are the primary benefit.23  Production affiliates acquire
technology through intra-TNC-system imports of machinery, intermediate and final products,
as well as services.  The nature of, and degree to which, technology is transferred or made
available to production affiliates depends upon the activities performed by the affiliates which,
in turn, depend upon the motivations and strategies of a TNC and the assets, skills and
managerial know-how that can be mustered in an affiliate, as well as other factors.

The ownership structure of production affiliates may also affect the transfer of technology
to production affiliates.  Newer and more valuable production processes and products are more
likely to be transferred to wholly owned subsidiaries rather than other types of affiliates for
proprietary reasons.  More complex and rapidly changing technologies that require continuous
interaction between the transferor and transferee are also more likely to be transferred only to
foreign affiliates in which control by parent firms is significant.  In addition, the regulatory
environment can affect technology transfer to production affiliates in several ways.  For
example, as TNCs seek to rationalize their production systems and generate greater economies
of scale and specialization, trade restrictions can discourage them from introducing in their
affiliates first generation production techniques and machinery that have been developed for
scales of production which smaller, protected markets cannot support.  Likewise, the strength
of the intellectual property regime in a particular host country may determine the level and type
of technology transferred to affiliates.  Where intellectual property legislation is weak, or where
specific measures, such as mandatory licensing, are imposed (to speed up the transfer of
proprietary knowledge to indigenous producers), TNCs in certain industries would also be less
willing to establish state-of-the-art production affiliates (UNCTC, 1993).

Cross-border intra-firm flows of royalties and fees can be used as a proxy to measure the
technology transferred within TNC systems.  Typically these account for a large share of a
country’s overall cross-border flows of royalties and fees; while these payments are mostly
from foreign affiliates to parent firms, there are also payments from parent firms (and other
affiliates) to foreign affiliates, with both growing at comparable rates in the case of United
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States TNCs during 1982-1992 (see table III.2).  Moreover, a substantial part of technology-
intensive exports are undertaken by TNCs, either on an intra-firm basis or at arm’s length.  In
the case of the United States, for example, parent firms account for more than 60 per cent of
such exports; foreign affiliates of these TNCs account for a significant volume as well (table
III.2).  Furthermore, nearly all (97 per cent in 1992) of United States parent firm exports of
technology-intensive goods were undertaken on an intra-firm basis (United States Congress,
OTA, 1994, p. 8).

Closely related to the transfer of technology and innovatory capabilities within TNC
systems is the transfer of skills necessary for utilizing technologies or participating in
technological development.  The principal modes of skills transfer are the use of expatriate
employees and, most importantly, training of local employees -- a subject discussed in detail in
the World Investment Report 1994 (UNCTAD-DTCI, 1994a).

2.  Linkages with and spillovers to firms and institutions outside the TNC system2.  Linkages with and spillovers to firms and institutions outside the TNC system2.  Linkages with and spillovers to firms and institutions outside the TNC system2.  Linkages with and spillovers to firms and institutions outside the TNC system2.  Linkages with and spillovers to firms and institutions outside the TNC system

(a)(a)(a)(a)(a) Technology alliances and linkagesTechnology alliances and linkagesTechnology alliances and linkagesTechnology alliances and linkagesTechnology alliances and linkages

Transnational corporations not only undertake innovation by combining the resources
and technological capabilities of parts of their own systems, but also by establishing collaborative
relationships with firms outside their production systems for generating or transferring
technology.  Such collaborative arrangements include technology alliances among TNC
systems of similar strength and between TNC systems and other enterprises; and cooperative
arrangements between TNC systems and universities or research institutions.  These arrangements
allow information sharing, joint problem solving, cooperative resource sharing and collective
implementation among TNC systems or between TNC systems and local enterprises or research
institutions -- all, of course, geared towards increasing the competitiveness of the TNC systems
involved.

• Technology alliances have proliferated, particularly in new technologies (tables III.4
and III.5) and the automobile industry (UNCTAD-DTCI, 1994a, p. 139).  The reasons
for undertaking such alliances include the high costs and risks of R&D and technology
development; the need to pre-empt other competitors by undertaking R&D rapidly;
benefits from a mutual exchange of complementarities in R&D expertise; and a
reduction of the time required to develop a product (Hagedoorn and Schakenraad,
1989).  Technology alliances by TNC systems can also involve the transfer of R&D
related and other activities for one group of products to other firms, including in
developing countries, so that the TNC system’s operations at home can concentrate on
products appropriate for high-income markets.  For instance, Hitachi (Japan) has
formed an alliance with Goldstar (Republic of Korea), under which Hitachi provides 1M
DRAM technology to Goldstar (Yamada, 1990).  Toshiba (Japan) has transferred all
prototyping, development and production of some video-cassette recorder models to
Samsung Electronics (Republic of Korea) in order to concentrate on other models
(Yamada, 1990).  Such alliances can also involve small and medium-sized enterprises in
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home or host countries (box III.3).  These firms thus gain access to capital equipment
and other resources of TNC systems.  Or, alternatively, foreign affiliates may support
directly the R&D activities of domestic firms.  In Singapore’s electronics industry, e.g.,
foreign affiliates have demonstrated a willingness to absorb the costs of promoting
innovations of new products by local firms, or provide them with know-how, in
anticipation of subsequent improvements that will eventually lead to the commercialization
of these new products (Lim and Pang, 1982).

Table III.4.  Number of technology alliances formed in new technologiesTable III.4.  Number of technology alliances formed in new technologiesTable III.4.  Number of technology alliances formed in new technologiesTable III.4.  Number of technology alliances formed in new technologiesTable III.4.  Number of technology alliances formed in new technologies

Core technology 1980-82 1983-85 1986-88 1989-91 1992-93 Total

New materials 58 104 198 111 100 571
Information technology 275 544 674 717 496 2 706
Biotechnology 193 258 363 173 248 1 235

Source:  UNCTAD, Division on Transnational Corporations and Investment, based on MERIT-CATI
Databank, Maastricht.

• Transnational corporations also establish links with local research centres and research
institutions in home and/or host countries.  For example, the Indian affiliate of Astra
(Sweden) collaborates with research institutes in Sweden as well as with the Indian
Institute of Science (box III.4).  In China, Ford (United States) has established a $1.6
million R&D foundation in collaboration with the Government of China, aimed at
funding projects in universities and research institutions.24 In the United States, co-
operative R&D agreements have been made between TNCs and federal laboratories (in
the chemical field), the Department of Energy, the National Institute of Standards and
Technology and the National Institute of Health, numbering 1,646 by the end of July
1994; major companies involved are Dow Chemical, Du Pont, Allied Signal, Olin, Rohm

Table III.5. Forms of technology alliances in new technologies,Table III.5. Forms of technology alliances in new technologies,Table III.5. Forms of technology alliances in new technologies,Table III.5. Forms of technology alliances in new technologies,Table III.5. Forms of technology alliances in new technologies, a a a a a 1970-1989 1970-1989 1970-1989 1970-1989 1970-1989

(Cumulative total number of cases and percentage)

                  Form                       Biotechnology  Information technology New materials

Joint research venture 164 (13.5) 458 (16.9) 177 (25.7)
Joint R&D 362 (29.8) 749 (27.6) 173 (25.1)
Technology exchange 84 (6.9) 328 (12.1) 54 (7.8)
Direct investmentsb 234 (19.3) 357 (13.1) 65 (9.4)
Customer-supplier relations 186 (15.3) 245 (9.0) 42 (6.1)
Uni-directional technology flowsc 183 (15.1) 581 (21.4) 177 (25.7)
Total 1 213 (100.0) 2 718 (100.0) 688 (100.0)

Source :  Hagedoorn and Schakenraad, 1990, p. 7.

a Based on sample of 7,000 cooperative agreements in a large number of technologies.
b Joint production ventures.
c Original equipment manufacturing arrangements.
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and Haas, W.R. Grace and Union Carbide.25   Transnational corporations from
developing countries have also been involved in R&D in collaboration with local
universities in host countries.  Daewoo (Republic of Korea), for instance, is undertaking
research in conjunction with a university in Metz (France) and plans to set up industrial
design centres in Paris.26

Box III.3.  Biocon India Pvt. Ltd. and Quest International (Unilever):Box III.3.  Biocon India Pvt. Ltd. and Quest International (Unilever):Box III.3.  Biocon India Pvt. Ltd. and Quest International (Unilever):Box III.3.  Biocon India Pvt. Ltd. and Quest International (Unilever):Box III.3.  Biocon India Pvt. Ltd. and Quest International (Unilever):
a strategic R&D partnership in biotechnologya strategic R&D partnership in biotechnologya strategic R&D partnership in biotechnologya strategic R&D partnership in biotechnologya strategic R&D partnership in biotechnology

Biocon India Pvt. Ltd., a medium-sized biotechnology enterprise, was formed in 1978 as a
joint venture with Biocon Biochemicals Ltd. (Ireland) holding 30 per cent of the equity.  Biocon
India develops and manufactures a range of microbial industrial enzymes using the solid substrate
fermentation technology, and has established substantial in-house facilities for basic R&D.

Although there was no formal agreement, the R&D carried out by Biocon India was a
collaborative effort between Biocon India and Biocon Biochemicals.  Most of the research was
carried out in India because of the experience and expertise available in Biocon India.  Biocon
Biochemicals tested new enzymes for their efficacy, suitability for plant scale production,
performance etc..  Feedback from Biocon Biochemicals helped Biocon India significantly in its
innovatory activities.  Biocon India also built up strength in production technologies related to
certain enzymes and developed certain unique strains and process technologies through its R&D.

In 1989, Biocon Biochemicals Ltd. and its affiliates were acquired by Quest International,
a wholly owned affiliate of Unilever (Netherlands).  After the acquisition, a formal technology
alliance agreement was concluded between Biocon India and Quest International, under which
Biocon India agreed to develop certain new products and processes exclusively for Quest
International, from the laboratory stage to final production.  The driving force behind this
arrangement was the fact that Biocon India had already developed expertise in this field recognized
by Quest International as a cost effective way of furthering technologies in which Unilever was
interested.

Biocon India holds exclusive rights to use these new technologies or products for the Indian
market, whereas Quest International has similar rights for the global market.  If the results of the
research are patentable, the rights will be held jointly by Biocon India and Quest International.  It
is envisaged that some of the products developed by this alliance will also be manufactured by
Biocon India exclusively for Quest International and will be sold worldwide.  If the production
facilities at Biocon India are not suitable for taking up large-scale manufacturing of the new
products, then Quest International manufactures them elsewhere and pays royalties to Biocon India.
In such a case, Biocon India will transfer its technology to the chosen manufacturing site.

Its links with the Unilever group are boosting the competitiveness of Biocon India in several
ways.  For instance, Biocon India’s knowledge of the procedures and complexities of patenting was
limited.  The company’s focus had always been in getting the product into the market as quickly as
possible, even before registering the patent.  But with the help of Unilever it has enhanced its
knowledge of issues related to patenting.

Source:  Reddy, 1995.
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Box III.4.  Astra’s global research networkBox III.4.  Astra’s global research networkBox III.4.  Astra’s global research networkBox III.4.  Astra’s global research networkBox III.4.  Astra’s global research network

The example of Astra Research Centre India (ARCI), established by Astra Draco AB
(Sweden), illustrates the pattern of linkages between affiliates and universities and institutions in
order to enhance a TNC-system’s innovative capacities and competitiveness (accompanying
figure).  ARCI and Astra Draco AB, another affiliate of Astra AB, have collaborated in a research
project on eosinophilcationic protein which has anti-parasitic properties, but that in large quantities
can damage the lungs of asthma patients; Astra Draco AB has focused on the development of a
protein inhibitor to be used in asthmatic therapy, while ARCI concentrated its efforts in isolating
the anti-parasitic qualities.

ARCI has established linkages with external research institutes and universities (accompanying
figure).  For instance, ARCI is involved in a long-term research project on Thioredoxin with the
Karolinska Institute in Sweden, with the latter supplying the peptides to ARCI for further research.

The global research network of Astra Research Centre IndiaThe global research network of Astra Research Centre IndiaThe global research network of Astra Research Centre IndiaThe global research network of Astra Research Centre IndiaThe global research network of Astra Research Centre India

Source:  Reddy and Sigurdson, 1994.

In another project funded by AB Astra, ARCI is collaborating with the Massachusetts
Institute of Technology (MIT), United States.  The know-how is being developed by ARCI and the
manufacturing and downstream processing are to be carried out at MIT.  Within India, ARCI works
in close collaboration with the Indian Institute of Science, in which Astra has established a “chair
professorship”, as well as with other national research institutes.
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Linkages through non-equity relationships with firms outside their production systems
have been an important channel for the transfer of technology and know-how by TNCs.
Licensing and other contractual arrangements allow TNCs to exploit their proprietary
technologies without direct involvement in production, while enabling the non-equity partner
firm to acquire technology without ownership by the TNC.  Technology licensing and other
contractual arrangements were the dominant modes of technology acquisition from TNCs for
firms in Japan and have played a major role in technology transfer to several developing
countries in Asia and in Latin America, especially prior to the liberalization of FDI policies in
the 1980s (UNCTAD, 1995d; UN-TCMD, 1992b).  However, several factors are involved in
the choice of licensing rather than FDI for the transfer of technology, including the age and
sophistication of technology, industry characteristics, corporate strategies within particular
industries, level of host country entrepreneurial, technological and human resource development
(UN-TCMD, 1992b).  In general, TNCs are reluctant to provide the more sophisticated
technologies through non-equity or low equity arrangements, except when they can obtain
complementary assets, e.g., skilled personnel for R&D.

Foreign affiliates involved in production activities often create strong linkages with host
countries, especially with firms that supply components, materials and services.  The linkage
is particularly strong when foreign affiliates subcontract part of their work to local firms.
Depending on the objective of establishing such linkages, they could be backward linkages, e.g.,
links with raw material and component suppliers, or forward linkages, e.g., product packaging,
delivery, maintenance or customer training.  However, the type and strength of linkages
established depend to a large extent on the technological and other resource capacities of
domestic firms.

The crucial contribution of these linkages to the host economy lies not only in the business
generated for local firms, but in the knowledge and technology flow from TNC systems to local
firms.  Such flows could be in the form of designs, drawings, specifications, manufacturing
knowledge/process know-how, quality control, productivity enhancing techniques, management
know-how, training and the like.  Linkages with subcontractors often involve joint preparation
of specifications, designs and drawings.  Often, personnel from foreign affiliates are deputed
to train personnel in supplier firms in the production of required components or parts, leading
to the upgrading of skills in local firms.  As an increasingly common practice in recent years,
whenever product or process changes are effected in foreign affiliates, they involve their
suppliers and subcontractors in the process from an early stage so that the latter group can gain
the know-how to effect changes in their products supplied to the affiliate.  Japanese TNCs,
especially in the automotive sector, are well known for this kind of relationship with their
subcontractors.  Such technology and skill flows contribute to a continuous upgrading of
domestic firms and, thus, enhance their competitiveness.27

(b)(b)(b)(b)(b) Spillovers and externalitiesSpillovers and externalitiesSpillovers and externalitiesSpillovers and externalitiesSpillovers and externalities

Even if proprietary technology and R&D activities stay within a TNC system, international
production may still contribute to the technological capacities of indigenous firms in a host or
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home country as a result of externalities and spillovers from foreign affiliates or parent firms.
Spillovers and externalities are particularly important if the technologies used by foreign
affiliates are not available in a country, or cannot be obtained through arm’s length transactions
or licensing.  In particular, a technology that is exploited through majority-owned affiliates is
often not likely to be licensed to local firms in the host country.28  For these firms, the principal
way of gaining access to that technology lies in spillovers and externalities:

• The movement of personnel with experience and training is one important source of
technology spillovers, as indicated by the high incidence of former employees carrying
out subcontracting work for their former employers and the high proportion of managers
of indigenous firms in some countries that have received their training from TNCs
(Behrman and Wallender, 1976; Gerschenberg, 1987; Katz, 1987).

• Research-and-development activities by foreign affiliates can encourage the emergence
of entrepreneurs in host countries by licensing the know-how and technologies for
commercialization of by-products (Reddy, 1993).  For instance, Astra Research Centre
(India) has transferred the know-how for producing the basic tools of DNA recombinant
technology to a new company, GENEI, in India, which was founded by two scientists.
Prior to this technology transfer, these tools were being imported into India; now
GENEI exports these products to the United States and Europe.29

• The presence of foreign affiliates also demonstrates the existence of profitable new
products and processes and encourages local firms to adopt them.  Direct or indirect
contact with foreign affiliates that are users of different technologies allows information
about the technology to be diffused.  Imitation or reverse engineering often play a role
in this context.

• Competition by foreign affiliates in host countries is an effective means of inducing
technological change and productivity improvements in other firms (Rosenberg, 1976).
Local producers faced with competition from technologically advanced firms may, in
some cases, be forced out of the market.  Often, local firms improve their performance
by upgrading their technologies and using their leverage in terms of familiarity with local
markets, distribution channels and overall business climate.  This occurred, for example,
when foreign affiliates introduced synthetic fibres in the Brazilian textile industry.  The
local producers of textiles that survived increased competition from foreign affiliates
often did so by forming joint ventures with these affiliates in order to gain access to
newer and more competitive technologies (Evans, 1979).  Similarly, the entry of United
States firms into European markets during 1955-1975 provided a beneficial competitive
spur in industries where local firms had some traditional technological strength and
where national markets were large enough to allow both kinds of firms to operate at
efficient scale (Cantwell, 1989, p. 86).  Also, in Mexico and Uruguay, a positive
relationship was observed between the presence of foreign affiliates and the productivity
of local firms where the gap between foreign and local firms productivity was not too
large (Kokko, 1994; Kokko, Tansiniz and Zejan, 1994).
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High value-added technological or R&D activities by TNCs are likely to be attracted by
the most innovative and productive regions of a host economy with a concentration of
entrepreneurial and technological abilities and supportive infrastructure.  The clustering of
sophisticated R&D activities may help to sustain centres of R&D activity which yield external
economies of agglomeration (Dunning, 1993).

Most of the spillovers discussed above apply not only to foreign affiliate activities but also
to those of parent firms, although their relevance for home countries may be more limited since
the technological gap between TNC parent firms and others in home countries may be less than
that between foreign affiliates and other firms in host countries, especially developing
countries.  In addition, transnationality itself might be a source of spillovers from outward FDI.
The coordination of geographically dispersed R&D activities and the organization of a TNC’s
global technological system from the corporate centre in the home country require considerable
managerial skills.  A possible spillover arising from the dispersion of R&D activities by TNCs
would be the establishment of training facilities for managers operating such activities.  The
training could benefit indigenous firms if they can hire such managers or if they are connected
to foreign affiliates through various forward and backward linkages.

*   *   *

Transnational corporations are not only transferring technologies generated in their home
countries to their foreign affiliates, but are dispersing their R&D more widely.  A dispersed
configuration of R&D activities allows TNCs to access an international pool of skills and
capitalize on cost differentials to improve their competitiveness.  Another outcome is the scope
for increased specialization in R&D within TNC systems.  Through increasing specialization,
TNCs are able to capture scope and scale efficiencies in R&D.  Hence, the geographical
dispersion of R&D activities can strengthen a TNCs' technology base.

3.  Implications for the economic performance of countries3.  Implications for the economic performance of countries3.  Implications for the economic performance of countries3.  Implications for the economic performance of countries3.  Implications for the economic performance of countries

The generation and transfer of technology, innovation capabilities and skills by TNCs
within TNC systems and their effects on other firms through linkages and spillovers has
important implications for country performance.  Given the dominant role of TNCs in
innovation and technology development, inward FDI and non-equity relationships with TNCs
are an important means for host countries to advance their technological capabilities.  At the
same time, outward FDI can strengthen the technological capacities of home countries by
allowing their firms to access technology otherwise difficult to obtain and spread R&D costs
over a wider range of activities.  The realization of these benefits, however, depends upon
differing host country conditions and TNC objectives.  Foreign direct investment and non-
equity modes of participation by TNCs are not a panacea for the upgrading of technologies and
skills in developing countries but they can, where suitable conditions exist, be an important and
powerful mode of technology transfer and technological capacity building with favourable
consequences for economic performance.
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(a)(a)(a)(a)(a) Inward foreign direct investmentInward foreign direct investmentInward foreign direct investmentInward foreign direct investmentInward foreign direct investment

Innovatory activity and technologies brought into a host country by TNCs can enhance
the performance of these economies through the greater productivity of foreign affiliates and
by stimulating productivity growth of indigenous firms.  But the contribution of inward
investment depends considerably on the host countries’ own accumulated technological
capabilities, which are necessary to master an imported technology, adapt it to local conditions,
upgrade it and improve on it (UNCTAD, 1995d, p. 203).

The dispersion of R&D activities by TNCs can increase the size of the technology base
of host countries through the local R&D personnel employed in foreign R&D affiliates.  At the
same time, however, the use of host country resources by foreign R&D affiliates located there
may pre-empt some domestic R&D capabilities, which would otherwise be available to
indigenous firms.  The impact will depend on the type of R&D that foreign affiliates perform,
the type of indigenous resources used by them and the supply conditions related to those
resources in a host economy.

Host countries in which R&D affiliates are established by TNCs are generally at a level
of technological development high enough to offer the right skills and infrastructure mixture
and attract such activities.  For foreign affiliates in host economies that are not involved in
R&D, it is the utilization of technology received from the parent firm and the associated
upgrading of skills that matters.  Empirical evidence suggests that, subject to constraints
imposed by the nature of an industry, TNCs tend to adjust the factor-intensity of both product
and process technologies to local conditions, (e.g., more labour intensive production in markets
where labour is relatively less expensive, and scaling down product quality or production
processes where markets are small and economies of scale impossible (Dunning, 1993, pp. 293-
295)).30  However, on balance, it also suggests that foreign affiliates are generally more
productive than their domestic counterparts (see, e.g., Globerman, 1994; Okamoto, 1994), and
the technological capacities of TNCs are an important factor in the productivity differences
observed.

There is also considerable evidence that spillovers and externalities from foreign affiliates
contribute to technological upgrading in host countries.  For example, the transfer of
technology from United States parent firms to their foreign affiliates has speeded the emergence
of competing products or processes by host country-based producers by an average of 2.5 years
in a third of cases examined in one study (Mansfield, Teece and Romeo, 1979); the activities
of GENEI, which has links to Astra Research Centre (India) (see section 2) have resulted in
India becoming an overall net exporter of the products concerned.  Even when TNC activities
create “high-technology enclaves”, the need for local procurement of research personnel and
materials is eventually bound to diffuse technologies and capabilities to the wider economy
(Reddy, 1994).

As a consequence of their higher productivity, production affiliates can contribute to host
country performance by increasing pressure on suppliers for quality inputs or by exposing
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domestic suppliers to competition from international supply sources.  This dynamic has been
put forward, for example, as a partial explanation for increases in total factor productivity in
Malaysia following the liberalization of inward FDI policies in the mid-1980s (Okamoto, 1994,
p. 477).  A gradual decrease in the productivity gap between foreign affiliates and indigenous
firms was also noted in several FDI-intensive industries (Okamoto, 1994).  In Canada, by
contrast, this gap has remained constant over time, possibly suggesting a dynamic wherein
foreign affiliates continually adjust to increases in local competitiveness by improving their own
efficiency and performance (Globerman, 1994, p. 154).  Even affiliates without R&D may have
a dynamic effect upon host country technological capacity and overall performance in so far as
foreign producers spur domestic producers to improve their own competitiveness.

As indicated earlier, the ability of inward FDI to contribute to technology capacity
building in host countries depends on host countries’ own technological capabilities.  Where
these capabilities are well developed, and indigenous enterprises are well equipped to “learn,
train, adapt and compete” (UNCTAD, 1995d, p. 204), access to technology through inward
FDI can speed up technological progress.  Inevitably, among developing countries, those that
are more industrially mature, and are able to invest more in human capital, are likely to benefit
the most.  Where the host economy is less developed, competition from foreign affiliates may
cause indigenous firms to fail rather than benefit through technology linkages.  Help may be
needed to strengthen the capabilities of developing countries to maximize the technological
gains from TNC participation in their economies (see chapter VI).

(b)(b)(b)(b)(b) Outward foreign direct investmentOutward foreign direct investmentOutward foreign direct investmentOutward foreign direct investmentOutward foreign direct investment

Despite the process of dispersion, most R&D by TNCs continues to be undertaken in
home countries.  Not surprisingly, R&D conducted at home typically has a positive impact on
the productivity of TNCs’ home-country operations in general (box III.5) and on the home
country as a whole.  For example, a survey of 15 United States chemical and petroleum firms
in the mid-1960s showed positive effects on the parent firms from both home and overseas R&D
(Mansfield, 1984).  As regards R&D in foreign affiliats, a survey of 29 overseas R&D
laboratories of United States manufacturing TNCs found that around 40 per cent of their R&D
led to the development of technologies that were transferred back to the United States
(Mansfield, Teece and Romeo, 1979).  Evidence for Sweden (Fors, 1993) also suggests that
overseas R&D strengthens the home technology base, although not necessarily by raising
productivity in home country TNC operation (box III.5).

The dispersion of R&D activities implies that TNCs can increase competitiveness, and
earnings, through a worldwide rationalization of activities.  This should translate into gains for
the home country through increased productivity growth.  For the home country, there may also
be an improvement in its balance of payments on royalties and fees (depending on the direction
of these flows).  As foreign affiliates use the know-how of their parent firms not only for
production but also for R&D, intra-firm receipts of royalties and fees by parent firms will
increase.  This, of course, would have to be balanced against the increase in payments by parent
firms to their foreign affiliates for the acquisition of the technology developed by them.
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Box III.5.  Who benefits from R&D by TNCs: the case of SwedenBox III.5.  Who benefits from R&D by TNCs: the case of SwedenBox III.5.  Who benefits from R&D by TNCs: the case of SwedenBox III.5.  Who benefits from R&D by TNCs: the case of SwedenBox III.5.  Who benefits from R&D by TNCs: the case of Sweden

Swedish TNCs accounted for over 80 per cent of aggregate industrial R&D in Sweden in
1990.a  In the same year, the 20 largest TNCs in Sweden, in terms of turnover, were responsible for
practically all R&D undertaken by TNCs in Sweden.

Swedish TNCs undertake the majority of their R&D at home, although R&D performed
abroad has been increasing steadily over time, both in absolute value and as a share of the total
R&D.  In 1990, around 18 per cent of R&D by Swedish manufacturing TNCs was located abroad,
compared with around 7 per cent in 1965 and 13 per cent in 1986.  Within manufacturing, machinery
registered the highest share of overseas to total R&D (accompanying table).

Research and development undertaken by Swedish TNCs at home is mostly oriented towards
new product and process development.  Research and development undertaken in foreign affiliates
is mostly adaptation of the technology created at home to local conditions, although a significant
part also involves new products and processes.  According to one study (Håkanson and Nobel,
1993), 32 per cent of R&D employment by foreign affiliates of Sweden-based TNCs involves the
adaptation of home technology to host country conditions, and 34 per cent adaptation to local
regulations.

The increasing trend in R&D performed abroad, in combination with the high degree of
transnationalization of Sweden-based TNCs, has raised questions as to whether R&D undertaken
abroad is a substitute or a complement for R&D undertaken at home, and what that means for
Sweden.

• First, a correlation of the absolute real levels of domestic and overseas R&D, or of the absolute
changes in these R&D levels, suggested that overseas R&D has not substituted for home-
based R&D.b  A study on Sweden (Norgren, 1992) also did not find foreign-based R&D to
be a substitute for home-based R&D.

• Second, it has been shownc  that domestic R&D by Sweden-based TNCs has a positive effect
on the productivity of the firm’s domestic operationsd  in recent years.e  At the industry level,
the positive effects of R&D on home productivity were higher for metal products, machinery
and electrical machinery and electronics.

• Third, the effect of R&D undertaken by TNCs at home on the productivity of foreign affiliates
was also positive and substantial: around 0.4 percentage points of the growth of the foreign
affiliates’ output could be attributed to knowledge transferred from Swedish parent firms to
their foreign affiliates, as compared with 0.8 percentage points of the growth of TNCs’ output
in Sweden attributed to their R&D undertaken in Sweden.f

In terms of total factor productivity, R&D undertaken in Sweden accounted for over 6 per
cent of the total factor productivity growth of foreign affiliates; the corresponding figure for their
parent firms was nearly 40 per cent.  The impact of the R&D carried out at home on total factor
productivity of foreign affiliates was particularly important in process industries (defined as food,
beverages and tobacco, textiles, clothing and footwear, pulp and paper, paper products and printing,

/...
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(Box III.5, cont'd)(Box III.5, cont'd)(Box III.5, cont'd)(Box III.5, cont'd)(Box III.5, cont'd)

chemicals and iron and steel) (21 per cent) and basic industries (defined as a subgroup of the above
industries, including pulp and paper and iron and steel) (64 per cent).

Share of R&D undertaken abroad in total R&D by Swedish TNCsShare of R&D undertaken abroad in total R&D by Swedish TNCsShare of R&D undertaken abroad in total R&D by Swedish TNCsShare of R&D undertaken abroad in total R&D by Swedish TNCsShare of R&D undertaken abroad in total R&D by Swedish TNCs
in manufacturing,  selected years, 1965-1990in manufacturing,  selected years, 1965-1990in manufacturing,  selected years, 1965-1990in manufacturing,  selected years, 1965-1990in manufacturing,  selected years, 1965-1990

(Percentage)

Industry 1965 1970 1974 1978 1986 1990

Food, beverages, tobacco - - 8 - 13 13
Textiles, clothing, leathera .. - - - 100 8
Pulp and paper - - 20 3 2 28
Paper products, printinga - - 1 8 38 60
Chemicals 8 10 13 13 13 17
Iron and steel 2 - 6 8 3 2
Metal products 2 1 - 14 16 21
Machinery 7 14 35 37 45 56
Electrical machinery, electronics 12 12 12 9 17 25
Transport equipment - - 9 4 4 6
All industriesAll industriesAll industriesAll industriesAll industries 77777 88888 1414141414 1313131313 1313131313 1818181818

Source: database of the Industrial Institute for Economic and Social Research (IUI), Stockholm,
Sweden.

a The level of Swedish R&D in these industries is low and, hence, even small changes in that level
tend to produce large swings in the percentages reported.

As regards effects of R&D undertaken abroad by Sweden-based TNCs, no evidence was
found in the study described above that significant reverse technology transfer has taken place, or
that it has had an impact on the productivity of home country operations; separate estimates for two
different time periods (1965-1974 and 1974-1990) and for individual industries did not produce any
statistically significant results.  This finding is not surprising given that much of the R&D
undertaken overseas is geared towards adapting products and processes to local conditions and
regulations and thus may not have much relevance for the productivity of home-based operations.

The impact of R&D undertaken by foreign affiliates on the productivity of these affiliates was
found to be positive in all industries examined together; separately for engineering industries; but
not for basic and other process industries considered separately.  These results suggest that, in basic
and other process industries, the technology of parent firms transferred to foreign affiliates is more
important than local R&D, while much of the technology used by foreign affiliates in engineering
industries was developed through local R&D activities.

Outward FDI has enabled Swedish TNCs to achieve the economies of scale lacking in the
small size of the domestic market.  As far as Sweden’s innovatory capabilities are concerned, the
location and the type of R&D activities undertaken by its TNCs at home are important.  Although
the share of total R&D located abroad increased between 1986 and 1990, the bulk of R&D by TNCs

/...
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(Box III.5, cont'd)(Box III.5, cont'd)(Box III.5, cont'd)(Box III.5, cont'd)(Box III.5, cont'd)

continued to be undertaken in Sweden.  Furthermore, the R&D intensity of firms acquired abroad
by Swedish TNCs was, on average, only marginally higher than the R&D intensity of their
greenfield investments, suggesting that sourcing of foreign technology had not been a major motive
for FDI through acquisitions.  For those TNCs that had internationalized their R&D activities, it
appears that their global networks of affiliates had enhanced their capacity to absorb information
and hence contributed positively to their productivity at home (Andersson, 1995).

Overall, the capabilities acquired by Swedish TNCs through outward FDI and globalization
of R&D appear to have had a positive impact on the Swedish economy.  In the early 1990s, when
Sweden’s economic performance began to slacken, by being able to invest abroad rather than remain
locked in a weakened and stagnating domestic economic environment, Sweden’s TNCs succeeded
in upgrading their home-based operations, making a positive contribution to the country’s economy.

To conclude, there are asymmetries regarding the impact of R&D by TNCs on the
productivity of their home and host-country operations, depending on where that R&D is carried
out, and this may have implications for a country’s economic performance.  In the case of Swedish
TNCs, most R&D is still being carried out at home, and that R&D has a positive impact on the
productivity of the home-country operations (as well as that of operations abroad).  Furthermore,
the absence of reverse technology transfer does not imply that Sweden does not benefit from R&D
undertaken abroad in foreign affiliates.  First, foreign-based R&D allows exploitation of the
economies of scale and scope in R&D, which is important for a small country like Sweden.  Second,
the productivity of domestic R&D operations might have been lower if the absence of foreign-based
R&D had prevented the country from exploiting these economies.  The dispersion of R&D allows
a small country like Sweden to maintain a technology base -- some of it located outside its
boundaries -- that is larger than it might otherwise have been.

a Industrial Institute for Economic and Social Research (IUI) data base.
b Using data from the IUI data base, which are based on surveys of industrial TNCs in Sweden,

absolute changes over four different time periods were considered and pooled.  The estimated Pearson
correlation coefficient equaled 0.31 and it was significant at the 1 per cent level.

c The analysis was based on a single-equation model estimated using ordinary least squares
(OLS):

where��Qit is the change in production measured as value added (wages and operating profits before
depreciation and interest payments or receipts) in the company of  i at the time of t,�� is the disembodied
technical change, ��cit is the change in the stock of physical capital (book value of equipment, machinery
and buildings) in the company of  i at the time of  t and ��lit is the change in labour in the company  i at
the time of  t (average number of employees during the year in question),���and  ��are the elasticities relating
to the factors of production, R is the R&D expenditure in a given year, (R/Q) is the corresponding R&D
intensity in that year and ��is the marginal productivity, or rate of return, of R&D capital.  Subscript H
denotes “home” and F “foreign” or “overseas”.  � is the error terms.  Regressions were undertaken separately
for domestic operations and foreign affiliates, respectively.  The core sample comprised 223 observations
(pooled cross section-time series data) on the R&D activities of Sweden-based TNCs in manufacturing for
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At the same time, the size of a home country’s technology base may shrink, and some
capabilities may disappear altogether as a result of the international division of labour in R&D.
In a number of product areas of Sweden-based TNCs in the engineering industry, for example,
the expansion in overseas R&D was found to have led to specialization and narrowing of
technological competencies of R&D based in Sweden (Norgren, 1992).  To the extent,
however, that the dispersion of R&D by TNCs results in an upgrading of R&D conducted at
home, contraction of some activities need not necessarily imply reduced technological
competence.  By locating some less sophisticated R&D activities abroad, such as product
customization and process adaptation, resources can be freed at home for employment in more
sophisticated R&D activities.  Overall, the home country’s performance could improve by
reaping efficiency gains from participating more fully in an international division of labour in
R&D and from achieving economies of scope and scale in R&D.

The dispersion of R&D can also widen the range of technologies and the pool of know-
how available to a home country if it leads to the acquisition of capabilities not available at
home.  By having privileged access to technologies and talent throughout a TNC system, parent
firms are in a position to acquire resources for their own R&D or production activities.  A study
on the motives for investing in the United States, found that while access to that technology was
not a major motive overall, it did play a role in the case of FDI through joint ventures and
acquisitions (Anand and Kogut, 1994).  Other studies (Kogut and Chang, 1991) have supported
this finding for Japanese FDI by showing that joint ventures between Japanese and United
States firms were made to access technology in the United States.

The R&D activities of foreign affiliates may also help sustain R&D activities at home by
allowing TNCs to take advantage of cheaper capabilities and personnel located elsewhere.
Japanese TNCs in the automotive and electronics industries have been particularly efficient in
this respect, incorporating design and engineering knowledge acquired from suppliers into their
own products and production methods (Okada, 1991, cited in Dunning, 1993, p. 453).  In many
technologically advanced industries, such as semiconductors, electronics, chemicals,
pharmaceuticals and telecommunications, the costs of R&D are high and rising.  And access to
cost-efficient R&D resources and personnel located elsewhere may be essential to retain and
build up such industries or segments of them.

(Box III.5, cont'd)(Box III.5, cont'd)(Box III.5, cont'd)(Box III.5, cont'd)(Box III.5, cont'd)

the period 1965-1990.  These include TNCs undertaking R&D solely at home, both at home and abroad or
solely abroad.  The same model was estimated for a sub-sample of 78 observations, including those TNCs
that had undertaken R&D abroad.

d This applied to the core sample as well as the sub-sample of 78 observations.
e The sample for the period 1965-1974 consisted of the observation obtained by pooling the data

for the periods 1965-1970 and 1970-1974, while that for the period 1974-1990 consisted of the pooled
observations for the periods 1974-1978 and 1986-1990.  Since no survey was undertaken by IUI between
1978 and 1986, there is a gap in the time series.

f See footnote c and Fors, 1993.
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Moreover, although the size of the home country’s technology base may shrink as a result
of the restructuring of some R&D activities, the size of the technology base might be smaller
still.  When R&D is carried out outside the home country, the commercialization of the new
products and processes -- the outcome of foreign-based R&D -- can still be done by parent
firms.  A reverse transfer of technology (from foreign affiliates to parent firms) may also
provide information and other spillovers to home country firms outside the TNC system.

* * ** * ** * ** * ** * *

Transnational corporations are expanding and dispersing their R&D more globally within
their corporate systems so as to strengthen their competitiveness.  At the same time, they are
transferring their proprietary technologies, either packaged as an element along with related
skills and other assets within the FDI package -- giving their foreign affiliates privileged access
to their R&D capabilities -- or through non-equity arrangements with other firms outside TNC
systems, to maximize the returns on their technological assets.

This has implications for the economic performance of host and home countries.  Inward
FDI and non-equity modes of participation by TNCs can contribute towards the strengthening
of technological capacities in host countries, particularly developing countries with limited
stocks of technological assets, capabilities and skills.  Technology and innovatory capacities
transferred through FDI or non-equity arrangements can enable countries to produce new
products, upgrade productivity and shift towards higher value-added activities.  The scope for
these effects to occur, and their importance for long-run economic performance will, however,
depend upon the kind of FDI a country attracts, its indigenous capabilities and efforts for
absorbing technology and building up technological capacity, and the economic and policy
environment in which domestic firms and foreign affiliates interact.  Linkages between foreign
affiliates and indigenous firms, as well as the human capital and infrastructure supporting
indigenous enterprises are critical.  Some of these factors are, in turn, quite closely related to
the stage of development of countries, with the more advanced developing countries being in
a better position to attract and to build upon the innovatory as well as production activities of
TNCs for strengthening their technological capacities.

Outward investment by TNCs also has the potential to strengthen the technological
capacities of home countries and, in general, a greater proportion of innovatory activities still
tends to take place in home countries, even in TNCs with internationally integrated R&D. As
long as outward FDI and domestic investment complement each other, and additions to
technology assets and capabilities take place in home as well as host countries, international
production is likely to contribute to a strengthening of the technological capacities and
consequently, the economic performance of home as well as host countries.
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C.  Organizational and managerial practicesC.  Organizational and managerial practicesC.  Organizational and managerial practicesC.  Organizational and managerial practicesC.  Organizational and managerial practices

The previous sections of this chapter focused on resources that are key inputs into
production and, hence, central to the competitiveness of firms and the economic performance
of countries: capital, technology and skills.  However, it is only the efficient utilization of these
resources that makes them valuable -- precisely the reason why organization and management
are major sources of corporate competitiveness.  In fact, organizational and managerial
practices (OMPs) are becoming more important than ever in terms of providing a competitive
edge as the costs of capital converge, a good part of technology becomes standardized and skills
become similar in their availability.  In the light of this, this section examines the impact of
OMPs and their transfer within TNC systems on the competitiveness of TNCs; the dissemination
of those practices from TNCs to other firms through linkages and spillovers; and the
implications that this has for the performance of countries.  The focus of the section is on
organizational and managerial techniques and not on the broader managerial expertise
(including strategic, and common governance) issues related to international production within
which OMPs are located.

1. The importance of efficient organization and management for1. The importance of efficient organization and management for1. The importance of efficient organization and management for1. The importance of efficient organization and management for1. The importance of efficient organization and management for
competitivenesscompetitivenesscompetitivenesscompetitivenesscompetitiveness

Modern firms and institutions, regardless of their origin, seek to organize and manage
themselves efficiently to obtain the best possible utilization of resources and highest levels of
performance.  In doing so, they are influenced to a significant extent by the cultural context in
which they find themselves (Chang and Chang, 1994), including, in particular, the business
culture, comprising the organizational values, attitudes and behaviour patterns of the corporate
sector or business group to which a firm or institution belongs.  Corporate culture -- the mix
of management style, industrial relations practices and corporate values that a particular firm
adopts -- is a subset of business culture and influences considerably the successful adoption or
adaptation of particular OMPs.  Arguably, it is the ability to synthesize constantly changing
technology, business culture and best-practice OMPs that defines the successful modern firm,
an ability captured in the concept of the learning organization (Senge, 1992).

Organizational and managerial practices are increasingly recognized as central factors to
the competitiveness of firms (Doz and Prahalad, 1988), determining the efficiency of the entire
range of activities of a firm.  The resulting gains in competitiveness of a firm take the form of
such quantifiable effects as cost savings and/or such qualitative effects as speed, flexibility and
reliability in production.  However, the methods used to achieve these objectives vary
significantly.  Table III.6 contains a non-exhaustive list of recognized OMPs.  It is descriptive
rather than prescriptive; some of the practices mentioned there, are, in fact, at variance with
each other (for example “top down” and “bottom up” decision-making systems).  Nonetheless,
it conveys an idea of the range of newer practices in use.  Many of them are closely linked to
technology, sometimes overlapping with the latter, particularly in the case of service activities.
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Table III.6. Selected organizational and managerial practices and theirTable III.6. Selected organizational and managerial practices and theirTable III.6. Selected organizational and managerial practices and theirTable III.6. Selected organizational and managerial practices and theirTable III.6. Selected organizational and managerial practices and their
contribution to competitivenesscontribution to competitivenesscontribution to competitivenesscontribution to competitivenesscontribution to competitiveness

         Type of
    organizational
   and management
         practices                    Description Contribution to competitiveness

ProductionProductionProductionProductionProduction

A system in which suppliers deliver Reducing inventory costs, handling costs
parts and components at the moment and and eliminating testing procedure for the

Just-in-time system at a volume that a factory needs. products delivered.

Stimulating knowledge and developing
capabilities through self-enlightenment

Voluntary participation of employees in and smoothing horizontal information
Quality-control quality control in order to improve their exchange, thereby increasing a sense of
circles work and capabilities. unity within a company.

Skills and craft demarcations among
Flexible workers are eliminated, and workers are Allows flexibility of production;
specialization trained to be multi-skilled. frequent changes of product lines.

Provides tool for assessment of
Definition of precise performance performance; improves performance by

Benchmarking targets. setting clear targets.

Environmental management practicesEnvironmental management practicesEnvironmental management practicesEnvironmental management practicesEnvironmental management practices

Definition of Defining precise environment, health and Reduces long-run environmental
environment, health safety targets. expenditure.
and safety standards

Human resource and labour-relationsHuman resource and labour-relationsHuman resource and labour-relationsHuman resource and labour-relationsHuman resource and labour-relations

Promotion is determined by the length of
service in a particular company; wages Ease of management in mass production

Promotion and are set according to the characteristics of system;  wages and promotion are easily
compensation under the jobs, not to the individuals who hold determined;  stabilization of labour-
mass production them. management relations.

Performance-based Compensation determined in direct Increased output; eases wage
reward system relation to output. determination.

Continuous improvements to
manufacturing process, products and
marketing skills by selecting and
achieving higher standards through Providing quick feedback through easy
involvement of managers, workers and communication among managers,

Kaizen engineers. workers and engineers.

/...
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(Table III.6, cont'd)(Table III.6, cont'd)(Table III.6, cont'd)(Table III.6, cont'd)(Table III.6, cont'd)

          Type of
      organizational
     and management
          practices                    Description Contribution to competitiveness

Improving workplace and working
Suggestion system; every worker can conditions, thereby enhancing company
suggest her/his idea on anything related loyalty and feeling of participation, as in

Teian to management in writing to managers. quality control circles.

Low cost of coordination; quick
Autonomy of decision-making is given decision-making and problem solving;

Autonomy at shop at lower levels (shop floor); related to strengthened sense of identification or
floor bottom-up decision-making. unity within company.

In contrast to top-down decision making
or unilateral orders from managers,
workers at lower levels participate in the Workers can share information and
decision-making process and obtain strengthen their sense of identification

Bottom-up decision consensus (ringi) before decisions are with company through participation in
making/ringi put before managers. the decision-making process.

Organizational learning; familiarizing
with various functions of company so as
to increase capabilities for on-the-spot
problem solving; commercialization of

Workers and managers move from one ideas and improvements to products
job to another, normally in a 2-3 year through accumulated knowledge in
cycle, between different divisions, various functions and increased
including secondment to foreign cooperation among staff in different

Job rotation affiliates and other affiliated companies. functions.

Provision of life-long (until retirement age) Enhancing loyalty to company through
Lifetime-long employment to each worker, in security of employment; contributing better
employment principle. to company as employees are acquiring

more skills than the company needs.

Enhancing loyalty to company and
Seniority-wage The more experienced and the more improving relationship between
system/internal years of service, the higher the wages managers and employees because higher
promotion and posts offered. motivation is given to employees.

Small teams of skilled workers build Increasing productivity of labour by
complete product; reduction of horizontal converting fragmented and repetitive

Teamwork division of labour. tasks into functionally coherent jobs.

Joint consultation among managers and
Independent enterprise union; unions workers improves communication and
organized on the basis of enterprises; thereby reduces conflict and sabotage;

Enterprise trade unionized workers are organized into consolidation of workers towards the
union such unions. common  goal  in the company.

/...
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(Table III.6, cont'd)(Table III.6, cont'd)(Table III.6, cont'd)(Table III.6, cont'd)(Table III.6, cont'd)

           Type of
      organizational
    and management
        practices                    Description Contribution to competitiveness

OrganizationOrganizationOrganizationOrganizationOrganization

Splitting the company into product
divisions, each with relative autonomy in
day-to-day operations; a general office Reduces administrative complexity;

Multidivisional focus on the broader strategic issues of allows growth of industrial firms beyond
structure the enterprise as a whole. the limits of single product lines.

Decentralized management; independent
Profit operations within the corporations, where Frees the top management of large
centre/strategic each centre/unit is responsible for corporations from bureaucracy  and
business unit optimizing its own profits. from operational decisions.

Supplier relationsSupplier relationsSupplier relationsSupplier relationsSupplier relations

Price the main determinant for supplier
Supplier relations selection; firms encourage competition
under the mass among suppliers; suppliers not tied to
production system any one customer. Reduction of costs of supplies.

Networking of companies, affiliated or
unaffiliated, through mutual stock
holding (strong ties), assignment of
directors (strong ties), cooperation
between makers and distributors (loose

Network ties), presidents’ clubs (strong/loose ties) Sharing knowledge; source of
connections etc. information.

Outsourcing parts and components from
Subcontracting an (outside) independent company with Permitting low cost and improving
system subcontracting agreements. quality.  Allowing flexible production.

Cooperation and trust with suppliers;
New firm-supplier emphasis on quality and reliable Suppliers are additional source of
relations delivery. knowledge.

Source:  UNCTAD, Division on Transnational Corporations and Investment.

During the present century, first, United States and, subsequently, Japanese firms
pioneered a number of crucial OMPs (related mainly to mass production and “lean” production,
respectively) that led to substantial gains in productivity and quality (Chandler, 1977; Hoffman
and Kaplinsky, 1988).  More recently, a range of “best-practice” systems of organization and
management are emerging in firms based in developed countries and, therefore, are becoming
benchmarks for international production, especially of the integrated type.  These systems have
three broad dimensions (UNCTC, 1990a):
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New OMPs have often been prompted by technological change, and have therefore been
especially pronounced in industries where new or advanced technology is frequently introduced.

• The use of flexible, integrated automation technologies throughout a firm’s activities.

• The incorporation of new management forms and production organization within firms,
allowing the attainment of higher quality and flexibility standards.

• A new set of relations between firms and their suppliers, based on cooperation and trust.

Unlike mass production and lean production, these new methods are not connected to firms of
any particular country though they may have originated elsewhere in attempts to respond to
Japanese competition by adopting and adapting some Japanese practices.  The key features that
characterize the business re-engineering movement now influential in the United States
(Hammer and Champy, 1995) -- such as the horizontal compression of skills (multiskilling), the
vertical compression of work (flattened hierarchy), the case team (teamwork) and moving from
just-in-case to just-in-time inventory -- are actually the same ingredients used in Japanese-style
flexible production (Ozawa, 1994).

It is difficult to assess the relative importance of OMPs in explaining the competitive
position of firms.  The principal reasons relate to isolating the contribution of OMPs from that
of other factors affecting competitiveness and measuring this contribution.  Consequently, the
recognition of their importance for competitiveness remains mainly intuitive.

2.  Development and transfer within transnational corporate systems2.  Development and transfer within transnational corporate systems2.  Development and transfer within transnational corporate systems2.  Development and transfer within transnational corporate systems2.  Development and transfer within transnational corporate systems

(a)(a)(a)(a)(a) DevelopmentDevelopmentDevelopmentDevelopmentDevelopment

Transnational corporations are at the forefront of organizational and managerial innovation
since they have both a greater need for advanced organizational strategy and managerial
practices compared with indigenous firms, and greater abilities to develop them:

• Greater need is a function of three principal factors.  First, the strong competitive
pressure that characterizes most of the industries in which TNCs operate requires a
constant renewal of firms’ competitive advantages, including through improvements in
organization and management.  Second, organizational and managerial tasks in TNCs
are more complicated than those of indigenous firms because of the need to coordinate
and manage operations spread across borders and operating in different commercial
environments.  Third, TNCs typically operate in the forefront of technology and need
new organizational methods and management techniques to correspond to the
requirements of new technologies.

• Greater ability to develop OMPs is a function of having more resources to invest in new
systems and having access to a wider (and cross-cultural) pool of managerial talent and
organizational experience.  Empirical studies demonstrate, in fact, that TNCs often
develop more efficient production and management methods than indigenous firms
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(e.g., Richman and Copen, 1973; Enderwick and Buckley, 1983; UNCTAD-DTCI,
1994a).

As with their central role in the generation and dissemination of technology, TNCs are therefore
important sources of new OMPs.  Drawing upon their broad experience and the ideas of
creative individuals within their systems, as well as outsiders -- such as consultants, consulting
firms, academics and writers on management -- TNCs innovate new methods and practices and/
or improve upon existing ones.  Once created or developed, these practices are transferred
among member-firms within the corporate systems of TNCs -- the more so the more integrated
is the system (UNCTAD-DTCI, 1994a).

Indeed, there are many examples of this, including cases that significantly changed the
competitive position of the TNCs involved.  Thus, the innovation of the integrated injection
logic by Philips (UNCTC, 1990a), the introduction of environmental standards (box III.6), and
managerial innovation by Swedish automobile TNCs in the late 1980s are cases in point.  Driven
by the search for an approach that would respond to the specific nature of the Swedish labour
market and the Swedish attitude to employment conditions, the companies in the latter case
developed methods that combine elements of mass production with those of lean production
to produce a distinct management style, which is less authoritarian, more informal and
egalitarian, and less inclined to rely on the formal power of an organizational position than are
the traditional practices of European and United States firms (Berggren, 1992).  Finally, of
course, perhaps one of the most outstanding contemporary examples is that of Toyota, which
developed the lean production system (box III.7).

(b)(b)(b)(b)(b) Transfer within transnational corporate systemsTransfer within transnational corporate systemsTransfer within transnational corporate systemsTransfer within transnational corporate systemsTransfer within transnational corporate systems

Transnational corporate systems allow the sharing of OMPs among their member units,
to the advantage of the system as a whole: foreign affiliates gain privileged access to OMPs used
by the parent firm or by other affiliates, while the parent firm has similar privileged access to
practices developed by its affiliates.

Traditionally, the transfer of OMPs, like that of technology, was largely a one-way
movement of managerial and organizational methods from headquarters to affiliates.  But, over
time, other parts of a TNC’s international network have also acquired innovatory capabilities
in this area, with the result that now, at least in principle, every part of the corporate system
can become the source of new OMPs (Kogut, 1990; Forsgren and Pahlberg, 1992).  In
fact,transnationality itself has become a source of advantage (Ghoshal and Bartlett, 1990;
Kogut, 1989), especially where internal hierarchies of corporations have been replaced by more
cooperative relationships between headquarters and affiliates (Hedlund, 1986; Bartlett, 1986).
In this organizational structure, there is scope for a more fluid movement of OMPs, with parent
firms and affiliates sharing their knowledge with each other.  As a result, many overseas
manufacturing affiliates of Japanese TNCs, especially in North America and Western Europe,
are “hybrid factories” in the sense that Japanese OMPs are modified, adapted and harmonized
with local practices (Abo, 1994).  This is an example of a broader process whereby organizations
learn from each other; in fact, the greater the cultural differences the higher the potential for
synergistic learning (Nonaka and Takeuchi, 1995).
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Box III.6.  Environmental management practices in TNCsBox III.6.  Environmental management practices in TNCsBox III.6.  Environmental management practices in TNCsBox III.6.  Environmental management practices in TNCsBox III.6.  Environmental management practices in TNCs

Transnational corporations are increasingly taking a more strategic approach towards
environmental management issues, tending to view the costs associated with environmental
management as long-term investment central to successful business ventures.  Amoco Corporation’s
statement that “environmental leadership produces business leadership” (UNCTAD-DTCI, 1993b,
p. 17) is a direct expression of this attitude. This approach to environmental matters is becoming
increasingly evident among TNCs based in developed countries, reflecting, among others, the
increasing awareness of environmental issues in these countries.

In line with this approach, TNCs are increasingly establishing targets with respect to  the
environmental performance of their operations.  To implement these targets successfully, a
supporting organizational structure has to be created.  A benchmark survey of environmental
management practices in TNCs conducted by the UNCTAD Division on Transnational Corporations
and Investment (UNCTAD-DTCI, 1993b) indicated that TNCs tend to assign full-time environmental
personnel to work on environmental issues. It found that, quite commonly, managers in key
positions dealt with environmental issues, reflecting TNCs’ recognition of the importance of
achieving sound environmental performance.  For example, in 1989 Texaco (United States) created
an Environment, Health and Safety Division, headed by a Vice-President. The Division was formed
to maximize the effectiveness of environmental, health and safety programmes, to confirm the
importance ascribed to these activities and to provide strategic guidance within these areas.  Texaco
also established a Public Responsibility Committee with overall responsibility for environmental,
health and safety issues throughout the company that reports to the Board of Directors on the status
of corporate policies and procedures.

Japanese TNCs tend to incorporate functions such as strategic planning and market research
into environmental management more than TNCs based in other regions. This reflects their
perception of environmental issues as part of the overall business objectives and as a source for
business opportunity. Kawasaki Corporation provides an illustration: all of its divisions are
involved in either initiating or implementing environmental programmes, and the work is supervised
by the Environmental Management Committee, which  reports to the President and Executive Vice-
President.

Transnational corporations increasingly tend to create global standards for environmental
management, in order to minimize liability and to avoid operating with too many environmental
standards. This holds particularly for TNCs investing in developing countries, where environmental
regulations are weaker compared with those in developed countries.

For example, Amoco Corporation (United States) applies its environmental standards, which
are based on United States laws and regulations, worldwide. Amoco Corporation’s introduction of
its anaerobic wastewater treatment technology at a plant in Taiwan Province of China is an
illustration of this approach. Borden Inc.’s introduction of an expanded safety, quality and
productivity programme to its international sites is another example. The health, safety and
environmental policy of BF Goodrich applies to all activities conducted by its headquarters and
affiliates. Caterpillar Inc.’s water treatment centres at its facilities outside the United States were
required to meet United States standards even in countries where laws requiring them do not exist.

/...
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While, in principle, the flows of organizational and managerial practices and capabilities
can take place between any two units within a TNC system, evidence relates mostly to the
transfer from parent firms to their foreign affiliates.  For example, a relatively high proportion
of Japanese affiliates in Western Europe have typically tended to introduce several of the
management practices of their parent firms, especially those that smooth the  flows of
communication and promote equality among workers and employers (table III.7).  However,
the proportion of affiliates adopting practices involving human resource management, labour
relations and supplier relations was relatively low (table III.7).  Significant degrees of transfers
of OMPs within TNCs have also been observed with respect to foreign affiliates in Asia and
Latin America (table III.8. and Weiermair, 1991) and in Australia (Dedoussis, 1994).

Several factors determine the extent and pattern of transfer of OMPs within TNC
systems.  To the extent that OMPs are culture- or business-culture specific, the “distance”
between the cultures involved can influence their transfer, even within a TNC system (Ouchi,
1981; Sheti, Namiki and Swanson, 1984; Weiermair, 1991; Sullivan, 1992; Johnson, 1988).
For example, the practice of quality-control circles was transferred to a little over one-third of
Japanese manufacturing affiliates in Western Europe in 1992 (table III.7).  On the other hand,
it was adopted by a significantly higher proportion of affiliates in South, East and South-East
Asia as well as in Latin America (table III.8; see also Yoshihara, et al., 1988).  The higher rate
of transfer to affiliates in developing countries may suggest that differences in the level of
development may override differences in culture -- at least as far as production-related OMPs
are concerned (table III.8).  The situation probably differs, however, with regard to more
general human resource management-related OMPs (Dunning, 1993).

Factors other than those related to business culture influencing the extent and pattern of
OMPs transfer within TNCs include level of ownership and mode of entry of a TNC and the
characteristics of the industry in which it operates.  For example, OMPs have been transferred
to a lesser extent within small and medium-sized TNC systems than within the systems of large
firms (table III.8).  This may be because the former tend to establish joint ventures (rather than
fully-owned affiliates) in which the transfer of techniques from parent firms is less likely to take
place due to proprietary considerations (UNCTAD-DTCI, 1993c).  Similarly, entry of a TNC
through acquisition of existing firms may deter, or delay, OMPs transfer because of special
sensitivities to, as well as the difficulty of, transforming existing practices.  On the other hand,
the motives and conditions related to an acquisition may also influence the extent of transfer;

(((((Box III.6, cont'd)Box III.6, cont'd)Box III.6, cont'd)Box III.6, cont'd)Box III.6, cont'd)

Among the TNCs surveyed in the benchmark survey (UNCTAD-DTCI, 1993b), 57 per cent
of the North American TNCs had formal arrangements for allocation of environmental management
responsibilities between headquarters and foreign affiliates; only 32 per cent of the Japanese
respondents had such programmes. This suggests that North American TNCs, with their generally
longer experience of FDI, are relatively more sensitive to or aware of the international aspects of
their activities than TNCs from other regions.

Source:  UNCTAD, Division on Transnational Corporations and Investment.
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Table III.7.  Transfer of organizational and managerial practices by JapaneseTable III.7.  Transfer of organizational and managerial practices by JapaneseTable III.7.  Transfer of organizational and managerial practices by JapaneseTable III.7.  Transfer of organizational and managerial practices by JapaneseTable III.7.  Transfer of organizational and managerial practices by Japanese
TNCs to their affiliates in Western Europe, by industry group, 1992TNCs to their affiliates in Western Europe, by industry group, 1992TNCs to their affiliates in Western Europe, by industry group, 1992TNCs to their affiliates in Western Europe, by industry group, 1992TNCs to their affiliates in Western Europe, by industry group, 1992

(Percentage)

Assembling Memorandum:
      and       Parts Chemical  Material design centres

    Type of         All  processing manufacturing  products purchasing   and R & D
    practice manufacturing  industries    industries industries  industries  Others        bases

Use of the 69 76 86 66 57 54 29
same dining
room

Use of open 65 75 74 53 47 54 71
space offices

Uniform 41 50 60 26 34 27 4
wearing
system

Quality- 37 42 46 28 38 19 8
control circles

Morning and 35 42 45 15 25 39 17
other regular
meetings

Bonus 25 26 19 23 23 42 29
system

Internal 22 32 21 18 17 15 8
promotion
system

Just-in-time 14 17 21 5 14 8 8
system

Life-long 11 11 8 10 10 15 21
employment

Enterprise 12 16 12 13  7 12 8
trade union

Seniority- 2 3 1 7 - - -
wage
system

Memorandum:

Number of 406 133 85 61 77 26 24
affiliates
surveyed

Source:  JETRO, 1993, table VI-II, pp. 54-55.
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for example, more efficient OMPs may be needed to turn a firm around.  The practices of
working in open-space offices, the wearing of uniform dress and the practice of morning
meetings were adopted by only 39 per cent, 29 per cent and 21 per cent, respectively, of firms
acquired by Japanese TNCs, as compared to 71 per cent, 47 per cent and 38 per cent,
respectively of newly established affiliates (JETRO, 1993).  The extent of transfer may also
depend upon a firm’s strategies and industry characteristics; for example, TNCs having
internationally integrated production systems would be expected to have more similar OMPs
than TNCs with corporate networks in which foreign affiliates are free standing, due to greater
interdependence and need for coordination.  On the other hand, it has been observed that there
is greater transfer of technology (especially soft technology, which is akin to OMPs) in the
services sector, precisely because the free-standing nature of foreign affiliates required state-
of-the-art technologies (UNCTC, 1990a).  This may well apply also to OMPs.

(c)(c)(c)(c)(c) Impact on the competitiveness of transnational corporationsImpact on the competitiveness of transnational corporationsImpact on the competitiveness of transnational corporationsImpact on the competitiveness of transnational corporationsImpact on the competitiveness of transnational corporations

The development and transfer of OMPs can enhance the competitiveness of TNC systems
by allowing them to utilize their resources and firm-specific advantages more efficiently,
consequently contributing to a reduction in production costs and enhancing market share and
profitability.  Companies that are successful in adopting new or better OMPs are also likely to
be better at tackling the complexities of international production.

Table III.8.  Transfer of management technology and quality controlTable III.8.  Transfer of management technology and quality controlTable III.8.  Transfer of management technology and quality controlTable III.8.  Transfer of management technology and quality controlTable III.8.  Transfer of management technology and quality control
by TNCs to their affiliates in host developing countries, 1992by TNCs to their affiliates in host developing countries, 1992by TNCs to their affiliates in host developing countries, 1992by TNCs to their affiliates in host developing countries, 1992by TNCs to their affiliates in host developing countries, 1992aaaaa

(Percentage)

       Management technology           Quality-control circles
   Small and   Small and

Region/ Large medium-sized Large medium-sized
country All TNCs TNCs       TNCs All TNCs TNCs     TNCs

By home country
Japan  50  59 15  55  63 23
Western Europe  50  67 14  63  71 38
United States  50  56 15  59  69 23

By host developing regions

South, East
and South-East  54  64 42  65  68 62
Asia
Latin America  49  62 10  60  70 30
Total b  52  63 34  64  69 56
Memorandum:
Number of 231 143 88 231 143 88
affiliates surveyed

Source:  UNCTAD, Division on Transnational Corporations and Investment, based on its database on
small and medium-sized TNCs.

a The number of affiliates to which management technology/quality control was transferred as
percentage of total number of affiliates.

b Includes other regions/countries that are not specified in the table.
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An outstanding example from earlier years in this respect is that of Ford Motor Company
that adopted, further developed and transferred to its United Kingdom affiliate (established in
1911) the technique of mass production and related management methods, which brought
about substantial improvements in productivity, acquiring for Ford a leading competitive
position that lasted for decades (Chandler, 1977).  A contemporary example is that of Toyota
(box III.7).  Similarly, the striking improvement in performance demonstrated by United States
firms acquired by Japanese TNCs may, at least in part, be the result of the introduction of new
OMPs (table III.9).  These examples suggest that OMPs can have a major impact on the level
of productivity of member firms within TNC systems, and thus on the competitiveness of the
TNCs concerned.

3.  Dissemination of organizational and managerial practices through3.  Dissemination of organizational and managerial practices through3.  Dissemination of organizational and managerial practices through3.  Dissemination of organizational and managerial practices through3.  Dissemination of organizational and managerial practices through
linkages and spilloverslinkages and spilloverslinkages and spilloverslinkages and spilloverslinkages and spillovers

As in the area of technology, the effects of OMPs adopted by TNCs are not limited only
to TNC systems but, through various linkages, can spill over to other firms and institutions in
home and host economies:

• There are transfers of practices and learning effects directly,  through channels such as
training and knowledge transfer, between TNC systems and their local networks of
suppliers and buyers and local institutions with which they collaborate, e.g., universities
or government agencies.

• There are spillover effects or externalities arising from the movement of personnel
between foreign affiliates or parent companies and indigenous firms in host or home
countries, respectively, or business start-ups by former TNC employees,  benefiting
from the knowledge gained while employed by a firm within the TNC system.

• There are demonstration effects as indigenous firms imitate the practices of foreign
affiliates that compete with them or that they consider superior.  The very presence of
foreign affiliates is often sufficient to act as a catalyst for change in management methods
or the introduction of new methods, as seems to have been the case in the widespread
adoption of quality-control practices in developing countries.

Several factors determine how effectively OMPs are transferred through the linkages and
channels of influence mentioned above.   The cultural specificity of a practice is a crucial
determinant of the extent of its transferability (and transfer) to indigenous firms in a host
economy -- much more so than of its transfer within TNC systems; the shorter the “cultural
distance” between the different countries covered by a TNC system, the greater the chances of
successful transfer of OMPs that are closely linked to business culture.  This factor may be
particularly important with respect to the transfer of methods and practices to economies in
transition, from one type of economic system to another.  For example, United States TNCs
operating in China faced particular difficulty in trying to transfer their management practices
to other firms in that economy, since they were based on assumptions that were alien to many



WWWWWorororororld Inld Inld Inld Inld Invvvvvestment Reestment Reestment Reestment Reestment Reporporporporport 1995t 1995t 1995t 1995t 1995 TTTTTrrrrransnaansnaansnaansnaansnational Cortional Cortional Cortional Cortional Corporporporporporaaaaations and Competititions and Competititions and Competititions and Competititions and Competitivvvvvenessenessenessenesseness

180180180180180

Box III.7. Toyota - NUMMI - GMBox III.7. Toyota - NUMMI - GMBox III.7. Toyota - NUMMI - GMBox III.7. Toyota - NUMMI - GMBox III.7. Toyota - NUMMI - GM

Toyota is credited with the introduction, in the 1950s, of just-in-time management practices
(Womack, et al., 1990), which is considered a main reason for Toyota’s strong market position.
Underlying the just-in-time practices is a philosophy of production that rests on three pillars: the
reduction of costs by eliminating waste; the use of minimum amounts of equipment, material, parts
and working time; and the full usage of workers’ capabilities (Hoffman and Kaplinsky, 1988).

In the early 1980s, Toyota, for the first time, transferred its unique managerial style to an
affiliate abroad -- its United States affiliate New United Motor Manufacturing, Inc. (NUMMI).
NUMMI is a joint venture between General Motors Corporation (GM) and Toyota Motor
Corporation (Toyota) established in 1984 at the site of a former GM plant in Fremont, California.

NUMMI adopted Toyota’s philosophies and concepts and its production system, lean
production, the team concept, which is key to the management of production in Toyota,a as well as
Toyota’s supplier-relations methods, based on long-term and stable relationships. A key ingredient
in the latter is close connection between the manufacturer and suppliers, with regular meetings
between NUMMI’s  employees and managers and its suppliers in order to increase communications
and reinforce commitment to the production philosophy of NUMMI and its goals.  This results in
improvement of their products.  Team members also play an important role in suggesting cost-
cutting measures and continuous improvements ideas (kaizen) to suppliers.

In order to keep their practices as close to the original as possible and to transfer directly the
ideas and philosophy behind them, Toyota continued to use the same language as in the parent
company in Japan.  For example, andon, heijunka, jidoka, kanban, kaizen, muda, mura, muri,
poka-yoke etc. are terms used at NUMMI.b

The actual transfer of the practices developed by Toyota to NUMMI was made through a
series of training and teaching programmes.  All newly hired team members attended a four-day
orientation programme consisting of classroom exercises covering such subjects as the team
concept, the production system, labour-management relations etc..  Some 450 group- and team-
leaders were sent to Japan to learn the Toyota production system -- embodying continuous
improvement and quality principles -- in a three-week training programme before NUMMI started
to produce cars.

The adoption of Toyota’s managerial practices rapidly improved NUMMI’s performance.
By 1986, NUMMI employed 2,500 team members (employees), about a half of the number at the
former GM plant.  In 1987, efficiency and productivity levels by some measures already reached
those of Toyota’s high performance plants at other locations (accompanying  table).

General Motors executives were astonished by the performance of NUMMI at a former plant
closed because of poor performance, and made active efforts to gain a thorough understanding of
Toyota’s management practices. Part of this effort was the establishment of a technical liaison
office near the NUMMI plant, which documented Toyota’s management practices and conveyed
this information to GM.c

 /...
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(Box III.7. cont’d)(Box III.7. cont’d)(Box III.7. cont’d)(Box III.7. cont’d)(Box III.7. cont’d)

Comparative performance of NUMMI, 1987Comparative performance of NUMMI, 1987Comparative performance of NUMMI, 1987Comparative performance of NUMMI, 1987Comparative performance of NUMMI, 1987

Performance measure NUMMI  GMa Toyotab

Assembly hours per car 19 31 16
Assembly defects per 100 cars 45 135 45
Assembly space per car, per year (in square feet) 7.0 8.1 4.8
Average inventory of parts (in days of 2 days 2 weeks 2 hours
    production serviced)

Source: Womack, et al., 1990; reprinted in “How lean production can change the world”, The New York
Times Magazine, 23 September 1990, p. 23.

a Framingham (Massachusetts) plant (closed in 1989).
b Takaoka plant.

Subsequently, GM adopted many of Toyota’s practices and started using them in its other
plants.  The Spring Hill (Tennessee) Saturn plant started working with team management and the
team concept (job rotation and reduction of job classification).d  Knowledge based on experiences
of managers in working and associating with workers at the factory shop was transferred to the
Lansing (Michigan) plant.e  Similar practices were introduced in other plants of GM.  General
Motors believes that these managerial practices provide a competitive edge to its organization.

Toyota’s managerial practices have been further diffused to the United States automobile
industry.f The three largest United States automobile manufacturers (the “Big Three”) have
recreated their management and production methods along Japanese lines.  The two most important
lessons that United States manufacturers learned from Toyota are related to quality consciousness
and to attitudes towards employees, including the recognition that it is people, not machines or
technology, that make cars.  The presence of Japanese affiliates seems to have spurred learning and
the adaptation of new practices, which United States automobile firms knew about earlier.  FDI
seems to have a catalytic role in this regard, helping firms overcome reservations that might be
related, among others, to business culture.

Despite its strong performance, NUMMI is not independent of its parent firm.  After one
decade of operation, the parent company still assists NUMMI in implementing its production
system.g  Several of the key posts in NUMMI, such as that of the president and those of general
managers of finance and of purchasing, are held by Japanese expatriates -- Toyota employees
assigned to Nummi for three to four years.  In general, however, the attempt of Toyota to introduce
its own management style appears to have been successful.  Toyota’s subsequent establishment of
two fully-owned plants in North America (one in Ontario, Canada, and the other in Kentucky,
United States, both established in 1988) was a reflection of Toyota’s confidence in the transferability
of its production system.

Source: UNCTAD, Division on Transnational Corporations and Investment.
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Chinese firms (Castro, 1989).  Other examples, including those of Western firms learning and
emulating Japanese management methods, suggest, however, that cultural distance is a barrier
that can be overcome where there is strong motivation and belief in the value of certain
management methods for competitiveness (Sheti, Namiki and Swanson, 1994).

The characteristics and strategy of a TNC may also influence the scope for, and extent
of transfer of, managerial practices to entities outside the TNC system.  The ownership
structure of a TNC may matter because wholly owned foreign affiliates may have fewer links
to local firms in host countries, reducing the channels for transfer as compared with joint
ventures.  Where there is a strong commitment to hiring local staff, especially local executives,
and to training and integrating them into the organization, the transfer of managerial know-how
to other enterprises is more likely, since local employees may move to indigenous enterprises
(Kobrin, 1988).  The size of a TNC is also relevant (Dedoussis, 1994):  there is less scope for
internal training and job rotation in smaller TNCs and hence less scope for spillovers or
externalities through turnover.  So is the length of time that a TNC member firm has been
operating: newer affiliates have weaker linkages with a host economy than those already
established and hence transfer less organizational and managerial practices to firms or
institutions outside the system (Johnson, 1977).  Finally, the capabilities of indigenous firms
and institutions to absorb and implement new methods of organization and management are a
very important factor determining the extent of dissemination of OMPs through linkages and
externalities.  Among others, these are related to the existing pool of managerial skills and
knowledge available to indigenous firms, and the scope for expanding that pool.  In this regard,
transnational business schools and consultancy firms may play an important role in supplementing
domestic resources (box III.8).

There are many examples that illustrate the spillover of OMPs from TNCs to other firms
in host and home economies, and its impact on competitiveness.  Many of these relate to OMPs
of Japanese TNCs, illustrating the dominant role of Japanese TNCs in this area in recent
decades.  One such example is provided by Kodak which, in the early 1980s, had lost
considerable market share in photographic products to its major competitor, Fuji of Japan.31

Fuji had a better quality record, higher labour productivity and speed of product innovation.
In 1983, Kodak embarked on a major restructuring of its operations based on imitating Fuji.

 (Box III.7, cont'd) (Box III.7, cont'd) (Box III.7, cont'd) (Box III.7, cont'd) (Box III.7, cont'd)

a “Shaking up Detroit”, Business Week, 14 August 1989, p. 78.
b Toyota adopted various practices to its own philosophy and also invented its own practices such

as kanban (NUMMI, 1993).
c Information directly provided by NUMMI.
d “This team-up has it all - except sales”, Business Week, 14 August 1989, p. 79; “The right

stuff”, Time, 29 October 1990, pp. 74-84.
e “A new spirit at United States auto plants”, New York Times, 29 December 1987.
f “Shaking up Detroit”, Business Week, op. cit.
g Information directly provided by NUMMI.
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As a result, labour productivity grew 20 per cent annually during 1984-1987, quality improved
considerably and market share and profitability began to recover.32  Similarly, Goodyear Tire
and Rubber Company approached the goal of 100 per cent first-time perfect quality after it
adopted Japanese-style quality control at most of its plants.33   A parallel phenomenon has been
observed at Hewlett-Packard, which reduced its manufacturing costs by 42 per cent, increased
its revenue per employee by 120 per cent, its market share by 193 per cent and its profits by 244
per cent after adopting Japanese methods of total quality control; additionally, the company
managed to reduce the time for building integrated circuit boards from 15 days to one-and-a-
half days and doubled output per employee.34

Table III.9.  Productivity increases in United States firms acquiredTable III.9.  Productivity increases in United States firms acquiredTable III.9.  Productivity increases in United States firms acquiredTable III.9.  Productivity increases in United States firms acquiredTable III.9.  Productivity increases in United States firms acquired
by Japanese TNCsby Japanese TNCsby Japanese TNCsby Japanese TNCsby Japanese TNCs

         Sales per employee
  Investment       Before        After Increases in
      value    investment    investment   sales per

(Billion (Thousand (Thousand   employeea

Affiliate and industry        Parent firm Year dollars) Year   dollars) Year   dollars) (Percentage)

AVX Corporation
(electrical) Kyocera Corp. 1990 0.56 1987 35.1 1992 69.1 97

Firestone, Inc.
(tires) Bridgestone Corp. 1988 2.6 1986 58.4 1992 200 242

Lyphomed Inc. Fujisawa 1989 0.8 1989 135.3 1991 163.5 21
(Fujisawa USA, Inc.) Pharmaceutical
(pharmaceuticals)

MCA, Inc.b Matsushita Electric 1990 6.1 1986 152.6 1991 183.3 20
(electrical) Industrial Co., Ltd.

National Steel
Corporation NKK Corp. 1984 .. 1984 88.2 1993 254.6 189

Reichhold Chemicals Dainippon Ink & 1989 0.29 1986 193.5 1993 363.6 88
Inc. (pharmaceuticals) Chemicals, Inc.

Rheem Manufacturing
Company Paloma Industries 1988 0.85 1987 150 1993 138 -8
(gas equipment)

Shaklee Corporation Yamanouchi 1989 0.4 1987 270.7 1992 1 083.3 300
(pharmaceuticals) Pharmaceutical,Co.,Ltd.

Sun Chemicals Corp. Dainippon Ink & 1986 .. 1985 110.5 1991 158.9 44
(chemicals) Chemicals, Inc.

Source:  UNCTAD, Division on Transnational Corporations and Investment, based on company reports
and other published sources.

a Measured by percentage increase in sales per employee between the two years indicated in the
table.

b Sold 80 per cent equity share to Seagram (Canada) in 1995.
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The experience of the Republic of Korea provides another illustration of the impact of the
dissemination of OMPs that were brought to the country by Japanese TNCs and later by United
States TNCs (Chang and Chang, 1994).  Many ingredients of the Japanese management
systems, such as lifetime employment and decision-making by consensus, have been widely
adopted by Korean enterprises.  Subsequently, managers in the Republic of Korea adopted
many management concepts from United States firms (Chang and Chang, 1994).  Another
illustration of transfer of Japanese OMPs to developing countries is provided by the Brazilian
car industry.  According to managers at Brazil’s General Motors plant, they have borrowed
(and even improved on) Japanese manufacturing concepts, such as just-in-time inventory
control; by adopting team-management techniques, the plant reduced the time for die-changing
from one hour and forty-five minutes to just seventeen minutes.35

Box III.8. Transfer of management practices by TNCsBox III.8. Transfer of management practices by TNCsBox III.8. Transfer of management practices by TNCsBox III.8. Transfer of management practices by TNCsBox III.8. Transfer of management practices by TNCs
in Central and Eastern Europein Central and Eastern Europein Central and Eastern Europein Central and Eastern Europein Central and Eastern Europe

When TNCs began to invest in Central and Eastern Europe on a larger scale, they found that
a majority of local managers lacked the basic corporate skills required for operating in a market
economy.  The difficulties TNCs encountered in finding competent managers locally forced them
to hire expatriates to head affiliates.  According to one survey, half of the affiliates in Central and
Eastern Europe had expatriates in top operations management positions, and 40 per cent in top
financial management positions in 1992 (Business International and Creditanstalt, 1992, pp. 11-
12).  However, over the past few years, the supply of competent indigenous managers has rapidly
increased.a

Transnational corporations have played an important role in this increase of managerial
capabilities in the region.  Foreign firms investing in the region have often embarked on extensive
training programmes for their employees in the host country, including training for those in middle-
and upper-management positions.  These programmes are mainly cost-motivated.  Indigenous
managers cost substantially less than expatriates.  From a strict cost-benefit perspective, training
of local personnel is desirable to replace expatriates with local professionals as soon as possible.

The most frequent areas of training within TNCs in the region are in financial and
management expertise, followed by technical training and English language training (Rojec, 1994).
For example, all managers in ABB’s affiliates have received training in general management
practices and an average of 70 per cent in appropriate functional skills.  To enhance further the
competence of its managers, the company has developed so-called mini MBA programmes,
modelled to suit different management functions.b  Ninety per cent of managers in ABB’s Central
and East European affiliates are now locally hired.

The Czech auto-manufacturer Skoda substantially changed its management training after
VW (Germany) acquired a majority share in the firm.  Skoda now uses “tandem” management --
two managers, one Czech and one expatriate, working together in one position -- to transfer
management skills to indigenous managers.  In addition, Czech managers at the Skoda plant do
internships  abroad, participate in seminars at the European Business School in Prague, and follow
company specific in-house courses.c

/...
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(((((Box III.8, cont'd)Box III.8, cont'd)Box III.8, cont'd)Box III.8, cont'd)Box III.8, cont'd)

Management training by TNCs in the region takes various forms (accompanying table).
Training programmes were earlier often conducted in TNCs’ home countries, but TNCs have
increasingly set up their own training centres within the region.d  In Slovakia and the Czech
Republic, 70 per cent of foreign affiliates provided in-country training in management related
areas.e

Transnational consultancy firms are another major source for upgrading indigenous
management skills in Central and Eastern Europe.  They have poured into the region in large
numbers since its opening up six years ago, and now play a significant role in the restructuring of
many companies.f  They provide services ranging from developing business development plans to
introducing total quality management to negotiating rescheduling agreements for heavily indebted
companies.  Management consulting firms not only transfer management know-how to domestic
firms; they increasingly hire and train local talent within their firms, further adding to the transfer
of management skills to Central and Eastern Europe.g  This is also the case with respect to TNCs
in accounting and financial management services, especially the larger firms, which have focused
heavily on training local talent.h

Modes of management training by foreign affiliates in the Czech RepublicModes of management training by foreign affiliates in the Czech RepublicModes of management training by foreign affiliates in the Czech RepublicModes of management training by foreign affiliates in the Czech RepublicModes of management training by foreign affiliates in the Czech Republic

On-the-jobOn-the-jobOn-the-jobOn-the-jobOn-the-job New or promoted managers are paired with experienced managers
to learn management practices while on the job.

Training abroadTraining abroadTraining abroadTraining abroadTraining abroad Used for exposing local managers to an international environment.
However, as business climate has changed within the region, this sort
of training has been increasingly replaced with in-country training.

Corporate trainingCorporate trainingCorporate trainingCorporate trainingCorporate training Customized, in-house training in specialized countries.

Internships abroadInternships abroadInternships abroadInternships abroadInternships abroad Usually held in a Western European affiliate for three to six
months.

Management centresManagement centresManagement centresManagement centresManagement centres TNC funded institutions providing courses ranging fromfull MBA
programmes to company specific classes.

Public workshopsPublic workshopsPublic workshopsPublic workshopsPublic workshops Used by TNCs to supplement in-house training programmes.

After-workAfter-workAfter-workAfter-workAfter-work Many TNCs provide tuition reimbursement for classes taken after-
hours to improve skills.

Source:  Czech Information Series No 10, “Labour and social policy”, MEN/01/95, CzechInvest, 28
March 1995, p. 4.

a Tom Pullard-Strecker and Béla Papp, “Manager wanted”, Business Central Europe, 1, 7,
(December 1993/January 1994), p. 7.

b Information provided by ABB.
c Czech Information Series No 10, “Labour and social policy”, MEN/01/95, CzechInvest, 28

March 1995, p. 4.
d Pullard-Strecker and Papp, op. cit., p. 9.
e Czech Information Series No 10, “Labour and social policy”, op. cit., p. 3.
f “Management consultants: quality control, professional services survey”, Business Central

Europe, 2, 17 (December 1994/January 1995), p. 43.
g Ibid.
h “Accounting: double entry”, Business Central Europe, 2, 17 (December 1994/January 1995),

p. 43.
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There is also substantial dissemination of OMPs by TNCs to other firms in their home
economies.  For example, the mass production methods of Ford Motor Company were adopted
by its main competitor, General Motors, during the 1920s, and increasingly dominated the
entire United States automobile industry (Chandler, 1990).  The expansion of computer-
controlled production in the United States provides another example.  This method of
management of production was first introduced in the United States by firms, generally TNCs
in the aerospace, appliance, automotive, computer and heavy equipment industries, such as
Apple Computer, Boeing, Deere, General Dynamics, Hughes Aircraft and Rexnord.  The push
to automate moved to smaller companies several years later.  The big TNCs actively
encouraged their suppliers and subcontractors to link up electronically and to form networks
of computer integration.36

The transfer of OMPs brought in by, among others,  TNCs has also reached the public
sector.  For example, total quality management was adopted by local government officials in
the United States during the 1980s and benchmarking was introduced by London Underground
to measure the relative performance of its tube lines.  Similarly, the United States Air Combat
Command has borrowed measurement techniques from the corporate world to benchmark the
performance of its divisions.  The State of Oregon introduced 270 benchmarks, measuring all
aspects of the state’s activities.37

4.  Impact on country performance4.  Impact on country performance4.  Impact on country performance4.  Impact on country performance4.  Impact on country performance

The impact of TNCs through OMPs on an economy begins with the adoption of more
efficient OMPs by units of TNC systems located in a given country, which can make them more
productive than indigenous firms.  When TNC activity -- including licensing and other non-
equity modalities of international production -- accounts for a significant share of an industry,
this may increase the productivity and performance of the industry as a whole.  The degree to
which an economy derives benefits directly from these advantages is dependent on the degree
to which gains from productivity increases accrue to host country factors of production, and
remain in the host economy.  The indirect benefits that occur when superior OMPs are further
spread to the rest of the economy via linkages and spillover effects will, however, necessarily
accrue mainly to indigenous firms and factors.  Eventually, the adoption of more efficient OMPs
and their dissemination to firms and institutions translates into more efficient operations of the
firms and institutions involved and, hence, leads to increases in output and improved performance,
eventually increasing per capita output and, in the case of export industries, also the volume
of exports in world markets.

The magnitude of the impact depends, of course, on the extent of TNC linkages with the
host economy, and on the importance of TNC activities involved relative to the size of an
economy, and the conditions surrounding TNC activities.  The larger the importance of TNC
activity relative to the size of an economy, the larger the chances that host economies can
harvest the performance increases arising from superior OMPs.  On the other hand, when TNC
activity remains relatively isolated from the rest of the economy, it will not have significant
impacts on its performance.  Furthermore, effects through competition will depend upon



187187187187187

Access to rAccess to rAccess to rAccess to rAccess to resouresouresouresouresourcescescescesces  Chapter III Chapter III Chapter III Chapter III Chapter III

whether units of a TNC system operate in a competitive industry environment; and demonstration
effects depend on the abilities of indigenous firms to emulate TNC practices or improve their
methods and practices through their own efforts.

Differences in the rate of introduction of innovatory OMPs are -- in some instances --
credited with bringing about changes in the competitive positions of national industries (Whipp,
Rosenfeld and Pettigrew, 1989; Kogut and Parkinson, 1993), independent of whether they
emanate from domestic or international sources:

• The strong competitive position of United States manufacturing industry in the inter-
war period and after, until the 1960s, was partly due to the fact that United States firms,
many of which were TNCs, pioneered a number of crucial managerial practices, notably
mass-production methods that greatly increased the volume of output per worker
(Chandler, 1977).  As the new mass-production industries were capital intensive, there
were strong pressures to make efficient use of capital by integrating and coordinating
the flow of materials through the plant.  These organizational challenges encouraged the
professionalization of managers.  The growth in size of enterprises raised the need for
appropriate organizational structure, to which the multidivisional structure was a
response (Chandler, 1977).   The problems that United States manufacturing industry
experienced in the 1970s and 1980s were, by contrast, partly due to the inadequacy of
the mass-production system to deal with changing realities, which called for product
differentiation and flexibility in production methods (Chandler, 1977; Piore and Sabel,
1984; Abernaty, 1978).

• In recent decades, the sustained competitive strength of Japanese manufacturing
industries has been credited to the distinct management system of Japanese firms,
including “lean” or “flexible” production -- an integrated system covering human
resources management, production management, attitudes to work and competitiveness
and other issues (Womack, et al., 1990; Ozawa, 1994).  Lean production uses less human
effort in the factory, less manufacturing space, less investment in tools, less engineering
hours to develop a new product, when compared with mass production.  It also requires
less inventory on site, results in fewer defects and produces a greater variety of products
(Womack, et al., 1990).  In the components-intensive, assembly-based industries in
which the lean production system originated and has been widely applied, Japanese firms
enjoy the highest level of productivity and competitiveness in the world (Ozawa, 1994).
This competitive strength may diminish, however, as the management techniques that
created gains in quality and productivity for Japanese firms are disseminated to the rest
of the world.

• During the 1970s and 1980s, it was the spread of Japanese OMPs to other countries that
primarily shaped the world competitive arena (box III.7).  Whole United States
industries turned to Japanese-style quality control to combat quality problems that were
characteristic of firms in the mass-production tradition competing with Japanese firms.
The automobile and electronics industries, both of which suffered severe market-share
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losses to Japanese firms, are prime examples, but other industries  --  textiles, steel and
major appliances -- also fall into this category.38  The comeback of the United States
automobile industry is a good example of the successful adaptation of Japanese OMPs.
More generally, the recovery and growth of United States manufacturing productivity
owed much to the generation of new OMPs by its TNCs, drawing partly on experience
and knowledge gained in their transnational activities.

* * ** * ** * ** * ** * *

Transnational corporations are major innovators and disseminators of improved OMPs,
and as such they can have a significant impact on the competitiveness of enterprises.  To the
extent that they improve the organizational and managerial capabilities of firms or other
institutions in an economy, which in turn leads to a more efficient use of its resources, they
contribute to the performance of the economy as a whole.  That is, TNC systems can act as
conduits for the acquisition and dissemination of OMPs, a fact that is of particular relevance
for developing host countries.  However, there may be some costs associated with this
contribution, particularly in the short run, because improved efficiency may make labour
redundant unless new avenues of employment are generated at the required rate.  The long-run
impact on productivity and competitiveness of countries is, nevertheless, likely to be at least
as important as that of technology and technical progress.

ConclusionsConclusionsConclusionsConclusionsConclusions

Transnational corporations and the individual units comprising their corporate systems
are well situated to generate and obtain key resources for production, drawing upon the
interaction between their own firm-specific assets and the location-specific assets of the
countries where they undertake FDI. Transnational corporate systems act as conduits for the
transfer of these resources, providing privileged access to member units, while employing them
wherever they yield the highest returns and maximize the competitiveness of a system as a
whole. Advantageous access to the resources associated with FDI can also be made available
to firms outside TNC systems with which TNCs have linkages in home and host economies,
while spillovers can further spread the effects.  Thus, directly and indirectly, TNC activity can
contribute to enhancing the production capabilities and economic performance of the countries
in which TNCs operate.

Financial capital is raised by TNCs wherever it is least expensive, including, to a
significant extent, internally from profits, and used wherever it is most conducive to increasing
the competitiveness of the TNC system.  Innovatory activity is being expanded, and research
and development dispersed more globally within corporate systems, so as to strengthen TNCs’
competitiveness.  At the same time, TNCs continue to transfer the technologies they generate,
and the skills required to apply them in production,  to member units within their corporate
systems, as well as to other firms through non-equity arrangements, with a view towards
maximizing the returns on their technological assets. And the organizational and managerial
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practices that are central to remaining competitive are constantly being developed or upgraded
and made available to the different parts of corporate systems.

All of this opens up, for host economies, prospects for additions to the capital stock,
technological upgrading, skills development, and improved organizational and managerial
practices simultaneously through the FDI package.  Similar, although not symmetric effects can
occur in home countries.  For these prospects to be fully realized and contribute to a sustained
improvement in the performance of the economies concerned, the establishment of foreign
affiliates in a host country or the transnationalization of a home country’s firms must be
followed by strong linkage and catalytic effects on domestic producers.  This suggests that the
implications of expanded access to resources for home and host economies depend quite
considerably upon the extent to which indigenous capabilities are built up in those economies.

NOTESNOTESNOTESNOTESNOTES

1 Although the quantity and quality of human resources are important factors for the competitiveness
of firms as well as the economic performance of countries, the discussion does not focus on issues
related to labour or human resources, since they were the focus of attention in World Investment
Report 1994 (UNCTAD-DTCI, 1994a).

2 Net income is defined as sales, income from equity investments, capital gains and other income less
costs of goods sold and related expenses, income taxes and other expenditures.

3 Equity capital comprises all foreign-owned shares in  foreign affiliates, equity in branch enterprises
and other capital contributions (IMF, 1993b).

4 Loans from parent firms to their foreign affiliates excluding repayments of loans obtained from
these affiliates, less repayments of loans by foreign affiliates to their parent firms and new loans
by these affiliates to their parent firms.

5 United States, Department of Commerce, Survey of Current Business, various issues.
6 But it can be quite important in some industries, e.g., for supplies of Japanese firms; see Fruin,

1992.
7 "Little needs large", The Economist, 11 November 1989.
8 Ibid..
9 Ibid..
10 Mark Nicholson, "Maruti wins backing for share offer", Financial Times, 23 March 1995.
11 Ibid..
12 United States, Department of Commerce, Survey of Current Business, various issues.
13 "Together forever?", Business Central Europe, March 1995, p. 7.
14 Peter Marsh, "VW supplier plans Chinese venture", Financial Times, 12 July 1995.
15 Technology can be defined in many ways.  The key concept, however, relates to knowledge useful

in production.  For a brief discussion, see Chen, 1994.
16 For a full discussion of the role of TNCs in the generation, transfer and dissemination of skills, see

UNCTAD-DTCI, 1994a, chapter V.
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17 For example, the total cost of carrying out R&D in India, with R&D personnel possessing
qualifications equivalent to those of their counterparts in developed countries, is estimated to be
one-tenth of that in developed countries (Granstrand, Håkanson and Sjölander, 1992).

18 For example, India’s improved intellectual property rights regime has motivated Novell (United
States) to establish its first product development centre outside North America in that country (EIU
and UNIDO, 1995).

19 In certain industries, firms have apparently been locating innovation activities in affiliates abroad
for some time: data on patents granted by the United States during 1920 - 1990 to large firms
(mostly TNCs) from different countries suggest that United States electrical companies and
European chemical companies have historically internationalized their technology development
activities significantly (Cantwell, 1995b).

20 "Samsung Group:  Lee Kun-Hee's first five years", Business Korea, 10, 6 (December 1992), p. 37.
21 "Goldstar to set up joint TFT-LCD research firm", Business Korea, September 1994, p. 53.
22 "WIPRO R&D goes global", The Hindu, 4 November 1994.
23 For a discussion of transfer of technology by TNCs, see UNCTAD, 1995d.
24 R. Seltzer, "Ford China R&D fund awards first grants", Chemical and Engineering News, 72 (4

April 1994), p. 7.
25 A. M. Thayer, “Companies find benefits, and barriers, in cooperative R&D with federal labs”,

Chemical and Engineering News, 72, (29 August 1994), pp. 17-19.
26 "France in Asia:  drive to attract Asian investors", Asian Business, July 1994, p. 54.
27 For further discussion, see Ernst, Ganiatsos and Mytelka, forthcoming.
28 Technologies transferred to affiliates have generally been found to be of a more recent and

sophisticated vintage than those sold to outsiders (Mansfield and Romeo (1980); Behrman and
Wallender (1976); and McFetridge (1987)).

29 "Sci-tech:  GENEI - tools of the trade", The Economic Times, 28 September 1991.
30 However, across industries the capacity of TNCs to adjust their technologies to factor conditions

varies.  For example, TNCs in resource-based industries and high-technology industries are less
able to adjust their technological and capital intensity levels than many other manufacturing
industries, for which a wider range of possible technological and capital intensity levels are
economically viable (Dunning, 1994).

31 L. Helm, "Why Kodak is starting to click again", Business Week, 23 February 1987, pp. 80-82.
32 Ibid..
33 C.P. Work, et. al., "How to beat the Japanese", U.S. News and World Report, 24 August 1987, pp.

38-44.
34 B.J. Feder, "Hewlett accepts automation", New York Times, 10 September 1987.
35 "Brazil's car industry:  party time", The Economist, 17 September 1994, p. 72.
36 “High-tech to the rescue: more than ever, industry is pinning its hopes on factory automation”,

Business Week, 16 June 1986, pp. 84-90.
37 "Managing the public sector", The Economist, 20 May 1995, pp. 25-26.
38 "The push for quality", Business Week, 8 June 1987, pp. 64-77.
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1990).  Although many large firms internalize their marketing functions, including their
international marketing, many others must procure theirs externally.  For example, the sogo
sosha provided a number of Japanese manufacturing firms with their first exposure to
international markets, and subsequently assumed an important role in FDI (box IV.5).  Buying
offices (as well as visiting buyers) from large United States and European retail stores are an
important channel for exports to markets in the United States and Europe.  Transnational
trading corporations provide such linkages to markets for primary commodities as well as
manufactured goods.

Subcontracting arrangements are common for consumer goods such as consumer
electronics, footwear, furniture, garments, houseware and toys.  They carry the same advantages
for the subcontractors as those mentioned earlier for component suppliers: production is
generally carried out by locally-owned producers, while the specifications are supplied by brand
name TNCs or large retailers that design the products, provide technical assistance and manage
marketing and distribution.  Subcontracting relationships are also often structured in tiers, with
established primary suppliers retaining the responsibility for price, quality and delivery, while
managing lower tiers of supply.  These networks open up market and export opportunities for
many small and medium-sized firms (boxes IV.6-7).  While subcontractors do not obtain access
to international markets under their own names, they benefit from the increased sales to TNC-
systems.  Linkages with export-oriented TNCs also provide local firms with knowledge about
overseas market conditions including, for instance, foreign preferences regarding design,
packaging and product quality.  Such knowledge could help firms branch off into direct export
as well.

Box IV.7.  The importance of long-term supplier-relations for market access andBox IV.7.  The importance of long-term supplier-relations for market access andBox IV.7.  The importance of long-term supplier-relations for market access andBox IV.7.  The importance of long-term supplier-relations for market access andBox IV.7.  The importance of long-term supplier-relations for market access and
international competitiveness in garments: the example of Benettoninternational competitiveness in garments: the example of Benettoninternational competitiveness in garments: the example of Benettoninternational competitiveness in garments: the example of Benettoninternational competitiveness in garments: the example of Benetton

Benetton, a garment manufacturer and retailer, provides a good example of a TNC with
competitive operations based on a long-term association with subcontractors. The company, which
had annual sales of $1.4 billion in 1994, subcontracts about 95 per cent of its activities in
manufacturing, distribution and sales, while it achieves economies of scale in the activities it retains
internally -- raw material purchases and a limited number of high technology manufacturing
processes such as dyeing and cutting (Rugman and D’Cruz, 1994, p. 108). A network of between
350 and 400 mostly local (Italian) subcontractors, small and very small, work exclusively for
Benetton, enjoying a guaranteed market and full-capacity utilization.  The risk of producing for only
one client is mitigated by the stability and predictability of sales, the prestige of working for the
company, and the opportunity offered by the system for small entrepreneurs to start a business with
strong export opportunities.  About 30 per cent of the company’s value added in manufacturing is
accounted for by subcontractors.  Recently, the company has expanded subcontracting to firms
located abroad, mainly in France, Spain, Tunisia and in Eastern Europe.  In distribution and sales,
Benetton uses 80 independent agents located in various countries to manage over 4,000 investor-
owned stores, providing the company with market knowledge and linking the market-place to the
company.

Source: Information obtained from Benetton.
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Linkages of suppliers with TNCs may take forms other than subcontracting and sales
through transnational trading companies.  One popular form is original equipment manufacturing,
in which producers manufacture finished products that are sold under another company’s brand
name, but not, as in subcontracting, under contract with a commitment by the client to buy, or
with the assistance and support of the client in production.  These arrangements, like
subcontracting, strengthen the competitiveness of manufacturers by providing them access to
markets, but only when the manufacturers already possess the capabilities to meet buyers’
quality, price and delivery conditions.  In developed countries, reliance on original equipment
manufacturers is a common strategy for diversified TNCs that use multiple distribution
channels.  For example, Japanese TNCs in the electronics industry rely heavily on original
equipment manufacturers (Khan and Yoshihara, 1994, p. 52).  In some developing countries,
original equipment manufacturing has provided a useful export niche for small and medium-
sized firms.  Firms in East and South-East Asia in particular have made wide use of it (Gereffi,
1994).

(c) Linkages through licensing and franchising(c) Linkages through licensing and franchising(c) Linkages through licensing and franchising(c) Linkages through licensing and franchising(c) Linkages through licensing and franchising

Non-equity arrangements under which producers outside a TNC system acquire from a
TNC the right to produce and market a product in return for a royalty or fee are a common mode
of internationalization of production by TNCs.  Licensing arrangements are frequently used for
transferring technology to firms outside the system, but they are also widely used for the
marketing or distribution of the licensor’s products or the use of its proprietary assets, including
trademarks or brand names.  Under such an arrangement, the international marketing function
shifts to the licensee.  Licensing and other non-equity modes of participation (including
franchising, which is especially common in services) carry advantages as a means of market
access when FDI is not permitted, involves high risks, or is not sufficiently profitable and cross-
border trade less attractive due to transport cost, perishability of products or other factors.

C. Implications for country performanceC. Implications for country performanceC. Implications for country performanceC. Implications for country performanceC. Implications for country performance

The benefits of market access for firms can translate into benefits for the countries in
which they are located in the form of increased efficiency, economies of scale, induced
investment and learning.  However, the extent and nature of effects may vary according to the
prevailing conditions and, moreover, inward and outward FDI are not symmetric in their
impact.

1.  Implications of inward foreign direct investment1.  Implications of inward foreign direct investment1.  Implications of inward foreign direct investment1.  Implications of inward foreign direct investment1.  Implications of inward foreign direct investment

Inward FDI that secures or expands markets for the products of a TNC through foreign
affiliate sales, directly contributes to an economy if it thereby adds to the volume of real
investment and output in the economy.  This would generally be the outcome if unemployed
complementary resources (especially labour) are available, as is the case in many developing
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Table IV.4. Food and manufactured exports by United States and Japanese foreignTable IV.4. Food and manufactured exports by United States and Japanese foreignTable IV.4. Food and manufactured exports by United States and Japanese foreignTable IV.4. Food and manufactured exports by United States and Japanese foreignTable IV.4. Food and manufactured exports by United States and Japanese foreign
affiliates,  by host area, 1982, 1989, 1992affiliates,  by host area, 1982, 1989, 1992affiliates,  by host area, 1982, 1989, 1992affiliates,  by host area, 1982, 1989, 1992affiliates,  by host area, 1982, 1989, 1992

(Millions of dollars and percentage)

            Food and                   United States                  United States                  United States                  United States                  United Statesaaaaa                       Japan                      Japan                      Japan                      Japan                      Japanbbbbb

 manufactured     Exports of    Export     Exports of    Export
AreaAreaAreaAreaArea      exportsc foreign affiliates Shared propensitye foreign affiliates Shared propensitye

         (Million dollars)     (Percentage) (Million dollars)      (Percentage)

Developed countries
1982 976 424 80 663 8.3 36.6 1 630 0.2 16.6
1989 1 831 540 165 218 9.0 37.9 7 493 0.4 13.1
1992 2 351 109 212 580 9.0 40.5 17 693 0.8 19.5

Developing countries
1982 189 155 11 168 5.9 22.0 5 067 2.7 33.5
1989 470 398 27 458 5.8 36.3 10 913 2.3 32.9
1992 662 723 37 989 5.7 37.8 14 593 2.2 30.7

Latin America and
the Caribbean

1982 47 403 4 692 9.9 11.9 556 1.2 28.0
1989 75 415 10 613 14.1 22.0 810 1.1 30.1
1992 85 395 13 995 16.4 22.7 675 0.8 22.0

Africa
1982 11 271 169 e 1.5 18.2 38 0.3 8.2
1989 17 445 561 3.2 46.6 62 0.4 27.9
1992 20 597 .. .. .. 31 0.2 14.7

South, East and
South-East Asia
and the Pacific

1982 118 486 5 954 f 5.0 59.9 3 700 3.1 31.3
1989 345 546 16 095 4.7 64.4 9 692 2.8 32.6
1992 516 116 22 700 4.4 62.4 13 583 2.6 31.0

World
1982 1 253 563 91 832 7.3 33.9 6 698 0.5 26.8
1989 2 404 370 192 676 8.0 37.8 18 406 0.8 20.4
1992 3 065 225 250 579 8.2 40.2 32 294 1.1 23.3

Source:  UNCTAD, Division on Transnational Corporations and Investment, based on Japan, Ministry
of International Trade and Industry (MITI), (1986), (1991) and (1994a);  UNCTAD, Handbook of International
Trade and Development Statistics, various issues; United States, Department of Commerce (1985b), (1992b),
and (1995).

a Data are for majority-owned foreign affiliates.
b Data for Japan under 1982 are for 1983.
c Food and manufacturing exports include food (SITC 0+1+22+4); chemical products (SITC 5);

primary and fabricated metals (SITC 6); machinery and equipment (SITC 7) and other manufacturing (STIC
8).

d Share in total food and manufactured exports of the area.
e Calculated as the share of international sales of foreign affiliates (to other countries and to the

home country) in their total sales.
f Including only the countries in the region for which data are available.
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countries (see chapter III).  In developing host countries especially, one of the most important
contributions that FDI and other modes of international production can make lies in increasing
exports.  This is because access to international markets is often more difficult for firms in
developing countries -- due to lack of information and lack of trading networks.

Data on exports by foreign affiliates bear this out.  Foreign affiliates of United States and
Japanese TNCs taken together accounted (in 1992) for 8 per cent of total manufactured exports
from developing countries taken as a group, and almost 10 per cent of total manufactured
exports from developed countries (table IV.4).  Estimates of the share of Japanese and United
States foreign affiliates in total merchandise exports from developing countries place the
contributions much higher: 19 per cent in both 1986 and 1989 (Ramstetter, 1992).  There is
considerable evidence to suggest that foreign affiliates have high export propensities and tend
to be more export-oriented than domestic firms (table IV.5).  Moreover, the export propensity
of foreign affiliates has generally been rising over time.  In addition, the composition of foreign

Table IV.5.   Export  propensity of United States majority-owned affiliates in selected hostTable IV.5.   Export  propensity of United States majority-owned affiliates in selected hostTable IV.5.   Export  propensity of United States majority-owned affiliates in selected hostTable IV.5.   Export  propensity of United States majority-owned affiliates in selected hostTable IV.5.   Export  propensity of United States majority-owned affiliates in selected host
countries,countries,countries,countries,countries,aaaaa and of host countries, 1977, 1982, 1989 and 1992 and of host countries, 1977, 1982, 1989 and 1992 and of host countries, 1977, 1982, 1989 and 1992 and of host countries, 1977, 1982, 1989 and 1992 and of host countries, 1977, 1982, 1989 and 1992

(Percentage)

      United States affiliates      United States affiliates      United States affiliates      United States affiliates      United States affiliatesb  Share of total exports in GDP Share of total exports in GDP Share of total exports in GDP Share of total exports in GDP Share of total exports in GDP

Host countryHost countryHost countryHost countryHost country 1977 1982 1989 1992 1977 1982 1989 1992

Brazil 7.1 8.9 13.4 15.1 7.2 7.1 7.7 9.5
Chile .. .. 21.4 30.0 19.0 22.1 31.8 24.2
France 23.8 27.2 26.4 28.0 16.1 16.9 17.8 17.0
Japan 7.2 8.7 14.9 11.0 11.4 13.0 9.4 9.0
Malaysia 44.3 47.4 49.5 55.9 46.3 46.3 65.7 68.3
Mexico 10.0 10.3 31.9 27.3 6.2 12.4 11.4 8.4
Singaporec .. 82.0 73.7 55.8 118.2 130.2 153.6 127.8
United Kingdom 31.1 31.0 25.1 30.4 22.6 20.2 18.1 18.0
Memorandum item:Memorandum item:Memorandum item:Memorandum item:Memorandum item:
Export propensity of foreign 12.8 12.6 11.6 8.2

affiliates in the United Statesd

Export propensity of the 6.4 7.0 7.0 7.4
United States economye

Sources:  UNCTAD, Division on Transnational Corporations and Investment, based on United States,
Department of Commerce, (1985b), (1992b) and (1995); UNCTAD, (1987) and (1995); and International
Monetary Fund (1990) and (1994e).

a Non-bank majority-owned affiliates of non-bank United States parents.
b Share of exports of majority-owned foreign affiliates in their total sales.  Exports of majority-

owned foreign affiliates are the sum of their sales to the United States and to other countries.
c Value in billion dollars of total exports and GDP are  respectively 7.7;19.4;43.5 and 62.1; GDP:

6.5;14.9;28.4;48.6.
d Value of total exports of foreign affiliates in the United States divided by the value of total sales

of foreign affiliates in the United States.
e Value of total exports of the United States divided by United States GDP.
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Box IV.8.  TNCs, market access and competitiveness:  the experience of ChinaBox IV.8.  TNCs, market access and competitiveness:  the experience of ChinaBox IV.8.  TNCs, market access and competitiveness:  the experience of ChinaBox IV.8.  TNCs, market access and competitiveness:  the experience of ChinaBox IV.8.  TNCs, market access and competitiveness:  the experience of China

During the 1960s and the 1970s, several small countries skilfully positioned themselves as
export platforms for TNCs.  Malta, Mauritius and Singapore are cases in point.  In the mid-1990s,
China has proved that the strategy of harnessing FDI for a more outward looking development
pattern is not restricted to small developing countries.  From the perspective of TNCs, market access
has been the leitmotiv for FDI in China (see chapter II).  At the same time, China has attracted
significant amounts of FDI into labour-intensive manufacturing for export.

Foreign affiliates have become major vehicles for China’s trade, and close to some 100,000
foreign affiliates and other TNC-related enterprises participated directly in it in 1994.  Total trade
by these firms reached $87.8 billion in 1994 (box table 1) --  an order of magnitude of the total trade
of Brazil, Indonesia or the Russian Federation.  The ratio of foreign trade by TNC-related
enterprises to GDP is high, with an average of 16 per cent for the country as a whole in 1993,
although there are significant variations among the provinces.

Box table 1. Value of international transactions of foreign affiliates andBox table 1. Value of international transactions of foreign affiliates andBox table 1. Value of international transactions of foreign affiliates andBox table 1. Value of international transactions of foreign affiliates andBox table 1. Value of international transactions of foreign affiliates and
non-equity joint ventures in China, 1994non-equity joint ventures in China, 1994non-equity joint ventures in China, 1994non-equity joint ventures in China, 1994non-equity joint ventures in China, 1994

(Billions of dollars)

  Exports   Imports   Exports
  (except   (except      after Imports for  Total  Total

Type of firm processing) processing)  processing processing exports imports

Fully foreign-
owned 0.6 4.7 10.7 9.2 11.3 13.9
Equity joint
venture 3.2 15.8 14.9 14.1 18.1 29.9
Non-equity
joint venture 0.4 4.4 5.0 4.8 5.4 9.2
Total, above 4.2 24.9 30.6 28.1 34.8 53.0
Total, all firms 64.0 68.0 57.0 47.6 121.0 115.0

Source:  International Trade Centre UNCTAD/GATT, calculated on the basis of enterprise-level trade
data provided by the Statistics Department, China Customs General Administration.

Note: Exports and imports under the processing customs regime.

On the export side, TNCs have played a lead role in the expansion of export-oriented
processing activities, in particular in the special economic zones.  Processing trade -- trade under
the special customs regime for imports for and exports after processing --  has been the most
dynamic component of China’s foreign trade: exports (after processing) reached 47 per cent of total
exports in 1994.  Foreign affiliates and other TNC-related firms handled more than a half of these
transactions, and their share appears to be growing.  The massive investment by TNCs in export-
oriented production to China is particularly visible from the high share of foreign affiliates and other
TNC-related enterprises in China’s exports to Japan (box table 2).

/...
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(Box IV.8. cont’d)(Box IV.8. cont’d)(Box IV.8. cont’d)(Box IV.8. cont’d)(Box IV.8. cont’d)

Box table 2. Share of foreign affiliates and other TNC-related Box table 2. Share of foreign affiliates and other TNC-related Box table 2. Share of foreign affiliates and other TNC-related Box table 2. Share of foreign affiliates and other TNC-related Box table 2. Share of foreign affiliates and other TNC-related enterprises in China’senterprises in China’senterprises in China’senterprises in China’senterprises in China’s
processing exports, processing exports, processing exports, processing exports, processing exports,       by destination, 1994 by destination, 1994 by destination, 1994 by destination, 1994 by destination, 1994

(Percentage)

 Total
Type of firm Hong Kong Japan United States Western Europe exports

Fully foreign-owned 13 21 24 17 19
Equity joint venture 28 35 23 23 26
Non-equity joint venture 12 6 9 7 9
Total, above 53 62 56 47 54
Total, all firms 100 100 100 100 100

Source:  International Trade Centre, UNCTAD/GATT, calculated on the basis of enterprise-level
trade data provided by the Statistics Department, China Customs General Administration.

Note:  Exports under the processing customs regime.

The leading export items under processing trade are consumer electronics, textiles and
garments and footwear. Typically, processing exports comprise goods in which the activities in
China relate to labour-intensive production, whereas product development and international
marketing is done elsewhere by TNCs.  Accordingly, the large value of processing trade must be
seen in conjunction with the net value of exports.  Net exports (exports minus imports) were 16 per
cent of the export contract value under processing trade; for TNCs, the corresponding value was
lower -- only 9 per cent.  Interestingly, this rate was twice as high for fully foreign-owned firms (12
per cent) as for equity joint-ventures (6 per cent).

The contribution of foreign affiliates to other (non-processing) exports, is relatively small and
has been declining, from 8 per cent in 1993 to 6 per cent in 1994 and 4 per cent in March 1995.
Exports to Japan are the exception, with as much as 15 per cent of China’s exports to that country
being handled by foreign affiliates, as compared to 7 per cent for exports to North America and 5
per cent for those to Western Europe. Transnational corporations have made a below-average
contribution to the diversification of exports into non-traditional markets in Latin America and
Africa.  However, in terms of products, textiles account for about one-third of the otherwise fairly
diversified exports.

Foreign affiliates have also become a major vehicle for imports into China.  In 1994, over a
third of China’s total imports for the domestic market (imports excluding processing trade) were
channelled through foreign affiliates and non-equity joint ventures (table 3). The bulk of these
imports consisted of investment goods: initial investments of foreign affiliates accounted for 83 per
cent of all TNC imports for the domestic market in 1994.  Imports of machinery represented more
than two-thirds of all TNC imports for the domestic market.  In fact, TNCs were responsible for
55 per cent of China’s machinery imports in 1994.  This brings out clearly the contribution of TNCs
to the modernization of China’s production facilities as well as their participation in the investment
boom and growth of domestic market to which as much as two-fifths of China’s GDP has been
dedicated.

 /...
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affiliate exports appears to be shifting towards manufacturing, and to include a higher
proportion of technology-intensive manufactures than those of host country exports taken as
a whole (UN-TCMD, 1992b).

Contributions to international competitiveness and export performance have been
particularly high in developing economies that are open to both trade and FDI, as the experience
of several East and South-East Asian countries attests.  For example, in the late 1980s and early
1990s, shares of foreign affiliates in exports were as high as 57 per cent in Malaysia (all
industries), 91 per cent in Singapore (non-oil manufacturing), 24 per cent in Hong Kong
(manufacturing) and 17 per cent in Taiwan Province of China (manufacturing) (Ramstetter,
1994).  This not only applies to relatively small economies with limited domestic markets, but
also to larger economies, as the recent experience of China shows (box IV.8).  In several
economies, FDI has been instrumental in starting new export-oriented industries, including
particularly the electrical and electronics industry or parts of it, with privileged access to export
markets within TNC systems and advantageous access to markets due to linkages with TNCs.
The participation of TNCs has also contributed towards expanding exports by existing
industries, such as textiles and apparel, in several countries of the region (see chapter V).

In addition to exports, local purchases and subcontracting of parts and components by
foreign manufacturing affiliates have an impact on host economies by helping local entrepreneurs
establish links with international markets.  The extent of contribution of the latter has varied
among Asian economies, depending on the extent to which FDI is (or was) permitted, as well

(Box IV.8, cont'd)(Box IV.8, cont'd)(Box IV.8, cont'd)(Box IV.8, cont'd)(Box IV.8, cont'd)

Box table 3.  Share of foreign affiliates and non-equity joint-ventures in China’sBox table 3.  Share of foreign affiliates and non-equity joint-ventures in China’sBox table 3.  Share of foreign affiliates and non-equity joint-ventures in China’sBox table 3.  Share of foreign affiliates and non-equity joint-ventures in China’sBox table 3.  Share of foreign affiliates and non-equity joint-ventures in China’s
imports for the domestic market, imports for the domestic market, imports for the domestic market, imports for the domestic market, imports for the domestic market,      by region of origin, 1994by region of origin, 1994by region of origin, 1994by region of origin, 1994by region of origin, 1994

(Percentage)

 Total
Type of firm Hong Kong Japan United States Western Europe imports

Fully foreign-owned 13 11 4 3 7
Equity joint venture 36 30 15 29 24
Non-equity joint venture 12 8 3 8 7
Total, above 61 49 22 40 38
Total, all firms 100 100 100 100 100

Source:  International Trade Centre UNCTAD/GATT, calculated on the basis of enterprise-level
trade data provided by the Statistics Department, China Customs General Administration.

Note:  All imports other than imports under the processing customs regime.

Source:  International Trade Centre UNCTAD/GATT, Geneva, based on the Centre’s Database on
China’s exporters and importers.  (The Database disseminates export and import data for China from
customs sources at the enterprise level -- including company names and addresses of some 150,000 firms
-- by product, province, partner country, customs regime and other criteria.)
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as the capabilities of indigenous entrepreneurs.  For example, in Taiwan Province of China
where FDI, while allowed, faced some restrictions, purchases from local subcontractors by
foreign affiliates were an important factor in the building up of an export-oriented electrical and
electronics industry in the 1960s and 1970s (Dahlman and Sananikone, 1990).  On the other
hand, in Malaysia, where there have been fewer restrictions on FDI in the industry, export-
oriented production by foreign affiliates has played a much greater role in building up the
industry (Salleh and Meyanathan, 1993).  In general, such countries in the ASEAN subregion
as Malaysia, Singapore and Thailand have relied more on FDI for securing access to
international markets as well as access to resources, while such East Asian countries as the
Republic of Korea and Taiwan Province of China have relied more on non-equity arrangements;
but in both cases, a key factor for building up long-run competitiveness has involved the
acquisition of technological and managerial capabilities as well as access to international
marketing networks and capabilities from TNC systems.  With this in view, Asian countries are
focusing on strengthening supplier industries as well as encouraging TNCs to increase and
deepen their linkages with domestic firms in these industries (see Ernst, 1994d).

Transnational corporations in retailing, and other trading firms have also played an
important role in the building up of export capabilities of several Asian economies.  In addition
to linking local producers to foreign customers, they have deepened the ties of those economies
to the international market-place.  As discussed earlier, their role has been particularly
important in the earlier stages of development of export capabilities; e.g., in the early 1960s,
about 60 per cent of textile exports by firms from Taiwan Province of China were marketed by
Japanese trading companies (sogo shosha) (Dahlman and Sananikone, 1990, p. 44).

Despite the perceptible contributions of TNCs to the export performance of several Asian
countries, the share of TNCs in exports from that region is declining somewhat (table IV.4).
The decline is explained by the relatively faster growth of exports by domestic firms operating
under national policies that emphasize greater outward orientation and economic growth
through export expansion (UN-TCMD, 1992b, p. 202).  While indigenous firms’ growth and
export efforts explain a good deal of this expansion, non-equity links with TNCs, discussed
earlier, are also responsible for some of the export growth.10

In other developing regions, the contribution of TNC activities towards enhancing host
countries’ competitiveness by linking them to export markets has been less significant:

• In Africa, only a few countries have been able to expand their exports and build export
capabilities on the basis of access to TNCs’ trade and marketing networks.  Mauritius
is one of the few, benefiting mainly from FDI and non-equity links to Hong Kong firms
seeking to develop manufactured (mainly textiles and apparel) exports to Europe and
other markets (UNCTAD, 1995b).  Foreign direct investment has also contributed to
Botswana’s successful implementation of a resource-led growth strategy: FDI from
South Africa, mainly by the De Beers Corporation, is involved in the mining, sorting and
exporting of diamonds, which accounted for well over three-quarters of total exports of
Botswana during the 1980s (UNCTAD, 1995b).  Elsewhere in Africa, TNCs continue



WWWWWorororororld Inld Inld Inld Inld Invvvvvestment Reestment Reestment Reestment Reestment Reporporporporport 1995t 1995t 1995t 1995t 1995 TTTTTrrrrransnaansnaansnaansnaansnational Cortional Cortional Cortional Cortional Corporporporporporaaaaations and Competititions and Competititions and Competititions and Competititions and Competitivvvvvenessenessenessenesseness

216216216216216

to play a significant role in activities related to primary commodity exports, but the
implications of those exports for the growth and competitiveness of the countries have
not so far been significant.

• In Latin America, judging from data for United States and Japanese TNCs, the average
export propensity of foreign affiliates was lower than that of foreign affiliates in Asia and
the Pacific (see table IV.4).  None the less, foreign affiliates had a higher (and rising)
share in exports from the region than in Asia and the Pacific -- though, in this case, this
indicates lower volumes and slower growth of exports by domestic firms rather than
impressive exports by foreign affiliates.  Transnational corporations have played an
important role in strengthening linkages to world markets for certain countries and
industries.  In Brazil and Mexico, which together accounted for over 80 per cent of total
sales by foreign affiliates in the manufacturing sector of the region (Mortimore, 1995c),
exports by foreign affiliates accounted for 44 and 58 per cent, respectively, of total
manufactured exports in 1990 (UNCTAD-DTCI, 1994c).  Foreign affiliates played a
particularly important role in exports by the transportation-equipment industry of
Mexico and the non-electrical machinery industry of Brazil (UNCTAD-DTCI, 1994c).
The Mexican automobile industry was transformed during the 1980s from being
domestic market-oriented to becoming export-oriented, thanks to successful restructuring
led by foreign affiliates of United States TNCs (UNCTC, 1992a).  It has become one of
the most internationally competitive industries in Latin America.  Affiliates of United
States TNCs also contributed significantly to the non-electrical machinery industry in
Brazil by almost doubling its export propensity (from 15 per cent to 27 per cent) and
increasing its exports from $0.3 billion to $1.6 billion during 1977-1989 (Mortimore,
1995c).

It is clear that TNCs have played an important role in expanding exports, and that access
to international marketing networks is one of the important contributions that TNCs make
towards the performance of host countries.  However, both the Asian and Latin American
experience suggests that TNCs prefer to control their export-oriented foreign affiliates closely
through high ownership shares, treating access to their marketing networks as a proprietary
asset.  Thus, the export contributions of TNCs may be related to the degree of foreign
ownership allowed.  Where foreign equity shares are restricted by host economies, export-
oriented FDI may be limited, either because TNCs forgo FDI under those conditions or because
they may prefer joint ventures in which international marketing is constrained (Ramstetter,
1992).

Foreign direct investment can also contribute to host countries’ economies through
efficient forms of import substitution.  Until recently, such import substitution often took place
within a protected market.  Increasingly, however, a recognition of the high costs of protection
has led to a shift of developing countries towards more open markets and FDI regimes that are
conducive towards greater efficiency of affiliate production, whether for the domestic market
or for export.  In addition, in several other industries or products, inward FDI can create new
markets -- by introducing new or better products that attract customers not only for foreign
affiliates but also for domestic firms; such FDI often takes the form of joint ventures with
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indigenous firms.  This is particularly the case with markets for consumer products in countries
with rapidly rising per capita incomes and purchasing power with increased scope for
discretionary spending by households (box IV.9).

Finally, in developed economies, most FDI in recent years has taken place through
acquisition, generally replacing other investments rather than establishing new enterprises (see
chapter III).  Contributions towards generating additional sales and raising production may
therefore have been limited.  In developed countries taken together over the period 1980-90,
the level of economic activity in foreign affiliates as measured by employment in manufacturing
rose (from one million to two million persons), while declining in domestic firms.  The only
exception was the automobile industry (OECD, 1994c), in which there was considerable
restructuring within TNCs during that period.  Although net additions to investment and output
due to FDI were limited, foreign affiliates may have contributed positively to maintaining

Box IV.9.  Foreign firms and the growth of domestic markets in developing countries:Box IV.9.  Foreign firms and the growth of domestic markets in developing countries:Box IV.9.  Foreign firms and the growth of domestic markets in developing countries:Box IV.9.  Foreign firms and the growth of domestic markets in developing countries:Box IV.9.  Foreign firms and the growth of domestic markets in developing countries:
an example from the apparel industry in Indiaan example from the apparel industry in Indiaan example from the apparel industry in Indiaan example from the apparel industry in Indiaan example from the apparel industry in India

The emergence of a vibrant and vital middle class with discretionary income to spend on
improving its quality of life is a characteristic of recent economic growth in many developing
countries and economies in transition. Asia, in particular, is adding to its middle class at a rapid rate:
it is estimated that, if the 5 per cent to 8 per cent economic growth in the region continues, the middle-
class in Asia could top 700 million people by the year 2010, having $9 trillion spending power --
50 per cent more than the size of the United States economy today. Transnational corporations are
targeting this new influx of consumers into the global market, and many of them that produce
consumer goods envision a future when profits from emerging markets will outstrip those in the
industrialized world.  In addition to per capita income growth in these markets, the convergence of
tastes and demand in a globalizing world has contributed to such an expectation.

The recent entry of brand name producers of jeans into the Indian market provides an example
of how TNCs are not only capturing shares in new markets, but also of how, in the process, they
may add indirectly to the markets for the products of domestic producers.  Following the
liberalization of FDI regulations in India, Levi Strauss & Co. established a wholly owned affiliate
that will contract its production to a local producer already serving the Indian market under its own
brand name.  Another major TNC, Lee, has entered into a joint venture with an Indian producer of
jeans to produce 500,000 pairs a year initially for local sale as well as export.  Other Western jeans
producers have established sales outlets in India.  While the advent of foreign participation,
especially by internationally known brandname producers, is expected to increase the competition
faced by indigenous producers, the size of the market (an estimated 22 million pairs in 1995) and
its rapid growth (at 25 per cent per year), is expected to leave plenty of room for everybody.
Moreover, the expectation is that price differences between the internationally known brand names
and local brand names will allow each brand to develop its own niche, and that the promotional
drives by the foreign entrants will generally create a larger market for the product.  For the
consumer, increased competition will increase options, and ensure better quality.

Source: “Getting and spending”, Business Week, 19 December 1994, pp. 56-61; “The swinging blue
jeans”, Sunday (Calcutta), 18-24 June 1995, pp. 78-82.
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output (and employment) levels and growth in developed countries during the 1980s, due to
the overall resilience and export marketing ability of TNCs.  As in the case of developing
countries, foreign affiliates in developed countries are more export-oriented than indigenous
firms (table IV.5) (OECD, 1994c).  As noted earlier, United States and Japanese foreign
affiliates taken together, for example, accounted for about 10 per cent of manufactured exports
from developed countries (table IV.4); and the overall share of foreign affiliates in major host
countries is much higher, reflecting their greater access to markets within TNC systems.

It should be noted that, while foreign affiliates can contribute to an expansion of export
and domestic markets for developing countries in the ways discussed above, they also have a
relatively high propensity to import.  Available evidence, though scanty, suggests that the
propensity of foreign affiliates to import exceeds that of indigenously-owned firms (Dunning,
1993, p. 386).  As noted earlier, TNCs often favour foreign sources of supply over domestic
ones in host countries, particularly in the earlier stages of their production activities.  In
developing countries, initial investments may account for the bulk of foreign affiliate imports
(box IV.8).  The high overall propensity of foreign affiliates to import is also illustrated by intra-
firm imports of foreign affiliates located in Japan and the United States, which are significantly
higher in value than intra-firm exports (table IV.1).  At the same time, however, as noted earlier,
local suppliers account for the majority of purchased inputs by United States foreign affiliates,
although in the case of foreign affiliates of Japanese TNCs, reliance on imports from the home
country remains high.

Given the high import propensity of foreign affiliates, as far as macroeconomic effects
through the trade balance are concerned, the impact of inward FDI on market-expansion for
exports may well be offset, or more than offset, by increased imports.  From the viewpoint of
long-term economic performance and welfare, however, to the extent that foreign affiliates’
imports relieve domestic supply constraints, particularly of intermediate and capital goods, the
competitiveness-enhancing activities of TNCs can impact host country performance favourably
(UN-TCMD, 1992b, pp. 200-212).  In many host countries, efforts are made to capture the
positive effects on exports as well as of import expansion by promoting export-oriented
activities by TNCs while, at the same time, encouraging domestic sourcing by foreign affiliates
to complement imports as far as feasible, particularly over time.

Another issue that must be considered is whether certain business practices of TNCs
affect the extent to which host countries can benefit from the expansion of access to markets.
It has already been noted that a competitive environment is essential if these benefits are to be
fully reaped.  Evidence with respect to the effects of TNCs on the extent and form of rivalry
between firms in host countries is mixed (Dunning, 1993, p. 433).  These depend to a
considerable extent on the impact of FDI on industrial concentration.  In the long run,
moreover, they will depend not only on the conduct and performance of TNCs and their
affiliates, but also on that of their competitors in host countries.  The effects are likely to vary
between countries and sectors.  In the case of countries with small domestic markets and which
do not attract export-oriented investment, inward FDI is more likely to drive out competitors
than in countries with large internal markets with strong technological capability (Burstall et
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al., 1981), or with a government that plays an active role in supporting domestic entrepreneurial
activity.  The consequences will also depend upon the extent to which firms in an industry need
to exploit economies of scale or scope, so that they may minimize their production and/or
transaction costs.  Competition may also be affected by the strategy of TNCs, which could be
reflected in the activities of their foreign affiliates, as, for example, if a foreign affiliate is
restricted as regards its value-added or export activities or in the case of exclusive dealing
arrangements between TNCs or their affiliates and their suppliers or customers that make it
more difficult for new firms to source their inputs or to enter new markets (Dunning, 1993, p.
435).  Moreover, the nature of TNC systems allows certain business practices (e.g., abuses of
transfer pricing) that may impose costs on host countries.

To conclude, in developing as well as developed countries, TNCs play an important role
in establishing and expanding links to world markets through their export (and import)
activities and their relationships with indigenous firms.  The effects are likely to contribute
positively to output and income growth, provided that the expansion of market opportunities
takes place in an environment that is competitive and conducive to the development of
entrepreneurial activity within host countries.

2.  Outward foreign direct investment2.  Outward foreign direct investment2.  Outward foreign direct investment2.  Outward foreign direct investment2.  Outward foreign direct investment

The relationship between outward FDI that strengthens market access for TNCs, and the
performance of the economy from which such investment emanates is less straightforward than
the corresponding relationship between inward FDI and that of a host economy.  (Box IV.10
provides an illustration from the experience of Sweden as a home country.)  The main reason
is that outward FDI -- regardless of whether it is made to access resources or markets -- may,
at least under certain conditions, have adverse implications for investment and for output and
employment in the home country, particularly in the short or medium term.  If, however, an
economy is operating at or near full utilization of its resources, outward FDI that increases
market access and expands the sales of a TNC system -- whether through domestic sales or
exports in its various locations -- can contribute positively to the economic performance of the
home economy by allowing its firms to mobilize resources over and above those available at
home and expanding sales beyond those that would be permitted by production for the domestic
market alone, or for the domestic market plus markets served through trade.  If an economy
has unemployed resources, especially labour, much depends upon whether FDI by TNCs is at
the expense of domestic investment.  This depends, among other factors, upon whether TNCs
face a financial constraint forcing them to choose between domestic and foreign investment, or
have access to outside funds (see chapter III).  It also depends upon TNCs’ strategies, including
those related to market access and expansion.  Moreover, in both cases the possible negative
effects of certain business practices mentioned earlier need to be taken into account.

Taken as a whole, it is possible to envisage a range of potential effects on home country
performance, assuming that there are no financial constraints leading to a trade-off between
FDI and investment in a home country:
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• Foreign direct investment that allows TNCs to establish a local presence where this is
necessary for market access (as with non-traded services), will have no direct effects on
the level of production at home.  There may be indirect stimuli to exports induced by
foreign affiliate activities.  At the same time, there will be net investment income,
royalties, fees and service charges associated with FDI.

• The effects of FDI that allows firms to have better access to foreign markets by
establishing local production facilities abroad for goods that are (or could be) exported
from a home country to the same markets are more ambiguous.  Exports often precede
FDI as a strategy for entering markets and may be substituted by local production in a
host country once a foreign affiliate is established.  If they are, outward FDI may impact
negatively on home country production, unless the effects due to the substitution of
exports by affiliate production are offset by positive effects due to increased exports of
intermediate products to foreign affiliates and dynamic effects stemming from improved
performance.  On the other hand, in the case of differentiated consumer goods or
intermediate goods, exports may continue to supplement local production abroad, and
there may be no change in home country production levels.  In both cases, there are flows
of investment income, royalties, etc., from foreign affiliates, affecting the final outcome.

Box IV.10.  FDI, market access and competitiveness:Box IV.10.  FDI, market access and competitiveness:Box IV.10.  FDI, market access and competitiveness:Box IV.10.  FDI, market access and competitiveness:Box IV.10.  FDI, market access and competitiveness:
Swedish TNCs and the Swedish economySwedish TNCs and the Swedish economySwedish TNCs and the Swedish economySwedish TNCs and the Swedish economySwedish TNCs and the Swedish economy

Sweden has one of the highest outflows of FDI relative to its size, being next only to the United
Kingdom, Switzerland and the Netherlands in this respect. Swedish FDI, undertaken mainly by very
large TNCs, has been primarily market-oriented.  In addition to serving to penetrate host country
markets, FDI has been undertaken by Swedish TNCs in order to achieve a more efficient pattern
of production worldwide.  This is partly illustrated by the increasing tendency to export from foreign
affiliates:  the share of output exported by Swedish manufacturing affiliates rose from 17 per cent
in 1970 to 30 per cent in 1990 (Andersson et al., 1995).

Foreign direct investment increased access of Swedish TNCs to foreign markets and has
generated for them the economies of scale and financial strength needed for the development of firm-
specific assets, especially by laying the basis for increased research and development at home, while
enabling them to restructure their activities in an efficient manner.  Considering these contributions,
there is little doubt that outward FDI has strongly contributed to the competitiveness of Swedish
TNCs.  As regards the impact on the Swedish economy, too, the overwhelming evidence points
towards a mostly beneficial impact until the 1980s, as Swedish TNCs expanded at home as well as
abroad and engaged suppliers, employees, customers, etc. in expanding industrial ventures subject
to international competition and exposure.  However, in the late 1980s, the situation changed as
Swedish parent firms displayed a weak performance at home, with an absolute reduction of
employment, a relative decline in output and exports, a fall in productivity and a stagnation in
research and development.  In fact, substitution effects have been verified between investment by
Swedish TNCs abroad and at home, as well as between increases in production and exports in
foreign affiliates and exports from parent companies.  Meanwhile, the yearly repatriation of profits
was below 3 per cent of the stock of total FDI during the late 1980s.

/...



221221221221221

Expanding  market  accessExpanding  market  accessExpanding  market  accessExpanding  market  accessExpanding  market  access  Chapter IV Chapter IV Chapter IV Chapter IV Chapter IV

• Foreign direct investment that is undertaken for cost rather than solely market-access
reasons will likely alter the nature of the production activity taking place in TNC
operations in the home country.  It may, for example, lead to an upgrading of the
production activities undertaken at home, especially if labour-intensive activities are
moved to foreign affiliates.

In terms of quantifying the effects, empirical studies have come to varying conclusions
(see, e.g., Blomström, 1991; Dunning 1993; Hufbauer et al., 1994).  The balance of evidence
(based not only on FDI that is market-seeking but on FDI of all kinds) suggests that the overall
effects of outward FDI on home country economic activity, as judged by employment levels are
marginally positive; nevertheless, in certain industries, they have been quite negative (Dunning,
1993, p. 365), imposing significant costs of adjustment on particular groups.  The majority of
studies show that outward FDI has a positive effect on home country exports, although,
according to some studies, outward FDI has tended to promote imports more than exports
(Hufbauer et al., 1994, p. 50).

For the few countries for which data are available, evidence suggests that the increased
competitiveness of firms due to expanded market access through outward FDI has influenced
home country economic performance in a number of ways:

• Income earned abroad.  In the United States, direct investment income from abroad
increased steadily at an annual average of 5 per cent during the past decade, to reach $28
billion in 1993.  In the same year, for Sweden, $1.8 billion was contributed by the
activities of TNC abroad, while for Japan this value amounted to $8.3 billion.  The
growth of income from abroad during this period for both Japan and Sweden was

(Box IV.10, cont'd)(Box IV.10, cont'd)(Box IV.10, cont'd)(Box IV.10, cont'd)(Box IV.10, cont'd)

This development exacerbated the economic problems Sweden encountered in the early
1980s, which included a major downturn in gross national product and economic performance in
general.  These hardships depended on shortcomings in domestic economic policy, coupled with
Sweden’s former position as an outsider with respect to the European Single Market.  In this
situation, the ability of Swedish TNCs to invest abroad, rather than being locked within the
weakening domestic economy, is likely to have been even more important for their ability to defend
or upgrade positions against competitors.

As the Government of Sweden revises its economic policy and seeks to restore growth in the
1990s, the competitiveness of Swedish TNCs -- which still retain crucial governance, strategic and
research functions at home -- constitutes a major asset from the perspective of the national economy.
Indeed, Swedish TNCs have substantially upgraded their domestic operations in the past few years.
Furthermore, since 1995, the amount of repatriated profit has exceeded that of profits reinvested
abroad.  At the same time, gross domestic investment has grown rapidly, particularly in manufacturing.
Most indications point towards a restored favourable relationship between the competitiveness of
Swedish TNCs and the Swedish national economy for the years to come.

Source:  Andersson et al., 1995.
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high -- 13 per cent and 17 per cent, respectively -- reflecting the dramatic expansion of
the international investment of these countries in the past decade.  For United States and
Sweden, the ratio of repatriated income to reinvested earnings was also high.  The
average share of repatriated income to total earnings on FDI was over 60 per cent for
the United States, and 44 per cent for Sweden during the period 1982 and 1992
(International Monetary Fund, 1994d).

• Export performance.  A significant positive relationship has been observed between
parent firm exports and the ratio of foreign affiliate production to total TNC system
production (Pearce, 1993).  The high export propensities of TNC parent firms have led

Table IV.6.  International trade by TNC parent companies: Japan,Table IV.6.  International trade by TNC parent companies: Japan,Table IV.6.  International trade by TNC parent companies: Japan,Table IV.6.  International trade by TNC parent companies: Japan,Table IV.6.  International trade by TNC parent companies: Japan,
Sweden and the United StatesSweden and the United StatesSweden and the United StatesSweden and the United StatesSweden and the United States

     (Billions of dollars and percentage)

JapanJapanJapanJapanJapana      Sweden     Sweden     Sweden     Sweden     Sweden      United States     United States     United States     United States     United Statesb

Item 1983  1989 1992 1986 1990 1982 1989 1992

Total exports by parent companies
Value 110.9 156.1 267.1 20.8 29.1 153.8 223.3 249.9
Share of home-country exports 75.6 56.7 78.4 59.6 54.4 71.1 61.4 55.8

Arm’s length exports by parent companiesc

Value 79.5 93.2 181.5 10.7 15.4 106.7 133.8 143.9
Share of home-country exports 54.7 34.6 55.0 29.0 27.1 50.5 37.0 32.1

Total imports by parent companies
Value 24.1 64.9 53.9 .. .. 108.7 178.2 205.3
Share of home-country imports 19.1 30.8 23.1 .. .. 42.6 36.1 37.1

Arm’s length imports by parent companiesc .. ..
Value 19.1 45.5 38.4 .. .. 69.4 103.7 111.3
Share of home-country imports 15.2 21.6 16.6 .. .. 27.2 21.0 20.1

Memorandum itemMemorandum itemMemorandum itemMemorandum itemMemorandum item:
 TNC export propensityd  (%) 23.1 15.8 18.2 53.0 53.4 6.9 7.1 7.5
 Country export propensitye  (%) 12.3 9.4 9.0 28.2 25.0 7.0 7.0 7.4

Source: UNCTAD, Division on Transnational Corporations and Investment, based on Japan, Ministry
of International Trade and Industry (1985a), (1992a) and (1995a); Sweden, Industrial Institute for Economic
and Social Research (unpublished data); International Monetary Fund (1990) and (1995); and United States,
Department of Commerce, (1985b), (1992b) and (1994e).

a Data cover primary and manufacturing sectors and “other” services, including business services,
hotels, motion pictures, utilities and other miscellaneous services.

b United States parent company exports/imports are the sum of exports/imports shipped by/to
United States parent companies to/by all affiliates, as reported on parent company forms, and arm’s length
exports/imports,  here comprising  exports/imports shipped by/to United States parent companies to
unaffiliated foreigners, including foreign parent groups of United States parent companies.

c Arm’s length exports/imports shipped by/to parent companies are the difference between total
exports/imports shipped by/to parent companies and exports/imports shipped by/to parent companies to/by
their foreign affiliates, both flows as reported by parent companies.

d Exports by parent companies divided by sales by parent firms.
e Exports by country divided by GDP.
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Figure IV.4.  Share of TNCsFigure IV.4.  Share of TNCsFigure IV.4.  Share of TNCsFigure IV.4.  Share of TNCsFigure IV.4.  Share of TNCsa and their foreign affiliates in worldand their foreign affiliates in worldand their foreign affiliates in worldand their foreign affiliates in worldand their foreign affiliates in world
manufacturing exports, various yearsmanufacturing exports, various yearsmanufacturing exports, various yearsmanufacturing exports, various yearsmanufacturing exports, various years

Source:  Lipsey (1995).

a Including parent companies in the country and their foreign affiliates.
b Share of TNC system exports not available.
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to high shares in exports from home countries for these firms (see table IV.6 and figure
IV.4) and contributed to astronger export performance by those countries than might
have otherwise been achieved.  In the case of the United States, the country’s TNCs were
able to maintain their position in world markets, while the home-country share of world
exports of manufactures fell by a third between 1966 and 1987 (figure IV.4).  Similarly,
Sweden lost about 20 per cent of its export markets for manufactures between 1965 and
1990, while, during the same period, Swedish parent firms maintained a high propensity
to export (over 50 per cent) and a stable position in world export markets (figure IV.4).
At the same time, the average propensity to export of Swedish non-TNC firms was lower
and decreased over that period from 35 to 33 per cent (NUTEK, 1994).

• Changing composition of exports.  The interlinkage of outward investment and trade is
also reflected in a changing pattern of trade, typically leading to large increases of
exports of intermediate products.  For example, the bulk of United States exports in
electric and electronic equipment and transport equipment comprised intra-firm exports
by United States TNCs; such exports accounted in 1992 for 67 per cent and 37 per cent,
respectively, of the country’s total exports in those products.
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ConclusionsConclusionsConclusionsConclusionsConclusions

Foreign direct investment and other modes of international production are important
means for TNCs to secure and expand markets for their goods and services.  Access to larger
markets strengthens the competitiveness of TNCs through economies of scale, specialization
and learning effects, and by providing a larger financial base for reinvestment and technology
development.  Foreign direct investment also strengthens market access and the competitiveness
of other firms in host and home countries through backward and forward linkages.  These firm-
level effects have implications for the economic performance of host and home countries.  In
particular, several developing countries have been able to improve their export performance
due to the export-oriented activities of foreign affiliates and of indigenous firms with linkages
to them.  The implications for home countries are less clear-cut; from a long-run perspective,
however, it seems likely that the improved export and sales performance of TNCs has positive
implications for home countries as well.  More importantly, given that most home countries are
also host countries (although the reverse is not the case) it is important to consider the interplay
of inward and outward investments and their respective effects in assessing the overall effects
of FDI that firms undertake to strengthen access to markets.

NotesNotesNotesNotesNotes

1 See Hipple, 1995, pp. 23-29, for definitions of trade relationships in terms of the identity of trade
transactors.

2 The term “establishment trade” is usually applied to sales by foreign affiliates in the (domestic)
markets of the countries in which they are established.  From a TNC-system perspective, they could
also refer to parent company sales in the (domestic) market of the home country.

3 The share of TNCs in domestic markets cannot be derived in a similar fashion due to lack of data
on total sales and double counting in sales figures.  However, it is interesting to note that in 1992,
sales by United States TNC parent firms amounted to an estimated $3066 billion and sales by
affiliates of foreign firms in the United States to $387 billion (based on data from United States,
Department of Commerce, 1994d and 1995).

4 See Plasschaert (1994) for a comprehensive review of issues related to transfer pricing.
5 See Markusen (1995), for a conceptual discussion of reasons why firms choose FDI and

internalization of transactions rather than arm’s length arrangements.
6 There may also be some overestimation of the share of arm’s length domestic sales because intra-

TNC system sales within domestic markets have not been excluded, unlike intra-firm exports, in
the case of TNCs from Japan and Sweden.

7 Return on FDI is defined to include reinvested earnings and other direct investment income.  Rates
of return are expressed as percentages of the stock of net reproducible assets valued at current
replacement cost (United States, Department of Commerce, 1994d).

8 Reliance on external suppliers is particularly high in the automobile and electronics industries,
whose complex value chains make a combination of desegregation of activities into separate firms
and integration through dense linkages both possible and advantageous (Westney, 1994, p. 266).
Reliance on external suppliers differs among firms.  For example, about 70 per cent of the
components that go into assembling a vehicle are purchased from suppliers in the case of Japanese
automobile firms.  Comparable figures for General Motors, Ford and Chrysler are 30 per cent, 50
per cent and 60 per cent, respectively (Fruin and Nishiguchi, 1993).
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9 Company level information suggests, however, that, more recently, the share of local purchases by
foreign affiliates of Japanese TNCs has risen.

10 There is also some underestimation of affiliate exports because the data shown in table IV.4 cover
only majority-owned foreign affiliates of United States TNCs and do not include low-equity joint-
ventures in the case of foreign affiliates of Japanese TNCs.
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CHAPTER VI

POLICIES ON INWARD FOREIGN DIRECT
INVESTMENT

Introduction

Many countries turn to foreign direct investment (FDI) simply because local savings are
inadequate to support increased investment.  Governments also expect FDI to provide skills,
technology, organizational and managerial practices and access to markets -- in short, they are
interested in the package of tangible and intangible assets embodied in FDI.  The less developed
a country is, the more severe are the domestic resource and capability constraints, and usually
the greater are  the expectations from FDI to alleviate them.  But foreign investors are not
attracted to locations with few advantages: they prefer to invest in expanding economies with
built-up infrastructure and a thriving local business sector.  Inevitably, the investor response
falls short of expectations, even when governments appear to adopt all the right policies.  Can
governments do more?  Yes, and perhaps also less (e.g., when excessive financial or fiscal
incentives are offered).  But before considering what additional efforts governments might
make, it is worth underlining that FDI is not a panacea to break out from the vicious circle of
underdevelopment.  Only when development is positively under way do investment opportunities
really emerge; FDI can then be a catalyst to support the development process.
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A.  Fine-tuning policies

The mid-1990s are characterized by a general movement towards the liberalization and
facilitation of FDI (box VI.1).  Today, inward FDI policy regimes of quite diverse countries
around the world are broadly liberal in character (UNCTAD-DTCI, 1994a, chapter VII).  With
policy regimes becoming increasingly open and similar, governments are making extra efforts
to attract competitiveness-enhancing FDI (see Part Two) and to strengthen linkages between
foreign affiliates and domestic enterprises, with a view towards enhancing their countries’
economic performance.  They are fine-tuning their policies to attract capital, technology and
skills, and to facilitate access to markets with the help of FDI.

Box VI.1.   Further steps towards the liberalization of national FDI regimes

The trend towards the liberalization of national laws and policies regarding FDI (which began
in the early 1980s) has continued and deepened during the early and mid-1990s.   Of 102 new
legislative measures adopted in 57 countries during 1993, 101 were in the direction of either
liberalization or the promotion of FDI; during 1994, 108 out of 110 new norms adopted in 49
countries moved in the same direction (see accompanying table; for a description of these changes,
by country, see UNCTAD-DTCI, forthcoming).  These  legislative measures included a number of
new or expanded incentives programmes.  The following were among the most significant changes
in FDI regimes during 1993-1994 (see accompanying figure):

• In Africa, Angola, Ghana, Eritrea and Mozambique each adopted a major FDI law setting out
a new, more liberal general legal framework for FDI, as part of broader liberalization reforms
taking place in these countries.  Algeria eliminated FDI restrictions while strengthening legal
protection and guarantees.  Foreign exchange controls were lifted in Zambia and Zimbabwe
to allow foreign investors repatriate freely profits and capital.  Authorization procedures were
relaxed in Algeria, Ethiopia and Tunisia, with some of these countries setting up, instead,
investment-promotion agencies to facilitate FDI undertakings. Incentives programmes were
also adopted in Algeria, Cameroon, Eritrea, Ethiopia, Ghana, Mozambique and Tunisia,
mainly to attract FDI to certain industries and regions.

Liberalization measures, 1991-1994
(Number)

Item 1991 1992 1993 1994
Number of countries that introduced changes

in their investment regimes 35 43 57 49
Number of changes 82 79 102 110
Of which:

In the direction of liberalization or promotion 80 79 101 108
In the direction of control 2 - 1 2

Source: UNCTAD, Division on Transnational Corporations and Investment, based on various sources.

/...
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(Box VI.1, cont'd)

Types of changes in laws and regulations, 1993-1994
(Percentage)

• In Asia, countries also adopted major general FDI laws (notably Cambodia and Mongolia)
and regulations (Viet Nam) to give effect to their new liberalizing policies.  Limited FDI access
was also allowed in the Democratic People’s Republic of Korea through the creation and
regulation of free economic and trade zones.  Additional new industries and activities were
opened to FDI in India (mining, oil fields, merchant shipping, certain infrastructure projects,
telephone services), China (aspects of aviation, mining and oil), Republic of Korea (removed
prior authorization requirements in manufacturing and services industries), Indonesia (which
reduced the list of activities in which FDI is restricted or prohibited), the Philippines
(infrastructure projects and liberalized ownership restrictions to FDI participation in domestic
banks), and Taiwan Province of China (major infrastructure projects and raising of  the
threshold for FDI in securities, banking and insurance).  A number of steps were also taken
to remove some of the remaining  general restrictions in several countries: Indonesia removed
minimum FDI threshold requirements and partially reduced its previous fade-out requirements;
Bangladesh liberalized some of its exchange-control restrictions; India removed previous
restrictions on FDI with over 40 per cent holdings to borrow from local sources, to repatriate
profits and to expand into other business activities; the Republic of Korea further simplified
its notification procedures and made them more transparent; Taiwan Province of China
abolished all prohibitions on FDI, except those intended for public safety and security reasons;
and Viet Nam increased the range of projects falling under the competence of the Prime
Minister (infrastructure, publishing and cultural sectors, national security), thus making
approval requirements more flexible.   New incentives programmes were offered for certain
activities and on a non-discriminatory basis in Cambodia, Indonesia, Malaysia (research and
development, high technology, training), Pakistan, Sri Lanka, Thailand and Viet Nam (on a
case-by-case basis).

• In Latin America and the Caribbean, most of the remaining general restrictions on FDI
virtually disappeared during this period in Argentina, including authorization requirements,
restrictions on the repatriation of profits and dividends, as well as the payment of special taxes
on repatriation, and restriction of access to domestic credit. Ex post facto registration was
allowed in Colombia, while several industries remained closed to FDI or required previous
authorization. Ecuador eliminated previous ownership restrictions. Mexico also allowed
unlimited FDI, but fourteen activities were reserved to the State and six to Mexican nationals.
Sectoral restrictions to FDI were lifted in Argentina (local branches of foreign banks),
Ecuador (public services, banking, insurance and hydrocarbons), Peru (banking, financial,
insurance and hydrocarbons), Uruguay (financial intermediation) and Venezuela (banking).

/...
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(Box VI.1, cont'd)

Restrictions on participation in privatization programmes, public tenders for public works
concessions or in state-owned companies were lifted in Bolivia, Brazil, Costa Rica and
Venezuela. Additional exchange restrictions were reduced in Chile. Panama, Peru and
Uruguay adopted new simplified regimes for export processing zones.

• In West Asia, free trade and industrial zones were created in Iran, allowing 100 per cent FDI
and the repatriation of profits subject to authorization.  Oman allowed majority foreign
ownership in local companies (including 100 per cent under certain conditions), while the
Republic of Yemen provided various lists of activities in which FDI might be restricted,
allowed limited participation or encouraged. Egypt allowed free transfer of foreign currency
in and out of the country. Lebanon lifted some sectoral restrictions (branches of foreign
banks).  Israel organized the development of free zones with incentives for local and foreign
companies investing there.

• In Central and Eastern Europe, major new general investment laws and implementing
regulations were adopted in Albania, Macedonia and Turkmenistan, respectively, setting out
the basic conditions for FDI activity in these countries, while a number of second generation
general FDI statutes further improved FDI conditions in Kazakhstan, Slovenia and Uzbekistan.
A process of gradual liberalization of certain specific industries also began during this period
in Azerbaijan (allowing limited FDI participation in insurance companies) and the Russian
Federation (allowing limited number of foreign banks to operate with resident accounts).
Privatization programmes were also introduced or modified during this period in Belarus, and
Bulgaria and Ukraine allowed FDI participation. Exchange regulations were reduced in
Romania. Property rights were expanded in Estonia (land use allowed to FDI) and the Russian
Federation (limited acquisition of local companies, including state companies, and securities),
but  Hungary limited purchase of agricultural land by foreigners.    New registration
procedures and conditions were introduced in the Russian Federation while granting temporal
immunity from legislative changes with worse conditions for FDI. Certain types of tax
incentives were repealed or reduced in Bulgaria, Czech Republic, Estonia, Hungary, Poland
and Ukraine while, on the other hand, the corporate tax laws were amended to lower the
standard tax burden in Hungary, Poland and  Romania (with higher taxes for FDI than for
local companies).  At the same time, new incentives measures were introduced or expanded
in Hungary, Latvia, Moldova, Poland and Slovak Republic for enterprises meeting certain
conditions which apply to both local and foreign enterprises.   Poland also  created special
economic areas to give preferential treatment (including tax exemptions) to trade and
manufacturing industries operating in these areas.

• In the developed countries, Canada raised the review threshold for direct acquisition of a
Canadian business for all NAFTA and WTO investors, except for a number of industries in
which the previous thresholds continued to apply. Greece substituted an a posteriori review
of FDI projects for authorization requirements, Italy abolished prior approval of major
industrial investments (including FDI), while Japan created the Foreign Investment in Japan
Corporation and the Japan Investment Council to promote FDI in Japan. Further steps were
taken to liberalize remaining sectoral restrictions to FDI in Australia (newspapers and non-

/...
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Governments adopt various approaches in this regard.  While, as shown in Part Two, the
different components of the FDI package are competitiveness enhancing for firms, the extent
to which this is beneficial to countries depends largely on the latter’s particular circumstances
and priorities.  At the same time, the way in which any single component of the FDI package
is targeted most effectively depends on the stage in the development process that a country has
reached.  This section cannot cover the whole gambit of policy options available for attracting
competitiveness-enhancing FDI.  Rather, a few policy instruments are selected to illustrate that
policies can, indeed, be fine-tuned to focus on specific components of the FDI package, as
particular country conditions and objectives warrant.

1.   Attracting and retaining capital

When governments liberalize their economies, there is often less response from investors
than would be expected by a hard-nosed business calculation of available profitable opportunities.
This is because foreign investors cannot always easily spot opportunities on their own.
However, when Mynamar and Viet Nam liberalized their investment regimes, this was not the
case as indigenous investors residing in neighbouring countries were able to identify opportunities
with ease.  But when many of the economies of Africa opened up, there were no equivalent
investor groups to seize immediately the available opportunities, and the investment potential
remains partly under-tapped (UNCTAD-DTCI, 1995a).  In such cases, a strong promotion
programme may be crucial to attract foreign investors, especially in those countries that are
small or that suffer from an unpopular image due to a history of, for example, famine or civil
war; or because FDI has been discouraged so much in the past that the country is now largely
unknown in the investment community --  or worse, still thought of as being unwelcoming.

(a)  The importance of targeted promotion

Countries that are proactive in promoting investment are better able to target the kind of
investment that is most appropriate to their longer-term development objectives as opposed to
those countries that are inactive and may receive a large proportion of disparate, non-
complementary and unnetworkable kinds of investment.  Thus, where a government has, within

(Box VI.1, cont'd)

residential real estate), Portugal (banks and travel agencies within the European Union, water
production and distribution, basic sanitation services), Turkey (insurance and reinsurance
and branches of foreign banks) and the United States (acquisition of local banks). In France
initial limitations on acquisitions by non-European Union  investors in privatized companies
were maintained, but unlimited subsequent non-European Union holdings were allowed after
the first placement was completed.  Residual restrictions in the exchange control system were
lifted in Greece. Spain completed a new status for special zones to promote local and foreign
investments, and increased some tax incentives for local and foreign companies.  Turkey
amended its incentives regime to give priority status to certain regions.

Source:  UNCTAD, Division on Transnational Corporations and Investment, based on various
sources.
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a liberal framework, priorities and special goals in terms of attracting those components of the
FDI package that most positively affect the country’s performance, then a well targeted
promotion programme can help to achieve those goals.

Investment-promotion activities fall within three main categories:

• improving a country’s image within the investment community as a favourable location
for investment (image-building activities);

• attracting investment directly (investment-generating activities); and

• providing services to prospective and current investors (investment-service activities).

Governments engage in all three categories of promotional activities to varying degrees,
depending on the special circumstances and requirements of each country.  However, in almost
all cases, it is in relation to investment-generating activities that the role of targeting is most
relevant in an investment promotion strategy.  This is because investment-generating activities
are the ones that most directly affect the decision-making process of foreign investors.  An
investor develops a favourable image of a country as a prospective investment site, is then
directly persuaded to consider investing in that country, and is finally assisted by the
government to bring the investment project into operation: investment-generating activities
thus consist of those direct attempts to persuade the prospective investor (Wells and Wint,
1990).

For investment-generating activities, three of the most important determinants for
designing an effective targeted promotion programme are the following:

• Investment promotion is most successful in situations where a firm is already considering
making an investment in a particular region of the world to produce for regional or global
export markets (Wint, 1992).  It is much easier to influence such a firm to invest in a
country that has a competitive investment climate and is located in that particular region.
Since successful investment promotion is only likely to influence investment within these
broad parameters, it should be targeted at those firms currently seeking to move abroad,
and which are likely to find the country’s investment climate attractive and competitive.

• Beyond determining which firms are likely to be influenced by a promotional programme,
selecting target firms involves a number of choices: which industries are good candidates
and, within those industries, which kinds of firms and activities correspond to country
goals, and which countries are likely sources.  Therefore, successfully targeted investment
promotion requires extensive research to determine which firms are likely candidates
not only to invest in the country but also what kind of investment they would bring.
Malaysia’s experience provides an example.  During the early 1970s, the principal
investment-generating technique used by Malaysia’s Industrial Development Authority
(MIDA) consisted of specific investment missions to capital-exporting countries,
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particularly focussing on the electronics sector of the United States.  Specific companies
in the then fast-growing semiconductor industry were identified through extensive
research and during investment promotion missions by MIDA; these companies were
targeted for discussions between senior government officials and executives of the
companies.  By 1987, Malaysia was the world’s largest exporter and third largest
producer of semiconductors.  MIDA officials take credit for significantly influencing the
first semiconductor firms, such as National Semiconductor, that set up operations in
Malaysia through their targeted promotion missions of the early 1970s.1

• Targeted investment promotion  relies heavily on personal selling and direct contact
with the prospective investor.  As a consequence, successful investment promoters need
to have distinctive skills in marketing and in understanding the needs of diverse business
operations.  Many governments underestimate the importance of such skills for their
investment-promotion agencies. This is in part a consequence of the history of many of
these agencies as offshoots of government departments staffed by persons with an
administrative rather than a specialist background and training.  Some governments
have, indeed, made recruitment a priority.  During its formative years, Costa Rica’s
CINDE, for example, hired a major international firm to assist it in recruiting bilingual
Costa Ricans with prior business experience.  The academic qualifications required were
quite high: most of the recruits had MBA degrees, often from United States business
schools.  Salaries offered ranged from $20,000 to $30,000 per year, compared with
typical civil service salaries of $3,000 per year (Wint, 1992).

While targeted promotion is perhaps most relevant to investment-generating activities,
it can also be an important consideration for image-building activities, especially in developing
countries.  An image-building programme involves activities such as:

• advertising in general media;
• advertising in industry- or sector-specific media;
• conducting general information seminars on investment opportunities; and
• conducting general investment missions and participating in exhibitions.

Such activities, especially advertising in international media, can be very expensive.  A
programme that attempts to build an image indiscriminately across industries can be prohibitive.
Thus, even during a stage when a government is still focused on image-building, a promotion
programme may, of necessity, target a selected number of industries that have a high priority
within the government’s goals.

Governments often give inadequate attention to investment-service activities (Wells and
Wint, 1990).  Yet, investment-facilitation services -- including servicing current investors --
can be crucial.  Investment-facilitation services consist of:

• providing counselling services;
• hosting prospective investors;
• accelerating the various stages of the approval process;
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• assistance in obtaining all the needed permits; and
• helping existing investors.

The provision of servicing activities is based on the fact that bureaucratic barriers turn
away would-be investors.  Satisfied investors also attract other investors.  An important part
of effective after-investment services aims at reducing the “hassle costs of doing business” for
established investors.  In any economy there is, of course, a need to regulate private business
in the public interest (concerning such matters as public health, safety, the environment,
exclusive rights to natural resources, payment of taxes etc.).  There should, however, be a clear
philosophy as to the scope of public interest regulation.  The less are, the hassle costs, the higher
are the chances that established investors will reinvest.

(b)  Encouraging sequential investment

Governments can also stimulate sequential investment (see chapter III) by encouraging
established foreign affiliates to expand after the initial investment has been made.  Foreign
affiliates are not only natural candidates as sources of additional FDI, they also provide a
positive demonstration effect for potential new investors.

Commitments relating to sequential investment are frequently tied to the grant of optional
incentives.  Although some countries may establish a relatively open regime for FDI generally,
they may create a special regime of incentives.  To qualify for these, investors could accept
certain obligations, including commitments to sequential investment in the form of additional
production capacity, modernization, upgrading or diversification into related products.

Namibia’s investment code illustrates this approach.  Where an activity is open to
Namibian private sector investment, it is also open to FDI. However, foreign investors may also
apply for a special status which entitles them to special guarantees and incentives.  Beneficiaries
must meet two conditions to qualify for an approval certificate:

• Every investor is required to make specific proposals for training and localization.  Once
they have been agreed with the Government, they are incorporated into the certificate.
Implementation is a condition of its continued validity.

• The investment proposals are also incorporated into the certificate.  Accordingly, where
an investor has undertaken to invest a specified sum, including through sequential
investment, the continued validity of the certificate will depend on the investor
honouring that commitment in accordance with an agreed timetable.

Malaysia’s policies are also instructive.  To support reinvestment activities in Malaysia,
the Government grants a reinvestment allowance of 50 per cent on capital expenditure
incurred.2   The allowance is tax exempt.  Dividends paid out of the tax-exempt income are also
exempted from tax.  To further encourage reinvestments, a “second-round” of pioneer status/
investment tax allowance is granted to companies setting up separate expansion projects to
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produce similar products or undertake similar activities.  A company granted pioneer status is
exempted from paying corporate tax on 70 per cent of statutory income for five years. (The
Malaysian corporate tax is 30 per cent;  the effect of this incentive is that companies will pay
only a nine per cent corporate tax for five years.)  The investment tax allowance is an alternative
incentive to pioneer status.  A company granted an investment tax allowance is given an
allowance of 60 per cent in respect of qualifying capital expenditure incurred within five years
from the effective date of the incentive.  The allowance can be used to set off  against 70 per
cent of the statutory taxable income in the year of assessment.  Expansion projects set up in the
promoted areas of the Eastern Corridor of Peninsular Malaysia, Sabah and Sarawak, are eligible
for even better treatment.3

There are variants on this approach, as between "front-loaded" or "back-loaded"
incentive systems.  Front-loaded incentive systems reward projects with incentives for
sequential investment in the very early years of an investment; back-loaded incentives at the
end.  One danger of front-loaded systems is that many firms that do not need incentives receive
them nevertheless, which makes the overall system costly.  With back-loaded sytems, the
productivity of the incentive system is greater; only successful firms are rewarded.

Governments can in some special cases, such as privatizations, influence sequential
investment through specific commitments from TNCs during the investment-approval process.
This is particularly important in cases of the privatization of enterprises in near monopolistic
markets.  In such cases, host countries have sought firm commitments from TNCs relating
primarily to expansion and modernization (see chapter II).

(c) Retaining existing foreign direct investment

Policy makers should not only be concerned with encouraging sequential investment but
also with how to retain existing investors.  As a first step, governments can monitor any
relocations and establish the reasons.  These may be due to external determinants, but they may
also be due to deteriorating local conditions, which can be improved.  Investment-facilitation
services are important here.  A survey carried out by the Jamaica National Investment
Promotion Agency in 1985 illustrates this point (Wells and Wint, 1990).  The principal finding
of the study was that, while the agency successfully promoted the country as an investment site,
other Government agencies integral to the investment process did not.  Thereafter, a subcommittee
of the Cabinet was set up to deal with problems identified.

Another measure could involve the creation of joint committees consisting of
representatives of government, foreign affiliates and local employees to try to resolve  problems
that could lead to relocations.  Alternatively, a business ombudsman could be appointed with
a small staff that could handle complaints about unreasonable delays and demands by
government officials, and the ombudsperson could be given authority to report publicly and
periodically on the business climate.
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2.  Facilitating the transfer and diffusion of technology

As discussed in Part Two, FDI brings with it research and development (R&D) and
technology.  The strategies of many governments in this respect have changed over time.  It
used to be common, especially in developing countries, for governments to pass laws and
regulations to control the terms of technology transfers.  While the screening process of
contractual mechanisms may have improved licensing terms, too much focus on control
sometimes led to less attention being given to other crucial aspects, such as technology
assimilation by local firms and the need for upgrading of the overall technological capabilities
in the country.

Today,  policies in most countries focus on increasing the effective attainment of real
technology transfer, rather than control of contractual aspects of transactions.  Consequently,
a number of countries have now focused more on improving the capacity to absorb and use new
technologies.  (In many developing countries  there has  been a growing belief, in any case, that
the increased negotiating capabilities of national enterprises may have lessened the need for
government intervention.)

However, while FDI is clearly a powerful and important mode of technology transfer, its
relationship with domestic technological development is not always linear and straightforward.4
There are several stages between the transfer of a technology and its effective absorption,
deployment and subsequent upgrading.  The same technology may be used at widely differing
levels of efficiency in various countries, because of differing levels of technological capabilities.

Thus, while the focus on technology diffusion and absorptive capacity may be common
to many governments, policy instruments can vary widely.  What is desirable for the Republic
of Korea or Mexico may be out of the question for a least developed country.  Bearing that in
mind, there are two major types of policy instruments to facilitate technology diffusion.

The first type are general policy instruments that create an attractive environment for FDI
and technology transfer:

• An institutional base for building local technical skills.  As pointed out in Part Two,
TNCs tend to locate their R&D facilities close to manufacturing sites; where technically
excellent local universities and good professional staff are available; where there is
potentially a critical mass of local researchers; and where communication systems are
efficient.

• A general economic environment that rewards risk taking and innovation.  An environment
favourable to the commercialization of research results can be supported by institutions
for financing, marketing and regulatory procedures for testing new products, sophisticated
testing of manufacturing facilities, and strong linkages between universities and
enterprises.  At the same time, government policies can facilitate affiliates’  access to
government sponsored R&D programmes and other services.
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• A dependable and predictable legal system including, especially, intellectual property
protection.  A number of developing countries have modified their intellectual property
legislation to strengthen protection or introduce new enforcement measures.  In Mexico,
for example,  new legislation on intellectual property came into effect in June 1991,
designed to provide more legal certainty for investment in Mexico.   In 1992, Chile also
adopted a new law on industrial property which grants protection to pharmaceutical
patents.  Similar changes have been adopted in Indonesia, Republic of Korea, Singapore
and Thailand, all aimed at extending the scope of  protection of intellectual property
rights.5   Possibilities also exist for regional cooperation, building on the expertise in
intellectual property rights that exists in countries of the region, and efforts in this
direction have already been made in the Andean Group, in MERCOSUR and the Latin
American Economic System.

The second set of policy instruments is directed more at technology diffusion per se and
focuses on the promotion of linkages between foreign affiliates and local firms, as well as local
science-and-technology institutions such as laboratories and research centres.  Among the most
common factors affecting linkages are:

• work force mobility;
• subcontracting and other sourcing mechanisms;
• equipment suppliers systems;
• user-producer relationships;
• consultancy services;
• informal linkages; and
• strategic alliances involving linkages with government, university, local firms and R&D

institutions.

Beyond these factors, governments in a number of countries that are sufficiently
developed already, can play a key role in the establishment of infrastructural facilities such as
science parks to foster technology partnerships and linkages between firms.  The main purpose
of science parks is to provide links between public research centres and private firms and to
foster synergies between local firms and foreign affiliates.6  The renowned examples of Silicon
Valley and Route 128 in the United States owed their emergence to the high-technology
company start-ups in those areas by graduates of local academic and research institutes.
However, there are also examples of cases where strong government or quasi-government
initiatives have played a crucial role.  The concentration of electronics firms in central Scotland,
which earned it the name “Silicon Glen”, was the result both of conscious policy by the Scottish
Development Corporation, and of financial incentives (OECD, 1987).  Other examples include
Tsukuba in Japan, Sophia-Antipolis in France,  Cambridge Science Park in the United
Kingdom, Technology Park Malaysia in Malaysia, Taedok Science Town in the Republic of
Korea and Singapore Science Park in Singapore.
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Apart from incentives, there are other ways for governments to promote science parks,
e.g., by making land available and by installing basic site infrastructure.  Moreover, the creation
of a successful science park also requires other specialized agencies:  regional or local
governments, educational and scientific institutions, and industrial and commercial private-
sector companies.  Since a teaching or research organization is essential, at least one such
institution is usually brought into the planning and decision-making process at an early stage,
to serve as an anchor for the park.

A number of developing countries, especially in the Asia-Pacific region, have strongly
promoted the establishment of science parks since the 1980’s,7 although the number of foreign
investors they have attracted has not always been very significant.  The Technology Park
Malaysia housed 16 tenants after three years of establishment and the Taedok Science Town
had 19 tenants (16 of which were government-supported) after sixteen years of operations.  On
the other hand, Singapore Science Park managed to attract 78 tenants within eight years after
opening, the majority of which were non-government-related enterprises (UNCTAD, 1995d,
p. 21).  Among the factors involved may be the quality of facilities and services that were
provided.

There are several basic preconditions for the establishment of a successful science park
(OECD, 1987):

• There should be a university department or technological institute, undertaking both
research and teaching in at least one branch of technology, to which enterprises in the
park have easy physical and intellectual access.  It would be preferable for such an
institute to exist already and, indeed, to be of renown in its own sphere.  Otherwise, there
have to be good prospects that such a centre of learning can be created or raised to the
necessary standard.  Not only is  an existing university an asset, but its research strength
can also be reinforced by decentralizing to it some public sector research.  For example,
in France the Toulouse Technopole benefited from the relocation of the Ecole Nationale
d’Aviation Civile; the decision to locate the Eurobus consortium in Toulouse further
supported this Technopole.

• The area under consideration should be made attractive to highly qualified research
personnel, in terms of its environment, social infrastructure etc.  If competitive standards
cannot be offered in these respects, the whole concept may have to be downgraded (e.g.,
initial premises might be provided, but with no special effort made to link them to an
institute or campus).

• An extensive collective site is an important requirement to accommodate future growth.

A government that is formulating a policy towards science parks could well approach its task
by first collecting and organizing information about the technology/R&D facilities existing in
the country, especially those provided by universities and other institutions of higher scientific
or technological learning.  There are also specialized government laboratories and private
facilities conducting proprietary research, which might be induced to provide common services.
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Not all countries have the resources necessary to develop science parks.  Thus, regional
initiatives may be instrumental in pooling scarce resources.  An example is the Bolivar
Programme for Industrial Technological Integration, Innovation and Industrial Competitiveness,
financed by the Inter-American Development Bank.  The European experience with such
innovative programmes as EUREKA and ESPRIT  is also an example of successful regional
cooperation.

3.  Encouraging the acquisition of skills

Policies for education and training are central to creating the human resource base which
is necessary for managing technological change.  As technologies become more complex and
fast moving, the role of TNCs in employee training (UNCTAD-DTCI, 1994a) and retraining
becomes progressively more important.  In order to derive the greatest human resource
development benefits from the activities of TNCs, governments of host countries require
policies that encourage a nexus between pre-work education and on-the-job training.

First, public education has to be flexible so as to bring it closer to, and make it responsive
to enterprises.  This may involve abandoning traditional methods that give priority to public
sector training services, in favour of a more flexible approach, including encouragement of
private sector training.  This change of focus requires the establishment of new norms for the
provision of training services and the regulation of the training market, through -- for example
-- certification for private sector training.

Such a change would be helped by cooperation between TNCs and local learning
institutions.  In Malaysia, for example, staff of Renault-Safar sat on examination boards and on
commissions for the reform of technical education.  In Côte d’Ivoire, the Péchinery Ugine
Kuhlman subsidiary, PUK-Ivorial, not only provided training assistance but also delegated its
training staff to sit on examination boards.  Siemens-India provided practical training for
students of engineering colleges and institutions of technology during their vacations (Chen,
1994).  Transnational corporations can also be encouraged to contribute to the development
of human skills beyond their standard operating procedures. In Indonesia, the Esso-Exxon
subsidiary Stanvac, made financial contributions to three universities and institutions, and
awarded numerous scholarship grants without requiring the holders to work for the company
after graduation.  In Singapore, the Esso Refinery cooperated with universities and the Science
Council in developing curricula, and sponsored scholarships, again without requiring the
recipients to work for the company (Chen, 1994).

If fiscal incentives or public subsidies are to be granted to TNCs, they can be differentiated
on the basis of their training activities.  For example, more general training (rather than the
specific training that the TNC would usually carry out) or the training of staff with lower
educational levels or the training of trainers would qualify for larger support.

Formal pre-work education and on-the-job training are, however, only part of the story.
One of the most important determinants of a foreign affiliates’ effect on the technology and
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skills in a host country is the formation of  forward and backward linkages with local firms. This
process of integration can take a long time.  A proactive policy on the part of host country
governments may be able to speed it up.  One policy approach adopted by a number of countries
is to encourage industries that lend themselves well to local subcontracting because they tend
to purchase large amounts of parts and components from outside suppliers.

In order to gain maximum impact from linkages, it is important that policy makers design
programmes to build up the capabilities of small and medium-sized local firms.  Numerous and
geographically dispersed small and medium-sized firms are more difficult to reach than the large
(often state-owned) enterprises typically based in industrial centres which are the conventional
targets for policy makers promoting linkages.  These small firms often need help with quality
control, cost-accounting, market information and cash-flow management.  Such help entails
costs which  TNCs might not always be willing to incur.  Government support could be given
by establishing an “open school” for small and medium-size businesses,  with seminars in
various cities, lectures by TNC specialists, case illustrations, plant visits, etc., or by creating
centres that provide information and advice on training techniques and materials.  Small
business centres might offer complementary services such as technological information, market
studies, management techniques, and industrial extension services.

Incentives can also be offered to TNCs that have their own training centres to share their
training facilities and expertise with small and medium-sized enterprises.  Another idea is the
co-financing of visits to "best practice" plants abroad by owners and employees of small and
medium-sized enterprises.  Co-financing might mean, for example, that enterprises would
continue to pay the salaries of those of their workers who participate in the visits, while the
government would finance the travel, subsistence and administrative costs.

4.  Accessing world markets

In recent years many countries have adopted export-oriented strategies to promote their
economic development.  In pursuing such strategies, governments typically focus on trade and
exchange-rate policies, but neglect the FDI dimension, failing to recognize that inward (and
outward) FDI can be an important means of accessing world markets.

Governments, of course, do target export-oriented FDI, most notably through the
establishment of export processing zones.  However, such zones often compete with the rest
of the country for FDI.  In addition, investment there tends to take the form of low-skilled,
assembly-based, export-platform activities, which increase exports in the short-run but have a
limited long-term potential for upgrading local value added.  Linkages with the wider economy
are not easily established, with the consequence that processing in the zones remains footloose,
subject to relocation to other zones.

Despite the less than satisfactory experience of export-processing zones, market expansion
can be one of the most important contributions that FDI can make towards the performance of
host economies, especially developing ones, since foreign affiliates provide privileged access
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to large markets within TNC systems and advantageous access to other markets due to linkages
with TNCs (chapter IV).  This can be true even when FDI is initially import-substituting or
market-seeking, as TNCs tend over time to shift some of their production to foreign affiliates,
be it to export from abroad rather than from the home country or because affiliates become parts
of integrated production networks.

The implication for policy makers is straightforward:  integrated investment and trade
policies can facilitate access to established international markets.  Foreign-direct-investment
policy should have a trade component as TNCs are interested in whether a country is suitable
for inclusion in their networks.  At the same time, trade policy should have a FDI component.
Indeed, without foreign affiliates as entry points, aspiring new entrants miss out on opportunities
to get advantageous access to the worldwide internal TNC markets.  For developing countries,
especially those that have relied on trade preferences as an avenue for market access in the past,
and now face the prospect of fewer such preferences in the future, the possibility of attaining
market access through FDI is particularly relevant (not least because TNCs often lobby home
country governments to maintain trade preferences -- see box VI.2).

Box VI.2.  Extending trade preferences to FDI

Under the Generalized System of Preferences (GSP), industrial countries offer more
favourable treatment to the import of manufactures and semi-manufactures from developing
countries, particularly the least developed, thereby providing them a competitive edge in the
industrial market (i.e., in terms of a price advantage relative to imports from non-beneficiary
countries).  The GSP is an agreed departure from the most-favoured nation principle of the GATT.
The GSP arrangements are drawn up by individual preference-giving countries, who specify
beneficiaries, product coverage and other requirements, principally relating to rules of origin.

In an effort to extend GSP schemes to FDI, industrial countries have begun to apply the
“donor country content” rule under which the preference-giving country allows inputs (materials,
parts and components) of its manufacture, when supplied to a preference-receiving country and used
there in a production process, to be regarded as originating in the preference-receiving country for
the purpose of determining whether the finished products qualify for GSP treatment.  This facility
is granted by Australia, Canada, Japan, New Zealand, several Central and Eastern European
countries and, as of 1 January 1995, the European Union.  Norway and Switzerland are in the
process of introducing the facility.  Although the United States does not provide it, TNCs have
voiced strong support for it to be included in the new United States GSP scheme.

A number of home countries offer incentives to their firms to invest in the least developed
countries.  Although these schemes have had only limited impact, they could be coupled with trade
preferences through the FDI facility of the GSP to reinforce each other, and constitute a more
comprehensive system of investment-trade preferences offered by developed countries to the least
developed countries.  With business as a new home country constituency, the erosion of support for
trade preferences could also be counteracted.  Supportive measures of this type are a necessary
complement to the liberalization measures enacted by most least developed countries to attract FDI,
which still amounts to less than 1 per cent of the total flow to developing countries.

Source: UNCTAD, 1995.
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Policies vary from country to country but the more successful have usually embodied
several common elements:

• Policy coherence.  While many countries have liberalized their trade and investment
policy frameworks, the processes have tended to proceed at a different pace.  This can
happen when the focus of trade policy is placed more on promoting exports, than on
opening-up per se.  The differing emphasis can, at times, lead to policy trade-offs, e.g.,
when tariff protection serves as an incentive for attracting FDI.   However, while many
TNCs seek tariff incentives when investing in developing countries and in economies in
transition, the type of investment that takes place in protected markets tends to take the
form of stand-alone production units geared to the domestic market:  such affiliates are
often not competitive in an unprotected environment and have a limited capacity:  to
import from, and not export to, the global corporate network.

The experience of the dynamic Asian economies and, more recently, of Latin America,
underlines the importance of policy coherence, especially between FDI, trade and
technology-flow policies (chapter V).  In the Asian context, the relatively open trade
regimes in several of the smaller economies encouraged export-oriented FDI, with
participation in corporate networks based on traditional sources of comparative
advantage, namely, resources and cheap labour.  In contrast, in Latin America, where
trade regimes have until recently been relatively closed, FDI was initially market-
seeking (and import-substituting).  But after the 1982 debt crisis, when local demand fell
dramatically, foreign affiliates were forced to switch production to the international
market in order to maintain operations.  Switching markets is by no means easy:  firms
had to adopt new management strategies and make major new investments, such as
opening new plants, starting new lines of production and effecting improvements in
quality.  Nevertheless, as the Mexican response to the debt crisis especially shows,
foreign affiliates can adapt where necessary.

Trade policy does not usually figure among the common characteristics of a liberal FDI
regime.  Yet, the ability to import and export freely is an essential requirement for
effective participation in intra-firm trade.  Import restrictions are a frequent handicap.
In countries in which imports are made conditional upon export sales, foreign affiliates
are tempted to engage in reverse transfer pricing (i.e., over-invoicing exports and under-
invoicing imports) in order to ensure the adequate availability of essential inputs.  Even
where there are no restrictions on profit repatriation, transfer pricing can become a
convenient subterfuge of a different kind.  In these circumstances, a simplification and
liberalization of import procedures may well be the most prudent option.  Tariff-
drawback schemes for foreign inputs entering into production for export, are one
compromise device for partially liberalized systems.

• Local linkages.  The market access afforded by TNC systems need not be confined just
to their affiliates, but can also be spread through linkages (supplier and subcontracting
arrangements) between affiliates and other local firms.  In network terminology,
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affiliates can act as local “server” nodes for distributed processing of international
production.  In this way, small and medium-sized enterprises in developing countries,
which may not be competitive in world markets, may nonetheless be competitive enough
to enter into supplier arrangements with foreign affiliates and, through them, be original
equipment manufacturers or original component manufacturers for world markets.  The
internationalization of domestic firms is an important feature of TNC systems.

A policy helpful to the successful establishment of linkages is the availability of local
support services to potential small and medium-sized domestic subcontractors.  Support
services can take various forms, ranging from training to assistance in design, quality
testing, and selective assistance for start-up companies.  Supportive macroeconomic
policies are also important, particularly a stable exchange rate that is favourable to the
production of tradables, thereby encouraging the local sourcing of value-added activities
oriented to the larger TNC systems.

• Services.  The availability of modern services is important to the competitiveness of the
manufacturing sector and for attracting export-oriented FDI.  This is often achieved
through FDI itself, for example, by allowing FDI in telecommunications and by opening
up financial services and the insurance and banking industries.  Developed and developing
countries are increasingly receptive to opening these traditionally restricted industries
for competitiveness reasons.

At the same time, technological changes are increasing the tradability of many services
and opening up new opportunities for developing countries to participate in world
markets for services.  Such participation may involve arm's-length trade along
telecommunication networks as well as intrafirm transactions arising from FDI in
service activities located in host developing countries as part of TNCs' integrated
international production systems.  In order to exploit these opportunities fully, countries
need to focus on building up competencies in the data technologies that play a crucial
role in making services tradable, strengthening the telecommunications infrastructure
(often, as pointed out above, with TNC-participation).  They also need to obtain access
for their firms to the electronic networks along which services trade takes place.  Given
that many networks are privately built precisely with the intention of providing a firm
or group of firms with a competitive advantage (Sauvant, 1990, p. 121), often FDI, or
linkages with it, may be the only way to obtain such access.  Ensuring equitable access
for service providers to networks remains, nevertheless, an important task for policy
makers.

Countries are also increasingly inclined to allow FDI into activities traditionally
dominated by local firms in order to stimulate process and product innovation.  A
strategy to enhance access to textile markets by attracting foreign designer firms has
been pursued with some success by several Asian countries.8   Foreign direct investment
can facilitate the introduction of modern practices that lower production costs and raise
quality and tradability.  It can also establish supplier arrangements, and provide remote
marketing information on the latest trends in home country markets.
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• Regional integration.  Finally, regional integration efforts can yield dividends, particularly
for schemes which are not only trade but also investment agreements  (e.g., NAFTA,
MERCOSUR and the Chile-Mexico agreement signed in 1991).  Their main attraction
for TNCs is not just the impact of tariff removal on mutual trade, but the dynamic
externalities arising from an enlarged economic space and a growing regional market for
trade and investment.  The larger economies of a region can take a lead role by providing
development assistance for regional projects (such as roads) that serve to expand
markets and attract FDI.  Japan, for example, has helped to finance infrastructure
projects in Asian developing countries in order to facilitate  activities of Japanese TNCs
in the region.

* * *

For analytical purposes, policies regarding the different components of the FDI package
have been considered separately.  In reality, what a country targets with its policies is, of course,
the entire package.  And the composition of the package that can be attracted very much
depends on the country’s characteristics, including its level of development.  In each case,
though, the important factor is that FDI can be made to contribute to upgrading efficiency and
productivity, facilitate economic restructuring and help a country to improve its economic
performance.

Restructuring is an ongoing process. While TNCs can speed up this process, they at the
same time need governments to provide the right kinds of restructuring assets to make their
investments worthwhile.  Government action may also be necessary to deal with issues such as
retraining, encouraging seedbed firms/industries, providing incentives for relocation and
providing incentives to firms to take more responsibility for structural unemployment.  At the
same time, policy needs to be oriented towards creating an environment that stimulates and
facilitates the early adoption by domestic firms of measures aimed at improving their lagging
competitiveness,  and at ensuring fair competition.

B.  The role of incentives9

In addition to the measures considered in the previous section, many countries are
offering incentives to attract FDI.  As international competition for FDI intensifies, governments
are offering more and higher incentives.  This section examines the role that incentives play in
attracting TNCs.  Evidence suggests that this role is, in fact, quite limited and certainly
considerably less than governments seem to believe.  The section concludes with a number of
options to curtail excessive incentive competition for FDI.

1.  The rationale for foreign-direct-investment incentives10

The incentives used by governments to attract or retain FDI consist essentially of
measures specifically designed either to increase the rate of return of a particular FDI
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undertaking, or to reduce (or redistribute) its costs or risks; the general policies and non-policy
factors of a country that determine a country’s attractiveness for foreign investors are not
categorized as incentives.11

The rationale for investment incentives (first argued in welfare economics by A. Pigou,
1920) is to correct for the failure of markets to reflect the wider benefits arising from
externalities in production.  Positive externalities -- or spillovers -- can result from such factors
as economies of scale (resulting in economies of agglomeration), the creation of new
knowledge, or the upgrading of skills of mobile workers.  Because externalities create benefits
that cannot be fully captured by the producers that generate them, they create a “wedge”
between the private and the social rates of return.  It can be argued that an incentive to private
investors up to the amount of this wedge might be warranted to optimize the total net benefits
to society.12  However, the calculation of this wedge is not a straightforward matter, and error
could distort the production structure, rather than correct it.  Apart from possible policy errors,
there are administrative costs.

The rationale for incentives can also be presented in the more dynamic context of growth
and development, correcting for the failure of markets to reflect the gains that can accrue over
time from declining unit costs and learning-by-doing.  This is the classic argument for
protecting infant industries.  As investment proceeds and unit costs decline with increased
output, a country could acquire a comparative advantage in an expanding industry.  Indeed, the
experiences of industrial policies in the newly industrializing economies of East Asia and in
Japan (of which incentives are only a component) illustrates the dynamic benefits to be derived
from helping domestic firms become more efficient and competitive by strengthening their
entrepreneurial, managerial and technological capabilities (UNCTAD, 1994a). At the same
time, the experience of other countries has been mixed.

The above arguments apply to incentives in general, irrespective of the ownership of
capital, whether domestic or foreign.  Here, the focus is on FDI.  In considering when there may
be a case to offer incentives to attract TNCs, it is useful to recall that FDI involves not only a
flow of capital, but also the transfer of technology, managerial know-how, skills, network
access and other intangible assets from one country to another.  To the extent that these
intangibles are completely internalized, the rate of return will fully capture the net benefits of
an investment, and incentives are not required. However, to the extent that they generate major
beneficial external effects for the rest of the host economy, which are not internalized by the
TNC, FDI may not take place at the socially optimal level.  In such cases, FDI may generate
sufficient positive externalities to justify incentives.

The diffusion of technology is one of the principal spillovers associated with FDI (chapter
III.B).  What evidence exists, suggests that the benefits are considerable.  Skills imparted to
workers in the new jobs might also be transferable to other activities when they change jobs.
In the case of export promotion, there are spillovers from information, quality standards and
reputation.  Similarly, the promotion of investments with backward linkages or high domestic
value added can yield externalities through economies of scale and agglomeration and
technology spillovers.
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Finally, mention should also be made of two other arguments sometimes advanced in
favour of incentives for FDI:

• The first is to compensate investors for lost return due to other government interventions.
For example, duty remissions on imports of capital equipment, raw materials and
intermediate inputs are often used as incentives in developing countries to attract FDI.
It goes without saying that, if government policies do have the effect of suppressing rates
of return on particular activities relative to others, these policies warrant rethinking.
Clearly, the first-best solution to the problem would be to correct it at source.  That
solution, however, may not be feasible due to the different policy objectives and
constraints that governments face, in particular in developing countries.  Thus, incentives
could well provide a second-best solution for attaining certain objectives with respect
to FDI.

• A government may find it desirable to encourage TNCs to carry certain public costs
(e.g., for vocational training) because it lacks the institutional capacity to bear them
itself.  Here also, the first-best solution to the problem would be to address it directly.

In sum, investment incentives involve gains as well as losses for the country that offers
them.  Although intended to further development and correct for market failures, incentives can
cause distortions in production structures like those caused by restrictions on trade.  They can
also favour larger over small TNCs, especially where incentives have to be negotiated.  The
costs for the community offering incentives should, of course, be kept smaller than the benefits;
that is, the costs should not be greater than the value of the wedge between private and social
benefits.  Possible redundancies (i.e., whether the investment would have taken place without
the incentive, rendering the cost unnecessary) would also need to be considered.  The costs and
benefits are difficult to measure with any precision.  Apart from analytical difficulties,
experience also suggests that the capacity to apply incentives effectively varies widely among
countries; where institutions are weak, political pressures can force incentives to be higher than
warranted and administrative capacities may not be sufficient to implement and monitor
incentive schemes.

Finally, to the extent that incentives can divert investments from one country to another,
incentives competition can result.  Therefore, the analysis of benefits and costs of FDI
incentives must take into account that other countries might respond with their own incentives.
When governments compete to attract FDI,  incentives cancel each other out, and there will be
a tendency to overbid in the sense that every bidder may offer more than is justified by its
particular national wedge.  The effects can be both distorting and inequitable because the costs
of incentives are ultimately borne by the public and, hence, represent transfers from the local
community to the ultimate owners of a foreign investment.  In addition, in an incentives
competition for FDI, it is the poorer countries that are relatively disadvantaged.

2. Incentives competition among countries13

The range of incentives available to TNCs, and the number of countries, provincial and
local authorities that offer them, have increased considerably since the mid-1980s.  Furthermore,



291

Policies on inward foreign direct investment  Chapter VI

incentives are also increasingly contingent upon conditions being met by investors.  As a result,
a variety of incentives is linked to different objectives, thus further multiplying the number of
incentives available to TNCs.

To summarize the position at the beginning of the 1990s, the general pattern was not to
differentiate in principle between domestic and foreign-controlled firms, either in the design or
in the implementation of incentives programmes, although exceptions existed.  Furthermore,
no clear pattern appears to exist across countries and regions on the type of industries favoured
by incentives programmes, although an increasing number of countries target investment
activity in industries involving technology and high value-added.  As to the type of incentives
offered,  developed countries tend to make more use of financial than fiscal incentives.
However, fiscal incentives are more prevalent in developing countries and economies in
transition, presumably because these countries lack the budgetary resources to provide
financial incentives.  Unfortunately, however, the total levels of government expenditure on
incentives for FDI are not known.

(a)  Fiscal incentives

Fiscal incentives continue to be the most widely used type of FDI incentive.  Of 103
countries reviewed, only four did not appear to offer any kind of fiscal incentive to foreign
investors during the early 1990s.  Moreover, between the mid-1980s and the early 1990s, the
range of fiscal incentives programmes offered to foreign investors seems to have increased in
all regions, if data for 93 countries are indicative (table VI.1).   At the same time, little has
changed in the type of fiscal incentives measures available.  A reduction of the standard
corporate income-tax rate continues to be the fiscal incentive most widely used, followed, in
declining order of importance, by tax holidays, exemptions from import duties, duty drawbacks,
accelerated depreciation, specific deductions from gross earnings for income tax purposes,
reinvestment allowances and deductions from social security contributions (table VI.2).

There were, however, significant country and regional variations:

• While a reduction of the standard corporate income tax rate was the most frequently
used type of fiscal incentive for TNCs in most regions, the levels of reduction varied
considerably, even within the same country.

• Among developed countries, accelerated depreciation and specific deductions for
corporate income tax purposes or reductions in other taxes were more prominent than
exemptions from import duties and duty drawbacks, the latter incentives often being
limited to special zones or regions.

• In developing countries, by contrast, tax holidays, the exemption from import duties and
duty drawbacks were the main types of tax incentives available to TNCs (after the
reduction of the standard corporate income tax rate).  Tax holidays were typically
available for up to five years after an investment, but they could be extended to 10 years
and, occasionally, to 25 years.  Tariff concessions were granted for periods usually
lasting 5 to 10 years, but sometimes for as long as 15 to 25 years for major projects.
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• In Central and Eastern Europe, nearly 80 per cent of all countries offered reductions of
the standard income tax rate and tax holidays to TNCs.  Exemptions from import duties
were also important.  In addition, tax-stabilization schemes have been offered by some
countries as a guarantee against fluctuations in their fiscal regimes.

Over the years -- and, of course, with regional variations -- fiscal incentives schemes for TNCs
appear to have become increasingly specific, both in terms of the qualifying conditions attached
to them and the variety of options they provide.   The FDI activities most frequently favoured
with incentives were (UNCTAD-DTCI, 1995c):

• Priority industries.

• Regional development (especially in developed countries).

• Exporting -- the most frequent objective of incentive measures in developing countries
(often in the context of special export processing zones).

Table VI.2.  Fiscal incentives for foreign investors, early 1990s
(Number of countries that offer a type of incentive)

       Developing countries         Developed countries
Central

Latin America    Other    and
     and the  North Western  developed  Eastern

Incentives Africa Asia    Caribbean America  Europe   countries   Europe  Total

Number of countries 23 17 12 2 20 4 25 103
Reduction of

standard income
tax rate 18 13 12 2 16 2 20 83

Tax holidays 16 13 8 2 7 2 19 67
Accelerated

depreciation 12 8 6 2 10 3 6 47
Investment/
Reinvestment

allowance 4 5 9 - 5 - 3 26
Deductions from

social security
contributions 2 1 2 - 5 - 2 12

Specific deductions
on gross earnings
for income tax
purposes or reduc-
tions in other taxes
(e.g., VAT, sales) 14 12 6 2 9 - 2 45

Exemption from
import duties 15 13 11 2 7 2 13 63
Duty drawback 10 8 10 1 6 2 12 49

Source:  UNCTAD, Division on Transnational Corporations and Investment, based on various sources.
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• Innovation and research and development, training, employment and environmental
protection; but they featured less prominently.

There are indications that some efforts have been made to curtail fiscal incentives,
especially by reducing selective corporate income tax reductions and credits.  Thus, for
example, Indonesia abolished tax holidays in 1984; the Republic of Korea reduced barriers to
inward FDI and simultaneously reduced incentives; and the Philippines is currently considering
the removal of tax holidays from its investment-incentives system.  Some countries (e.g.,
Malaysia) have reduced their standard tax rate for all firms, making special incentives for TNCs
less relevant (Lecraw and Conklin, forthcoming).

(b)  Financial incentives

At the beginning of the 1990s, financial incentives were available to TNCs in at least 59
countries  of the 83 reviewed.  The range of financial incentives appears to have increased since
the mid-1980s, but some types of financial incentives were reduced in some regions (UNCTAD-
DTCI, 1995c).  Thus, government grants decreased in Africa, Central and Eastern Europe and
in the developed countries, both in absolute terms and in terms of the number of countries that
offered them.  Subsidized loans (which are generally more important) decreased also in
developed countries (figure VI.1).

Financial incentives continue to be particularly important in developed countries, with the
bulk of these being aimed at industrial and regional development.  In some developed countries
(e.g., the United States), most financial incentives are granted by state, province or city
authorities, and the amounts involved, if standardized by number of employees, are very high
indeed (table VI.3).  Grants are frequently used (box VI.3).  They have the attraction of being
visible measures that are relatively easy to administer.  In a number of countries, grants might
have to be repaid if certain conditions are not met.  This feature, known as the “claw-back”
provision, is usually applied to high risk investments, such as research and development.
Governments tend to be more generous with financial incentives if they  expect to get most of
the funds back if cir-
cumstances warrant it.
Aid in the form of eq-
uity participation is
offered in some cases;
loans at reduced in-
terest rates and loan
guarantees being used
less frequently.  Finan-
cial incentives ap-
peared to be less
prominent in develop-
ing countries and the
countries of Central
and Eastern Europe,

Figure VI.1.  Financial incentives for foreign investors,
frequency by region, early 1990s

Source:  UNCTAD, Division on Transnational Corporations and Investment,
based on various sources.
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but they have increased in recent years, mainly as subsidized loans and loan guarantees and
government grants.

Box VI.3.  Korean TNC investment in an electronic plant in North-East England

Company
• A major electronics group (fifth largest in the world).
• Already had investment outside the Republic of Korea, e.g., Mexico (serving the North

American market).
• Strategy is to establish regional manufacturing centres around the world.

Project
• Investment $700m.
• Production targets will be in the following areas:  computer monitors; microwave ovens;

facsimile machines; personal computers; monitor tubes; and facilities for semi-conductor
wafers and colour televisions.

• Turnover will eventually reach $2 billion per annum.
• Direct employment 3,000.

Location choice
• Original search included Portugal, Germany and France as well as Spain and the United

Kingdom.
• Final choice was between the United Kingdom and Spain.  The company already had plants

in both countries, i.e., in Barcelona and North-East England.
• European market of prime importance.  The company already manufactures 700,000

television sets a year in North-East England for export to Europe.

Key factors influencing decision
• The European single market.
• Transport infrastructure to markets:  good in North-East England.
• High labour productivity (already experienced in the United Kingdom).
• Competitive wage rates.
• Attractive site/area:  well packaged by regional authorities.

The importance of grants
• Grant provided by the Government of the United Kingdom amounted to £58 million for a

project costing £450 million (with perhaps a further local contribution of up to £20 million).
• However, grant per job created is almost £20,000: which is very high by United Kingdom

standards, almost reaching the upper limit.
• The grant package in Spain, the main competitor, would probably have been higher.

In this case, grants were only a part of the total package of influences affecting the investor.

Impact on United Kingdom and North-East Region
• Employment growth and exports.
• There should be a substantial multiplier effect.

Source:  Arthur Andersen & Co., SC.
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(c)  Other incentives

Of 67 countries reviewed, 59 offered various types of incentives not included in the
previous categories, such as subsidized infrastructure and services and technical support.
Among the countries surveyed, the overall number and range of these incentives also increased
considerably between the mid-1980s and the early 1990s.  Subsidized, dedicated, infrastructure
and services were often provided as part of a package of measures available for enterprises
investing in export-processing zones, enterprise zones or science parks. In addition, institutional
arrangements for the provision of information, consultancy and management services, as well
as training and other technical assistance at subsidized prices or zero cost were increasingly
becoming a common form of incentive in many countries, often focused on small firms,
technology transfer and regional problem areas.

In a number of developing countries and in Central and Eastern Europe, protection from
import competition and preferential allocation of foreign exchange has also played an important
role.  For example, some countries have allowed investors to maintain offshore accounts in
which they could hold foreign exchange proceeds from export sales, insurance contracts and
other authorized items.  This makes it easier to secure investment insurance, and offers
protection against the risks of local currency devaluation,  non-convertibility  and unfavourable
exchange rates.

Although market reforms are narrowing the scope for discretionary incentives, they
remain important.  But they are difficult to capture in general surveys since they do not appear
in budget allocations or fiscal statements.  All indications are, however, that they are among the
more significant incentives.

* * *

All this suggests that competition for FDI with incentives is pervasive, and is even more
so now than it was some ten years ago.  Many countries have increased their incentives in order
to divert investment away from competing host countries.  Competition has been strong not
only among countries, but also among sub-national authorities within states, including
competition among individual cities.  This has been so regardless of whether the countries
involved were large or small, rich or poor, developed or developing.  As countries have been
orienting their development towards exports, technology intensive industries and higher value-
added activities, there has also been more competitions in selective, targeted incentives.

3.  Effects of incentives on foreign investors’ locational decisions

Given all the factors that can impinge on TNC locational decisions, it is difficult at best
to isolate the effects of just one factor, such as incentives.  The impact of these factors on
investment decisions will also differ among TNCs.  In spite of these differences, there is
overwhelming evidence that, relative to other factors, incentives are only a minor element in
the locational decisions of TNCs.  Factors such as market size and growth, production costs,
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skill levels, political and economic stability and the regulatory framework remain the most
important (UNCTAD-DTCI, 1995c).  However, the impact of incentives is not entirely
negligible: if one country offers incentives and another does not, then, other things being equal,
foreign investors could be influenced in their locational choices between countries.

As already noted, an increasing number of incentive packages has been designed to induce
TNCs to profile their investment projects so as to contribute to the host country’s goals in terms
of export promotion, employment creation and worker training, domestic value added and
technology transfer and innovation.  In practice, the most success has been achieved with
incentives to export.  Success in the other dimensions has been more difficult to achieve, often
with different incentives packages working at cross purposes.

The experience with incentive packages suggests that, to be effective, the design of
incentive programmes aimed at attracting FDI with specific characteristics not only involves
careful specifications of those elements that are thought to be desirable but, in addition, policy
coordination at various levels of government is necessary to ensure that the incentives do not
cause damaging side effects.  There is also often a conflict between the goals that governments
want to achieve, the incentives systems through which these goals can be achieved and the
capacity of the institutions charged with implementing the incentives systems.  At the same
time, there is often a trade-off between incentives that are targeted to achieve specific policy
goals and more general investment incentives.  The more targeted an incentive, the greater its
impact -- but also the greater the chance that it leads to biases and distortions that impose
economic costs on the economy.

* * *

In summary, incentives are not among the main determinants of FDI locational decisions.
Nevertheless, competition among countries to attract and keep investment through incentives
is strong and pervasive.  This is partly so because, other things being equal, incentives can
induce foreign investors towards making a particular locational decision by sweetening the
overall package of benefits and hence tilting the balance in investors’ locational choices.
Incentives can be justified if they are intended to cover the wedge between the social and private
rates of return for FDI undertakings that create positive spillovers.  However, incentives also
have the potential to introduce economic distortions (especially when they are more than
marginal) that are analogous to restrictions on trade.  It is not in the public interest that the cost
of incentives granted exceeds the value of the benefits to the public.  But, as governments
compete to attract FDI, they may be tempted to offer more and larger incentives than  would
be justified, sometimes under pressure from firms that demand incentives to remain in a country.

How to measure the costs and benefits of incentives is complex and problematic; even
when this can be done, the implementation and administration of a calibrated incentives
programme is often very difficult and can be distorted by political objectives.  There is also the
larger question as to whether national welfare gains enhance world welfare or are at the expense
of other countries.
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Conclusions

As countries increasingly recognize the importance of inward FDI for their development,
they compete more and more to attract such investment.  This competition takes many forms.
Most countries are liberalizing their FDI frameworks, are pursuing more fine-tuned policies
designed specifically to attract competitiveness-enhancing FDI and, more generally, are
attempting to create a favourable investment climate.  Countries, furthermore, are using
various types of incentives to attract FDI.

To a degree, competition for FDI is not undesirable.  It can lead governments, for
example, to refine their approach to investment promotion, selecting the most efficient
instruments.  Yet, unbridled competition among governments in this area can lead to abuses,
as the world experienced in the inter-war period with successive  rounds of currency
devaluations in a beggar-thy-neighbour attempt to boost exports and more recently in export-
credit competitions.  Competing for FDI with incentives can lead to waste, especially when
governments offer more and higher incentives than those justified to cover the wedge between
the social and private rates of return on an investment, and when distortions in the international
allocation of investment are introduced.

Table VI.4. Menu of policy options for government action on incentives

Level of approach          Voluntarya         Non-bindinga           Binding

National FDI incentives
reviews, including the
balance between incen-
tives and promotion

Unilateral measures.

Incorporate language on Eliminate or reduce
ceilings and limits into certain incentives
model bilateral treaties conditional on same
on investment and double action by certain other

Bilateral taxation. countries.

Agree on ceilings and
discontinuation of
certain incentives;

Regional FDI incentive approval system;
Regional reviews. review system.

Eminent Persons Group;
negative list; check list of
points; "challenge" round Strengthen and expand

Multilateral pledging reductions. WTO instruments.

Source:  UNCTAD, Division on Transnational Corporations and Investment.
a While voluntary initiatives are unilateral actions that can be reversed easily, a non-binding

understanding, being the result of negotiations, would presumably exercise at least a certain amount of
restraint.
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Competition for FDI with incentives is unlikely to be eliminated altogether, and some of
it may even lead to positive results for countries.  But excessive incentives can be contained and
channelled into more effective areas such as investment in public infrastructure which has the
potential to raise economic productivity in general, as well as to enhance the climate for
investment.   While the improvement of the investment climate is mostly a national matter,
containing excesses in competition with incentives also requires an international approach, at
bilateral, regional and multilateral levels (table VI.4), which can be pursued simultaneously.

1.  National initiatives

Unilateral action can check the competitive behaviour of other countries.  Countries have
now had several decades of experience in granting competitive incentives.  This often
frustrating experience is beginning to lead them to a better understanding that their long-term
interests do not lie in short-term advantages gained through incentives, as demonstrated by
their efforts to discourage incentive competition in regional integration agreements.  In the
absence of any international action to limit incentives, some governments are searching for
ways to curtail their own excessive granting of incentives.

In an effort to rationalize the use of incentives governments could undertake a national
FDI incentive review, with the following (and other) questions in mind:

• What is the complete array of incentive instruments used at all government levels --
including discretionary incentives --  to attract and channel FDI activities?

• Has there been a proliferation of incentives?
• Are any incentives redundant?  For example, countries offering tax holidays sometimes

also have in place programmes for accelerated depreciation, which are ineffective when
applied during the tax-holiday period.

• What have been the results obtained from the use of incentives and at what cost for the
country.   Using analytical techniques that are now available in the form of computer-
based models, the average value of an incentive package for the typical FDI project (or
for several archetypes stratified by industry, size, region etc.) can be measured.  More
refined techniques are needed, however, to assess the value of incentives when
externalities and scale economies are present.

• Are incentives superfluous in the sense that they are being offered to foreign investors
that would have made the investment without them ?

• Are the various incentive instruments coordinated to achieve the desired impact at the
least financial and administrative cost?  What are the administrative and other problems
in implementing incentives programmes?

• Are the incentives designed to work in harmony with market possibilities, both in a static
and dynamic sense?

• Can some instruments be eliminated, or a ceiling be placed on them, with no overall loss
in the effectiveness of the incentives programme?
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• Is a proper balance being maintained between investment incentives and investment-
promotion activities?  Investment promotion competes for the same scarce budget
resources as FDI incentives.  Both incentives and promotion activities are meant to
attract FDI, and the marginal gain from a dollar spent on each should be compared.  In
general, investment- promotion activity is more valuable and does not lead to cutthroat
competition among countries, as incentives sometimes do.

• Have countries that are viewed as direct competitors  for FDI been increasing or
reducing their incentive levels?

• What kind of incentives competition is taking place among various levels of government?

It may be difficult to answer all or most of these questions in the framework of a national FDI
incentive review,  but they indicate the type of issues that need to be addressed.  A more detailed
and systematic format could be elaborated, and a manual prepared for use by governments, to
be revised in light of experience gained.  The purpose of the review would be to streamline
incentive programmes, with international agencies providing technical assistance where
desired.

2.  Bilateral initiatives

Bilateral investment treaties have generally had little to say about investment incentives.
However, some countries, notably the United States, have used bilateral investment treaties to
curtail the use of performance requirements in host countries.  Since governments often use
incentives to induce investors to accept performance requirements, a reduction of the latter
could moderate the incidence of the former.

Governments could add investment-incentive issues to their model bilateral treaties on
investment and double taxation.  In the absence of a regional or multilateral approach, adding
an incentives-limitation clause to a model bilateral treaty would at least put the issue up for
discussion, even though this would not necessarily mean that it would be incorporated
immediately in treaties that are under negotiation.  For example, host governments could agree
to limit their investment incentives to a small range of instruments, rather than the large (and
often confusing) array currently developed.  In fact, it might be possible to negotiate a
conditional incentive-limitation clause in a bilateral agreement that would only become
operative if a specified number or set of  countries  adopted the same clause.  For example, a
developing country facing its stiffest competition from, say, four neighbouring countries, could
be reluctant to accept a bilateral discipline on incentives on its own, but might be willing to abide
by  such a discipline if its competitors had also agreed to such a clause.  In this example, bilateral
treaties would not have to be negotiated simultaneously; clauses would be activated only upon
the signing of the required minimum number of treaties.  Such an approach might be more
promising if the principal home countries were to agree on a common incentive-limitation
clause that each would insert into its model treaty.
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3.  Regional initiatives

Many regional integration efforts have recognized the importance of adopting rules to
limit their members’ ability to redirect FDI flows from other member countries. Notably, the
European Union sets limits on the value of the total package of incentives that any government
can use to promote investment.  While other regional groups do not have the same degree of
integration as the European Union, they could still strengthen their efforts to curtail excessive
incentive granting in a number of ways, on the basis of FDI incentive reviews that could ask the
same or similar questions as proposed for the national level.  In addition, governments could
agree on overall ceilings on investment-incentive packages; they could agree on criteria to
discontinue gradually some of the most distorting incentives; and, based on the agreed-upon
criteria, they could make the granting of incentives subject to approval by the regional
organization.  A review system could be established to allow other governments and affected
private parties to challenge the granting of incentives that do not meet the agreed-upon criteria.

Of course, the modalities for reducing incentive levels at the regional level are no different
from those suggested at the national level.  What is different, is the way in which reductions are
initiated.  At the regional level, cooperation can be secured via formal agreements rather than
by hoping for informal cooperation through imitative behaviour.  Naturally, a regional
approach needs to take into account intraregional differences.

4.  Multilateral initiatives

At present, several avenues exist to strengthen a multilateral approach to limit incentives
competition (UNCTAD-DTCI, 1995c).  To assist this process, an international Eminent
Persons Group on Incentives could be established to recommend actions to be taken.  The
Group could hold international hearings on FDI incentives, focusing on experiences with the
effectiveness of incentives, with the participation of various groups, including government
investment agencies, TNCs, independent research organizations and private consulting firms.
It could explore a wide range of issues, including:

• Improving transparency.  The Eminent Persons Group could examine ways of collecting
systematically and making available comparable information on the type, number and
value of incentives offered and given at all levels of government.  This would require
improved national and international reporting systems.  Special efforts would be
required to obtain information on the use of discretionary and ad hoc incentives.  In
doing so, it may be advisable to distinguish between groups of incentives, to make the
universe of incentives more manageable.  For instance, it may be possible to take a
sectoral approach or one based on types of objectives pursued.

• Clarifying and documenting the cost and benefits of FDI incentives. Although there is
evidence that competition through incentives is imposing high costs on countries that
use them, there is a need for standardized methods to measure the many different
elements that enter a cost-benefit analysis of such incentives.  The Group could examine
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the various methods available and set out and test them, and also set out classifications
of different types of incentives based on, for example, the distortive effects of these
measures or other criteria.  Based on these analyses, it may be possible to identify a
limited number of particularly objectionable incentives, with a view towards dealing
with them first (as a preliminary step towards a system resembling the classification of
subsidies for trade).  In creating such a “negative list”, the approach taken in the Uruguay
Round agreement on trade-related investment measures could serve as an example.

• Check-list.  Drawing from the best experiences, the Group could elaborate a check-list
of points that governments should take into account in their incentives policies and
practices.

The Group could conclude its work with a “challenge” round of pledges by countries to
reduce the level of incentives.  In much the same way in which GATT members that participated
in the various liberalization rounds established quantitative goals for tariff reductions, the
Group could explore the feasibility of participating countries pledging to reduce certain
incentives by some fixed amount (say, 25 per cent) over a given time period (say, five years).
The important point is that a demonstration that such a pledge might be feasible could enhance
the willingness on the part of all countries to seek an international agreement on incentives.

An important lesson from experiences with earlier efforts to limit incentives competition
is the need to take a step-by-step approach to international cooperation on incentives.  The
international community has begun to deal successfully with subsidies that distort trade.  It may
be possible to make similar progress towards dealing with incentives that distort FDI flows -
- a task that is not made simpler by the fact that, in many instances, incentives competition is
particularly fierce at the sub-national level.

Notes

1 Malaysian Industrial Development Authority, 20th Anniversary, October 1987, pp. 1-20.
2 Capital expenditure is defined as expenditures on factory, plant and machinery.
3 Those granted pioneer status are given income tax exemptions on 85 per cent of their statutory

income for five years; for companies granted an investment tax allowance, the rate of allowance
is 80 per cent and the amount of allowance to be exempted for each assessment year is subject to
85 per cent  of statutory income for that assessment year (information supplied by the Planning and
Research Division of the Malaysian Industrial Development Authority).

4 For a full discussion of the interrelationship between investment and technology transfer, see
UNCTAD, 1995d.

5 Paper presented at the third session of the UNCTAD, Trade and Development Board Working
Group on the Interrelationship between Investment and Technology Transfer, item 2, March 1994;
see UNCTAD, 1995d.

6 The term “science park” is to some extent used interchangeably with terms like “science centres”,
“technology poles” or “technopoles”.  This is partly because science parks actually vary from a few
buildings to some thousand square kilometres.  Where, for example, the word “park” is substituted
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by “centre”,  this tends to refer to small and rather specified developments, and the word “centre”
is often qualified by phrases such as “innovation”, “incubator” or “business creation”.  At the other
end of the scale, terms such as “technopoles”  normally signify an area of upwards of  a thousand
square kilometres -- certainly in the Japanese context where it finds its most frequent and probably
original use.

7 It is reported that, of  the more than 400 science and technology parks established around the world,
at least 60 per cent are located in the Asia-Pacific region (ESCAP/UNCTAD- DTCI, 1994).

8 There are also examples of successful ties between traditional exporters and trading and retailing
TNCs, provided in chapter IV.  This approach is in marked contrast to the intuitive response of
policy makers to subsidize and protect “sunset” industries.

9 For a full discussion, see UNCTAD-DTCI, 1995c.
10 For more detailed analyses of the effects of incentives in theory and practice, see Graham, 1994;

Guisinger, 1992 and 1989; and Lecraw, 1990.
11 A similar definition can be found in OECD, 1989a, section 1, p. 9.
12 Investment undertakings can also generate negative externalities (e.g., air pollution) that create a

negative wedge between private and social rates of return, a case examined by Pigou, 1920.
13 The cooperation of Arthur Andersen & Co., SC. in the preparation of this section is gratefully

acknowledged.
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Annex table 1. Foreign-direct-investment inflows, by host region and economy, 1983-1994
                  (Millions of dollars)

1983-1988
(Annual

Host region/economy average) 1989 1990 1991 1992 1993  1994 a

Total inflows 91 554 200 612 211 425 158 428 170 398 208 388 225 692

Developed economies 71 779 171 722 176 436 115 092 111 223 129 073 134 984

Western Europe 28 902 88 566 110 586 82 555 80 141 76 387 73 660

European Union 27 425 84 191 104 408 79 357 77 978 74 004 71 157

Austria 256 756 755  418 1 051 1 163 1 531
Belgium and Luxembourg 1 838 7 057 8 056 9 377 11 286 10 650 6 026
Denmark 151 1 090 1 132 1 553 1 017 1 713 4 896
Finland 246 490 812 -233  387  865 1 476
France 3 934 10 313 13 183 15 149 21 843 20 755 16 926
Germany 1 517 10 780 9 160 7 860 5 460 1 840 4 410
Greece 572 752 1 005 1 135 1 144  977 1 085
Ireland 99 85 99  97  102 89 96
Italy 2 398 2 166 6 411 2 401 3 105 3 749 3 627
Netherlands 2 585 8 346 12 319 6 282 7 715 5 675 3 147
Portugal 373 1 737 2 610 2 448 1 873 1 516 1 255
Spain 3 401 8 428 13 841 10 503 8 058 6 782 8 216
Sweden 717 1 811 1 979 6 345  -94 3 773 8 240
United Kingdom 9 338 30 379 33 046 16 022 15 030 14 457 10 226

Other Western Europe 1 477 4 375 6 178 3 198 2 163 2 383 2 503

Gibraltar 12 67 36 37 89  107  77
Iceland 2 -27 6 35 14 8 19
Norway 207 1 509 1 175 -52  811 1 461  662
Switzerland 1 256 2 827 4 961 3 178 1 249  808 1 745

North America 38 611 72 754 55 768 24 751 22 062 46 089 55 480

Canada 4 222 5 018 7 853 2 747 4 462 4 981 6 032
United States 34 389 67 736 47 915 22 004 17 600 41 108 49 448

Other developed economies 4 266 10 402 10 082 7 785 9 020 6 596 5 844

Australia 3 478 7 849 6 547 4 377 4 668 3 397 2 772
Israel 141 125 101  350  539  555  406
Japan 326 1 054 1 753 1 368 2 728 86  888
New Zealand 314 1 365 1 686 1 698 1 090 2 566 1 785
South Africa 7 8 -5 -8 -5 -8 -7

Developing economies 19 757 28 622 34 689 40 889 54 750 73 350 84 441

Africa 2 104 4 812 2 207 2 974 3 265 3 000 3 080

/...
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(Annex table 1, cont'd)

1983-1988
(Annual

Host region/economy average) 1989 1990 1991 1992 1993  1994 a

North Africa 1 042 1 642 1 103 995 1396 1 459 1 284

Algeria 4 12 - 12 8 7 9
Egypt  959 1 250  734 352 459 493 435
Libyan Arab Jamahiriya -70  125  159 127 137 141 135
Morocco 43  167  165 380 424 522 442
Sudan 3 9 -31 -1 - - -
Tunisia  103 79 76 125 369 296 263

Other Africa 1 062 3 169 1 104 1 979 1 869 1 541 1 796

Angola  156 200  -335 664 288 206 386
Benin - 1 1 13 7 10 10
Botswana 61 42 38 40 40 39 40
Burkina Faso 1 1 - 1 - - -
Burundi 1 1 1 1 1 1 1
Cameroon  108 -87 -57 -17 -17 -81 -38
Cape Verde 1 -1 - 1 -1 - -
Central African Republic 5 1 1 -5 -3 -2 -3
Chad 17 19 .. 4 2 2 3
Comoros 2 3 - 3 2 1 2
Congo 30 3 7 5 4 3 4
Côte d’Ivoire 50 19 32 81 77 30 63
Djibouti - -0 - - 2 3 2
Equatorial Guinea 2 -0 10 42 17 23 28
Ethiopia - .. 4 1 6 6 4
Gabon 78 -31 74 -55 127 97 57
Gambia - 15 - 10 6 5 7
Ghana 4 15 15 22 23 20 21
Guinea 7 12 18 39 20 3 20
Guinea-Bissau 1 - 2 2 6 -2 2
Kenya 21 62 57 19 6 2 9
Lesotho 7 13 17 8 3 15 8
Liberia 64  656  225 8 -11 30 9
Madagascar 5 13 22 14 21 19 18
Malawi 13 9 23 18 2 3 8
Mali - 15 -7 4 -8 -4 -3
Mauritania 4 4 7 2 5 5 4
Mauritius 11 36 41 19 15 15 16
Mozambique 2 3 9 23 25 30 26
Namibia 2 - 37  105 56 66 76
Niger 9 - -1 1 - - -
Nigeria  361 1 882  588  712 897 732 780
Rwanda 16 16 8 5 2 5 4
Senegal -3 10 -3 22 1 1 8
Seychelles 15 23 27 22 21 23 22

/...
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 (Annex table 1, cont'd)

1983-1988
(Annual

Host region/economy average) 1989 1990 1991 1992 1993  1994 a

Sierra Leone -24 22 32 8 21 20 16
Somalia - -41 6 - -12 -2 -5
Swaziland 25 72 39 77 56 40 58
Togo 6 7 -1 7 -2 1 2
Uganda - -2 -6 1 3 3 2
United Republic of
   Tanzania 1 6 -3 3 12 20 12
Zaire -35 -6 -14 12 -1 -1 4
Zambia 49 164 203 34 134 124 97
Zimbabwe -7 -10 -12 3 15 28 15

Latin America and the
Caribbean 7 438 7488 8 989 15 254 17 672 19 900 20 254

South America 3 154 4 368 4 511 6 793 8 387 10 079 11 498

Argentina 512 1 028 1 836 2 439 4 179 6 305 1 200
Bolivia 10 -24 27 52 93 122 89
Brazil 1 503 1 267 901 972 1 580 802 2 241
Chile 439 1 289 590 623 711 891 2 533
Colombia 570 576 500 574 790 950 1 504
Ecuador 65 80 82 85 95 115 98
Guyana 1 -2 8 13 - 7 7
Paraguay 4 13 76 84 137 111 111
Peru 5 59 41 -7 127 349 2 695
Surinam -31 -168 -43 10 -30 -21 -14
Uruguay 25 38 42 32 13 76 40
Venezuela 50 213 451 1916 692 372 993

Other Latin America 4 284 3 120 4 478 8 461 9 285 9 821 8 756

Antigua and Barbuda 20 41 59 52 20 44 39
Aruba .. .. 131 185 -37 -18 43
Bahamas -1 25 -17 - 7 -24 -6
Barbados 6 8 11 7 14 9 10
Belize 4 19 17 15 18 11 15
Bermuda 1 383 -1 007 819 2 489 3 321 2 960 2 923
Cayman Islands 214 79 49 -9 27 -18 -
Costa Rica 75 101 163 187 262 285 245
Cuba - - 1 10 13 21 15
Dominica 4 8 8 11 14 10 11
Dominican Republic 66 110 133 145 180 183 169
El Salvador 19 13 2 25 15 16 19
Grenada 7 10 13 15 23 17 18
Guatemala 116 76 48 91 94 149 111
Haiti 6 9 8 14 8 10 11
Honduras 31 51 44 52 48 35 45
Jamaica 4 57  138  133  142 78  118

 /...
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1983-1988
(Annual

Host region/economy average) 1989 1990 1991 1992 1993  1994 a

Mexico 2 272 3 174 2 632 4 762 4 933 4 901 4 432b

Netherlands Antilles -42 17 8 33 40 11 28
Nicaragua - -7 1 11 15 39 22
Panama 14 37 -18 -30 2 -41 -23
Saint Kitts and Nevis 11 41 49 21 14 28 21
Saint Lucia 14 27 45 58 46 50 51
Saint Vincent and the
   Grenadines 4 11 8 9 19 12 13
Trinidad and Tobago 52 149 109 169 178 379 242
Virgin Islands 5 71 18 5 -131 675 183

Asia 10 042 16 021 23 083 22 201 33 195 49 984 60 664

West Asia 2 090  484 3 189 1 396 1 486 1 326 1 403

Bahrain 77 181 -4 -7 -9 6 -3
Cyprus 57 70 130 82 121 111 105
Iran, Islamic Republic of -72 -19 362 23 9 131 54
Iraq 2 3 0 -3 8 2 2
Jordan 37 -1 38 -12 41 -34 -2
Kuwait -1 4 -6 1 35 13 16
Lebanon 4 2 6 2 18 26 15
Oman 124 112 141 149 87 99 112
Qatar -5 -2 5 43 40 29 37
Saudi Arabia 1 625 -654 1 864 160 79 79 106
Syrian Arab Republic 38 74 71 62 18 - 27
Turkey 142 663 684 860 897 663 807
United Arab Emirates 57 39 -116 26 130 183 113
Yemen 6 14 12 11 12 18 14

Central Asia .. .. .. .. 140 195 168

Kazakhstan .. .. .. .. 100 150 125
Uzbekistan .. .. .. .. 40 45 43

South, East and
South-East Asia 7 952 15 537 19 893 20 805 31 569 48 463 59 093

Afghanistan - .. .. - - - -
Bangladesh 1 - 3 1 4 14 6
Brunei Darussalam - .. -1 -1 -4 -2 -2
Cambodia .. .. .. .. 33 37 23
China 1 823 3 393 3 487 4 366 11 156 27 515 33 800
Hong Kong 1 343 1 076 1 728  538 2 051 1 667 2 000
India 92  252  236  155  261  586  947
Indonesia  341  682 1 093 1 482 1 777 2 004 3 000
Korea, Democratic
   People’s  Republic 1  629 -61 - 42 -6 12
Korea, Republic of  387  758  715 1 116  550  516  791

/...
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1983-1988
(Annual

Host region/economy average) 1989 1990 1991 1992 1993  1994 a

Lao, People’s Democratic
   Republic - 4 6 8 9 30 16
Macao 1 -1 - 11 -20 -1 -3
Malaysia  731 1 668 2 332 3 998 5 183 5 206 4 500
Maldives 2 4 6 7 7 7 7
Mongolia .. .. .. 11 7 8 9
Myanmar - 8  161 56 75 98 76
Nepal 1 - 6 2 .. .. 1
Pakistan  106  210  244  257  335  346  313
Philippines  249  563  530 544  228  763 1 500
Singapore 1 947 2 887 5 575 4 888 6 730 6 829 7 900
Sri Lanka 39 20 43 48  123  195  122
Taiwan Province of China 448 1 604 1 330 1 271  879  917 1 350
Thailand 439 1 775 2 444 2 014 2 116 1 715 2 700
Viet Nam 1 4 16 32 28 21 27

The Pacific 144 240 298 264 403  276 314

Fiji 21 8 80 15 50 29 32
New Caledonia - 8 31 3 17 20 13
Papua New Guinea 113 203 156 203 291  179 224
Solomon Islands 3 12 10 15 14 17 16
Tonga - - - - 1 - -
Vanuatu 7 9 13 25 26 26 26
Western Samoa - ... 7 3 3 4 4

Developing Europe 30 61 113 195 215 191 130

Malta 25 52 46 77 40 54 57
Slovenia .. .. .. .. 111 112 73
Former Yugoslavia 4 9 67 118 64 25 ..

Central and Eastern Europe 17 268 300 2 448 4 426 5 964 6 267

Albania .. .. .. -1 20 58 53
Belarus .. .. .. .. 7 10 6
Bulgaria .. .. 4 56 42 55  300
Czeck Republic .. .. .. .. .. 568  862
Czechoslovakia (former) .. 257 207 600 1 103 .. ..
Estonia .. .. .. .. 80  168  260
Hungary .. .. .. 1 462 1 479 2 350 1 510
Latvia .. .. .. .. 14 20 30
Lithuania .. .. .. .. 10 12 10
Moldova, Republic of .. .. .. .. 17 14 16
Poland 17 11 89 291 678 1 715 1 400
Romania .. .. .. 40 77 94  650
Rusian Federation .. .. .. .. 700  700  900

/...
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1983-1988
(Annual

Host region/economy average) 1989 1990 1991  1992  1993  1994 a

Slovakia .. .. .. .. .. .. 70
Ukraine .. .. .. .. 200 200 200

Memorandum:

Least developed countries: c 337 1 201 423 1 063 740 786 863
in

Africa 310 1 141 190 922 548 526 665
Latin America and the

Caribbean 6 9 8 14 8 10 11
Asia 10 30 195 86 140 203 143

West Asia 6 14 12 11 12 18 14
South, East and

South-East Asia 4 17 182 74 128 185 129
The Pacific 10 20 30 33 43 47 45

Oil-exporting countries: d 7 054 9 039 10 220 14 781 15 596 15 532 15 820
in

Africa 1 729 3 435 1 247 1 926 2 271 1 894 2 030
Latin America and the

Caribbean 2 449 3 592 3 302 6 984 5 991 5 889 5 855
Asia 2 877 2 013 5 671 5 870 7 334 7 750 7 935

West Asia 1 806 -337 2 247  391  378  541  437
South, East and South-

East Asia 1 071 2 350 3 424 5 479 6 956 7 208 7 498
The Pacific .. .. .. .. .. .. ..

Developing economies minus
China 17 935 25 229 31 202 36 523 43 594 45 836 50 641

Source: UNCTAD, DTCI, FDI database, based on the International Monetary Fund balance-of-
payments tape, retrieved in June 1995; data provided by the Organisation for Economic Co-operation and
Development Secretariat; official national sources; and own estimates.

a Estimates.  For details, see technical note.
b During the publication process of this report, the data for 1994 was significantly revised to $7,978

million by International Monetary Fund
c Least developed countries include: Afghanistan, Angola, Bangladesh, Benin, Bhutan, Burkina

Faso, Burundi, Cambodia, Cape Verde, Central African Republic, Chad, Comoros, Djibouti, Equatorial
Guinea, Eritrea, Ethiopia, Gambia, Guinea, Guinea-Bissau, Haiti, Kiribati, Lao People’s Democratic Republic,
Lesotho, Liberia, Madagascar, Malawi, Maldives, Mali, Mauritania, Mozambique, Myanmar, Nepal, Niger,
Rwanda, Western Samoa, Sierra Leone, Solomon Islands, Somalia, Sudan, Togo, Tuvalu, Uganda, United
Republic of Tanzania, Vanuatu, Yemen, Zaire and Zambia.

d Oil-exporting countries include:  Algeria, Angola, Bahrain, Bolivia, Brunei Darussalam,
Cameroon, Congo, Ecuador, Egypt, Gabon, Indonesia, Islamic Republic of Iran, Iraq, Kuwait, Libyan Arab
Jamahiriya, Malaysia, Mexico, Nigeria, Oman, Qatar, Saudi Arabia, Trinidad and Tobago, Tunisia, United
Arab Emirates and Venezuela.
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Annex table 2. Foreign-direct-investment outflows, by home region and economy, 1983-1994
                  (Millions of dollars)

1983-1988
(Annual

Home region/economy  average) 1989 1990 1991 1992 1993       1994 a

Total outflows 93 711 217 874 243 186 199 288 190 612 222 171 222 254

Developed economies 88 277 202 270 226 215 188 257 171 281 192 959 189 280

Western Europe 51 856 124 134 143 481 113 535 110 521 103 693 113 921

European Union 47 942 115 139 135 668 105 181 104 446 94 698 105 464

Austria 212 1 163 1 925 1 831 2 102 1 745 1 459
Belgium and Luxembourg 1 539 6 812 6 262 6 165 11 259 4 023 -30
Denmark 456 2 066 1 482 1 852 2 236 1 373 4 046
Finland 929 2 965 2 708 -124 -752 1 667 3 771
France 5 864 19 503 34 822 23 932 31 269 20 604 22 860
Germany 7 897 18 310 28 660 22 820 16 080 17 430 20 560
Ireland 278 396 499 634 510 547 564
Italy 2 771 2 160 7 585 7 222 5 891 7 409 5 136
Netherlands 5 207 14 826 15 422 13 544 14 466 10 030 11 373
Portugal 19  84 163 463 687 107 283
Spain 516 1 473 2 937 3 584 1 300 2 609 4 183
Sweden 3 496 10 198 14 573 7 254 251 1 417 6 122
United Kingdom 18 757 35 183 18 630 16 004 19 147 25 737 25 137

Other Western Europe 3 915 8 995 7 813 8 354 6 075 8 995 8 457

Iceland 1 8 9 11 5 4 7
Norway 982 1 136 1 435 1 815 399 928 1 696
Switzerland 2 932 7 851 6 369 6 528 5 671 8 062 6 754

North America 18 543 30 262 31 908 39 110 42 668 74 785 50 418

Canada 4 340 4 584 4 733 5 654 3 690 5 807 4 778
United States 14 203 25 678 27 175 33 456 38 978 68 978 45 640

Other developed economies 17 878 47 874 50 826 35 612 18 092 14 481 24 942

Australia 3 416 3 330 272 2 989 -173 1 084 5 971
Israel 63 38 165 423 651 928 826
Japan 14 040 44 130 48 024 30 726 17 222 13 714 17 938
New Zealand 266 378 2 365 1 475 392 -1 246 207
South Africa 93 -2 .. .. .. .. ..

Developing economies 5 423 15 586 16 934 10 994 19 314 29 136 32 907

Africa 1 137 892 1 412 897 319 843 686

North Africa 50 71 121 116 30 83 76

Algeria 8 8 5 50 21 25 32
/...
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(Annex table 2, cont'd)

1983-1988
(Annual

Home region/economy  average) 1989 1990 1991 1992 1993       1994 a

Egypt 13 23 12 62 4 26 31
Libyan Arab Jamahiriya 30 35 105 .. .. .. ..
Morocco .. .. .. .. .. 30 10
Tunisia -1 5 -1 3 5 2 3

Other Africa 1 087 821 1 292 782 289 759 610

Angola .. .. 1 .. .. .. ..
Burundi .. - .. .. .. - ..
Cameroon 14 26 15 22 33 22 26
Cape Verde - 1 - .. .. .. ..
Central African Republic 2 4 4 4 6 4 5
Chad 4 13 .. 11 14 8 11
Comoros .. .. 1 .. .. .. ..
Gabon 6 8 29 15 26 6 15
Kenya 5 1 .. .. .. .. ..
Lesotho - .. .. .. .. .. ..
Liberia 37 76 13 291 -22 70 113
Mauritius - 1 1 11 43 33 29
Namibia .. .. 2 6 2 3 4
Niger -1 .. .. .. .. .. ..
Nigeria 1 011 671 1 213 390 176 593 386
Senegal 2 .. .. .. .. .. ..
Seychelles 6 6 6 3 3 4 3
Swaziland 5 15 8 31 9 16 18
Zimbabwe -4 .. .. .. .. .. ..

Latin America and the
Caribbean 417 950 4 508 1834 2 259 -28 1 900

South America 292 791 1 094 1 272 810 1 998 1 905

Argentina 18 79 50 -41 62 -18 1
Bolivia 1 1 1 2 2 2 2
Brazil 128 523 665 1 014 146 1 094 751
Chile 7 10 8 123 378 431 856
Colombia 39 29 16 24 50 30 35
Uruguay - 13 -1 3 -28 32 2
Venezuela 100 136 355 147 200 427 258

Other Latin America 125 159 3 414 562 1 449 -2 025 -5

Antigua and Barbuda ... .. .. .. -2 .. ..
Bahamas -1 .. 1573 360 573 -1 593 -220
Barbados 2 3 1 1 1 3 2
Belize .. .. .. 2 2 2 2
Bermuda -13 -110 741 -89 61 247 73
Costa Rica 4 6 2 6 4 5 5

/...
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 (Annex table 2, cont'd)

1983-1988
(Annual

Home region/economy  average) 1989 1990 1991 1992 1993       1994 a

Grenada .. .. .. 1 .. .. ..
Mexico 104 107 224 156 468 -97 176
Netherlands Antilles 1 5 2 1 2 -2 -
Panama 25 148 870 124 340 -590 -42
Trinidad and Tobago 3 .. .. .. .. .. ..

Asia 3 862 13 735 11 008 8 268 16 736 28 315 30 306

West Asia 567 1 481 -492 73 1202 632 684

Bahrain 10 14 -21 -2 2 -20 -7
Cyprus .. .. 3 15 14 11 14
Jordan 2 17 -32 14 -3 -53 -14
Kuwait 282 841 208 243 1 067 775 695
Lebanon 8 -2 -7 -6 -7 -6 -6
Oman - -1 -1 -2 -1 .. -1
Saudi Arabia 255 611 -613 -217 40 -97 -91
Turkey 2 .. -16 27 65 14 84
United Arab Emirates 9 2 -13 1 25 8 11
Yemen - .. .. .. .. .. ..

South, East and
South-East Asia 3 295 12 254 11 500 8 195 15 534 27 683 29 621

Bangladesh .. .. .. .. -1 - -
China 467 780 830 913 4 000 4 400 2 000
Hong Kong 1 453 2 930 2 377 3 064 7 375 17 451 20 956
India 2 5 3 -7 19 34 15
Indonesia 11 17 -13 14 41 -15 13
Korea, Republic of 107 305 820 1 357 1 047 1 056 2 073
Malaysia 224 282 532 416 460 1 357 1 753
Pakistan 3 43 2 -4 -12 -2 -6
Philippines 4 6 -5 -28 7 -5 -9
Singapore 147 882 1 570 444 748 767 653
Sri Lanka 1 2 1 5 2 7 4
Taiwan Province of China 843 6 951  5 243 1 854 1 701 2 411 1 989
Thailand 33 50 140 167 147 221 178

The Pacific 8 9 5 -4 2 6 1

Fiji 7 27 5 -4 2 6 1
Papua New Guinea 1 -18 .. .. .. .. ..

Developing Europe .. .. .. .. -2 1 14

Slovenia .. .. .. .. -2 1 14

/...
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1983-1988
(Annual

Home region/economy  average) 1989 1990 1991 1992 1993       1994 a

Central and Eastern Europe 11 19 38 37 17 77 67
Albania .. .. .. .. 20 7 9
Czechoslovakia (former) .. 1 20 14 30 21 22
Estonia .. .. .. .. -78 8
Hungary .. .. .. 27 28 16 24
Poland 11 18 ... -7 13 18 8
Romania .. .. 18 3 4 7 5

Memorandum:

Least developed countries:b 43 93 19 305 -4 83 129
in

Africa 43 93 19 305 -3 82 128
Latin America and the Caribbean .. .. .. .. .. .. ..
Asia - .. .. .. -1 - -

West Asia - .. .. .. .. .. ..
South, East and South-East Asia .. .. .. .. -1 - -

The Pacific - - - - - - -

Oil-exporting countries:c 2 078 2 786 2 038 1 300 2 569 3 014 3 303
in

Africa 1 081 776 1 378 542 264 674 493
Latin America and the Caribbean 207 244 580 305 670 332 436
Asia 789 1 766 79 453 1634 2 008 2 374

West Asia 555 1467 -440 23 1133 666 607
South, East and South-East Asia 234 299 519 430 501 1 342 1767

The Pacific .. .. .. .. .. .. ..

Developing economies minus China 4 956 14 806 16 104 10 081 15 314 24 736 30 907

Source:  UNCTAD, Division on Transnational Corporations and Investment FDI database, based on the
International Monetary Fund balance-of-payments tape, retrieved in June 1995; data provided by the
Organisation for Economic Co-operation and Development Secretariat; official national sources; and own
estimates.

a Estimates.  For details, see technical note.
b Least developed countries include: Afghanistan, Angola, Bangladesh, Benin, Bhutan, Burkina

Faso, Burundi, Cambodia, Cape Verde, Central African Republic, Chad, Comoros, Djibouti, Equatorial
Guinea, Eritrea, Ethiopia, Gambia, Guinea, Guinea-Bissau, Haiti, Kiribati, Lao People’s Democratic Republic,
Lesotho, Liberia, Madagascar, Malawi, Maldives, Mali, Mauritania, Mozambique, Myanmar, Nepal, Niger,
Rwanda, Western Samoa, Sierra Leone, Solomon Islands, Somalia, Sudan, Togo, Tuvalu, Uganda, United
Republic of Tanzania, Vanuatu, Yemen, Zaire and Zambia.

c Oil-exporting countries include:  Algeria, Angola, Bahrain, Bolivia, Brunei Darussalam,
Cameroon, Congo, Ecuador, Egypt, Gabon, Indonesia, Islamic Republic of Iran, Iraq, Kuwait, Libyan Arab
Jamahiriya, Malaysia, Mexico, Nigeria, Oman, Qatar, Saudi Arabia, Trinidad and Tobago, Tunisia, United
Arab Emirates and Venezuela.
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Annex table 3. Foreign-direct-investment inward stock, by host region and economy,
1980, 1985, 1990, 1993, 1994

(Millions of dollars)

Host region/economy 1980 1985 1990 1993 1994 a

Total inward stock 480 611 727 902 1 709 299 2 079 538 2 319 288

Developed economies 372 252 535 334 1 372 457 1 564 661 1715 483

Western Europe 198 991 242 180 757 811 883 520 964 127

European Union 183 664 223 844 711 318 832 090 910 176

Austria 3 163 3 472 9 884 11 685 12 994
Belgium and Luxembourg 7 306 8 840 36 644 b 67 957 b 73 983 b

Denmark 4 193 3 613 9 192 c 13 475 c 15 187 c

Finland 540 1 339 5 132 4 217 5 610
France 22 617 33 392 86 514 125 163 142 089
Germany 36 630 36 926 111 231 127 999 132 409
Greece e 4 524 8 309 14 016 b 17 272 b 18 357 b

Ireland 3 749 4 649 4 974 d 5 262 d 5 358 d

Italy 8 892 18 976 57 985 52 499 60 349
Netherlands 19 167 24 952 73 664 87 554 e 89 701 e

Portugal 1 102 1 339 5 132 4 217 5 472
Spain 5 141 8 939 66 276 105 094 f 113 310 f

Sweden 3 626 5 071 12 461 12 886 21 126
United Kingdom 63 014 64 028 218 213 196 811 214 231

Other Western Europe 15 327 18 337 46 493 51 430 53 951

Gibraltar ... 32 197 g 429 g 506 g

Iceland h 123 226 201 257 276
Norway 6 698 8 020 12 402 13 644 14 325
Switzerland 8 506 10 058 33 693 37 099 38 844

North America 137 209 249 272 507 965 551 225 610 007

Canada 54 163 64 657 113 054 105 957 105 606
United States 83 046 184 615 394 911 445 268 504 401

Other developed economies 36053 43 882 106 681 129 916 141 349

Australia 13 173 25 049 75 752 82 721 f 91 082 f

Israel h 727 1 131 1 962 3 406 3 812
Japan 3 270 4 740 9 850 16 884 f 17 772 f

New Zealand 2 363 2 043 8 065 15 874 17 659
South Africa 16 519 10 919 11 052 11 032 b 11 025 b

Developing economies 108 272 192 388 334 996 500 896 583 558

Africa 20 816 26 971 41 423 50 182 53 125

North Africa 4 429 8 988 16 109 19 408 20 557

/...
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Host region/economy 1980 1985 1990 1993  1994  a

Algeria h 1 320 1 281 1 315 1 354 1 363
Egypt h 2 256 5 700 11 039 12 244 12 679
Morocco  h 305 557 1 034 2 300 2 742
Sudan .. 28 12 g 11 g 11 g

Tunisia 548 1 422 2 709 i 3 499 i 3 762 i

Other Africa 16 387 17 984 25 314 30 775 32 569

Angola h 61 675 1 024 2 277 2 663
Benin h 32 34 36 66 76
Botswana h 266 515 819 980 1 020
Burkina Faso h 18 25 31 31 31
Burundi h 7 23 29 31 32
Cameroon h 330 1 125 1 079 964 926
Cape Verde .. .. 3 j 3 j 3 j

Central African Republic h 50 77 96 89 86
Chad h 123 186 243 255 258
Comoros .. - 15 g 21 g 23 g

Congo  h 309 479 564 576 580
Côte d’Ivoire 650 550 1 071 b 1 259 b 1 322 b

Djibouti h 3 3 5 10 12
Equatorial Guinea .. 5 23 g 108 g 136 g

Ethiopia h 110 114 116 129 133
Gabon h 511 833 1 208 1 378 1 434
Gambia h 21 21 36 62 69
Ghana 288 312 375 443 c 464 c

Guinea h 2 3 70 131 151
Guinea-Bissau .. 4 8 k 14 k 16 k

Kenya 666 368 393 419 c 428 c

Lesotho 9 15 69 94 c 102 c

Liberia 1 230 1 334 2 527 l 2 555 l 2 564 l

Madagascar  h 36 47 103 168 186
Malawi h 100 138 210 234 242
Mali h 13 35 29 26 23
Mauritania .. 33 51 g 60 g 64 g

Mauritius h 20 37 162 204 220
Mozambique h 15 17 42 120 146
Namibia k .. 1 943 2 060 2 136 2 212
Niger h 188 203 260 263 263
Nigeria h 2 404 4 405 8 022 10 531 11 311
Rwanda h 54 133 213 222 226
Senegal 360 194 304 m 329 m 337 m

Seychelles  h 37 87 194 259 281
Sierra Leone h 77 66 -3 76 92
Somalia h 29 4 -7 -2 -7
Swaziland h 149 184 435 609 667
Togo  h 182 216 249 255 257
Uganda  h 9 7 4 11 13
United Republic of Tanzania 154 72 11 46 c 58 c

/...
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(Annex table 3, cont'd)

Host region/economy 1980 1985 1990 1993   1994 a

Zaire h 440 351 277 289 293
Zambia 414 99 593 i 732 i 829 i

Zimbabwe 7 023 3 013 2 267 b 2 313 b 2 328 b

Latin America and the Caribbean 48 031 71 935 116 441 167 599 186 217

South America 29 330 42 131 64 289 89 088 98 995

Argentina 5 344 6 563 8 778 b 21 701 b 22 901 b

Bolivia 420 592 806 1 101 c 1 169 c

Brazil 17 480 25 665 37 143 40 371 c 41 871 c

Chile 886 2 321 6 175 8 238 c 10 771 c

Colombia 1 061 2 231 3 500 5 597 c 6 259 c

Ecuador 719 982 1 370 1 665 c 1 763 c

Guyana h 1 14 18 38 45
Paraguay  h 218 298 401 771 882
Peru 898 1 152 1 254 1 723 c 4 418 c

Uruguay  h 700 767 980 1 102 1 142
Venezuela 1 604 1 548 3 865 6 782 c 7 775 c

Other Latin America 18 700 29 804 52 151 78 511 87 222

Antigua and Barbuda  h 23 94 286 383 422
Bahamas  h 298 294 336 319 313
Barbados  h 102 123 169 206 216
Belize  h 12  10 72 116 131
Bermuda  h 5 132 8 053 13 850 22 430 25 353
Cayman Islands  h 223 1 479 1 749 1 750 1 751
Costa Rica 672 957 1 447 b 2 125 b 2 370 b

Cuba n - 1 3 25 40
Dominica .. 6 41 g 75 g 86 g

Dominican Republic 239 265 572 1 079 c 1 247 c

El Salvador 154 181 212 269 c 288 c

Grenada h 1 13 70 128 146
Guatemala h 44 71 743 1 077 1 188
Haiti h 79 112 149 179 189
Honduras  h 93 172 383 518 563
Jamaica h 501 458 690 1 044 1 162
Mexico h 8 992 14 824 27 856 41 912 46 344
Netherlands Antilles h 569 56 207 291 319
Nicaragua h 109 109 105 160 182
Panama 387 533 474 b 404 b 381 b

Saint Kitts and Nevis h 1 32 160 225 246
Saint Lucia h 94 197 315 479 530
Saint Vincent and the Grenadines h 1 9 46 84 97
Trinidad and Tobago 976 1 719 2 093 2 560 c 2 802 c

Virgin Islands .. 38 124 g 673 g 856 g

/...
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Host region/economy 1980 1985 1990 1993 1994 a

Asia 37 961 91 846 174 376 279 417 340 087

West Asia 5 713 27 461 28 674 33 052 34 456

Bahrain .. 281 610 i 590 i 587 i

Cyprus 310 520 973 i 1 226 i 1 331 i

Iran, Islamic Republic of 1 214 857 284 i 315 i 369 i

Iraq 153 149 167 b 174 b 176 b

Jordan 155 455 344 b 339 b 337 b

Kuwait 348 342 343 b 296 b 312 b

Lebanon 12 11 7 33 c 48 c

Oman 266 985 1 407 1 742 c 1 854 c

Qatar 174 167 157 268 c 305 c

Saudi Arabia 2 200 22 422 21 519 b 22 463 b 22 569 b

Syrian Arab Republic h - 37 374 455 482
Turkey 107 360 1 320 3 610 c 4 417 c

United Arab Emirates 719 792 1 060 i 1 398 i 1 511 i

Yemen 56 83 108 j 144 j 158 j

Central Asia .. .. .. 335 503

Kazakhstan .. .. .. 250 o 375 o

Uzbekistan .. .. .. 85 o 128 o

South, East and South-East Asia 32 248 64 385 145 702 246 029 305 128

Afghanistan  h 11 12 12 12 13
Bangladesh 63 112 148 i 167 i 173 i

Brunei Darussalam h 19 33 26 19 17
China .. 3 444 14 135 b 57 172 b 90 972 b

Hong Kong 1 729 3 520 13 413 b 17 669 b 19 669 b

India 1 177 1 075 1 667 i 2 269 i 3 616 i

Indonesia 10 274 24 971 38 883 44 146 c 47 146 c

Korea, Democratic People’s
   Republic .. .. 572 j 607 j 619 j

Korea, Republic of 1 140 1 806 7 874 11 209 12 000
Lao, People’s Democratic

   Republic h 2 - 13 60 76
Macao  h 2 11 12 3 -1
Malaysia 6 078 8 510 14 117 i 26 936 i 31 436 i

Maldives  h 5 3 25 45 52
Mongolia .. .. .. .. 35 r

Myanmar h 5 6 173 402 478
Nepal  h 1 2 12 14 15
Pakistan 690 1 079 1 708 i 2 646 i 2 959 i

Philippines 1 225 1 302 2 098 b 3 633 b 5 133 b

Singapore 6 203 13 016 32 355 b 50 802 b 58 702 b

Sri Lanka 231 517 681 i 1 047 i 1 169 i

Taiwan Province of China 2 405 2 930 9 735 i 12 802 i 14 152 i

/...
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(Annex table 3, cont'd)

Host region/economy 1980 1985 1990 1993 1994 a

Thailand 981 1 999 7 980 b 13 824 b 16 524 b

Viet Nam h 7 38 66 147 174

The Pacific 1 167 1 171 2 034 2 441 2 742

Fiji 358 393 390 b 485 b 517 b

Papua New Guinea 748 683 1 457 b 1 635 b 1 859 b

Solomon Islands  h 28 32 69 115 130
Vanuatu  h 33 62 110 188 214
Western Samoa  h 1 1 8 18 22

Developing Europe 297 465 722 1 257 1 387

Malta h 156 286 465 570 627
Slovenia .. .. .. 223 o 296 o

Former Yugoslavia h 141 179 257 465 465

Central and Eastern Europe 87 180 1 846 13 980 20 247

Albania .. .. .. 77 o 130 o

Belarus .. .. .. 17 o 23 o

Bulgaria .. .. 4 p 157 p 457 p

Czech Republic .. .. 1 055 q 2 680 q 3 542 q

Czechoslovakia (former) .. .. 464 p ... ...
Estonia .. .. .. 247 o 508 o

Hungary h 1 3 3 5 294 6 804
Latvia .. .. .. 34 o 64 o

Lithuania .. .. .. 22 o 32 o

Moldova, Republic of .. .. .. 31 o 47 o

Poland h 86 177 320 3 004 4 404
Romania .. .. .. 211 r 861 r

Russian Federation .. .. .. 1 400 o 2 300 o

Slovakia .. .. .. 404 o 474 o

Ukraine .. .. .. 400 o 600 o

Memorandum:

Least developed countries:s 3 657 4 394 7 198 9 729 10 569
in

Africa 3 373 3 969 6 372 8 386 9 050
Latin America and the Caribbean 79 112 149 179 189
Asia 144 218 490 843 964

West Asia 56 83 108 144 158
South, East and South-East Asia 88 135 382 699 806

The Pacific 61 95 187 321 366

Oil-exporting countries:t 41 895 95 091 141 523 185 189 200 852
in

Africa 7 739 15 919 26 960 32 823 34 718

/...
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Host region/economy 1980 1985 1990 1993 1994 a

Latin America and the Caribbean 12 712 19 664 35 989 54 020 59 853
Asia 21 444 59 508 78 574 98 347 106 282

West Asia 5 073 25 995 25 548 27 246 27 683
South, East and South East Asia 16 370 33 513 53 026 71 101 78 599

The Pacific .. .. .. .. ..

Developing economies minus China 108 272 188 944 320 860 443 724 491 586

Source: UNCTAD, Division on Transnational Corporations and Investment FDI database,  based on the
June 1995 IMF balance-of-payments tapes, OECD estimates, and the International Monetary Fund balance-
of-payments tape, retrieved in June 1995; and own estimates.

a Estimates.
b Estimated by adding flows to the stock of 1989.
c Estimated by adding flows to the stock of 1990.
d Estimated by adding flows to the stock of 1986.
e Estimated by adding flows to the stock of 1992.
f Estimated by adding flows to the stock of 1991.
g Estimated by accumulating flows since 1982.
h Estimated by accumulating flows since 1970.
i Estimated by adding flows to the stock of 1988.
j Estimated by accumulating flows since 1987.
k Estimated by accumulating flows since 1984.
l Estimated by adding flows to the stock of 1981.
m Estimated by adding flows to the stock of 1987.
n Estimated by accumulating flows since 1980.
o Estimated by accumulating flows since 1992.
p Estimated by accumulating flows since 1990.
q Estimated by accumulating flows since 1989.
r Estimated by accumulating flows since 1991.
s Least developed countries include: Afghanistan, Angola, Bangladesh, Benin, Bhutan, Burkina

Faso, Burundi, Cambodia, Cape Verde, Central African Republic, Chad, Comoros, Djibouti, Equatorial
Guinea, Eritrea, Ethiopia, Gambia, Guinea, Guinea-Bissau, Haiti, Kiribati, Lao People’s Democratic Republic,
Lesotho, Liberia, Madagascar, Malawi, Maldives, Mali, Mauritania, Mozambique, Myanmar, Nepal, Niger,
Rwanda, Western Samoa, Sierra Leone, Solomon Islands, Somalia, Sudan, Togo, Tuvalu, Uganda, United
Republic of Tanzania, Vanuatu, Yemen, Zaire and Zambia.

t Oil-exporting countries include:  Algeria, Angola, Bahrain, Bolivia, Brunei Darussalam,
Cameroon, Congo, Ecuador, Egypt, Gabon, Indonesia, Islamic Republic of Iran, Iraq, Kuwait, Libyan Arab
Jamahiriya, Malaysia, Mexico, Nigeria, Oman, Qatar, Saudi Arabia, Trinidad and Tobago, Tunisia, United
Arab Emirates and Venezuela.
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Annex table 4.  Foreign-direct-investment outward stock, by home region and
economy, 1980, 1985, 1990, 1993, 1994

(Millions of dollars)

Home region/economy 1980 1985 1990 1993  1994 a

Total outward stock 514 223 679 393 1 667 580 2 134 619 2 378 025

Developed economies 508 028 663 456 1 609 013 2 016 612 2 229 814

Western Europe 236 593 312 255 851 530 1 063 872 1 183 878

European Union 213 157 286 283 774 891 962 034 1 074 087

Austria 747 1 908 4 656 10 048 11 295
Belgium and Luxembourg 6 037 4 688 28 913 b 50 360 b 50 330 b

Denmark 2 065 1 801 7 342 12 803 c 16 849 c

Finland 743 1 829 11 227 9 435 13 217
France 23 604 37 077 110 126 160 546 183 406
Germany 43 127 59 909 151 581 185 048 205 608
Italy 7 319 16 301 56 102 73 792 83 462
Netherlands 42 116 47 772 109 124 134 662 d 146 035 d

Portugal e 130 200 517 1 774 2 057
Spain 1 226 2 076 14 987 25 795 f 29 978 f

Sweden 5 611 12 408 49 491 44 560 50 682
United Kingdom 80 434 100 313 230 825 253 213 281 170

Other Western Europe 23 435 25 973 76 640 101 838 109 791

Iceland  e .. .. 21 41 48
Norway 1 944 4 623 10 888 12 719 14 415
Switzerland 21 491 21 350 65 731 89 078 95 328

North America 242 750 291 981 514 072 645 998 715 667

Canada 22 572 40 947 78 853 86 310 105 606
United States 220 178 251 034 435 219 559 688 610 061

Other developed economies 28 685 59 220 243 411 306 742 330 269

Australia 2 260 6 653 30 108 31 369 35 925
Israel e 28 510 912 2 916 3 742
Japan 19 610 43 970 201 440 259 795 277 733
New Zealand 1 065 1 583 3 320 g 5 032 g 5 239 g

South Africa 5 722 6 504 7 630 7 630 7 630

Developing economies 6 117 15 837 58 346 117 391 147 769

Africa 500 1 248 2 450 3410 3 597

North Africa 389 647 1 459 1732 1 808

Algeria e 99 157 185 281 313
Egypt e 7 59 131 223 254
Libyan Arab Jamahiriya e 39 121 447 451 451

/...
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Home region/economy 1980 1985 1990 1993  1994 a

Morocco  e 76 102 164 235 245
Sudan  e 162 206 526 526 526
Tunisia  e 6 2 6 16 19

Other Africa 111 601 991 1 678 1 789

Benin  e - 2 2 2 2
Botswana  e 3 3 3 3 3
Cameroon  e - 30 128 205 231
Central African Republic  e 2 3 20 34 39
Chad  e 1 1 36 69 80
Gabon  e - 25 87 134 149
Kenya  e 18 60 66 66 66
Liberia h 48 361 453 813 813
Mauritius .. .. .. 79 i 108 i

Namibia .. .. 2 13 i 17 i

Senegal  e 8 45 52 52 52
Seychelles  e 14 44 71 81 84
Swaziland  e 18 28 72 128 146

Latin America and the Caribbean 2 910 7 207 12 654 17 307 19 205

South America 930 2 251 4 698 8 759 10 663

Argentina  h 70 280 420 395 396
Bolivia  e 1 1 7 11 13
Brazil 652 1 361 2 397 4 651 c 5 402 c

Chile 42 102 178 1 144 d 2 000 d

Colombia 137 301 402 476 c 511 c

Peru 3 38 63 63 d 63 d

Uruguay  h 3 2 9 23 25
Venezuela 23 165 1 221 1 995 2 253

  Other Latin America 1 980 4 956 7 956 8 548 8 542

Bahamas  h 285 154 1 535 1 184 964
Barbados   h 5 12 23 28 30
Bermuda  h 727 2 002 1 550 1 442 1 515
Costa Rica  e 6 26 44 58 63
Mexico h 136 533 575 1 039 1 215
Netherlands Antilles  e 10 10 21 22 22
Panama  h 811 2 204 4 188 4 754 4 712
Trinidad and Tobago  e .. 16 21 21 21

Asia 2 687 7 332 43 139 96 581 124 872

West Asia 1 016 1 677 4 968 6 891 7 577

Bahrain  h -1 -3 46 19 12
Cyprus .. .. 3 43 i 57 i

/...
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Home region/economy 1980 1985 1990 1993  1994 a

Jordan e 53 70 60 18 4
Kuwait e 568 930 2 804 4 889 5 584
Lebanon h 1 40 -16 -35 -41
Oman h 1 40 7 -1 -1
Saudi Arabia h 228 420 1 811 1 591 1 500
Turkey e 161 161 154 260 344
United Arab Emirates h 5 19 99 107 118

Central Asia .. .. .. .. ..

South, East and South-East Asia 1 671 5 656 38 171 89 691 117 295

Bangladesh h .. .. - 1 1
China .. 131 2 489 b 11 802 b 13 802 b

Hong Kong j 148 2 345 13 242 41 215 60 156
India h 4 19 30 82 97
Indonesia h -1 49 25 83 96
Korea, Republic of 142 526 2 095 5 555 7 628
Malaysia 414 749 2 283 g 4 516 g 6 269 g

Pakistan 31 127 282 g 264 g 258 g

Philippines 171 171 154 g 128 g 119 g

Singapore e 652 1 320 4 277 6 236 6 889
Sri Lanka e .. 1 8 22 26
Taiwan Province of China 97 204 12 888 g 18 854 g 20 843 g

Thailand 13 14 398 b 933 b 1 111 b

The Pacific 21 50 104 94 95

Fiji e 10 23 83 87 88
Papua New Guinea 10 22 7 7 7 b

Vanuatu e .. 5 14 .. ..

Developing Europe .. .. .. .. ..

Central and Eastern Europe 79 100 220 616 442

Czech Republic e .. .. 21 86 108
Czechoslovakia (former) e .. .. 11 233 ..
Hungary .. .. .. 71 k 95 k

Poland e 79 100 170 194 202
Romania e .. .. 18 32 37

Memorandum:

Least developed countries: l 212 578 1 051 1 445 1 461
in

Africa 212 573 1 037 1 444 1 460
Latin America and the Caribbean .. .. .. .. ..
Asia - - - 1 1

West Asia .. .. .. .. ..

/...
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Home region/economy 1980 1985 1990 1993  1994 a

South, East and South-East Asia .. .. - 1 1
The Pacific .. 5 14 .. ..

Oil-exporting countries:m 1 525 3 312 9 882 15 579 18 496
in

Africa 151 394 984 1 310 1 417
Latin America and the Caribbean 160 715 1 824 3 066 3 502
Asia 1 214 2 204 7 075 11 204 13 578

West Asia 801 1 406 4 767 6 605 7 213
South, East and South-East Asia 413 798 2 308 4 599 6 365

The Pacific .. .. .. .. ..

Developing economies minus China 6 117 15 706 55 858 105 589 133 967

Source: UNCTAD, Division on Transnational Corporations and Investment FDI database, based on
official national sources, the International Monetary Fund balance-of-payments tape, retrieved in June 1995;
and own estimates.

a Estimates.
b Estimated by adding flows to the stock of 1989.
c Estimated by adding flows to the stock of 1990.
d Estimated by adding flows to the stock of 1992.
e Estimated by accumulating flows since 1970.
f Estimated by adding flows to the stock of 1991.
g Estimated by adding flows to the stock of 1988.
h Estimated by using the country’s inward stock in the United States.
i Estimated by accumulating flows since 1990.
j Estimated by using the country’s inward stock in the United States and China.
k Estimated by accumulating flows since 1991.
l Least developed countries include: Afghanistan, Angola, Bangladesh, Benin, Bhutan, Burkina

Faso, Burundi, Cambodia, Cape Verde, Central African Republic, Chad, Comoros, Djibouti, Equatorial
Guinea, Eritrea, Ethiopia, Gambia, Guinea, Guinea-Bissau, Haiti, Kiribati, Lao People’s Democratic Republic,
Lesotho, Liberia, Madagascar, Malawi, Maldives, Mali, Mauritania, Mozambique, Myanmar, Nepal, Niger,
Rwanda, Western Samoa, Sierra Leone, Solomon Islands, Somalia, Sudan, Togo, Tuvalu, Uganda, United
Republic of Tanzania, Vanuatu, Yemen, Zaire and Zambia.

m Oil-exporting countries include:  Algeria, Angola, Bahrain, Bolivia, Brunei Darussalam,
Cameroon, Congo, Ecuador, Egypt, Gabon, Indonesia, Islamic Republic of Iran, Iraq, Kuwait, Libyan Arab
Jamahiriya, Malaysia, Mexico, Nigeria, Oman, Qatar, Saudi Arabia, Trinidad and Tobago, Tunisia, United
Arab Emirates and Venezuela.
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Annex table 5. The ratio of foreign-direct-investment inflows to gross fixed
capital formation and the ratio of gross fixed capital formation

to gross domestic product, 1981-1993a

(Percentage)

1981-1985 1986-1990

Host region/economy     (Annual  average) 1991 1992 1993

All economies 2.3 4.1 3.5 3.6 4.3
21.7 21.8 20.2 19.4 19.8

Developed economies 2.2 4.6 3.3 3.0 3.5
20.9 20.9 20.2 19.7 19.9

Western Europe 2.6 5.8 5.6 5.2 5.6
20.3 21.0 20.6 19.7 19.3

European Union 2.6 5.9 5.7 5.4 5.8
20.1 20.6 20.5 19.6 19.2

Austria 1.3 1.7 1.0 2.3 2.7
23.7 23.9 25.1 24.9 24.0

Belgium and Luxembourg 7.6 16.1 24.1 25.1 25.4
16.8 18.5 18.9 19.6 19.4

Denmark 0.4 2.5 7.3 4.7 8.6
37.6 22.3 16.4 15.2 14.8

Finland 0.7 1.9 -0.9 2.0 6.9
24.9 25.4 22.4 18.5 15.1

France 2.0 4.1 6.0 8.3 8.7
20.4 20.7 21.1 20.0 19.1

Germany 1.2 2.0 2.3 1.4 0.5
20.3 20.0 21.4 21.2 20.0

Greece 6.0 7.9 8.7 8.2 7.5
21.8 18.7 18.6 18.0 17.5

Ireland 4.0 1.1 1.3 1.3 1.3
24.6 17.6 16.7 15.8 15.4

Italy 1.1 2.2 1.0 1.3 1.6
23.1 21.1 20.3 19.1 23.4

Netherlands 6.1 13.3 10.6 11.8 9.4
18.2 20.8 20.4 20.4 19.4

Portugal 3.0 10.0 13.7 8.5 7.9
11.0 28.4 26.0 26.2 25.5

Spain 5.3 9.4 8.3 6.4 7.1
19.9 22.8 23.9 22.0 20.0

Sweden 1.6 4.0 14.2 -0.2 14.4
17.6 19.9 18.7 16.9 14.1

United Kingdom 5.7 14.6 9.4 9.2 10.3
16.4 19.1 16.9 15.6 14.9

 Other Western Europe 1.9 4.7 4.0 2.6 3.00
24.7 27.5 23.3 21.6 22.20

/...
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1981-1985 1986-1990

Host region/economy     (Annual  average) 1991 1992 1993

Iceland 3.0 -0.5 2.8 1.2 0.8
22.9 18.6 18.9 17.4 15.4

Norway 1.2 3.7 -0.3 3.7 6.4
25.3 26.1 18.5 17.7 22.0

Switzerland 2.3 5.3 5.4 2.2 1.6
24.4 28.5 25.6 23.7 22.4

 North America 2.8 6.8 2.9 2.5 4.7
18.4 16.3 13.5 13.6 14.2

Canada 1.0 5.8 2.4 4.2 5.1
20.7 21.7 19.8 19.6 18.3

United States 2.9 6.9 3.0 2.2 4.7
18.2 15.7 12.9 13.1 13.9

Other developed economies 0.7 0.9 0.7 0.7 0.5
28.1 28.9 30.2 29.4 28.9

Australia 4.6 10.3 7.2 8.2 6.2
24.6 23.4 20.3 19.5 19.2

Israel 1.5 2.3 2.4 3.5 4.0
19.7 16.7 24.0 23.3 21.5

Japan 0.1 0.1 0.1 0.2 -
29.0 30.0 31.8 30.8 30.1

New Zealand 4.8 9.5 24.1 15.2 32.4
26.2 21.8 16.7 17.3 17.7

South Africa 0.5 - - - -
26.4 20.0 16.2 15.9 14.5

Developing economies 3.3 3.2 4.4 5.8 7.1
23.3 24.5 21.0 18.4 19.7

Africa 2.3 3.5 4.5 4.9 4.5
22.2 22.9 18.4 19.2 19.0

North Africa 1.5 2.2 2.5 3.3 3.5
29.8 28.6 21.4 22.4 21.3

Algeria - - 0.1 0.1 0.1
35.9 30.4 28.8 28.7 27.5

Egypt 6.9 4.8 3.9 5.3 6.4
28.2 37.7 30.9 24.3 19.6

Libyan Arab Jamahiriya -3.2 0.2 1.5 1.5 1.6
27.4 23.5 16.9 19.8 20.0

Morocco 1.4 2.0 6.2 6.3 7.9
26.2 21.9 22.3 23.7 24.1

Sudan 0.5 -0.3 -0.1 - -
14.5 9.7 3.0 6.8 6.2

/...
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 (Annex table 5, cont'd)

1981-1985 1986-1990

Host region/economy     (Annual  average) 1991 1992 1993

Tunisia 8.4 3.3 4.0 9.0 7.1
30.3 22.0 24.3 26.4 28.4

Other Africa 3.5 6.5 7.8 7.6 6.0
16.1 15.7 15.1 15.3 16.2

Angola 30.2 11.8 107.4 45.5 32.7
7.8 8.4 7.4 7.5 7.2

Benin 0.2 0.2 5.1 2.4 3.3
18.0 13.3 13.1 13.3 13.9

Botswana 16.1 10.6 3.1 3.1 2.8
28.1 26.2 35.3 35.0 35.4

Burkina Faso 0.3 0.2 0.1 - -
28.0 29.2 33.0 21.4 22.1

Burundi 2.0 0.7 0.4 0.3 0.3
16.1 15.6 18.1 21.1 17.3

Cameroon 8.6 -0.3 -0.9 -1.5 -7.4
23.0 28.5 16.6 11.1 10.8

Cape Verde - 0.5 1.0 -0.6 0.1
47.4 39.3 34.8 36.6 38.5

Central African Republic 9.1 2.4 -2.8 -1.9 -2.3
8.5 13.6 13.7 11.8 8.6

Chad 24.0 10.6 3.0 1.8 1.8
7.6 10.8 10.6 8.5 9.4

Comoros 0.1 6.4 5.4 4.4 3.3
31.7 23.4 19.0 18.0 18.0

Congo 3.9 3.9 1.8 0.9 0.8
41.3 19.2 11.8 18.1 15.5

Côte d’Ivoire 2.3 4.8 9.0 6.9 3.1
18.2 10.5 7.9 11.0 10.4

Djibouti 0.1 0.3 - 1.8 2.2
29.8 29.6 28.8 28.5 28.6

Equatorial Guinea 10.5 15.5 79.8 41.0 61.7
16.7 19.0 40.6 26.5 23.9

Ethiopia 0.2 0.1 0.1 2.5 0.9
12.4 14.3 10.4 5.0 20.8

Gabon 5.0 6.9 -5.1 10.5 8.2
35.4 27.3 19.8 21.4 21.6

Gambia -0.2 7.3 20.0 8.8 9.4
19.2 15.6 15.8 19.6 22.3

Ghana 2.4 1.4 2.5 2.5 2.2
5.8 11.0 12.7 12.8 14.8

Guinea 0.1 3.3 7.8 4.0 0.5
15.6 16.3 15.3 17.0 16.7

Guinea-Bissau 1.1 1.5 3.3 10.0 -2.9
21.2 29.7 16.7 26.5 22.6

/...



World Investment Report 1995 Transnational Corporations and Competitiveness

414

 (Annex table 5, cont'd)

1981-1985 1986-1990

Host region/economy     (Annual  average) 1991 1992 1993

Kenya 1.1 2.4 1.2 0.5 0.2
24.3 19.9 18.6 17.1 15.3

Lesotho 2.8 4.6 1.7 0.5 2.6
43.3 58.6 70.3 66.8 75.6

Liberia 10.9 220.6 8.2 -11.1 31.1
17.4 9.3 8.5 8.2 8.2

Madagascar 0.6 3.2 6.2 6.2 4.9
14.5 15.0 9.1 11.3 11.5

Malawi 3.4 6.8 4.9 0.8 1.5
21.3 14.8 16.7 16.1 10.7

Mali 2.2 -0.2 0.6 -1.5 -0.7
16.4 21.6 23.2 18.6 20.4

Mauritania 4.7 1.9 0.9 1.9 2.0
25.7 20.5 21.5 22.5 24.8

Mauritius 1.5 4.7 2.4 1.7 1.7
21.3 26.3 29.0 28.6 28.1

Mozambique 0.2 0.8 3.2 3.2 3.1
12.0 43.0 49.8 64.5 68.8

Namibia 2.0 2.5 44.5 17.5 24.8
11.0 17.3 11.2 12.5 10.6

Niger 1.1 4.1 0.2 0.3 -
15.1 12.5 15.7 5.8 6.1

Nigeria 3.6 23.7 19.8 26.3 15.4
13.7 9.1 10.5 11.1 13.6

Rwanda 6.7 4.9 2.0 0.9 1.8
15.8 14.6 14.3 15.6 16.9

Senegal 1.8 0.3 2.8 0.1 0.1
18.0 13.1 14.4 13.4 14.1

Seychelles 25.3 33.3 27.6 23.2 23.0
26.0 22.6 21.1 21.4 22.9

Sierra Leone -1.4 -20.8 13.9 38.5 42.1
12.2 6.7 7.2 7.8 6.6

Somalia -1.5 -0.7 -0.1 -4.7 -0.9
12.2 22.7 24.4 22.3 21.8

Swaziland 4.4 37.4 48.3 25.5 23.0
30.9 20.2 18.3 24.5 19.5

Togo 0.6 0.7 0.6 -0.2 0.1
137.7 73.1 65.4 65.7 94.9

Uganda -0.2 -0.2 0.3 0.8 1.6
6.5 7.6 12.9 11.4 5.3

United Republic of Tanzania 2.6 -0.1 0.9 2.6 3.4
5.3 13.2 10.1 17.0 28.1

Zaire -1.7 -1.2 2.2 -0.1 -0.1
23.7 15.1 6.5 13.7 12.4

Zambia 3.6 39.1 8.9 38.3 60.0
11.9 7.0 11.4 11.0 6.5

/...
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1981-1985 1986-1990

Host region/economy     (Annual  average) 1991 1992 1993

Zimbabwe - -1.2 0.2 1.2 2.2
19.9 17.7 21.4 21.4 22.4

 Latin America and the Caribbean 4.1 4.2 5.9 7.2 6.5
18.4 19.6 18.3 16.1 17.1

South America 3.8 3.1 5.2 7.0 6.2
16.8 19.4 16.2 14.1 15.3

Argentina 5.0 11.1 15.1 41.7 56.1
10.3 7.4 8.5 4.4 4.4

Bolivia 4.8 1.4 6.5 11.2 14.8
14.7 11.5 13.8 15.8 15.0

Brazil 4.3 1.7 1.3 2.3 0.8
18.5 22.4 18.9 17.5 18.2

Chile 6.7 20.6 10.6 7.3 7.7
5.8 16.7 17.3 23.7 26.5

Colombia 7.7 6.1 8.3 10.5 9.6
19.8 19.7 16.6 15.5 18.7

Ecuador 1.9 3.6 3.4 3.9 4.5
23.8 20.7 21.5 19.5 17.9

Guyana 2.1 0.5 23.7 0.2 4.1
26.5 31.1 23.9 32.9 53.8

Paraguay 1.2 1.7 5.9 9.4 7.6
27.6 28.8 22.8 22.5 21.5

Peru 0.4 0.4 -0.1 2.7 4.5
27.1 31.9 18.5 11.3 18.7

Surinam 4.6 -29.1 3.1 -8.8 -6.0
20.3 22.2 17.2 17.8 18.0

Uruguay 1.4 4.7 2.6 1.0 4.1
13.9 12.2 12.8 12.1 14.2

Venezuela 0.8 1.5 19.2 5.6 3.2
22.3 19.9 18.7 20.6 19.8

Other Latin America 4.8 7.2 7.1 7.5 6.9
22.4 20.3 23.3 20.5 21.6

Bahamas -0.2 1.4 - 1.1 -3.6
19.9 21.6 20.7 21.5 21.6

Barbados 1.8 3.4 2.6 4.6 3.0
21.8 17.5 16.8 19.7 18.7

Belize -1.0 16.0 12.3 12.8 6.9
19.8 24.4 28.5 28.9 31.3

Costa Rica 7.1 8.4 14.6 18.7 17.0
25.1 25.6 22.8 20.9 22.1

Dominica 4.6 15.0 14.1 19.5 13.5
30.4 32.6 41.3 36.7 36.6
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1981-1985 1986-1990

Host region/economy     (Annual  average) 1991 1992 1993

Dominican Republic 2.8 8.4 20.2 10.1 15.8
26.6 20.2 10.1 22.9 13.9

El Salvador 1.8 2.2 3.1 1.5 1.3
14.3 14.3 13.7 15.7 16.2

Grenada 6.5 17.8 16.6 31.6 ..
38.3 38.4 43.7 33.3 ..

Guatemala 5.7 13.3 7.7 5.8 8.0
13.4 13.3 12.5 15.5 16.4

Haiti 2.4 2.3 4.0 2.3 2.9
16.6 15.2 13.1 13.3 13.2

Honduras 3.0 4.9 7.0 6.4 4.6
16.7 23.5 24.8 22.4 22.9

Jamaica -1.4 5.4 12.1 12.7 7.0
22.9 25.3 30.2 35.6 29.2

Mexico 5.0 7.5 6.8 7.2 6.4
22.8 20.4 24.4 20.8 22.3

Nicaragua - -0.1 3.5 4.4 11.2
21.8 44.6 18.3 18.4 19.2

Panama 3.1 -1.2 -3.0 0.3 -4.9
21.6 12.6 18.2 11.2 13.2

Saint Kitts and Nevis .. 42.6 25.9 16.7 33.3
.. 48.3 49.0 46.9 43.1

Saint Vincent and the Grenadines 5.4 16.4 17.6 36.5 22.0
29.1 28.6 28.3 27.0 27.9

Trinidad and Tobago 7.3 7.6 17.8 20.3 42.5
25.0 19.0 18.1 16.8 19.7

Asia 3.1 2.8 3.7 5.4 7.6
26.4 27.0 22.5 19.2 21.1

West Asia 6.0 0.7 1.5 1.5 1.0
23.4 21.6 9.7 7.1 11.5

Bahrain 4.6 7.9 -0.8 -0.9 0.7
39.2 24.5 20.9 21.7 20.6

Cyprus 9.3 6.3 5.3 7.0 7.0
31.9 27.2 26.7 25.9 23.6

Iran, Islamic Republic of -0.1 - 0.1 - 0.2
21.4 21.8 4.1 2.6 7.5

Jordan 3.9 2.2 -1.4 2.8 -2.1
36.1 21.4 21.4 30.3 30.1

Kuwait - - - 0.5 0.2
20.5 18.9 51.6 38.8 27.0

Lebanon 0.5 1.6 0.2 1.6 1.4
21.2 11.4 20.2 20.4 32.4

/...
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1981-1985 1986-1990

Host region/economy     (Annual  average) 1991 1992 1993

Oman 6.4 6.8 8.7 6.1 6.6
27.1 18.4 16.8 12.3 13.1

Saudi Arabia 17.0 0.8 0.9 0.5 0.5
25.4 20.5 17.2 15.3 15.7

Syrian Arab Republic 0.2 1.6 1.4 0.5 -
23.7 17.6 16.1 11.1 14.0

Turkey 0.8 2.1 3.5 3.4 2.6
20.0 23.8 22.7 23.1 22.3

United Arab Emirates 0.2 0.9 0.4 1.6 2.2
28.0 24.1 21.2 23.2 23.2

Yemen 1.7 1.1 0.7 0.6 0.7
21.9 12.2 20.0 21.2 19.8

South, East and South-East Asia 1.9 3.5 4.2 6.1 9.1
27.8 29.6 30.0 28.2 26.2

Bangladesh - 0.1 0.1 0.1 0.4
13.2 12.0 11.5 12.1 13.3

China 0.9 2.1 3.3 7.8 20.0
32.4 38.8 34.9 33.0 25.2

Hong Kong 6.9 12.9 2.3 7.7 7.1
27.3 27.2 28.3 27.8 24.5

India 0.1 0.3 0.3 0.5 1.1
23.5 23.5 20.8 19.1 20.2

Indonesia 0.9 2.1 3.6 5.1 4.8
28.0 33.0 35.1 27.3 29.1

Korea, Republic of 0.5 1.2 1.0 0.5 0.4
29.2 32.6 37.6 36.6 35.5

Malaysia 10.8 11.7 24.0 26.0 23.7
34.0 27.7 35.3 34.3 34.1

Maldives -2.1 9.1 11.3 10.9 11.3
29.9 57.8 39.0 41.2 41.5

Myanmar - 2.1 2.9 3.5 4.4
18.7 11.0 6.9 5.7 5.8

Nepal - 0.3 0.4 - -
18.5 20.0 17.7 18.7 18.8

Pakistan 1.3 2.3 3.3 3.5 3.5
18.1 18.6 18.3 19.9 20.4

Philippines 0.8 6.7 6.0 2.0 5.9
24.7 19.7 20.0 21.7 24.0

Singapore 17.4 35.0 32.7 36.2 43.3
46.6 37.6 35.4 38.3 28.6

Sri Lanka 3.1 2.5 2.3 5.2 7.5
25.9 22.1 23.1 24.2 25.4

Taiwan Province of China 1.5 3.7 3.0 2.4 2.4
23.0 22.4 23.9 17.9 17.5
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1981-1985 1986-1990

Host region/economy     (Annual  average) 1991 1992 1993

Thailand 3.0 6.5 5.6 4.9 3.6
24.9 29.3 36.9 39.1 38.7

The Pacific 14.4 17.8 18.6 29.1 17.9
24.9 21.6 24.0 20.9 18.8

Fiji 10.6 14.5 8.2 27.0 13.9
24.0 15.4 12.4 12.0 12.4

   Papua New Guinea 15.1 18.5 19.0 28.5 17.2
26.4 23.4 28.2 23.8 20.4

Vanuatu .. 20.8 48.1 46.3 44.6
- 34.3 29.5 30.7 31.9

Developing Europe 8.4 6.8 12.4 6.1 7.9
29.2 29.5 25.0 23.9 24.9

Malta 8.4 6.8 12.4 6.1 7.9
29.2 29.5 25.0 23.9 24.9

Central and Eastern Europe - 0.1 8.8 12.6 15.3
28.8 31.0 12.6 14.2 14.2

Bulgaria - - 2.8 2.0 2.5
33.4 33.3 4.2 4.4 5.0

Czechoslovakia (former) - 0.3 .. .. ..
29.0 23.1 .. .. ..

Hungary - - 21.2 20.3 33.6
27.0 25.3 20.8 20.0 18.4

Poland - 0.1 2.0 4.8 11.5
25.2 31.7 18.8 16.7 17.2

Romania - - 1.0 2.2 2.8
34.2 50.0 14.4 15.9 13.4

Memorandum:

Least developed countries:b 1.8 3.4 5.7 3.4 3.3
in 15.6 14.0 11.8 12.2 12.6

Africa 2.5 4.5 8.4 4.7 4.4
15.3 15.0 12.3 13.6 14.1

Latin America and the Caribbean 2.4 2.3 4.0 2.3 2.9
16.6 15.2 13.1 13.3 13.2

Asia 0.4 0.9 1.1 1.2 1.6
16.3 12.3 11.0 10.5 11.0

West Asia 1.7 1.1 0.7 0.6 0.7
21.9 12.2 20.0 21.2 19.8

South, East and South East Asia - 0.9 1.3 1.5 1.9
15.2 12.3 9.6 8.8 9.3

/...
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1981-1985 1986-1990

Host region/economy     (Annual  average) 1991 1992 1993

The Pacific .. 20.8 48.1 46.3 44.6
.. 34.3 29.5 30.7 31.9

Oil-exporting countries:c 4.8 2.9 6.3 6.6 5.5
in 24.1 23.4 15.7 12.0 16.2

Africa 2.6 3.5 4.7 5.5 4.5
24.2 26.7 20.5 20.8 20.1

Latin America and the Caribbean 3.9 6.1 8.3 7.0 6.4
22.7 20.1 23.2 20.6 21.7

Asia 6.5 1.4 5.3 6.7 5.2
25.0 23.5 11.7 8.0 13.2

West Asia 7.9 0.3 0.6 0.4 0.4
23.4 21.4 6.8 4.6 9.1

South, East and South-East Asia 3.8 4.5 9.6 12.8 11.3
29.5 31.5 35.2 29.5 30.7

The Pacific .. .. .. .. ..
.. .. .. .. ..

Developing economies minus China 3.7 3.4 4.5 5.4 5.0
22.1 22.7 19.6 16.9 19.0

Source:  UNCTAD, Division on Transnational Corporations and Investment, based on the Division's
FDI database and data provided by the UNCTAD Secretariat.

a All economies and regional data for the ratio of gross fixed capital formation to gross domestic
product in this table are not necessarily the same as those in annex table 6 as these data include only the
countries for which data are available.

b Least developed countries include: Afghanistan, Angola, Bangladesh, Benin, Bhutan, Burkina
Faso, Burundi, Cambodia, Cape Verde, Central African Republic, Chad, Comoros, Djibouti, Equatorial
Guinea, Eritrea, Ethiopia, Gambia, Guinea, Guinea-Bissau, Haiti, Kiribati, Lao People’s Democratic Republic,
Lesotho, Liberia, Madagascar, Malawi, Maldives, Mali, Mauritania, Mozambique, Myanmar, Nepal, Niger,
Rwanda, Western Samoa, Sierra Leone, Solomon Islands, Somalia, Sudan, Togo, Tuvalu, Uganda, United
Republic of Tanzania, Vanuatu, Yemen, Zaire and Zambia.

c Oil-exporting countries include:  Algeria, Angola, Bahrain, Bolivia, Brunei Darussalam,
Cameroon, Congo, Ecuador, Egypt, Gabon, Indonesia, Islamic Republic of Iran, Iraq, Kuwait, Libyan Arab
Jamahiriya, Malaysia, Mexico, Nigeria, Oman, Qatar, Saudi Arabia, Trinidad and Tobago, Tunisia, United
Arab Emirates and Venezuela.

Note: Figures in the first line in each region or economy indicate the ratio of FDI flows to gross capital
formation.  Those in the second line, in italics, indicate the ratio of gross fixed capital formation to gross
domestic product.
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Annex table 6. The ratio of foreign-direct-investment outflows to gross fixed
capital formation and the ratio of gross fixed capital formation

to gross domestic product, 1981-1993a

(Percentage)

1981-1985  1986-1990
Home region/economy     (Annual  average) 1991 1992 1993

All economies  2.1 4.7 4.5 4.0 4.4
21.5 21.7 20.4 19.5 19.9

Developed economies 2.7 5.6 5.4 4.7 5.2
20.9 20.9 20.2 19.7 19.9

Western Europe 4.3 8.8 7.7 7.2 7.6
20.3 21.0 20.6 19.7 19.3

European Union 4.3 8.8 7.5 7.2 7.4
20.1 20.6 20.5 19.6 19.2

Austria 0.9 2.1 3.1 4.1 3.2
23.7 23.9 25.1 24.9 24.0

Belgium and Luxembourg 1.3 14.7 15.8 25.0 9.6
16.8 18.5 18.9 19.6 19.4

Denmark 0.9 4.7 8.7 10.4 6.9
37.6 22.3 16.4 15.2 14.8

Finland 1.9 7.8 -0.5 -3.8 13.4
24.9 25.4 22.4 18.5 15.1

France 2.5 8.5 9.5 11.8 8.6
20.4 20.7 21.1 20.0 19.1

Germany 3.4 6.8 6.7 4.2 5.1
20.3 20.0 21.4 21.2 20.0

Ireland 2.2 7.1 8.5 6.4 7.8
24.6 17.6 16.7 15.8 15.4

Italy 1.8 2.3 3.1 2.5 3.2
23.1 21.1 20.3 19.1 23.4

Netherlands 15.5 21.1 22.9 22.1 16.7
18.2 20.8 20.4 20.4 19.4

Portugal 0.2 0.5 2.6 3.1 0.6
11.0 28.4 26.0 26.2 25.5

Spain 0.9 1.7 2.8 1.0 2.7
19.9 22.8 23.9 22.0 20.0

Sweden 7.7 23.0 16.2 0.6 5.4
17.6 19.9 18.7 16.9 14.1

United Kingdom 12.0 18.7 9.4 11.7 18.4
16.4 19.1 16.9 15.6 14.9

Other Western Europe 4.7 9.0 10.4 7.6 11.9
24.7 27.5 23.3 21.6 22.2

Iceland - 0.4 0.9 0.5 0.5
22.9 18.6 18.9 17.4 15.4

Norway 3.8 5.5 9.3 1.8 4.1
25.3 26.1 18.5 17.7 22.0

/...
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1981-1985  1986-1990
Home region/economy     (Annual  average) 1991 1992 1993

Switzerland 5.4 10.8 11.0 9.9 15.5
24.4 28.5 25.6 23.7 22.4

North America 2.0 3.0 4.6 4.8 7.6
18.4 16.3 13.5 13.6 14.2

Canada 4.9 4.9 4.9 3.5 5.9
20.7 21.7 19.8 19.6 18.3

United States 1.7 2.8 4.5 4.9 7.8
18.2 15.7 12.9 13.1 13.9

Other developed economies 1.5 4.2 3.1 1.5 1.1
28.1 28.9 30.2 29.4 28.9

Australia 2.4 7.0 4.9 -0.3 2.0
24.6 23.4 20.3 19.5 19.2

Israel 1.8 1.1 3.0 4.3 6.6
19.7 16.7 24.0 23.3 21.5

Japan 1.5 4.1 2.9 1.5 1.1
29.0 30.0 31.8 30.8 30.1

New Zealand 1.7 9.4 20.9 5.5 -15.7
26.2 21.8 16.7 17.3 17.7

South Africa 1.1 0.2 - - -
26.4 20.0 16.2 15.9 14.5

Developing economies 0.4 1.2 1.0 1.4 1.2
23.6 25.0 21.5 18.7 20.0

Africa 1.8 1.5 1.2 0.6 1.5
24.2 25.9 21.0 21.3 20.8

North Africa 0.1 0.2 0.3 0.1 0.2
30.7 30.0 24.0 24.4 23.3

Algeria 0.1 - 0.4 0.2 0.2
35.9 30.4 28.8 28.7 27.5

Egypt 0.1 0.1 0.7 - 0.3
28.2 37.7 30.9 24.3 19.6

Libyan Arab Jamahiriya 0.1 0.8 - - -
27.4 23.5 16.9 19.8 20.0

Morocco - - - - 0.5
26.2 21.9 22.3 23.7 24.1

Tunisia - - 0.1 0.1 0.1
30.3 22.0 24.3 26.4 28.4

Other Africa 5.9 7.6 4.0 2.8 5.8
16.2 16.1 15.0 14.5 15.2

Cameroon 0.3 0.6 1.1 2.9 2.0
23.0 28.5 16.6 11.1 10.8

 /...
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 Annex

(Annex table 6, cont'd)

1981-1985  1986-1990
Home region/economy     (Annual  average) 1991 1992 1993

Central African Republic 0.5 2.1 2.0 3.6 4.1
8.5 13.6 13.7 11.8 8.6

Chad 0.2 6.6 7.6 12.4 7.2
7.6 10.8 10.6 8.5 9.4

Gabon 0.4 1.1 1.4 2.1 0.5
35.4 27.3 19.8 21.4 21.6

Kenya 0.6 0.1 - - -
24.3 19.9 18.6 17.1 15.3

Mauritania - 0.3 - - -
25.7 20.5 21.5 22.5 24.8

Mauritius - 0.1 1.4 4.9 3.8
21.3 26.3 29.0 28.6 28.1

Namibia - 0.1 2.5 0.6 1.3
11.0 17.3 11.2 12.5 10.6

Nigeria 9.4 28.3 10.8 5.2 12.4
13.7 9.1 10.5 11.1 13.6

Senegal 1.6 0.2 - - -
18.0 13.1 14.4 13.4 14.1

Seychelles 14.9 8.6 3.7 2.8 3.7
26.0 22.6 21.1 21.4 22.9

Swaziland 1.3 6.6 19.2 4.0 9.0
30.9 20.2 18.3 24.5 19.5

Zimbabwe - -0.4 - - -
19.9 17.7 21.4 21.4 22.4

Latin America and the Caribbean 0.2 0.9 1.0 1.2 -0.1
18.0 19.1 18.3 16.1 17.0

South America 0.3 0.6 1.1 0.7 1.3
16.1 18.7 15.9 14.0 15.1

Argentina -0.1 0.4 -0.3 0.6 -0.2
10.3 7.4 8.5 4.4 4.4

Bolivia - 0.2 0.2 0.2 0.2
14.7 11.5 13.8 15.8 15.0

Brazil 0.4 0.4 1.3 0.2 1.1
18.5 22.4 18.9 17.5 18.2

Chile 0.1 0.2 2.1 3.9 3.7
5.8 16.7 17.3 23.7 26.5

Colombia 0.5 0.4 0.3 0.7 0.3
19.8 19.7 16.6 15.5 18.7

Uruguay 0.3 0.3 0.2 -2.0 1.7
13.9 12.2 12.8 12.1 14.2

Venezuela - 2.0 1.5 1.6 3.6
22.3 19.9 18.7 20.6 19.8

Other Latin America 0.2 1.8 0.9 1.9 -2.8
22.9 20.3 24.1 20.6 22.1

/...
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(Annex table 6, cont'd)

1981-1985  1986-1990
Home region/economy     (Annual  average) 1991 1992 1993

Bahamas -6.9 51.8 56.2 87.0 -240.8
19.9 21.6 20.7 21.5 21.6

Barbados 0.6 0.8 0.5 0.3 0.9
21.8 17.5 16.8 19.7 18.7

Belize - - 1.2 1.6 1.3
19.8 24.4 28.5 28.9 31.3

Costa Rica 0.5 0.3 0.4 0.3 0.3
25.1 25.6 22.8 20.9 22.1

Mexico 0.2 0.4 0.2 0.7 -0.1
22.8 20.4 24.4 20.8 22.3

Panama 5.0 43.3 12.4 50.5 -69.8
21.6 12.6 18.2 11.2 13.2

Trinidad and Tobago 0.2 0.1 - - -
25.0 19.0 18.1 16.8 19.7

Asia 0.3 1.3 1.0 1.5 1.7
26.6 27.3 22.8 19.4 21.3

West Asia 0.1 0.6 0.1 1.2 0.5
23.4 21.6 9.7 7.1 11.5

Bahrain 0.4 0.4 -0.2 0.2 -2.2
39.2 24.5 20.9 21.7 20.6

Cyprus - 0.1 1.0 0.8 0.7
31.9 27.2 26.7 25.9 23.6

Iran, Islamic Republic of - - - - -
21.4 21.8 4.1 2.6 7.5

Jordan 0.2 -0.2 1.6 -0.2 -3.4
36.1 21.4 21.4 30.3 30.1

Kuwait 1.6 11.2 4.3 14.6 12.8
20.5 18.9 51.6 38.8 27.0

Lebanon 1.3 0.4 -0.7 -0.6 -0.3
21.2 11.4 20.2 20.4 32.4

Oman - - -0.1 -0.1 -
27.1 18.4 16.8 12.3 13.1

Saudi Arabia 0.1 1.9 -1.3 0.2 -0.6
25.4 20.5 17.2 15.3 15.7

Syrian Arab Republic - - - - -
23.7 17.6 16.1 11.1 14.0

Turkey - - 0.1 0.2 0.1
20.0 23.8 22.7 23.1 22.3

United Arab Emirates 0.1 0.1 - 0.3 0.1
28.0 24.1 21.2 23.2 23.2

Yemen 0.1 - - - -
21.9 12.2 20.0 21.2 19.8

South, East and South-East Asia 0.3 1.5 1.1 1.6 2.0
28.1 30.1 30.7 28.9 26.7

/...



425

 Annex

(Annex table 6, cont'd)

1981-1985  1986-1990
Home region/economy     (Annual  average) 1991 1992 1993

China 0.2 0.5 0.7 2.8 3.2
32.4 38.8 34.9 33.0 25.2

Hong Kong 1.1 1.6 1.7 -0.5 0.6
27.3 27.2 28.3 27.8 24.5

India - - - - 0.1
23.5 23.5 20.8 19.1 20.2

Indonesia - - - 0.1 -
28.0 33.0 35.1 27.3 29.1

Korea, Republic of 0.3 0.6 1.2 0.9 0.9
29.2 32.6 37.6 36.6 35.5

Malaysia 2.5 3.1 2.5 2.3 6.2
34.0 27.7 35.3 34.3 34.1

Pakistan - 0.2 - -0.1 -
18.1 18.6 18.3 19.9 20.4

Philippines 0.1 - -0.3 0.1 -
24.7 19.7 20.0 21.7 24.0

Singapore 1.7 6.2 3.0 4.0 4.9
46.6 37.6 35.4 38.3 28.6

Sri Lanka - 0.1 0.2 0.1 0.3
25.9 22.1 23.1 24.2 25.4

Taiwan Province of China 0.4 12.7 4.4 4.6 6.4
23.0 22.4 23.9 17.9 17.5

Thailand - 0.4 0.5 0.3 0.5
24.9 29.3 36.9 39.1 38.7

The Pacific 0.4 0.9 -0.3 0.1 0.5
25.7 21.2 23.8 20.6 18.4

Fiji 0.9 6.0 -2.4 0.9 2.9
24.0 15.4 12.4 12.0 12.4

Papua New Guinea 0.2 -0.4 - - -
26.4 23.4 28.2 23.8 20.4

Developing Europe - - - - -
29.2 29.5 25.0 23.9 24.9

Malta - - - - -
29.2 29.5 25.0 23.9 24.9

Central and Eastern Europe - - 0.1 0.12 0.2
25.2 31.9 18.4 17.4 16.8

Hungary .. .. 0.4 0.4 0.2
.. .. 20.8 20.0 18.4

Poland - - - 0.1 0.1
25.2 31.9 18.8 16.7 17.2

Romania .. .. 0.1 0.1 0.2
.. .. 14.4 15.9 13.4

/...
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(Annex table 6, cont'd)

1981-1985  1986-1990
Home region/economy     (Annual  average) 1991 1992 1993

Memorandum:

Least developed countries:b 0.1 0.9 0.6 0.7 0.4
in 19.5 13.1 18.5 19.2 18.5

Africa 0.1 2.4 2.5 3.6 2.7
14.2 14.8 15.0 14.0 13.5

Latin America and the Caribbean .. .. .. .. ..
.. .. .. .. ..

Asia 0.1 - - - -
21.9 12.2 20.0 21.2 19.8

West Asia 0.1 - - - -
21.9 12.2 20.0 21.2 19.8

South, East and South-East Asia .. .. .. .. ..
.. .. .. .. ..

The Pacific .. .. .. .. ..
.. .. .. .. ..

Oil-exporting countries:c 0.7 1.0 0.5 1.1 1.1
in 24.3 23.5 15.8 12.1 16.3

Africa 2.0 1.7 1.4 0.7 1.7
24.5 27.4 21.2 21.5 20.8

Latin America and the Caribbean 0.1 0.7 0.4 0.8 0.4
22.6 20.1 23.3 20.7 21.8

Asia 0.3 0.7 0.4 1.4 1.3
25.2 23.5 12.0 8.4 13.6

West Asia 0.1 0.7 - 1.9 0.8
23.7 21.6 7.4 5.1 9.7

South, East and South-East Asia 0.7 0.8 0.8 0.9 2.1
29.5 31.5 35.2 29.5 30.7

The Pacific .. .. .. .. ..
.. .. .. .. ..

Developing economies minus China 0.5 1.4 1.0 1.1 0.9
22.4 23.1 20.0 17.1 19.3

Source:  UNCTAD, Division on Transnational Corporations and Investment, based on the Division's
data provided by the FDI database and UNCTAD Secretariat.

a All economies and regional data for the ratio of gross fixed capital formation to gross domestic
product in this table are not necessarily the same as those in annex table 5 as these data include only the
countries for which data are available.

b Least developed countries include: Afghanistan, Angola, Bangladesh, Benin, Bhutan, Burkina
Faso, Burundi, Cambodia, Cape Verde, Central African Republic, Chad, Comoros, Djibouti, Equatorial
Guinea, Eritrea, Ethiopia, Gambia, Guinea, Guinea-Bissau, Haiti, Kiribati, Lao People’s Democratic Republic,
Lesotho, Liberia, Madagascar, Malawi, Maldives, Mali, Mauritania, Mozambique, Myanmar, Nepal, Niger,
Rwanda, Western Samoa, Sierra Leone, Solomon Islands, Somalia, Sudan, Togo, Tuvalu, Uganda, United
Republic of Tanzania, Vanuatu, Yemen, Zaire and Zambia.

c Oil-exporting countries include:  Algeria, Angola, Bahrain, Bolivia, Brunei Darussalam,
Cameroon, Congo, Ecuador, Egypt, Gabon, Indonesia, Islamic Republic of Iran, Iraq, Kuwait, Libyan Arab
Jamahiriya, Malaysia, Mexico, Nigeria, Oman, Qatar, Saudi Arabia, Trinidad and Tobago, Tunisia, United
Arab Emirates and Venezuela.

Note:  Figures in the first line in each region or economy indicate the ratio of FDI flows to gross capital
formation.  Those in the second line, in italics, indicate the ratio of gross fixed capital formation to gross
domestic product.
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Readership Survey
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1. Name and address of respondent (optional):
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4. What is your assessment of the contents of this publication?
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